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EXHIBIT "C" 

Attached to and made a part of that certain Unit Agreement 
dated , 19 , for the South Justis Unit located in 
Lea County, New Mexico 

TRACT NUMBER UNIT PARTICIPATION PERCENT 

1 .648309 
2 1.377364 
3 3.383153 
4 .813426 
5 .821711 
6 2.192094 
7 1.829734 
8 1.893095 
9 1.278368 
10 3.083234 
11 1.850652 
12 10.129934 
13 .548765 
14 1.040874 
15 3.337506 
16 1.915857 
17 3.121720 
18 .043063 
19 1.277488 
20 1.491918 
21 2.323008 
22 .837075 
23 2.052803 
24 .961458 
25 1.197228 
26 .921097 
27 1.308680 
28 .187129 
28A .202856 
29 1.432614 
30 2.359737 
31 1.980553 
32 1.154044 
33 .436277 
34 7.759747 
35 4.153733 
36 .165335 
37 .288605 
38 .281110 

VRP:ckc 
3/4/92 

1 Exhibit "C" 
Unit Operating Agreement 



TRACT NUMBER UNTT PARTICIPATION PERCENT 

39 .821142 
39A .160596 
39B .032708 
40 .264797 
40A .051745 
41 1.323544 
42 .857037 
42A .353997 
43 .535326 
44 .054053 
44A .003731 
45 .242369 
45A .044356 
46 .768106 
47 5.783629 
48 6.745838 
49 .825193 
50 1.738529 
51 5.893882 
52 .453910 
52 -964153 

TOTAL 100.000000 

STATE 15.484354 

FEDERAL 55.861953 

FEE 28.653693 

TOTAL 100.000000 
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1 UNIT AGREEMENT 
2 FOR THE DEVELOPMENT AND OPERATION 
3 OF THE 
4 SOUTH JUSTIS UNIT 
5 LEA COUNTY, NEW MEXICO 
6 

8 THIS AGREEMENT, entered into as of the 1st day of September, 1992, by and 
9 between the parties subscribing, ratifying or consenting hereto, and herein referred to as the 
10 "parties hereto." 
l i 
12 W I T N E S S E T H : 
13 
14 WHEREAS, the parries hereto are the owners of working, royaity or other oii and gas 
15 interests in the unit area subject to this agreement; and 
16 
17 WHEREAS, the Mineral Leasing Act of February 25,1920,41 Stat. 437, as amended, 30 
18 U.S.C. Sees. 181 et seq., authorizes Federal lessees and their representatives to unite with each 
19 other, or joindy or separately with others in collectively adopting and operating a cooperative or 
20 unit plan of development or operation of any oil or gas pool, field, or like area, or any part 
21 thereof for the purpose of more properly conserving the natural resources thereof whenever 
22 determined and certified by the Secretary of the Interior to be necessary or advisable in the 
23 public interest; and 
24 
25 WHEREAS, the Cornmissioner of Public Lands of the State of New Mexico is 
26 authorized by an Aa of the Legislature (Secdon 1, Chapter 88, laws 1943, as amended by 
27 Section 1 of Chapter 176, Laws of 1961) (Chapter 19, Article 10, Section 45, New Mexico 
28 Statutes 1978 Annotated), to consent to and approve the development of operanon of State lands 
29 under agreements made by lessees of State land joindy or severally with other lessees where 
30 such agreements provide for the unit operanon or development of part of or all of any oil or gas 
31 pool, field or area; and 
32 
33 WHEREAS, the Corxunissioner of Public lands of the State of New Mexico is 
34 authorized by an Act of the Legislature (Section 1, Chapter 88, laws 1943, as amended by 
35 Section 1, Chapter 162, laws of 1951) (Chapter 19, Article 10, Section 47, New Mexico Statutes 
36 1978 Annotated) to amend with the approval of lessee, evidenced by the lessee's execution of 
37 such agreement or otherwise, any oil and gas lease embracing State lands so that the length of 
38 the term of said lease may coincide with the term of such agreements for the unit operation and 
39 development of part or all of any oil or gas pool, field or area: and 
40 
41 WHFJEUiAS, the Oil Conservation Division of the State of New Mexico (hereinafter 
42 referred to as the "Division") is authorized by an Act of the Legislature (Chapter 72, Laws of 
43 1935 as amended) (Chapter 70, Article 2, Section 2 et seq., New Mexico Statutes 1978 
44 Annotated) to approve this Agreement and the conservation provisions hereof; and 
45 
46 WHEREAS, the Oil Conservation Division of the Energy and Minerals Department of 
47 the State of New Mexico is authorized by law (Chapter 65, Article 3, and Article 14, N.M.S. 
48 1953 Annotated) to approve this Agreement and the conservation provisions hereof; and 
49 
50 WHEREAS, the parties hereto hold sufficient interest in the Unit Area covering the land 
51 hereinafter described to give reasonable effective control of operations therein; and 
52 
53 WHEREAS, it is the purpose of the parties hereto to conserve natural resources, prevent 
54 waste and secure other benefits obtainable through development and operation of the area 
55 subject to this agreement under the terms, conditions and limitations herein set forth: 
56 
57 NOW, THEREFORE, in consideration of the premises and the promises herein 
58 contained, the parties hereto commit to this agreement their respective interests in the below-
59 defined unit area, and agree severally among themselves as follows: 
60 

VRPxkc 
9/1/92 

-2- Unit Agreement 
South Juatia Unit 



1 1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of 
2 February 25, 1920, as amended, supra, and all valid, pertinent regulations, including operating 
3 and unit plan regulations, heretofore issued thereunder or valid, pertinent and reasonable 
4 regulations hereafter issued thereunder are accepted and made a pan of this agreement as to 
5 Federal Lands, provided such regulations are not inconsistent with the terms of this agreement: 
6 and as to Non-Federai Lands, the oil and gas operating regulations in effect as of the effective 

date hereto governing drilling and producing operations, not inconsistent with the terms hereof 
3 or the laws of the state in which the non-Federal land is located, are hereby accepted and n-arif- a 
9 part of this Agreement. 

10 
11 2. UNIT AREA AND DEFINITIONS: 
12 
13 (a) "Unit Area" is defined as those lands described in Exhibit "B" and depicted on 
14 Exhibit "A" hereof and such land is hereby designated and recognized as 
15 constituting the Unit Area, containing 5,360 acres, more or less, in Lea County, 
16 New Mexico. 
17 
18 (b) "Land Commissioner'' is defined as the Commissioner of Public Lands of the State 
19 of New Mexico. 
20 
21 (c) "Division" is defined as the Oil Conservation Division of the Department of Energy 
22 and Minerals of the State of New Mexico. 
23 
24 (d) "Authorized Officer" or "A.O." is any employee of the Bureau of Land 
25 Management who has been delegated the required authority to act on behalf of the 
26 BLM. 
27 
28 (e) "Secretary" is defined as the Secretary of the Interior of the United States of 
29 America, or his duly authorized delegate. 
30 
31 (f) "Department" is defined as the Department of the Interior of the United States of 
32 America. 
33 
34 (g) "Proper BLM Office" is defined as the Bureau of Land Management office having 
35 jurisdiction over the federal lands included in the Unit Area. 
36 
37 (h) "Unitized Formation" shall mean that interval underlying the Unit Area, the vertical 
38 limits of which extended from an upper liinit which is the top of the Justis Blinebry 
39 Field to a lower limit at the top of the Abo formation, as seen on the Type Log 
40 from the Amerada Hess Ida Wimberiey #4 located at 660* FSL and 990' FWL, 
41 Section 24, T-25-S, R-37-E, and is that interval which is correlative to the interval 
42 from 4,980' to 6,180' below the surface measured from the kelly bushing. The 
43 Blinebry marker has been defined by the New Mexico Oil Conservation 
44 Commission (NMOCC) at a depth of 4,980 feet (elevation 3,081' sub-sea datum-
45 1899) in Amerada's Ida Wimberiey #4, located in SW/4 SW/4 of Section 24, T-25-
46 S, R-37-E, Lea County, New Mexico. 
47 
48 (i) "Unitized Substances" are all oil, gas, gaseous substances, sulphur contained in gas, 
49 condensate, distillate and all associated and constituent liquid or liquefiable 
50 hydrocarbons, other than outside substances, within and produced from the 
51 Unitized Formation. 
52 
53 (j) "Tract" is each parcel of land described as such and given a Tract number in 
54 Exhibit "B". 
55 
56 (k) Tract Participation" is defined as the percentage of participation shown on Exhibit 
57 "C" for allocating Unitized Substances to a Tract under this Agreement 
58 
59 (1) "Unit Participation" is the sum of the percentages obtained by multiplying the 
60 Working Interest of a Working Interest Owner in each Tract by the Tract 
61 Participation of such Tract 
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I 
2 (m) "Working Interest" is the right to search for, produce and acquire Unitized 
3 Substances whether held as an incident of ownership of mineral fee simple tide, 
4 under an oil and gas lease, operating agreement, or otherwise held, which interest is 
5 chargeable with and obligated to pay or bear, either in cash or out of production, or 
6 otherwise, all or a portion of the cost of drilling, developing and producing the 

Unitized Substances from the Unitized Formation and operations thereof hereunder. 
8 Provided that any royalty interest created out of a working interest subsequent to 
9 the execution of this Agreement by the owner of the working interest shall continue 

10 to be subject to such working interest burdens and obligations, 
il 
12 (n) "Working Interest Owner" is any party hereto owning a Working Interest, deluding 
13 a carried working interest owner, holding an interest in Unitized substances by 
14 virtue of a lease, operating agreement, fee title or otherwise. The owner of oil and 
is gas rights that are free of lease or other instrument creating a Working Interest in 
16 another shall be regarded as a Working Interest Owner to the extent of seven-
17 eighths (7/8ths) of his interest in Unitized Substances, and as a Royalty Owner with 
18 respect to his remaining one-eighth (l/8th) interest therein. 
19 
20 (o) "Royalty Interest" or "Royalty" is an interest other than a Working Interest in or 
21 right to receive a portion of the Unitized Substances or the proceeds thereof and 
22 includes the royalty interest reserved by the lessor or by an oil and gas lease and 
23 any overriding royalty interest, oil payment interest, net profit contracts, or any 
24 other payment or burden which does not carry with it the right to search for and 
25 produce unitized substances. 
26 
27 (p) "Royalty Owner" is the owner of a Royaity Interest. 
28 
29 (q) "Unit Operating Agreement" is the agreement entered into by and between the Unit 
30 Operator and the Working Interest Owners as provided in Section 9, infra, and shaii 
31 be styled "Unit Operating Agreement, South Justis Unit, Lea County, New 
32 Mexico". 
33 
34 (r) "Oil and Gas Rights" is the right to explore, develop and operate lands within the 
35 Unit Area for the production of Unitized Substances, or to share in the production 
36 so obtained or the proceeds thereof. 
37 
38 (s) "Outside Substances" is any substance obtained from any source other than the 
39 Unitized Formation and injected into the Unitized Formation. 
40 
41 (t) "Unit Manager" is any person or corporation appointed by Working Interest 
42 Owners to perform the duties of Unit Operator until the selection and qualification 
43 of a successor Unit Operator as provided for in Section 7 hereof. 
44 
45 (u) "Unit Operator" is the party designated by Working Interest Owners under the Unit 
46 Operating Agreement to conduct Unit Operations. 
47 
48 (v) "Unit Operations" is any operation conducted pursuant to this Agreement and the 
49 Unit Operating Agreement. 
50 
51 (w) "Unit Equipment" is all personal property, lease and weil equipment, plants, and 
52 other facilities taken over or otherwise acquired for the joint account for use in Unit 
53 Operations. 
54 
55 (x) "Unit Expense" is all cost, expense, or indebtedness incurred by Working Interest 
56 Owners or Unit Operator pursuant to this Agreement and the Unit Operating 
57 Agreement for or on account of Unit Operations. 
58 
59 (y) "Effective Date" is the date determined in accordance with Section 24. or as 
60 retetermined in accordance with Section 39. 
61 
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1 
2 3. EXHIBITS. The following exhibits herein are incorporated being by reference: 
3 Exhibit "A" attached hereto is a map showing the Unit Area and the boundaries and identity of 
4 tracts and leases in said Unit Area to the extent known to the Unit Operator. Exhibit "B" 
5 attached hereto is a schedule showing, to the extent known to the Unit Operator, the acreage 
6 comprising each Tract, percentages and kind of ownership of oii and gas interests in all land in 

the Unit Area. Exhibit "C" lists Tract Participation of each Tract. However, nothing herein or 
8 in said schedule or map shall be construed as a representation by any party hereto as to the 
9 ownership of any interest other than such interest or interests as are shown in said map or 

10 schedule as owned by such party. The shapes and descriptions of the respective Tracts have 
11 been established by using the best information available. Each Working Interest Owner is 
12 responsible for supplying Unit Operator with accurate infcmnation relating to each Working 
13 Interest Owner's interest If it subsequendy appears that any Tract, because of diverse royalty or 
14 working interest ownership on the Effective Date hereof, should be divided into more than one 
15 Tract or when any revision is requested by the A.O., or any correction of any error other than 
16 mechanical rniscalculations or clerical is needed, then the Unit Operator, with the approval of the 
17 Working Interest Owners, may correct the mistake by revising the exhibits to conform to the 
18 facts. The revision shall not include any revaluation of engmeering or geological 
19 interpretations used in deternuning Tract Participation. Each such revision of an exhibit mtyir. 
20 prior to thirty (30) days after the Effective Date shall be effective as of the Effective Date. Each 
21 other such revision of an exhibit shall be effective at 7:00 a.nx on the first day of the calendar 
22 month next following the filing for record of the revised exhibit or on such other date as may be 
23 deterrnined by Working Interest Owners and set forth in the revised exhibit Copies of such 
24 revision shall be filed with the Land Commissioner, and not less than four (4) copies shall be 
25 filed with the A.O. In any such revision, there shall be no retroactive allocation or adjustment of 
26 Unit Expense or of working interest revenues in the Unitized Substances produced, or proceeds 
27 thereof. 
28 
29 4. EXPANSION. The above described Unit Area may, with the approval of the A.O. 
30 and Land Commissioner, when practicable be expanded to include therein any additional Tract 
31 or Tracts regarded as reasonably necessary or advisable for the purposes of this Agreement 
32 provided however, in such expansion there shall be no retroactive allocation or adjustment of 
33 Unit Expense or of interests in the Unitized Substances produced, or proceeds thereof. Pursuant 
34 to Subsection (b), the Working Interest Owners may agree upon an adjustment of investment by 
35 reason of the expansion. Such expansion shall be effected in the following manner 
36 
37 (a) The Working Interest Owner or Owners of a Tract or Tracts desiring to bring such 
38 Tract or Tracts into this unit, shall file an application therefor with Unit Operator 
39 requesting such admission. 
40 
41 (b) Unit Operator shall circulate a notice of the proposed expansion to each Working 
42 Interest Owner in the Unit Area and in the Tract proposed to be included in the 
43 unit setting out the basis for admission, the Tract Participation to be assigned to 
44 each Tract in the enlarged Unit Area and other pertinent data. After negotiation (at 
45 Working Interest Owners' meeting or otherwise) if at least three (3) Working 
46 Interest Owners having in the aggregate seventy-five percent (75%) of the Unit 
47 Participation then in effect have agreed to inclusion of such Tract or Tracts in the 
48 Unit Area, then Unit Operator shall: 
49 
50 (1) After obtaining preliminary concurrence by the A.O. and Land 
51 Commissioner, prepare a notice of proposed expansion describing the 
52 contemplated changes in the boundaries of the Unit Area, the reason therefor, 
53 the basis for admission of the additional Tract or Tracts, the Tract 
54 Participation to be assigned thereto and the proposed effective date thereof; 
55 and 
56 
57 (2) Deliver copies of notice to Land Commissioner, the A.O. at the proper BLM 
58 Office, each Working Interest Owner and to the last known address of each 
59 lessee and lessor whose interests are affected, advising such parties that thirty 
60 (30) days will be allowed for submission to the Unit Operator of any 
61 objection to such proposed expansion: and 
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1 
2 (3) File, upon the expiration of said thirty (30) day period as set out in (2) 
3 immediately above with the Land Cornmissioner and A.O. the following: (a) 
4 evidence of niailing or delivering copies of said nonce of expansion; (b) an 
5 application for approval of such expansion: (c) an mstrument containing the 
6 appropriate joinders in compliance with the participation requirements of 
7 Section i4. Section 32, and Section 34, infra: and (d) a copy of all objections 
8 received along with the Unit Operators response thereof. 
9 

10 The expansion shall, after due consideration of all pertinent information and approval by 
U the Land Commissioner and the A.O., become effective as of the date prescribed in the notice 
12 thereof, preferably the first day of the month subsequent to the date of notice. The revised Tract 
13 Participation of the respective Tracts included within the Unit Area prior to such enlargement 
14 shall rerriain the same ratio one to another. 
15 
16 5. UNITIZED LAND. All land cornrnitted to this Agreement as to the Unitized 
17 Formation shall constitute land referred to herein as "Unitized Land" or "Land subject to this 
18 Agreement". Nothing herein shall be construed to unitize, pool, or in any way affect the oil, gas 
19 and other minerals contained in or that may be produced from any formation other than the 
20 Unitized Formation as defined in Section 2(h) of this Agreement. 
21 
22 6. UNIT OPERATOR. Atlantic Richfield Company is hereby designated the Unit 
23 Operator, and by signing this insmiment as Unit Operator, agrees and consents to accept the 
24 duties and obligation of Unit Operator for the operation, development, and production of 
25 Unitized Substances as herein provided. Whenever reference is made herein to the Unit 
26 Operator, such reference means the Unit Operator acting in that capacity and not as an owner of 
27 interests in Unitized Substances, when such interest are owned by it and the term "Working 
28 Interest Owner" when used herein shall include or refer to the Unit Operator as the owner of a 
29 Working Interest when such an interest is owned by it. 
30 
31 Unit Or)erator shall have a lien upon interests of Working Interest Owners in the Unit 
32 Area to the extent provided in the Unit Operating Agreement. 
33 
34 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall 
35 have the right to resign at any time, but such resignation shall not become effective so as to 
36 release Unit Operator from the duties and obligations of Unit Operator and terminate Unit 
37 Operator's rights as such for a period of six (6) months after written notice of intention to resign 
38 has been given by Unit Operator to all Working Interest Owners, the Land Cornmissioner and 
39 the A.O. uniess a new Unit Operator shall have taken over and assumed the duties and 
40 obligations of Unit Operator prior to the expiration of said period. 
41 
42 The Unit Operator shall, upon default or failure in the performance of its duties and 
43 obligations hereunder, be subject to removal by two (2) or more Working Interest Owners 
44 having in the aggregate eighty percent (80%) or more of the Unit Participation then in effect 
45 exclusive of the Working Interest Owner who is the Unit Operator. Such removal shall be 
46 effective upon notice thereof to the Land Corrimissioner and the A.O. 
47 
48 In all such instances of effective resignation or removal, until a successor to Unit 
49 Operator is selected and approved as hereinafter provided, the Working Interest Owners shall be 
50 joindy responsible for the performance of the duties of the Unit Operator and shall, not later than 
51 thirty (30) days before such resignation or removal become effective, appoint a Unit Manager to 
52 represent them in any action to be taken hereunder. 
53 
54 The resignation or removal of Unit Operator under this Agreement shall not terrninate its 
55 right, title or interest as the owner of a Working Interest or other interest in Unitized Substances. 
56 but upon the resignation or removal of Unit Operator becoming effective, such Unit Operator 
57 shail deliver possession of all wells, equipment, books and records, materials, appurtenances and 
58 any other assets used in connection with the Unit Operations to the new duly qualified successor 
59 Unit Operator or to the Unit Manager if no such new Unit Operator is elected. Nothing herein 
60 shall be construed as authorizing the removal of any material, equipment or appurtenances 
61 needed for the preservation of any wells. Nothing herein contained shall be construed to relieve 
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1 or discharge any Unit Operator or Unit Manager who resigns or is removed hereunder from any 
2 liability or duties accruing or performable by it prior to the effective date of such resignation or 
3 removal. 
4 
5 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender its 
6 resignation as Unit Operator or shail be removed as hereinabove provided, the Working Interest 
7 Owners shall select a successor Unit Operator as herem provided. Such selection shall not 
8 become effective until (a) a Unit Operator so selected shall accept in writing the duties and 
9 responsibilities of Unit Operator, and (b) the selection shall have been approved by the Land 

LO Cornmissioner and the A.O. If no successor Unit Operator or Unit Manager is selected and 
11 qualified as herein provided, the Land Cornmissioner and/or the A.O., at their election, may 
12 declare this Agreement terminated. 
13 
14 In selecting a successor Unit Operator, the affiimative vote of three (3) or more Working 
15 Interest Owners having a totai of sixty-five percent (65%) or more of the total Unit Participation 
16 shall prevail; provided that if any one Wcnking Interest Owner has a Unit Participation of more 
17 than thirty-five percent (35%), its negative vote or failure to vote shall not be regarded as 
18 sufficient uniess supported by the vote of one or more other Working Interest Owners having a 
19 totai Unit Participation of at least five percent (5%). If the Unit Operator who is removed votes 
20 oniy to succeed itself or fails to vote, the successor Unit Operator may be selected by the 
21 affirmative vote of the owners of at least seventy-five percent (75%) of the Unit Participation 
22 remaining after excluding the Unit Participation of Unit Operator so removed. 
23 
24 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. 
25 Costs and expenses incurred by Unit Operator in conducting Unit Operations hereunder shail be 
26 paid, apportioned among and borne by the Working Interest Owners in accordance with the Unit 
27 Operating Agreement. Such Unit C*perating Agreement shall also provide the manner in which 
28 the Working Interest Owners shall be entided to receive their respective proportionate and 
29 allocated share of the benefits accruing hereto in conformity with their underlying operating 
30 agreements, leases or other contracts and such other rights and obligations as between Unit 
31 Operator and the Working Interest Owners as may be agreed upon by the Unit Operator and the 
32 Working Interest Owners; however, no such Unit Operating Agreement shall be deemed cither 
33 to modify any of the terms and conditions of this Agreement or to relieve the Unit Operator of 
34 any right or obligation established under this Agreement, and in case of any inconsistency or 
35 conflict between this Agreement and the Unit Operating Agreement, this Agreement shall 
36 prevail. Copies of any Unit Operating Agreement executed pursuant to this Section shall be 
37 filed with the Land Commissioner and with the A.O. at the proper BLM Office as required prior 
38 to approval of this Agreement. 
39 
40 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise 
41 specifically provided herein, the exclusive right, privilege and duty of exercising any and all 
42 rights of the parties hereto including surface rights which are necessary or convenient for 
43 prospecting for, producing, storing, allocating and distributing the Unitized Substances are 
44 hereby delegated to and shail be exercised by the Unit Operator as herein provided. Upon 
45 request by Unit Operator, acceptable evidence of tide (sufficient to show ownership by the 
46 Working Interest Owners of the affected tracts, at the expense of the Working Interest 
47 Owner of said tracts) shall be deposited with said Unit Operator, and together with this 
48 Agreement, shall constitute and define the rights, privileges and obligations of Unit Operator. 
49 Nothing herein, however, shall be construed to transfer tide to any land or to any lease or 
50 operating agreement, it being understood that under this Agreement the Unit Operator, in its 
51 capacity as Unit Operator, shall exercise the rights of possession and use vested in the parties 
52 hereto only for the purposes herein specified. 
53 
54 11. PLAN OF OPERATIONS. It is recognized and agreed by the parties hereto that 
55 all of the land subject to this Agreement is reasonably proved to be productive of Unitized 
56 Substances and that the object and purpose of this Agreement is to formulate and to put into 
57 effect an improved recovery project in order to effect additional recovery of Unitized 
58 Substances, prevent waste and conserve natural resources. Unit Operator shall have the right to 
59 inject into the Unitized Formation any substances for secondary recovery or enhanced recovery 
60 purposes in accordance with a plan of operation approved by the Working Interest Owners, the 
61 A.O., the Land Cornmissioner and the Division, including the right to drill and maintain 
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1 injection weiis on the Unitized Land and completed in the Unitized Formation, and to use 
2 abandoned well or wells producing from the Unitized Formation for said purpose. Subject to like 
3 approval, the Plan of Operation may be revised as conditions may warrant. 
4 

5 The initial Plan of Operation shall be filed with the A.O., the Land Corrimissioner and 
6 the Division concurrendy with the filing of this Unit Agreement for final approval. Said initial 
7 Plan or Operation and all revisions thereof shall be as complete and adequate as the A.O., the 
8 Land Cornmissioner and the Division may dei-tiroine to be necessary for timely operation 
9 consistent herewith. Upon approval of this Agreement and the initial plan by the A.O. and 

10 Commissioner, said plan, and all subsequendy approved plans, shall constitute the operating 
11 obligations of the Unit Operator under this -Agreement for the period specified merein. 
12 Thereafter, from time to time before the expiration of any existing plan, the Unit Operator shall 
13 submit for like approval a plan for an additional specified period of operations. After such 
14 operations are commenced, reasonable diligence shall be exercised by the Unit Operator in 
15 complying with the obligations of the approved Plan of Operation. 
16 
17 Notwithstanding anything to the contrary herein contained, should the Unit Operator fail 
18 to commence Unit Operations for the secondary recovery of Unitized Substances from the Unit 
19 Area within eighteen (18) months after the effective date of this Agreement, or any extension 
20 thereof approved by the A.O., this Agreement shall terminate automatically as of the date of 
21 default 
22 
23 12. USE OF SURFACE AND USE OF WATER. The parties to the extent of their 
24 rights and interests, hereby grant to Unit Operator the right to use as much of the surface, 
25 including the water thereunder, of the Unitized Land as may reasonably be necessary for Unit 
26 Operations. 
27 
28 Unit Operator's free use of water or brine or both for Unit Operations, shall not include 
29 any water from any well, lake, pond or irrigation ditch of a surface owner, unless approval for 
30 such use is granted by the surface owner. 
31 
32 Unit Operator shall pay the surface owner for damages to growing crops, fences, 
33 improvements and structures on the Unitized Land that result from Unit Operations, and such 
34 payments shall be considered as items of unit expense to be borne by all the Working Interest 
35 Owners of lands subject hereto. 
36 
37 13. TRACT PARTICIPATION. In Exhibit "C" attached hereto there are listed and 
38 numbered the various Tracts within the Unit Area, and set forth opposite each Tract are figures 
39 which represent the Tract Participation, during Unit Operations if all Tracts in the Unit Area 
40 qualify as provided herein. The Tract Participation of each Tract as shown in Exhibit "C" was 
41 determined in accordance with the following formula: 
42 
43 TWAPTPARTTrTPATTOtV = \% AJB + 4% C/D + 21% E/F + 34% G/H + 40% I/J 
44 
45 A = The Tract surface acres in the Unit Area. 
46 B = The total Unit Area surface acres. 
47 C = The Tract hydrocarbon production from the Unitized Interval for the twelve 
48 (12) months prior to January 1, 1990, in barreis of oil equivalent (BOE) 
49 using a 10 MCF of gas production per one (1) barrel of oil production 
50 equivalency. 
51 D = The total Unit Area hydrocarbon production from the Unitized Interval for 
52 the twelve (12) months prior to January 1, 1990, in barrels of oil equivalent 
53 (BOE) using a 10 MCF of gas production per one (1) barrel of oil production 
54 equivalency. 
55 E = The Tract cumulative hydrocarbon recovery from the Unitized Interval as of 
56 December 31, 1989, in barrels of oil equivalent (BOE) using a 10 MCF of 
57 gas production per one (1) barrei of oil production equivalency. 
58 F = The totai Unit Area cumulative hydrocarbon recovery from the Unitized 
59 Interval as of December 31, 1989, in barreis of oil equivalent (BOE) using 
60 10 MCF of gas production per one (1) barrei of oil production equivalency. 
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1 G = The Tract estimated rcrnaining primary oii production from the Unitized 
2 Interval from January 1, 1990. 
3 H = The total Unit Area estimated remaining primary oil production from the 
- Unitized Interval from January 1, 1990. 
5 I - The Tract estimated ultimate primary hydrocarbon recovery from the 
5 Unitized Interval in barreis of oii equivalent (BOE) using 10 MCF of gas 

production per one (1) barrei of oil production equivalency, 
s J = The total Unit Area estimated ultimate primary hydrocarbon recovery from 
9 the Unitized Interval in barreis of oil equivalent (BOE) using 10 MCF of gas 
10 production per one (1) barrei of oil production equivalency, 
n 
12 In the event less than all Tracts are qualified on the Effective Date hereof, the Tract 
13 Participation shall be calculated on the basis of all such qualified Tracts rather than all tracts in 
14 the Unit Area. 
15 
16 14. TRACTS QUALIFIED FOR PARTICIPATION. On and after the Effective 
17 Date hereof, the Tracts within the Unit Area which shall be entided to participation in the 
18 production of Unitized Substances shall be those Tracts more particularly described in Exhibit 
19 "C" that comer or have a common boundary (Tracts separated only by a public road or a railroad 
20 right-of-way shall be considered to have a common boundary), and that otherwise qualify as 
21 follows: 
22 
23 (a) Each Tract as to which Working Interest Owners owning one hundred percent 
24 (100%) of the Working Interest have become parties to this Agreement and as to 
25 which Royaity Owners owning seventy-five percent (75%) or more of the Royalty 
26 Interest have become parties to this Agreement. 
27 
28 (b) Each Tract as to which Working Interest Owners owning one hundred percent 
29 (100%) of the Working Interest have become parties to this Agreement, and as to 
30 which Royaity Owners owning less than seventy-five percent (75%) of the Royaity 
31 Interest have become parties to this Agreement, and as to which (1) the Working 
32 Interest Owner who operates the Tract and Working Interest Owners owning at 
33 least seventy-five percent (75%) of the remaining Working Interest in such Tract 
34 have joined in a request for the inclusion of such Tract, and as to which (2) 
35 Working Interest Owners owning at least seventy-five percent (75%) of the 
36 combined Unit Participation in all Tracts that meet the requirements of Section 
37 14(a) above have voted in favor of the inclusion of such tract. 
38 
39 (c) Each Tract as to which Working Interest Owners owning less than one hundred 
40 percent (100%) of the Working Interest have become parties to this Agreement, 
41 regardless of the percentage of Royalty Interest therein that is committed hereto; 
42 and as to which (1) the Working Interest Owner who operates the Tract and 
43 Working Interest Owner owning at least seventy-five percent (75%) of the 
44 remaining Working Interest in such Tract, who have become parties to this 
45 Agreement, have joined in a request for inclusion of such Tract, and have executed 
46 and delivered, or obligated themselves to execute and deliver an indemnity 
47 agreement indemnifying and agreeing to hold harmless the other owners of 
48 conxmitted Working Interests, their successors and assigns, against all claims and 
49 demands that may be made by the owners of Working Interest in such Tract who 
50 are not parties to this Agreement, and which arise out of the inclusion of the Tract; 
51 and as to which (2) Working Interest Owners owning at least seventy-five percent 
52 (75%) of the Unit Participation in all Tracts that meet the requirements of Section 
53 14(a) and 14(b) have voted in favor of the inclusion of such Tract and to accept the 
54 mdemnity agreement. Upon the inclusion of such a Tract, the Tract Participations 
55 which would have been attributed to the nonsubscribing owners of Working 
56 Interest in such Tract, had they become parties to this Agreement and the Unit 
57 Operating Agreement, shail be attributed to the Working Interest Owners in such 
58 Tract who have become parties to such agreements, and joined in the indemnity 
59 agreement, in proportion to their respective Working Interests in the Tract 
60 
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1 If on the Effective Date of this Agreement there is any Tract or Tracts which have not 
2 been effectively committed to or made subject to this Agreement by qualifying as above 
3 provided, then such Tract or Tracts shail not be endded to participate hereunder. Unit Operator 
4 shall, when submitting this Agreement for final approval by the Land Commissioner and the 
5 A.O., file therewith a schedule of those tracts which have been committed and made subject to 
6 this Agreement and are endded to participate in Unitized Substances. Said schedule shall set 

forth opposite each such commined Tract the lease number or assignment number, the owner of 
8 record of the lease, and the percentage participation of such tract which shall be computed 
9 according to the participation formula set forth in Section 13 (Tract Participation) above. This 

10 schedule of participation shail be revised Exhibit "C" and upon approval thereof by the Land 
u Cornmissioner and the A.O., shall become a part of this Agreement and shall govern the 
12 allocation of production of Unitized Substances until a new schedule is approved by the Land 
13 Commissioner and A.O. 
14 
15 1S.A. ALLOCATION OF UNITIZED SUBSTANCES. All Unitized Substances 
16 produced and saved (less, save and except any part of such Unitized Substances used in 
17 conformity with good operating practices on unitized land for drilling, operating, camp and other 
18 production or development purposes and for injection or unavoidable loss in accordance with a 
19 Plan of Operation approved by the A.O. and Land Cornmissioner) shall be apportioned among 
20 and allocated to the qualified Tracts in accordance with the respective Tract Participations 
21 effective hereunder during the respective periods such Unitized Substances were produced, as set 
22 forth in the schedule of participation in Exhibit "C". The amount of Unitized Substances so 
23 allocated to each Tract, and only that amount (regardless of whether it be more or less than the 
24 amount of the actual production of Unitized Substances from the weil or wells, if any, or such 
25 Tract) shall, for all intents, uses and purposes, be deemed to have been produced from such 
26 Tract 
27 
28 The Unitized Substances allocated to each Tract shall be distributed among, or accounted 
29 for, to the parties entided to share in the production from such Tract in the same manner, in the 
30 same proportions, and upon the same conditions, as they would have participated and shared in 
31 the production from such Tracts, or in the proceeds thereof, had this Agreement not been entered 
32 into; and with the same legal force and effect 
33 
34 No Tract cornmitted to this Agreement and qualified for participation as above provided 
35 shail be subsequendy excluded from participation hereunder on account of depletion of Unitized 
36 Substances. 
37 
38 If the Working Interest and/or the Royaity Interest in any Tract are divided with respect to 
39 separate parcels or portions of such Tract and owned now or hereafter in severalty by different 
40 persons, the Tract Participation shall in the absence of a recordable instrument executed by all 
41 owners in such Tract and furnished to Unit Operator fixing the divisions of ownership, be 
42 divided among such parcels or portions in proportion to the number of surface acres in each. 
43 
44 15.B. WINDFALL PROFIT TAX. In order to comply with the Windfall Profit Act of 
45 1980, as amended, and applicable regulations and to ensure that interest owners of each Tract 
46 retain the Windfall Profit Tax benefits accruing to each Tract prior to joining the Unit for 
47 Windfall Profit Tax purposes oniy, crude oil shall be allocated to individual Tracts as follows: 
48 
49 15.C. IMPUTED NEWLY DISCOVERED CRUDE OIL. Each Tract contributing 
50 newly discovered crude oil to the Unit Area, that is, each Tract certified as a newly discovered 
51 property for Windfall Profit Tax purposes prior to joining the Unit (Newiy Discovered Tract), 
52 shall be allocated imputed newly discovered crude oil in the proportion that the Tract 
53 Participation of such Tract bears to the totai of the Tract Participations of all Newly discovered 
54 Tracts; provided, however, that imputed newly discovered crude oii allocated to any Tract under 
55 this Subsection 15.C. shall not exceed, in any month, the totai number of barrels of crude oil 
56 allocable out of unit production to such Tract in accordance with its Tract Participation. In the 
57 event a Newiy Discovered Tract is so allocated a number of barrels of imputed newiy discovered 
58 crude oil which is less than the total number of barrels of crude oil allocable out of unit 
59 production to such Tract in accordance with its Tract Participation, then such Newiy Discovered 
60 Tract shall be allocated any remaining unallocated newly discovered crude oil in the proportion 
61 that the Tract Participation of such Tract bears to the total of the Tract Participations of all 
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1 Newiy Discovered Tracts not previously so allocated the total number of barrels allocable out of 
2 unit producnon in accordance with their Tract Participations. This additional allocation process 
3 shall continue to be repeated, as outlined in the preceding sentence, until such time as: 
4 

5 (a) all Newiy Discovered Tracts have been so allocated a number of barreis of imputed 
6 newly discovered crude oil equal to the total number of barreis of crude oii 

allocable out of unit production to such Tracts in accordance with their Tract 
8 Participations; or 
9 

10 (b) there is no imputed newiy discovered crude oii remaining to be allocated, 
11 
12 whichever occurs first. 
13 
14 Any imputed newiy discovered crude oil in excess of the amount of all allocable to a Tract 
15 in accordance with this Subsection 15.C. shall be termed excess imputed newiy discovered crude 
16 oiL 
17 
18 15.D. IMPUTED STRIPPER CRUDE OIL. Each Tract conrributing stripper crude oil 
19 to the Unit Area, that is, each Tract certified as a snipper property for Windfall Profit Tax 
20 purposes prior to joining the Unit (Snipper Tract), shall be allocated imputed snipper crude oil 
21 in the proportion that the Tract Participation of such tract bears to the total of the Tract 
22 Participations of all Snipper Tracts; provided, however, that imputed snipper crude oil allocated 
23 to any Tract under this Subsection 15.D. shall not exceed, in any month, the total number of 
24 barrels of crude oil allocable out of unit production to such Tract in accordance with its Tract 
25 Participation. In the event a Snipper Tract is so allocated a number of barreis of imputed 
26 snipper crude oil which is less than the total number of barreis of crude oil allocable out of unit 
27 production to such Tract in accordance with its Tract Participation, then such Stripper Tract shall 
28 be allocated any remaining unallocated imputed snipper crude oil in the proportion that the Tract 
29 Participation of such Tract bears to the total of the Tract Participations of all Stripper Tracts not 
30 previously so allocated the total number of barrels allocable out of unit production in accordance 
31 with their Tract Participations. This additional allocation process shall continue to be repeated, 
32 as outlined in the preceding sentence, until such time as: 
33 
34 (a) all Stripper Tracts have been so allocated a number of barreis of imputed stripper 
35 crude oil equal to the total number of barreis of crude oil allocable out of unit 
36 production to such Tracts in accordance with their Tract Participations; or 
37 
38 (b) there is no imputed stripper crude oil remaining to be allocated, 
39 
40 whichever comes first, 
41 
42 Any imputed stripper crude oil in excess of the amount of oii allocable to a Tract in 
43 accordance with this Subsection 15D. shail be termed excess imputed stripper crude oil. 
44 
45 15.E. EXCESS IMPUTED NEWLY DISCOVERED CRUDE OIL. Each Tract shall 
46 be allocated any excess imputed newly discovered crude oil in the proportion that its Tract 
47 Participation bears to the total of the Tract Participations of all Tracts not previously allocated 
48 the totai number of barrels of crude oil allocable to these Tracts out of unit production in 
49 accordance with the Tract Participations of such Tracts; provided, however, that excess imputed 
50 newly discovered crude oil allocated to each such Tract, when added to the totai number of 
51 barreis of imputed newiy discovered crude oil previously allocated to it, shall not exceed, in any 
52 month, the total number of barrels of oil allocable to it out of unit production in accordance with 
53 its Tract Participation. 
54 
55 15.F. EXCESS IMPUTED STRIPPER CRUDE OIL. Each Tract shall be allocated 
56 any excess imputed stripper crude oii in the proration that its Tract Participation bears to the 
57 total of the Tract Participations of all Tracts not previously allocated the totai number of crude 
58 oil barrels allocable to these Tracts out of unit production in accordance with the Tract 
59 Participations of such Tracts; provided, however, that excess imputed stripper crude oii allocated 
60 to each such Tract, when added to the totai number of barrels of imputed stripper crude oil 
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1 previously allocated to it, shall not exceed, in any monthly, the totai number of barrels of oil 
2 allocable to it out of unit production in accordance with its Tract Participation. 
3 
4 15.G. TAKING UNITIZED SUBSTANCES IN KIND. The Unitized Substances 
5 allocated to each Tract shall be delivered in kind to the respective parties entided thereto by 
6 virtue of the ownership of oil and gas rights therein. Each such party shall have the right to 

construct, maintain and operate ail necessary facilities for the purpose within the Unitized Area, 
8 provided the same are so constructed, maintained and operated as not to interfere with Unit 
9 Operations. Subject to Section 17 hereof, any extra expendirure incurred by Unit Operator by 

10 reason of the delivery in kind of any portion of the Unitized Substances shall be borne by the 
11 party taking delivery. In the event any Working Interest Owner shall fail to take or otherwise 
12 adequately dispose of its proportionate share of the production from the Unitized Formation, 
13 then so long as such condition continues, Unit Operator, for the account and at the expense of 
14 the Working Interest Owner of the Tract or tracts concerned, and in order to avoid curtailing the 
15 operation of the Unit Area, may, but shall not be required to, sell or otherwise dispose of such 
16 production to itself or to others, provided that all contracts of sale by Unit Operator of any other 
17 party's share of Unitized Substances shall be only for such reasonable periods of time as are 
18 consistent with the minimum needs of the industry under the circumstances, but in no event shall 
19 any such contract be for a period in excess of one (1) year, and at not less than the prevailing 
20 market price in the area for like production, and the account of such Working Interest Owner 
21 shall be charged therewith as having received such production. The net proceeds, if any, of the 
22 Unitized Substances so disposed of by Unit Operator shall be paid to the Working Interest 
23 Owner of the Tract or Tracts concerned. Notwithstanding the foregoing, Unit Operator shall not 
24 make a sale into interstate commerce of any Working Interest Owner's share of gas production 
25 without first giving such Working Interest Owner sixty (60) days notice in such intended sale. 
26 
27 Any Working interest Owner receiving in kind or separately disposing of all or any pan of 
28 the Unitized Substances allocated to any Tract, or receiving the proceeds therefrom if the same is 
29 sold or purchased by Unit Operator, shall be responsible for the payment of all royalty, 
30 overriding royalty and production payments due thereon, and each such party shall hold each 
31 other Working Interest Owner harmless against all claims, demands and causes of action by 
32 owners of such royaity, overriding royalty and production payments. 
33 
34 If, after the Effective Date of this Agreement, there is any Tract of Tracts that are 
35 subsequendy committed hereto, as provided in Section 4 (Expansion) hereof, or any tract or 
36 Tracts within the Unit Area not committed hereto as of the Effective date hereof but which are 
37 subsequendy committed hereto under the provisions of Section 14 (Tracts Qualified for 
38 Participation) and Section 32 (Nonjoinder and Subsequent Joinder); or if any Tract is excluded 
39 from this Agreement as provided for in Section 21 (Loss of Tide), the schedule of participation 
40 as shown in Exhibit "C" shail be revised by the Unit Operator; and the revised Exhibit "C", upon 
41 approval by the Land Commissioner and the A.O., shall govern the allocation of production on 
42 and after the effective date thereof until a revised schedule is approved as hereinabove provided. 
43 
44 16. OUTSIDE SUBSTANCES. If gas, including but not limited to CO2 and 
45 Nitrogen, obtained from formations not subject to this Agreement is introduced into the Unitized 
46 formation for use in repressuring, stimulating of production or increasing ultimate recovery 
47 which shall be in conformity with a Plan of Operation first approved by the Land Cornmissioner 
48 and the A.O., a like amount of gas with appropriate deduction for loss or depletion from any 
49 cause may be withdrawn from unit wells completed in the Unitized Formation royalty free as to 
50 dry gas, but not royalty free as to the products extracted merefrom; provided that such 
51 withdrawal shall be at such time as may be provided in the approved Plan of Operation or as 
52 otherwise may be consented to or prescribed by the Land Cornmissioner and the A.O. as 
53 conforming to good petroleum engineering practices and provided further that such right of 
54 withdrawal shall terminate on the termination date of this Agreement. 
55 
56 17. ROYALTY SETTLEMENT. The State of New Mexico and United States of 
57 America and all Royalty Owners who, under an existing contract, are entided to take in kind a 
58 share of the substances produced from any Tract unitized hereunder, shall continue to be entided 
59 to such right to take in kind their share of the Unitized Substances allocated to such Tract, and 
60 Unit Operator shall make deliveries of such Royalty share taken in kind in conformity with the 
61 applicable contracts, laws and regulations. Settlement for Royaity not taken in kind shail be 
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1 made by Working Interest Owners responsible therefor under existing contracts, laws and 
2 regulations on or before the last day of each month for Unitized Substances produced during the 
3 preceding calendar month; provided, however, that nothing herein contained shail operate to 
4 relieve the lessees of any land from their respective lease obligations for the payment of any 
5 Royalty due under the leases, except that such Royaity shall be computed on Unitized 
6 Substances as allocated to each Tract in accordance with the terms of this Agreement, With 
7 respect to Federal leases commined hereto on which the royaity rate depends upon the daily 
8 average production per well, such average production shall be deanrrined in accordance with the 
9 operating regulations pertaining to Federal leases as though the committed Tracts were included 

10 in a single consolidated lease, 
u 
12 If the amount of production or the proceeds thereof accruing to any Royaity Owner 
13 (except the United States of America) in a Tract depends upon the average production per well 
14 or the average pipeline runs per weil from such Tract during any period of time, then such 
15 production shall be determined from and after the effective date hereof by dividing the quantity 
16 of Unitized Substances allocated hereunder to such Tract during such period of time by the 
17 number of wells located thereon capable of producing Unitized Substances as of the Effective 
18 Date hereof, provided that any Tract not having any weil so capable of producing Unitized 
19 Substances on the Effective Date hereof shall be considered as having one such well for the 
20 purpose of this provision. 
21 
22 All Royalty due the State of New Mexico and the United States of America and the other 
23 Royalty Owners hereunder shall be computed and paid on the basis of all Unitized Substances 
24 allocated to the respective Tract or Tracts cornrmtted hereto, in lieu of actual production from 
25 such Tract or Tracts. 
26 
27 With the exception of Federal and State requirements to the contrary, Working Interest 
28 Owners may use or consume Unitized Substances for Unit Operations and no Royaity, 
29 overriding royalty, production or other payments shall be payable on account of Unitized 
30 S ubstances used, lost, or consumed in Unit Operations. 
31 
32 Each Royaity Owner (other than the State of New Mexico and the United States of 
33 America) that executes tins Agreement represents and warrants that it is the owner of a Royalty 
34 interest in a Tract or Tracts within the Unit Area as its interest appears in Exhibit "B" attached 
35 hereto. If any Royaity Interest in a Tract or Tracts should be lost by tide failure or otherwise in 
36 whole or in part, during the term of this Agreement, then the Royalty Interest of the party 
37 representing himself to be the owner thereof shall be reduced proportionately and the interests of 
38 all parties shall be adjusted accordingly. 
39 
40 18. RENTAL SETTLEMENT. Rentals or minimum Royalties due on the leases 
41 committed hereto shall be paid by Working Interest Owners responsible therefor under existing 
42 contracts, laws and regulations provided that nothing herein contained shall operate to relieve the 
43 lessees of any land from their respective iease obligations for the payment of any rental or 
44 minimum Royalty in lieu thereof, due under their leases. Rental for lands of the State of New 
45 Mexico subject to this Agreement shall be paid at the rate specified in the respective leases from 
46 the State of New Mexico. Rental or minimum Royaity for lands of the United States of America 
47 subject to this Agreement shall be paid at the rate specified in the respective ieases from the 
48 United States of America, unless such rental or minimum Royalty is waived, suspended or 
49 reduced by law or by approval of the Secretary or his duly authorized representative. 
50 
51 19. CONSERVATION. Operations hereunder and production of Unitized Substances 
52 shall be conducted to provide for the most economical and efficient recovery of said substances 
53 without waste, as defined by or pursuant to Federal and State laws and regulations. 
54 
55 20. DRAINAGE. The Unit Operator shall take ail reasonable and prudent measures to 
56 prevent drainage of Unitized Substances from unitized land by wells on land not subject to this 
57 Agreement. 
58 
59 The Unit Operator, upon approval by the Working Interest Owners, the A.O. and the Land 
60 Cornmissioner, is hereby empowered to enter into a borderline agreement or agreements with 
61 working interest owners of adjoining lands not subject to this Agreement with respect to 
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1 operation in the border area for the maximum economic recovery, conservation purposes and 
2 proper protection of the parnes and interest affected. 
3 
4 21. LOSS OF TITLE. In the event dde to a Tract of unitized land shall fail and the 
5 true owner cannot be induced to join in this Agreement, such Tract shall be automatically 
6 regarded as not committed hereto, and there shall be such readjustment of future costs and 
7 benefits as may be required on account of the loss of such tide. In the event of a dispute as to 
8 tide to any Royaity, Working Interest or other interests subject thereto, payment or delivery on 
9 account thereof may be withheld without liability for interest until the dispute is finally settled; 

10 provided, that, as to State or Federal lands or leases, no payments of funds due the United States 
u or the State of New Mexico shall be withheld, but such funds shall be deposited as directed by 
12 the A.O. or Land Commissioner (as the case may be) to be held as unearned money pending 
13 final settlement of the tide dispute, and then applied as earned or returned in accordance with 
14 such final settlement 
15 
16 If the tide or right of any party claiming the right to receive in Jtind all or any portion of 
17 the Unitized Substances allocated to a Tract is in dispute, Unit Operator at the direction of 
18 Working Interest Owners shail either: 
19 
20 (a) require that the party to whom such Unitized Substances are delivered or to whom 
21 the proceeds thereof are paid furnish security for the proper accounting therefor to 
22 the rightful owner if the tide of such party fails in whole or in part or 
23 
24 (b) withhold and market the portion of Unitized Substances with respect to which tide 
25 or right is in dispute, and impound the proceeds thereof until such time as the tide 
26 or right thereto is established by a final judgment of a court of competent 
27 jurisdiction or otherwise to the satisfaction of Working Interest Owners, whereupon 
28 the proceeds so impounded shall be paid to the parry rightfully entided thereto. 
29 
30 Each Working Interest Owner shail mdemriify, hold harmless, and defend all other 
31 Working Interest Owners against any and all claims by any party against the interest attributed to 
32 such Working Interest Owner on Exhibit "B ". 
33 
34 Unit Operator as such is relieved from any responsibility for any defect or failure of any 
35 tide hereunder. 
36 
37 22. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, 
38 conditions and provisions of all leases, subleases and other contracts relating to exploration. 
39 arilling, development or operation for oil or gas on lands committed to this Agreement are 
40 hereby expressly modified and amended to the extent necessary to ma Ire the same conform to the 
41 provisions hereof, but otherwise to remain in full force and effect and the parties hereto hereby 
42 consent that the Secretary and the Land Commissioner, respectively, shall and by their approval 
43 hereof, or by the approval hereof by their duly authorized representatives, do hereby establish, 
44 alter, change or revoke the drilling, producing, rental, minimum Royalty and Royaity 
45 requirements of Federal and State ieases committed hereto and the regulations in respect thereto 
46 to conform said requirements to the provisions of this Agreement 
47 
48 Without lirniting the generality of the foregoing, all leases, subleases and contracts are 
49 particularly modified in accordance with the following: 
50 
51 (a) The development and operation of lands subject to this Agreement under the terms 
52 hereof shall be deemed full performance of all obligations for development and 
53 operation with respect to each Tract subject to this Agreement, regardless of 
54 whether there is any development of any Tract of the Unit Area, notwimstanding 
55 anything to the contrary in any lease, operating agreement or other contract by and 
56 between the parties hereto, or their respective predecessors in interest or any of 
57 them. 
58 
59 (b) Drilling, producing or improved recovery operations performed hereunder shall be 
60 deemed to be performed upon and for the benefit of each Tract, and no lease shall 
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1 be deemed to expire by reason of failure to drill or produce wells situated on the 
2 land therein embraced. 
3 
4 (c) Suspension of drilling or producing operations within the Unit Area pursuant to 
5 direction or consent of the Land Cornmissioner and the A.O., or their duly 
6 authorized representatives, shall be deemed to constitute such suspension pursuant 

to such direction or consent as to each Tract within the Unitized Area. 
8 
9 (d) Each lease, sublease, or contract relating to the exploration, arilling, development, 

10 or operation for oii and gas which by its terms might expire prior to the termination 
11 of this Agreement, is hereby extended beyond any such term so provided therein, 
12 so that it shall be continued in full force and effect for and during the term of this 
13 Agreement 
14 
15 (e) Any lease embracing lands of the State of New Mexico which is made subject to 
16 this Agreement shall continue in force beyond the term provided therein as to the 
17 lands committed hereto until the termination hereof. 
18 
19 (f) Any lease embracing lands of the State of New Mexico having only a portion of its 
20 land committed hereto shall be segregated as to that portion committed and that not 
21 committed, and the terms of such lease shall apply separately to such segregated 
22 portions commencing as of the Effective Date hereof. Provided, however, that 
23 notwithstanding any of the provisions of this Agreement to the contrary, such lease 
24 (including both segregated portions) shall continue in full force and effect beyond 
25 the term provided therein as to all lands embraced in such lease if oil or gas is, or 
26 has heretofore been discovered in paying quantities on some pan of the lands 
27 embraced in such lease committed to this Agreement or, so long as a portion of the 
28 Unitized Substances produced from the Unit Area is, under the terms of this 
29 Agreement, allocated to the portion of the lands covered by such lease commined 
30 to dus Agreement, or, at any time during the term hereof, as to any lease that is 
31 then valid and subsisting and upon which the lessee or the Unit Operator is then 
32 engaged in bona fide drilling, reworking, or improved recovery operations on any 
33 part of the lands embraced in such lease, then the same as to all lands embraced 
34 therein shall remain in full force and effect so long as such operations are diligendy 
35 prosecuted, and if they result in the production of oil or gas, said lease shall 
36 continue in full force and effect as to all of the lands embraced therein, so long 
37 thereafter as oil or gas in paying quantities is being produced from any portion of 
38 said lands. 
39 
40 (g) The segregation of any Federal lease committed to this Agreement is governed by 
41 the following provision in the fourth paragraph of Section 17(j) of the Mineral 
42 Leasing Act, as amended by the Act of September 2,1960 (74 Stat. 781-784): "Any 
43 (Federal) lease heretofore or hereafter cornrnitted to any such (unit) plan embracing 
44 lands that are in pan within and in pan outside of the area covered by any such plan 
45 shall be segregated into separate leases as to the lands committed and the lands not 
46 committed as of the effective date of unitization; provided, however, that any such 
47 lease as to the nonunitized portion shail continue in force and effect for the term 
48 thereof by for not less than two (2) years from the date of such segregation and so 
49 long thereafter as oil or gas is produced in paying quantities." 
50 
51 23. COVENANTS RUN WITH LAND. The covenants herein shail be construed to 
52 be covenants ninning with the land with respect to the interest of the parties hereto and their 
53 successors in interest until this Agreement terminates, and any grant, transfer or conveyance of 
54 interest in land or leases subject hereto shail be and hereby is conditioned upon the assumption 
55 of all privileges and obtigations hereunder by the grantee, transferee or other successor in 
56 interest. No assignment or transfer of any Working Interest subject hereto shall be binding upon 
57 Unit Operator until the first day of the calendar month after Unit Operator is furnished with the 
58 original, or acceptable photostatic or certified copy, of the recorded instrument or transfer; and 
59 no assignment or transfer of any Royaity Interest subject hereto shall be binding upon the 
60 Working Interest Owner responsible therefor until the first day of the calendar month after said 
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1 Working Interest Owner is furnished with the original, or acceptable photostatic or certified 
2 copy, of the recorded mstrument or transfer. 
3 
4 24. EFFECTIVE DATE AND TERM. This Agreement shall be binding upon each 
5 party who executes or ratifies it as of the date of execution or ratification by such party and shall 
6 become effective on the first day of the calendar month next following the approval of this 

Agreement by the A.O., the Land Commissioner and the Cornmission. 
8 
9 If this Agreement does not become effective on or before September 1, 1993, it shall ipso 

10 facto expire on said date (hereinafter called "Expiration Date") and thereafter be of no further 
11 force or effect, unless prior thereto this Agreement has been executed or ratified by Working 
12 Interest Owners owning a combined Participation of at least seventy-five percent (75%); and at 
13 least seventy-five percent (75%) of such Working Interest Owners cornmitted to this Agreement 
14 have decided to extend Expiration Date for a period not to exceed one (1) year (hereinafter 
15 called "Extended Expiration Date"). If Expiration Date is so extended and this Agreement does 
16 not become effective on or before Extended Expiration Date, it shall ipso facto expire on 
17 Extended Expiration Date and thereafter be of no further force and effect. 
18 
19 Unit Operator shall file for record within thirty (30) days after the Effective date of 
20 this Agreement, in the office of the County Clerk of Lea County, New Mexico, where a 
21 counterpart of this Agreement is recorded, a certificate to the effect that this Agreement 
22 has become effective in accordance with its terms, therein identifying the Division's order 
23 approving statutory unitization and stating the effective date. 
24 
25 The terms of this Agreement shall be for and during the time that Unitized Substances are 
26 produced from the unitized land and so long thereafter as drilling, reworking or other operations 
27 (mciuding improved recovery operations) are prosecuted thereon without cessation of more than 
28 ninety (90) consecutive days unless sooner terrninated as herein provided. 
29 
30 This Agreement may be terminated with the approval of the Land Commissioner and the 
31 A.O. by Working Interest Owners owning eighty percent (80%) of the unit Participation then in 
32 effect whenever such Working Interest Owners determine that Unit Operations are no longer 
33 profitable, or in the interest of conservation. Upon approval, such termination shall be effective 
34 as of the first day of the month after said Working Interest Owners' deterrriination. Notice of any 
35 such termination shall be filed by Unit Operator in the office of the County Clerk of Lea County, 
36 New Mexico, within thirty (30) days of the effective date of termination. 
37 
38 Upon termination of this Agreement, the parties hereto shall be governed by the terms and 
39 provisions of the leases and contracts affecting the separate Tracts just as if this Agreement had 
40 never been entered into. 
41 
42 Notwithstanding any other provision in the leases unitized under this Agreement, Royaity 
43 Owners hereby grant Working Interest Owners a period of six (6) months after termination of 
44 this Agreement in which to salvage, sell, distribute or otherwise dispose of the personal property 
45 and facilities used in connection with Unit Operations. 
46 
47 25. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. All 
48 production and the disposal thereof shall be in conformity with allocation and quotas made or 
49 fixed by any duly authorized person or regulatory body under any Federal or State statute. The 
50 A.O. is hereby vested with authority to alter or modify from time to time, in his or her 
51 discretion, the rate of prospecting and development and within the limits made or fixed by the 
52 Division to alter or modify the quantity and rate of production under this Agreement, such 
53 authority being hereby limited to alteration or modification in the public interest, the purpose 
54 thereof and the public interest to be served thereby to be stated in the order of alteration or 
55 modification: provided, further, that no such alteration or modification shall be effective as to 
56 any land of the State of New Mexico as to the rate of prospecting and development in the 
57 absence of the specific written approval thereof by the Land Cornmissioner and as to any iands 
58 in the State of New Mexico or privateiy-owned lands subject to this Agreement or to the 
59 quantity and rate of production from such lands in the absence of specific written approval 
60 thereof by the Division. 
61 
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1 Powers in this Section vested in the A.O. shail oniy be exercised after nonce to Unit 
2 Operator and opportunity for hearing to be held not less than fifteen (15) days from notice, and 
3 thereafter subject to adrninisrrative appeal before becoming final. 
4 

5 26. NONDISCRIMINATION. Unit Operator in connection with the performance of 
5 work under this Agreement relating to leases of the United States, agrees to compiy with all of 

the provisions of Section 202(1) to (7) inclusive of Executive Order 11246, (30 F.R. 12319), 
8 which are hereby incorporated by reference in this Agreement. 
9 

10 27. APPEARANCES. Unit Operator shall have the right, in the absence of the 
11 designation of a different representative by the working interest owners, to appear for or on 
12 behalf of any interests affected hereby before the Land Commissioner, the Department, and the 
13 Division, and to appeal from any order issued under the rules and regulations of the Land 
14 Commissioner, the Department or the Division, or to apply for relief from any of said rules and 
15 regulations or in any proceedings relative to operations before the Land Commissioner, the 
16 Department or the Division or any other legally constituted authority; provided, however, that 
17 any other interested party shall also have the right at its own expense to be heard in any such 
18 proceeding. 
19 

20 28. NOTICES. All notices, demands, objections or statements required hereunder to 
21 be given or rendered to the parties hereto shall be deemed fully given if made in writing and 
22 personally delivered to the party or parties or sent by postpaid certified or registered mail, 
23 addressed to such parry or parties at their last known address set form in connection with the 
24 signatures hereto or to the ratification or consent hereof or to such other address as any such 
25 party or parties may have furnished in writing to the party sending the notice, demand or 
26 statement. 
27 
28 29. NO WAIVER OF CERTAIN RIGHTS. Nothing in this Agreement contained 
29 shall be construed as a waiver by any party hereto of the right to assert any legal or 
30 constitutional right or defense as to the validity or invalidity of any law of the State wherein said 
31 Unitized Lands are located, or regulations issued thereunder in any way affecting such party, or 
32 as a waiver by any such party of any right beyond his or its authority to waive; provided, 
33 however, each party hereto covenants that it will not resort to any action to partition the Unitized 
34 Land or the Unit Equipment. 
35 
36 30. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO 
37 REALTY. Each Working Interest Owner has heretofore piaced and used on its Tract or Tracts 
38 committed to this Agreement various well and lease equipment and other property, equipment 
39 and facilities. It is also recognized that additional equipment and facilities may hereafter be 
40 piaced and used upon the Unitized Land as now or hereafter constituted. Therefore, for all 
41 purposes of this Agreement, any such equipment shall be considered to be personal property and 
42 not fixtures attached to realty. Accordingly, said weil and lease equipment and personal 
43 property is hereby severed from the mineral estates affected by this Agreement, and it is agreed 
44 that any such equipment and personal property shall be and remain personal property of the 
45 Working Interest Owners for ail purposes. 
46 
47 31. UNAVODDABLE DELAY. All obligations under this Agreement requiring the 
48 Unit Operator to commence or continue improved recovery operations or to operate on or 
49 produce Unitized Substances from any of the lands covered by this Agreement shall be 
50 suspended while, but only so long as, the Unit Operator, despite the exercise of due care and 
51 diligence, is prevented from complying with such obligations, in whole or in party, by strikes, 
52 acts of God, Federal, State or municipal law or agency, unavoidable accident, uncontrollable 
53 delays in transportation, inability to obtain necessary materials or equipment in open market, or 
54 other matters beyond the reasonable control of the Unit Operator whether similar to matters 
55 herein enumerated or not. 
56 

57 32. NONJOINDER AND SUBSEQUENT JOINDER. Joinder by any Royaity 
58 Owner, at any time, must be accompanied by appropriate joinder of the corresponding Working 
59 Interest Owner in order for the interest of such Royaity Owner to be regarded as effectively 
60 committed. Joinder to this Agreement by a Working Interest Owner, at any time, must be 
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1 accompanied by appropriate joinder to the Unit Operating Agreement in order for such interest 
2 to be regarded as effectively committed to this Agreement. 
3 
4 Any oil or gas interest in the Unitized Formations not committed hereto prior to 
5 submission of this Agreement to the Land Commissioner and the A.O. for final approval may 
6 thereafter by committed hereto upon compliance with the applicable provisions of this Section 
7 and of Section 14 (Tracts Qualified for Participation) hereof, at any time up to the Effective 
8 Date hereof on the same basis of Tract Participation as provided in Section 13, by the owner or 
9 owners thereof subscribing, ratifying, or consenting in writing to this Agreement and, if the 

10 interest is a Working Interest, by the owner of such interest subscribing also to the Unit 
u Operating Agreement. 
12 
13 It is understood and agreed, however, that from and after the Effective Date hereof the 
14 right of subsequent joinder as provided in this Section shall be subject to such requirements or 
15 approvals and on such basis as may be agreed upon by Working Interest Owners owning not less 
16 than seventy-five percent (75%) of the Unit Participation then in effect, and approved by the 
17 Land (Commissioner and A.O. Such subsequent joinder by a proposed Working Interest Owner 
18 must be evidenced by his execution or ratification of this Agreement and the Unit Operating 
19 Agreement and, where State or Federal land is involved, such joinder must be approved by the 
20 Land Cornmissioner or A.O. Such joinder by a proposed Royalty Owner must be evidenced by 
21 his execution, ratification or consent of this Agreement and must be consented to in writing by 
22 the Working Interest Owner responsible for the payment of any benefits that may accrue 
23 hereunder in behalf of such proposed Royaity Owner. Except as may be otherwise herein 
24 provided, subsequent joinder to this Agreement shall be effective as of the first day of the month 
25 following the filing with the Land Commissioner and A.O. of duly executed counterparts of any 
26 and all documents necessary to establish effective commitment of any Tract or interest to this 
27 Agreement, uniess objection to such joinder by the Land Cornmissioner or the A.O., is duly 
28 made sixty (60) days after such filing. 
29 
30 33. COUNTERPARTS. This Agreement may be executed in any number of 
31 counterparts, no one of which needs to be executed by ail parties and may be ratified or 
32 consented to by separate instrument in writing, specifically referring hereto, and shall be binding 
33 upon all those parnes who have executed such a counterpart, ratification or consent hereto with 
34 the same force and effect as if all parties had signed the same document, and regardless of 
35 whether or not it is executed by all other parties owning or claiming an interest in the land within 
36 the described Unit Area. Furthermore, this Agreement shall extend to and be binding on the 
37 parties hereto, their successors, heirs and assigns. 
38 
39 34. JOINDER IN DUAL CAPACITY. Execution as herein provided by any party as 
40 either a Working Interest Owner or a Royaity Owner shall commit all interests owned or 
41 controlled by such party; provided, that if the party is the owner of a Working Interest, he must 
42 also execute the Unit Operating Agreement. 
43 
44 35. TAXES. Each party hereto shall, for its own account, render and pay its share of 
45 any taxes levied against or measured by the amount or value of the Unitized Substances 
46 produced from the unitized land; provided, however, that if it is required or if it be determined 
47 that the Unit Operator or the several Working Interest Owners must pay or advance said taxes 
48 for the account of the parties hereto, it is hereby expressly agreed that the parries so paying or 
49 advancing said taxes shall be reimbursed therefor by the parties hereto, including Royalty 
50 Owners, who may be responsible for the taxes on their respective allocated share of said 
51 Unitized Substances. No taxes shall be charged to the United States or to the State of New 
52 Mexico, nor to any lessor who has a contract with a lessee which requires his lessee to pay 
53 such taxes. 
54 
55 36. NO PARTNERSHIP. The duties, obligations and liabilities of the parties hereto 
56 are intended to be several and not joint or collective. This Agreement is not intended to create, 
57 and shall not be construed to create, an association or trust, or to impose a partnership duty, 
58 obligation or liability with regard to any one or more of the parties hereto. Each party hereto 
59 shail be individually responsible for its own obligation as herein provided. 
60 
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1 37. PRODUCTION AS OF THE EFFECTIVE DATE. Unit Operator shall make a 
2 proper and timely gauge of all leases and other tanks within the Unit Area in order to ascertain 
3 the amount of merchantable oil above the pipeline connecnon, in such tanks as of 7:00 a.nx on 
4 the Effective Date hereof. All such oil which has then been produced in accordance with 
5 established allowables shall be and rerriain the property of the Working Interest Owner entitled 
6 thereto, the same as if the unit had not been formed: and the responsible Working Interest 
7 Owner shall prompdy remove said oil from the Unitized Land. Any such oii not so removed 
8 shall be sold by Unit Operator for the account of such Working Interest Owners, subject to the 
9 payment of all Royaity to Royalty Owners under the terms hereof. The oil that is in excess of 

10 the prior allowable of the wells from which it was produced shall be regarded as Unitized 
11 Substances produced after Effective Date hereof 
12 
13 If, as of the Effective Date hereof, any Tract is over-produced with respect to the 
14 allowable of the wells on that Tract and the amount of over-production has been sold or 
15 otherwise disposed of, such over-production shall be regarded as a pan of the Unitized 
16 Substances produced after the Effective Date hereof and shall be charged to such Tract as 
17 having been delivered to the parties entided to Unitized Substances allocated to such Tract. 
18 
19 38. NO SHARING OF MARKET. This Agreement is not intended to provide and 
20 shall not be construed to provide, directly or indirectly, for any cooperative refining, joint saie 
21 or marketing of Unitized Substances. 
22 
23 39. STATUTORY UNITIZATION. If and when Working Interest Owners owning at 
24 least seventy-five percent (75%) Unit Participation and Royaity Owners owning at least 
25 seventy-five percent (75%) Royaity interest have become parties to this Agreement or have 
26 approved this Agreement in writing and such Working Interest Owners have also become 
27 parnes to the Unit Operating Agreement, Unit Operator may make application to the Division 
28 for statutory unitization of the uncommitted interests pursuant to the Statutory Unitization Act 
29 (Chapter 65, Article 14, N.M.S. 1953 Annotated). If such application is made and statutory 
30 unitization is approved by the Division, then effective as of the date of the Division's order 
31 approving statutory unitization, this Agreement and/or the Unit Operating Agreement shall 
32 automatically be revised and/or amended in accordance with the following: 
33 
34 (1) Section 14 of this Agreement shall be revised by substituting for the entire said 
35 section the following: 
36 
37 14. TRACTS QUALIFIED FOR PARTICIPATION. On or after the Effective 
38 Date hereof, all Tracts within the Unit Area shall be entided to participation in the 
39 production of Unitized Substances." 
40 
41 (2) Section 24 of this Agreement shall be revised by substituting for the first three (3) 
42 paragraphs of said section the following: 
43 
44 "24. EFFECTIVE DATE AND TERM. This Agreement shall become effective 
45 on the first day of the calendar month next following the effective date of the 
46 Division's order approving statutory unitization upon the terms and conditions of 
47 this Agreement, as amended (if any amendment is necessary) to conform to the 
48 Division's order; approval of this Agreement, as so amended, by the Land 
49 Commissioner; and the A.O. and the filing by Unit Operator of this Agreement or 
50 notice thereof for record in the office of the County Clerk of Lea County, New 
51 Mexico. Unit Operator shall not file this Agreement or notice thereof for record, 
52 and hence this Agreement shall not become effective, uniess within ninety (90) 
53 days after the date all other prerequisites for effectiveness of this Agreement have 
54 been satisfied, such filing is approved by Working Interest Owners owning a 
55 combined Unit Participation of at least sixty-five percent (65%1 as to ail Tracts 
56 within the Unit Area. 
57 
58 "Unit Operator shall, within thirty (30) days after the Effective Date of this 
59 Agreement, file for record in the office of the County Clerk of Lea County, New 
60 Mexico, a certificate to the effect that this Agreement has become effective in 
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1 accordance with its terms, merein identifying the Division's order approving 
2 statutory unitization and stating the Effective Date." 
3 
4 (3) This Agreement and/or the Unit Operating Agreement shail be amended in any and 
5 all respects necessary to conform to the Divisions order approving statutory 
6 unitization. 

Any and all amendments of this Agreement and/or the Unit Operating Agreement that are 
8 necessary to conform said agreements to the Division s order approving statutory unitization 
9 shall be deemed to be hereby approved in writing by the parties hereto without any necessity 

10 for further approval by said parties, except as follows: 
n 
12 (a) If any amendment of this Agreement has the effect of reducing any Royalty 
13 Owner's participation in the production of Unitized Substances, such Royaity 
14 Owner shall not be deemed to have hereby approved the amended agreement 
15 without uie necessity of further approval in writing by said Royaity owner; and 
16 
17 (b) If any amendment of this Agreement and/or the Unit Operating Agreement has the 
18 effect of reducing any Working Interest Owner's participation in the production of 
19 Unitized Substances or increasing such Working Interest Owner's share of Unit 
20 Expense, such Working Interest Owner shall not be deemed to have hereby 
21 approved the amended agreements without the necessity of further approval in 
22 writing by said Working Interest Owner. 
23 
24 
25 Executed as of the day and year first above written. 
26 
27 
28 ATLANTIC RICHFIELD COMPANY 
29 
30 
31 Date: By: 
32 T. L. Holland 
33 Attorney-in-Fact 
34 
35 
36 
37 
38 

VRPxkc 
9/1/92 

-20- Unit Agreement 
South Juatia Unit 



STATE OF TEXAS § 
§ 

COUNTY OF MIDLAND § 

This instrument was acknowledged before me on this day of 

, 1992, by T. L. HOLLAND, as Attorney-in-Fact of ATLANTIC 

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

(Print Name) 

My Commission Expires: Notary Public in and for the State of Texas 

VRPxkc 
9/1/92 
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Exhibit A 
To Unit 

Agreement 

ARCO Oil & Gas<> 
South Justis Unit 
Lea County, New Mexico 
Scale- r -3000 ' 
By- R. Pyle 
Date- 8-92 
Dept- Exploration 
Drawn By RGJ 
Date- 8-92 
Dwg. No. SJU37G 

Legend 

— — — Unit Boundary 

© Tract Number 

Scale 

Patented 

Federal 

State 

Acreage 

1,840.0 

2,800.0 

920.0 

Total 5,360.0 

Percentage 

30.80 

52.24 

17.18 

100.00 
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EXHIBIT "C 

Attached to and made a part of that certain Unit Agreement 
dated , 19 , for the South Justis Unit located in 
Lea County, New Mexico 

TRACT NUMBER UNIT PARTICIPATION Fl 

1 .648309 
2 1.377364 
3 3.383153 
4 .813426 
5 .821711 
6 2.192094 
7 1.829734 
8 1.893095 
9 1.278368 
10 3.083234 
11 1.850652 
12 10.129934 
13 .548765 
14 1.040874 
15 3.337506 
16 1.915857 
17 3.121720 
18 .043063 
19 1.277488 
20 1.491918 
21 2.323008 
22 .837075 
23 2.052803 
24 .961458 
25 1.197228 
26 .921097 
27 1.308680 
28 .187129 
28A .202856 
29 1.432614 
30 2.359737 
31 1.980553 
32 1.154044 
33 .436277 
34 7.759747 
35 4.153733 
36 .165335 
37 .288605 
38 .281110 

VRPxkc 
3/4/92 
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Unit Operating Agreement 



TRACT NUMBER UNTT PARTICIPATION PERCENT 

39 .821142 
39A .160596 
39B .032708 
40 .264797 
40A .051745 
41 1.323544 
42 .857037 
42A .353997 
43 .535326 
44 .054053 
44A .003731 
45 .242369 
45A .044356 
46 .768106 
47 5.783629 
48 6.745838 
49 .825193 
50 1.738529 
51 5.893882 
52 .453910 
5J -964153 

TOTAL 100.000000 

STATE 15.484354 

FEDERAL 55.861953 

FEE 28.653693 

TOTAL 100.000000 

VRPxkc 2 Exhibit "C" 
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UNIT OPERATING AG 

BEFORE EXAMINER CATANACH 

OIL CONSERVATION DIVISION 

FXHIRIT NO. £ 

UNIT OPERATING AG I E E M E N T 

SOUTH JUST 
CARF MO /9&J£>££% 

UNIT AREA 

COUNTY OF LEA 
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1 UNIT OPERATING AGREEMENT 
2 SOUTH JUSTIS UNIT 
3 Lea County, New Mexico 
4 

5 

6 THIS AGREEMENT, entered into as of the 1st day of September, 1992, 
n 
i 

3 WITNESSETH: 
9 

10 WHEREAS, the parties hereto as Working Interest Owners have executed an 
n agreement entitled "Unit Agreement for the Development and Operation of the 
12 South Justis Unit, herein referred to as "Unit Agreement," which, among other 
13 things, provides for a separate agreement to be entered into by the Working 
14 Interest Owners to provide for Unit operations as therein defined; 
15 
16 NOW, THEREFORE, in consideration of the mutual agreements herein set 
17 forth, it is agreed as follows: 
18 
19 
20 ARTICLE 1 
21 
22 Confirmation of Unit Aareement 
23 
24 1.1 Ponfirtnatloii of Unit Agreement. The Unit Agreement is hereby 
25 confirmed and by reference made a part of this Agreement. The 
26 definitions in the Unit Agreement are adopted for all purposes of this 
27 Agreement. If there is any conflict between the Unit Agreement and 
28 this Agreement, the Unit Agreement shall govern. 
29 
30 1.2 ncfliUflnns. The definitions contained in the Unit Agreement are 
31 adopted for all purposes of this Agreement. In addition, the following 
32 terms, when used herein, shall have the following meanings: 
33 
34 1.2.1 Outside S 4 s t e t i r < f « means all substances obtained from 
35 any source other than the Unitized Formation and which 
36 are injected into the Unitized Formation. 
37 
38 1.2.2 Unit Production means all Unitized Substances produced 
39 and saved from the Unitized Formation. 
40 
41 1.2.3 fHI and riatj means not only oil and gas as such in 
42 combination one with the other but means oil, gas, 
43 casinghead gas, casinghead gasoline, condensate, or other 
44 hydrocarbons or associated minerals, or any combination 
45 thereof. 
46 
47 1.2.4 Oil and Gas Rt.gti*g means the right to explore, develop 
48 and operate lands within the Unit Area for the production of 
49 Unitized Substances, or to share in the production so 
50 obtained or the proceeds thereof. 
51 
52 1.2.5 Lessee or WnriHtig Interest Owner means an owner of a 
53 Working Interest, as denned in the Unit Agreement. 
54 

55 1.2.6 Royalty Owner means an owner of a Royaity Interest as 
56 defined in the Unit Agreement. 
57 
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1 1.2.7 Unit Participation of each Lessee means the sum of the 
2 percentages obtained by multiplying the Working Interest of 
3 such Lessee in each Tract by the Tract Participation of such 
4 Tract and is set forth in Exhibit "D" hereto. 
5 
6 1.2.8 Unit Operations means all operations conducted by the 
7 Unit Operator pursuant to the Unit Agreement and this 
8 Agreement. 
9 

10 1.2.9 Unit Equipment is all personal property, lease and well 
n equipment, plants and other facilities and equipment taken 
12 over or otherwise acquired for the joint account for use in 
13 Unit Operations. 
14 
15 1.2.10 Unit Expense means all cost, expense or indebtedness 
16 incurred by the Unit Operator pursuant to the Unit 
n Agreement and this Agreement. 
18 
19 1.2.11 Person means any individual, corporation, partnership, 
20 common law or statutory trust, association of any kind, the 
21 State of Wyoming or any subdivision or agency thereof 
22 acting in a proprietary capacity, guardian, executor, 
23 administrator, fiduciary of any kind, or any entity capable of 
24 holding an interest in the Unit Area. 
25 
26 
27 ARTICLE 2 
28 
29 Exhibits 
30 
31 2.1 Rxhihlts. The following exhibits are incorporated herein by reference 
32 or attachment: 
33 
34 2.1.1 rc^MMf A, B . and C of the Unit Agreement being the Plat 
35 of the Unit Area, the Description and Ownership of the Unit 
36 Area, and the Tract Participation within the Unit Area, 
37 respectively. 
38 
39 2.1.2 rerfitt^t n, attached hereto, is a schedule showing the 
40 Working Interest owned by each Working Interest Owner in 
41 each Tract, and the total Unit Ownership of each Working 
42 Interest Owner. 
43 
44 2.1.3 ifcrhlhlt re, attached hereto, is the Accounting Procedure 
45 applicable to Unit Operations. I f there is any conflict 
46 between this Agreement and Exhibit E, this Agreement 
47 shall govern. 
48 
49 2.1.4 Rxhihit F, attached hereto, contains insurance provisions 
50 applicable to Unit Operations. 
51 
52 2.1.5 Exhibit G. attached hereto, contains the Equal Opportunity 
53 Clause applicable to Unit Operations. 
54 
55 2.1.6 Exhibit H . attached hereto, contains the Gas Balancing 
56 Agreement applicable to Unit Operations. 
57 
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1 2.2 Reference nnfl Revision nf vt-rMMtt- When reference is made 
2 herein to an exhibit, i t is to the original exhibit or, i f revised, to the 
3 last revision. Whenever Exhibits A, B, or C are revised, Unit Operator 
4 shall also revise Exhibit D as necessary to conform to changes in 
5 ownership of which Unit Operator has been notified as provided in the 
6 Unit Agreement. 
7 
8 
9 ARTICLE 3 

10 
ii Supervision of Operations By Working Interest Owners 
12 
13 3.1 Overall Supervision. Working Interest Owners shall exercise overall 
14 supervision and control of all matters pertaining to Unit Operations. 
15 In the exercise of such authority, each Working Interest Owner shall 
16 act solely in its own behalf in the capacity of an individual owner and 
17 not on behalf of the owners as an entity. 
18 
19 3.2 Specific Authority and Duties. The matters with respect to which 
20 Working Interest Owners shall decide and take action pursuant to 
21 Section 4.3 shall include, but not be limited to, the following: 
22 
23 3.2.1 Method and Plans of Operation. The method of 
24 operation, including the type of pressure maintenance or 
25 recovery program to be employed subject to approval of the 
26 AO. 
27 
28 3.2.2 nrilUng of Wells. The drilling, deepening or sidetracking 
29 of any well whether for production of Unitized Substances, 
30 for use as an injection well, or for other purposes. 
31 
32 3.2.3 Well AbnTiriftTimisnt. Use and Conversion. The 
33 abandonment of any well; the use of any well for injection, 
34 salt water disposal, or for any purpose other than 
35 production; or the conversion of the use of any well from one 
36 purpose to another. The reactivation of a well which was 
37 shut-in or temporarily abandoned to its former use by Unit 
38 Operator shall not require prior approval of Working 
39 Interest Owners i f the estimated expenditure is less than 
40 the expenditure limitation specified in Section 3.2.4. 
41 
42 3.2.4 Expenditures. The making of any single expenditure in 
43 excess of Fifty Thousand Dollars ($50,000.00); however 
44 approval by Working Interest Owners of the drilling, 
45 reworking, deepening, or plugging back of any well shall 
46 include approval of all necessary expenditures required 
47 therefor, and for completing, testing, and equipping the 
48 well, including necessary flow lines, separators, and lease 
49 tankage. 
50 
51 3.2.5 Disposition of Unit Equipment. The selling or otherwise 
52 disposing of any item of surplus Unit Equipment, i f the 
53 current price of new equipment similar thereto is in excess 
54 of Twenty-Five Thousand Dollars ($25,000.00). 
55 
56 3.2.6 Appearance Before a Court or Regulatory Agency. The 
57 designating of a respresentative to appear before any court 
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1 or regulatory agency in matters pertaining to Unit 
2 Operations; however, Unit Operator shall act as such 
3 representative in the absence of the designation of a 
4 different representative by Working Interest Owners. Such 
5 designation shall not prevent any Working Interest Owner 
6 from appearing in person or from designating another 
7 representative in its own behalf. 
8 
9 3.2.7 Audits. The auditing of the accounts of Unit Operator 

10 pertaining to Unit Operations hereunder; however, the 
11 audits shall 
12 
13 (a) not be conducted more than once each year except 
14 upon the resignation or removal of Unit Operator, 
15 and 
16 
17 (b) be made upon the approval of the owner or owners 
18 of a majority of Working Interest other than that of 
19 Unit Operator, at the expense of all Working 
20 Interest Owners other than Unit Operator, or 
21 
22 (c) be made at the expense of those Working Interest 
23 Owners requesting such audit, i f owners of less 
24 than a majority of Working Interest, other than 
25 that of Unit Operator, request such an audit, and 
26 
27 (d) be made upon not less than thirty (30) days written 
28 notice to Unit Operator. 
29 
30 3.2.8 Audit Exceptions. The settlement of unresolved audit 
31 exceptions. 
32 
33 3.2.9 Inventories The taking of periodic inventories as provided 
34 by Exhibit E. 
35 
36 3.2.10. Amendment of Overhead Rates. The amendment of the 
37 overhead rates provided in Section I I I of Exhibit "E". 
38 
39 3.2.11 Technical Services. The authorizing of charges to the 
40 joint account for services by consultants or Unit Operator's 
41 technical personnel not covered by the charges provided by 
42 Exhibit "E". 
43 
44 3.2.12 Al ignments to r.nmmlttefts The appointment of 
45 committees to study any problems in connection with Unit 
46 Operations. 
47 
48 3.2.13 Removal of Operator. The removal of Unit Operator and 
49 the selection of a successor. 
50 
51 3.2.14 Changes and Amendments. The changing of the Unit 
52 Area or the amending of this Agreement or the Unit 
53 Agreement as provided by Article 11 of the Unit Agreement. 
54 3.2.15 Investment Adjustment. The adjustment and 
55 readjustment of investments. 
56 
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1 3.2.16 Border Agreements The entering into of Border 
2 Agreements. 
3 
4 3.2.17 Termination of Unit Agreement The termination of the 
5 Unit Agreement as provided therein. 
6 
7 
8 ARTICLE 4 
9 

io Manner of Exercising Supervision 
n 
12 4.1 neyignftfton of Representatives. Each Working Interest Owner 
13 shall inform Unit Operator in writing of the names and addresses of 
14 the representative and alternate who are authorized to represent and 
15 bind such Working Interest Owner with respect to Unit Operations. 
16 The representative or alternate may be changed from time to time by 
17 written notice to Unit Operator. 
18 
19 4.2 Meetings. All meetings of Working Interest Owners shall be called by 
20 Unit Operator upon its own motion or at the request of one or more 
21 Working Interest Owners having a total Unit Participation of not less 
22 than ten percent (10%). No meeting shall be called on less than 
23 fourteen (14) days' advance written note, and any meeting called must 
24 have a written agenda for the meeting attached. Working Interest 
25 Owners who attend the meeting may amend items included in the 
26 agenda and may act upon an amended item or other items presented 
27 at the meeting. The representative of Unit Operator shall be chairman 
28 of each meeting. 
29 
30 4.3 Voting Procedure. Working Interest Owners shall determine all 
31 matters coming before them as follows: 
32 
33 4.3.1 Voting Tnterest Each Working Interest Owner shall have 
34 a voting interest equal to its Unit Participation. 
35 
36 4.3.2 Vote Required, Unless otherwise provided herein or in the 
37 Unit Agreement, Working Interest Owners shall determine 
38 all matters by the affirmative vote of Working Interest 
39 Owners having a combined voting interest of at least 
40 seventy-five percent (75%); however, should any one 
41 Working Interest Owner have more than twenty-five percent 
42 (25%) voting interest, its negative vote or failure to vote 
43 shall not defeat a motion and such motion shall pass i f 
44 approved by Working Interest Owners having a majority 
45 voting interest, unless two or more additional Working 
46 Interest Owners having a combined voting interest of at 
47 least five percent (5%) likewise vote against the motion or 
48 fail to vote. 
49 
50 4.3.3 Vote at Meeting bv Non-attending Working Interest 
51 Owner. Any Working Interest Owner who is not 
52 represented at a meeting may vote on any agenda item by 
53 letter, telegram or facsimile transmission addressed to the 
54 representative of Unit Operator i f its vote is received prior to 
55 the submission of such item to vote at the meeting. Such 
56 vote will not be counted with respect to any item on the 
57 agenda which is amended at the meeting. 
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1 
2 4.3.4 Poll Votes. Working Interest Owners may vote by letter, 
3 telegram or facsimile transmission on any matter submitted 
4 in writing to all Working Interest Owners. I f no meeting is 
5 requested, as provided in Section 4.2, within fourteen (14) 
6 days, including holidays and weekends, after a written 
7 proposal is sent to Working Interest Owners, the vote taken 
8 by letter, telegram or facsimile transmission shall control. 
9 Unit Operator shall give prompt notice of the results of such 

10 voting to each Working Interest Owner, 
l i 
12 4.3.5 mwrijng Effect of Vote. All Working Interest Owners 
13 shall be bound for their proportionate share of all costs and 
14 expenses of unit Operations approved by the Working 
15 Interest Owners by the vote required herein. 
16 
17 
18 A R T I C L E 5 
19 
20 Individual Rights of Working Interest Owners 
21 
22 5.1 Reservation of Rights Working Interest Owners severally reserve 
23 to themselves all their rights, powers, authority and privileges, except 
24 as expressly otherwise provided in this Agreement and in the Unit 
25 Agreement. 
26 
27 5.2 Specific JMghts Each Working Interest Owner shall have, among 
28 others, the following specific rights: 
29 
30 5.2.1 Access to Unit Area. Access to the Unit Area at all 
31 reasonable times to inspect Unit Operations, all wells, and 
32 the records and data pertaining thereto. 
33 
34 5.2.2 Reports. The right to receive from Unit Operator, upon 
35 written request, copies of all reports to any governmental 
36 agency, reports of crude oil runs and stocks, inventory 
37 reports, and all other information pertaining to Unit 
38 Operations. The cost of gathering and furnishing 
39 information not ordinarily furnished by Unit Operator to all 
40 Working Interest Owners shall be charged to the Working 
41 Interest Owner that requests the information. 
42 
43 5.3 Tpfcing Unitized Substance* in icinri; The Unitized Substances 
44 allocated to each Tract shall be taken in kind by the parties entitled 
45 thereto by virtue of their ownership of Oil and Gas Rights therein or 
46 by purchase from such owners. Such parties shall have the right at 
47 their sole cost and expense to construct, maintain, and operate within 
48 the Unit Area all necessary facilities for that purpose, provided that 
49 they are so constructed, maintained, and operated as not to interfere 
50 with Unit Operations. Any extra expenditures incurred by Unit 
51 Operator by reason of the delivery in kind of any portion of the 
52 Unitized Substances shall be borne by the taking party. I f a Royalty 
53 Owner has the right to take in kind a share of Unitized Substances 
54 and fails to do so, the Working Interest Owner whose Working Interest 
55 is subject to such Royalty Interest shall be entitled to take in kind such 
56 share of the Unitized Substances. 
57 

VRPxkc 
9/1792 

-6- Unit Operating Agreement 
South Justis Unit 



1 5.4 F«Hl«r» tp Take i " KinA j f any party fails to take in kind or 
2 separately dispose of its share of Unitized Substances, Unit Operator 
3 shall have the right but not the obligation, subject to revocation at will 
4 by the party owning the share, to purchase for its own account for not 
5 less than the same price the Unit Operator receives in an arms 
6 length transaction for its own Unit production at the Unit; provided 
7 that all contracts of sale by Unit Operator of any other party's share of 
8 Unitized Substances shall be only for such reasonable periods of time 
9 as are consistent with the minimum needs of the industry under the 

10 circumstances, but in no event shall any such contract be for a period 
n in excess of one (1) year. The proceeds of the Unitized Substances so 
12 disposed of by Unit Operator shall be paid to the party entitled thereto 
13 on an individual Tract basis in accordance with applicable laws and 
14 regulations. 
15 
16 5.5 No Sharing of Market. Nothing herein shall be construed to provide 
17 directly or indirectly for any cooperative refining, joint sale or 
18 marketing of Unit Production. 
19 
20 5.6 Reversionary Interest. When a Tract ownership wi l l change due to 
21 the payout (or multiple payouts) of a well within the Unit, the 
22 balance remaining to be recovered will be calculated on an allocated 
23 Tract basis after the effective date of the Unit. Payout will be deemed 
24 to occur the first day following the time that payout occurs. 
25 
26 
27 ARTICLE 6 
28 
29 Unit Operator 
30 
31 6.1 Unit Operator. Atlantic Richfield Company is designated as the 
32 initial Unit Operator. 
33 
34 6.2 Resignation or Removal. Unit Operator may resign at any time. 
35 Unit Operator may be removed for cause, at any time, by the 
36 affirmative vote of two or more Working Interest Owners representing 
37 eighty percent (80%) or more of the Working Interest after excluding 
38 the interest of the Unit Operator. Such resignation or removal shall 
39 not become effective for a period of three (3) months after the 
40 resignation or removal, unless a successor Unit Operator has taken 
41 over Unit Operations prior to the expiration of such period. Unit 
42 Operator shall be deemed to have resigned i f i t no longer owns a 
43 working interest in the unit area, effective as of the date of transfer of 
44 such working interest. In the event Unit Operator contracts to sell all 
45 of its working interest in the unit area to a party not a subsidiary, 
46 parent or sister corporation, then Unit Operator may require a vote to 
47 elect a successor Unit Operator. Such vote (i) shall be conducted as i f 
48 Unit Operator had resigned, (ii) shall become effective only i f the sale 
49 of Unit Operator's Working Interest is consummated, (iii) may include 
50 Unit Operator's intended transferee as a nominee for successor Unit 
51 Operator, and (iv) shall take Unit Operator's voting percentage into 
52 account, with Unit Operator being permitted to vote for its intended 
53 transferee. A transfer of Unit Operator's Working Interest to a 
54 subsidiary, parent or sister corporation shall not be deemed a 
55 resignation. However, should a transfer of Unit Operator's Working 
56 Interest be made to a subsidiary, parent or sister corporation, the Unit 
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1 Operator upon written request shall supply documentation supporting 
2 financial stability of said subsidiary, parent or sister corporation. 
3 
4 6.3 Selection of Successor. Upon the resignation or removal of Unit 
5 Operator, a successor Unit Operator shall be selected by Working 
6 Interest Owners. In selecting a successor Unit Operator, the 
7 affirmative vote of three (3) or more Working Interest Owners having a 
8 total of sixty-five percent (65%) or more of the total Unit Participation 
9 shall prevail; provided that if any one Working Interest Owner has a 

10 Unit Participation of more than thirty-five percent (35%), its negative 
n vote or failure to vote shall not be regarded as sufficient unless 
12 supported by the vote of two or more other Working Interest Owners 
13 having a total Unit Participation of at least five percent (5%). If the 
14 Unit Operator who is removed votes only to succeed itself or fails to 
15 vote, the successor Unit Operator may be selected by the affirmative 
16 vote of the owners of at least seventy-five percent (75%) of the Unit 
17 Participation remaining after excluding the Unit Participation of Unit 
18 Operator so removed. 
19 

20 
21 ARTICLE 7 
22 
23 Authority and Duties of Unit Operator 
24 
25 7.1 Exclusive Rlgh^ to Operate Unit. Subject to the provisions of this 
26 Agreement, Unit Operator shall have the exclusive right and be 
27 obligated to conduct Unit Operations. 
28 
29 7.2 UTnrlrmflriHlre Conduct. Unit Operator shall conduct Unit 
30 Operations in a good and workmanlike manner as would a prudent 
31 operator under the same or similar circumstances. Unit Operator 
32 shall freely consult with Working Interest Owners and keep them 
33 informed of all matters which Unit Operator, in the exercise of its best 
34 judgment, considers important. Unit Operator shall not be liable to 
35 Working Interest Owners for damages, unless such damages result 
36 from its gross negligence or willful misconduct. 
37 
38 7.3 Liens and renewnhranoea Unit Operator shall endeavor to keep the 
39 lands and leases in the Unit Area and Unit Equipment free from all 
40 liens and encumbrances occasioned by Unit Operations, except those 
41 provided for in Article 11. 
42 
43 7.4 Employees. The number of employees used by Unit Operator in 
44 conducting Unit Operations, their selection, hours of labor, and 
45 compensation shall be determined by Unit Operator. 
46 
47 7.5 Records. Unit Operator shall keep correct books, accounts, and 
48 records of Unit Operations. 
49 

50 7.6 Reports to Working Interest Owners. Unit Operator shall furnish 
51 Working Interest Owners periodic reports of Unit Operations. 
52 
53 7.7 Reports to Governmental, Authorities. Unit Operator shall make 
54 all reports to governmental authorities that it has the duty to make as 
55 Unit Operator. 
56 
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1 7.8 Engineering and Geological Information. Unit Operator shall 
2 furnish to a Working Interest Owner, upon written request, a copy of 
3 all logs and other engineering and geological data pertaining to wells 
4 drilled for Unit Operations. 
5 
6 7.9 Expenditures. Unit Operator is authorized to make single 
7 expenditures not in excess of Fifty Thousand Dollars ($50,000.00) 
8 without prior approval of Working Interest Owners. In the event of an 
9 emergency, Unit Operator may immediately make or incur such 

10 expenditures as in its opinion are required to deal with the emergency. 
11 Unit Operator shall report to Working Interest Owners, as promptly as 
12 possible, the nature of the emergency and the action taken. 
13 
14 7.10 Wells Drilled bv Unit Operator. All wells drilled by Unit Operator 
15 shall be at the usual rates prevailing in the area. Unit Operator may 
16 employ its own tools and equipment, but the charge therefor shall not 
17 exceed the usual rates prevailing in the area, and the work shall be 
18 performed by Unit Operator under the same terms and conditions as 
19 are usual in the area in contracts of independent contractors doing 
20 work of a similar nature. 
21 
22 7.11 Rorifler Agreements. Unit Operator may, after determination of the 
23 need therefor by Working Interest Owners in accordance with the 
24 voting procedure set forth in Article 4, enter into border agreements 
25 with respect to lands adjacent to the Unit Area including those owned 
26 or operated by Unit Operator for the purpose of coordinating 
27 operations. Any border agreement negotiated by the Unit Operator 
28 must be approved by Working Interest Owners in accordance with the 
29 voting procedure set forth in Article 4. Failure to respond within sixty 
30 (60) days of receipt of a wri t ten request for approval will 
31 constitute approval. 
32 
33 
34 ARTICLE 8 
35 
36 Taxes 
37 
38 8.1 Property Taxes. Beginning with the first calendar year after the 
39 Effective Date hereof, Unit Operator shall make and file any necessary 
40 property tax renditions and returns with the proper taxing authorities 
41 with respect to all property of each Working Interest Owner used or 
42 held by Unit Operator for Unit Operations. Annually, prior to the 
43 rendition date, each Working Interest Owner shall furnish Unit 
44 Operator information regarding the burdens (including without 
45 limitation, royalties, overriding royalties, production payments, 
46 etcjand taxable and non-taxable interests on oil and gas leases and/or 
47 interests contributed by that Working Interest Owner. Unit Operator, 
48 after notice to the Working Interest Owners, may appeal any tax 
49 assessment considered improper, or shall settle assessments arising 
50 therefrom. Expenses incurred in any appeal or settlement shall be 
51 charged to the joint account. All such property taxes shall be paid by 
52 Unit Operator and charged to the joint account; however, i f the 
53 interest of a Working Interest Owner is subject to a separately 
54 assessed overriding royalty interest, production payment, or other 
55 interest in excess of a one-eighth (1/8) royalty, such Working Interest 
56 Owner shall be given credit for the reduction in taxes paid resulting 
57 therefrom. 
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1 
2 8.2 Other Taxes. Each Working Interest Owner shall pay or cause to be 
3 paid all production, severance, gathering, and other taxes imposed 
4 upon or with respect to the production or handling of its share of 
5 Unitized Substances. 
6 
7 8.3 Income Tax Election. Notwithstanding any provision herein that 
8 the rights and liabilities hereunder are several and not joint or 
9 collective, or that this Agreement and operations hereunder shall not 

10 constitute a partnership, i f for Federal income tax purposes this 
11 Agreement and the operations hereunder are regarded as a 
12 partnership, then each Person hereby affected elects to be excluded 
13 from the application of all of the provisions of Subchapter K, Chapter 
14 1, Subtitle A, of the Internal Revenue Code of 1986, as permitted and 
15 authorized by Section 761 of the Code and the regulations 
16 promulgated thereunder. Unit Operator is authorized and directed to 
17 execute on behalf of each Person hereby affected such evidence of this 
18 election as may be required by the Secretary of the Treasury of the 
19 United States or the Federal Internal Revenue Service, including 
20 specifically, but not by way of limitation, all of the returns, statements, 
21 and the data required by Federal Regulations 1.761-1(a). Should there 
22 be any requirement that each Person hereby affected give further 
23 evidence of this election, each such Person shall execute such 
24 documents and furnish such other evidence as may be required by the 
25 Federal Internal Revenue Service or as may be necessary to evidence 
26 this election. No such Person shall give any notices or take any other 
27 action inconsistent with the election made hereby. I f any present or 
28 future income tax law of the United States contain provisions similar 
29 to those in Subchapter K, Chapter 1, Subtitle A, of the Internal 
30 Revenue Code of 1986, under which an election similar to that 
31 provided by Section 761 of the Code is permitted, each Person hereby 
32 affected shall make such election as may be permitted or required by 
33 such laws. In making the foregoing election, each such Person states 
34 that the income derived by such Person from Unit Operations can be 
35 adequately determined without the computation of partnership 
36 taxable income. 
37 
38 
39 ARTICLE 9 
40 
4i Insurance 
42 
43 9.1 Insurance. Unit Operator, with respect to Unit Operations, shall: 
44 
45 (a) provide insurance or other protection as set forth in Exhibit 
46 "F". 
47 
48 
49 ARTICLE 10 
50 
51 Adjustment of Investments 
52 
53 10.1 Property Taken Over. Upon the Effective Date, Working Interest 
54 Owners shall deliver to Unit Operator the following: 
55 
56 10.1.1 Wells and Well Equipment. All useable wells as defined 
57 in Article 10.1.6 in the Unitized Formation together with the 
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1 casing, tubing, and downhole equipment therein up to and 
2 including all well head connections. 
3 
4 10.1.2 Lease and Operating Equipment. All lease and 
5 operating equipment, salt water disposal wells and facility 
6 systems related to the Unitized Formation which Working 
7 Interest Owners determine to be necessary or desirable for 
8 conducting Unit Operations, or 
9 

10 10.1.2.1 Unit Operator deems necessary for the temporary 
11 convenience of the Unit. This shall include, but 
12 is not limited to, nonuseable wells (those not 
13 "Useable" pursuant to Article 10.1.6) that 
14 are completed in the Unitized Formation 
15 and capable of producing Unitized Substances. 
16 This equipment shall be retained on a loan basis 
17 for a period of time not to exceed eighteen (18) 
18 months. I f this equipment is not returned within 
19 the period provided the Unit will purchase it at 
20 the same evaluation as the original inventory. 
21 The Unitized Formation will be abandoned per 
22 State requirements prior to return of nonuseable 
23 wells. 
24 
25 10.1.3 n«»m«,Tiri; Weii« Upon the Effective Date of Unitization, or 
26 within two (2) years thereafter as demanded by the Unit 
27 Operator pursuant to the Unit plan of operations, Working 
28 Interest Owners will provide a useable wellbore, as defined 
29 in Article 10.1.6, on each forty acres which would constitute 
30 a proration unit within the Unit Area. I f any such forty 
31 acres is not provided with a useable wellbore upon demand, 
32 the owner or owners contributing the forty acre location 
33 shall have the option for ninety (90) days to provide a 
34 useable wellbore. I f a useable wellbore is not provided 
35 within the ninety (90) day period, the owner or owners 
36 contributing the forty acre location shall within 10 days of 
37 the end of such ninety (90) day period remit the sum of One 
38 Hundred Eighty Thousand Dollars ($180,000) to the 
39 Unit Operator to be applied toward the cost of drilling, 
40 completing, and equipping a well on the deficient forty acre 
41 location. All costs of drilling, completing, and equipping the 
42 well in excess of the $180,000 shall be charged to the joint 
43 account to be shared by all owners in proportion to their 
44 respective Unit Participation percentage. In the event that 
45 an owner or owners fail to provide a required useable 
46 wellbore, and fail to pay the assessed $180,000 for each 
47 wellbore deficient location within the required time period, 
48 such owner or owners shall be in default of payment, and 
49 action shall be initiated in accordance with provisions of 
50 Article 11.5 of this Agreement. 
51 
52 10.1.4 Exception to Demand Well Requirement. Any forty 
53 acre proration unit which has not contributed oil production 
54 from the Unitized Formation for purposes of the Tract 
55 Participation formula of Section 13 of the Unit Agreement 
56 will not be subject to the requirements of Article 10.1.3 
57 above. 
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1 
2 10.1.5 Additional Non-Demand Wells. The Unit may accept 
3 additional wellbores on non-demand well 40-acre proration 
4 Units. Wellbores accepted without warranty of useable 
5 condition will be accepted without compensation to the 
6 owner(s) dedicating the wellbore to the Unit. Such wells 
7 will be accepted by the Unit only i f cost estimates to 
8 workover or complete the wellbore in the unitized interval is 
9 less than the cost estimate to drill and complete a new well, 

io 
n The Unit may also offer to purchase alternate wellbores on 
12 non-demand well 40-acre proration Units for $180,000 
13 each. Wellbores purchased by the Unit will be subject to 
14 warranty of useable condition by the owner(s) dedicating 
15 them to the Unit. Wellbores that will not benefit Unit 
16 operations will not be purchased or accepted. 
17 

18 10.1.6 Useable Wellbore ngflTrirtnn Useable wellbores are 
19 defined as wells with status as follows: 
20 
21 (a) Wells active on Effective Date of Unitization will be 
22 accepted as useable i f no zones other than the 
23 Unitized Formation are open and upon first entry by 
24 the Unit Operator the wellbore passes both a casing 
25 integrity test, defined as pressure testing to 500 psi 
26 for 30 minutes with a 10% tolerance (hereinafter 
27 "casing integrity test"), and a Bradenhead Integrity 
28 Test, defined as a test to insure there is no gas or 
29 liquid flow nor any sustained pressure from any 
30 casing annulus (hereinafter "Bradenhead Test") or 
31 in accordance with the State policies for casing 
32 integrity and Bradenhead tests at the time of 
33 unitization. I t is the responsibility of the present 
34 operator of each well to be included in the Unit, to 
35 install the risers and valves necessary to perform a 
36 Bradenhead Test. I f zones above the Unitized 
37 Formation are open, the non-unitized zones must be 
38 cement squeezed to isolate the Unitized Formation, 
39 pressure tested to 500 psi for 30 minutes (with a 
40 10% tolerance) or in accordance with the State policy 
41 at the time of unitization, and cement in the 
42 production casing drill out. 
43 
44 (b) Wells closed-in or temporarily abandoned on 
45 Effective Date of Unitization will be accepted as 
46 useable i f no zones other than the Unitized 
47 Formation are open (as above) and the well is clear 
48 and free of obstructions from the surface to the 
49 depth of deepest production, or to the latest 
50 plugged back total depth, i n the Unitized 
51 Formation prior to being closed in. The well must 
52 pass a casing integrity test and a Bradenhead Test 
53 on or before first entry by the Unit Operator. 
54 
55 (c) Currently plugged and abandoned or recompleted 
56 wells that have previously produced from the 
57 Unitized Formation will be accepted as useable i f 
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1 they are restored to the Unitized Formation's last 
2 producing completion interval, are not open in non-
3 unitized zones, are clear and free of obstructions 
4 from the surface to the latest plugged back total 
5 depth prior to cessation of production, and pass a 
6 casing integrity test and a Bradenhead Test upon 
7 first entry by the Unit Operator. 
8 
9 (d) Alternate wells from existing wellbores will be 

10 accepted as useable i f all non-unitized zones have 
n been abandoned (deeper zones plugged back with a 
12 cast iron bridge plug or cement retainer capped with 
13 35 feet of cement and pressure tested to 500 psi; 
14 shallower zones squeeze cemented, cement drilled 
15 out in the production casing and pressure tested), 
16 they penetrate the Unitized Formation, have 
17 sufficient casing size (5-1/2") to be deepened or have 
18 at least (4-1/2") casing set in the Unitized 
19 Formation, are adequately cemented and pass a 
20 casing integrity test and a Bradenhead Test upon 
21 first entry by the Unit Operator. 
22 
23 10.1.7 Wellbores Made Useable. After the Effective Date of 
24 Unitization, but prior to time limitation as described in 
25 Article 10.1.8 hereinbelow, the Unit Operator will notify 
26 wellbore owners of demand wells that are determined not to 
27 be in "Useable Condition". Within fifteen (15) days of said 
28 notification, wellbore owners must advise the Unit Operator 
29 of their proposed plan to make the well "Useable". Wellbore 
30 owners may elect to perform workover operations to attempt 
31 to make a deficient well "Useable", but the Unit Operator 
32 reserves the right to review and approve any of the 
33 workover procedure(s). The Unit Operator must be notified 
34 at least five (5) days prior to commencement of workover 
35 operations and his representative permitted to witness the 
36 operations. I f the wellbore owners performing said 
37 workover operations fail to deliver a "Useable" wellbore in 
38 accordance wi th Article 10:1.6 within forty-five (45) 
39 days of the original notification from the Unit Operator, 
40 they shall abandon the Unitized Formation per State 
41 requirements and within ten (10) days remit the sum of One 
42 Hundred Eighty Thousand Dollars ($180,000.00) to the 
43 Unit Operator in lieu of the demand well. The Working 
44 Interest Owners will not be liable for any cost or expense 
45 when work is performed by wellbore owners. 
46 
47 Wellbore owners may request that remedial work required 
48 to make a demand wellbore "Useable" be performed by the 
49 Unit Operator. Following any such written request, the Unit 
50 Operator will review wellbore records to determine 
51 appropriate procedures and cost estimates. Should the Unit 
52 Operator determine the required remedial work is 
53 technically feasible and can be performed on a timely basis, 
54 then the Unit Operator may, at its sole discretion, agree to 
55 perform the required work. The wellbore owners shall bear 
56 the sole cost, risk, and expense of such remedial work, up to 
57 a maximum of One Hundred Eighty Thousand Dollars 
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1 ($180,000.00). I f the Unit Operator estimates that such 
2 remedial work will cost in excess of One Hundred Eighty 
3 Thousand Dollars ($180,000.00), an AFE for the amount 
4 of said excess will be submitted to Working Interest Owners 
5 for their approval prior to the start of the remedial work, 
6 with the excess amount being charged to the joint account. 
7 

8 10.1.8 Wellbores Accented as "Useable Wellbores". Any wellbore 
9 dedicated to the Unit shall not be accepted as a "Useable Wellbore" 

10 until it can be entered by the Unit Operator and assessed pursuant to 
11 Article 10.1.6. Any well not so assessed within two (2) years 
12 following the effective date of unitization shall then be deemed a 
13 "Useable Wellbore". Wellbore owners may, at their own expense, 
14 cause a test to be performed establishing a wellbore acceptable as a 
15 "Useable Wellbore" after the effective date of the Unit. The test 
16 procedure must be approved and the test witnessed by the Unit 
n Operator as provided for in Article 10.1.7 herein. 
18 
19 10.1.9 Records. A copy of all production and well records for such 
20 wells. 
21 

22 10.2 Inventory and Evaluation of Personal Property. Working 
23 Interest Owners shail appoint an inventory committee which shall, as 
24 of the Effective Date hereof, or as soon thereafter as feasible, cause to 
25 be taken, under the supervision of the Unit Operator and at Unit 
26 Expense, joint physical inventories of lease and well equipment within 
27 the Unit Area, which inventories shall be used as a basis for 
28 determining the controllable items of equipment to be taken over by 
29 the Unit Operator hereunder. The Unit Operator shall notify each 
30 Working Interest Owner within each separate Tract at least fifteen 
31 (15) days prior to the taking of the inventory with respect to said 
32 Tract, so that each of said Working Interest Owners may make 
33 arrangements to be represented at the taking of the inventory. Such 
34 inventories shall exclude all items not of use and value to the Unit and 
35 not necessary to Unit operations. Such inventories shall include and 
36 be limited to those items of equipment normally considered 
37 controllable as recommended in the material classification manual in 
38 Bulletin No. 6 dated May 1971, or any amendments thereto, published 
39 by the Petroleum Accountants Society of North America, except that 
40 certain items normally considered noncontrollable, such as sucker rods 
41 and other items as agreed upon by the Working Interest Owners may 
42 be included in the inventories in order to insure a more equitable 
43 adjustment of investments. Immediately following completion, such 
44 inventories shall be priced in accordance with the provision of Exhibit 
45 "E", Accounting Procedure, attached hereto and made a part hereof; 
46 such pricing shall be performed under the supervision of, by the 
47 personnel of and in the offices of the Unit Operator, with Working 
48 Interest Owners furnishing such additional pricing help as may be 
49 available and it is specifically provided that with respect to each well 
50 taken over for Unit Operations, no value shall be assigned to 
51 intangible drilling costs of such well or to the down-hole casing 
52 therein. 
53 
54 10.2.1 Inventory and Valuations. After completion of the 
55 inventory and evaluation of property in accordance with the 
56 provisions of Section 10.2, Unit Operator shall submit to 
57 each Working Interest Owner a copy of the inventory and 
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1 valuations thereon together with a letter ballot for approval 
2 of such inventory and valuations each Working Interest 
3 Owner shall return such letter ballot to Unit Operator 
4 indicating its approval or disapproval thereof. It is agreed 
5 that such inventory and valuations shall be binding upon all 
6 parties i f approved by Working Interest Owners owning at 
7 least sixty-five percent (65%) of the Working Interest in the 
8 Unit Area. 
9 

10 10.3 Investment Adjustment. Upon approval by Working Interest 
11 Owners of the inventory and evaluation, each Working Interest Owner 
12 shall be credited with the value of its interest in all wells and 
13 equipment taken over under Section 10.1, and shall be charged with 
14 an amount equal to that obtained by multiplying the total value of all 
15 wells and equipment taken over under Section 10.1 by such Working 
16 Interest Owner's Unit Participation. I f the charge against any 
17 Working Interest Owner is greater than the amount credited to such 
18 Working Interest Owner, the resulting net charge shall be an item of 
19 Unit Expense chargeable against such Working Interest Owner. I f the 
20 credit to any Working Interest Owner is greater than the amount 
21 charged against such Working Interest Owner, the resulting net credit 
22 shall be paid to such Working Interest Owner by Unit Operator out of 
23 funds received by i t in settlement of the net charges described above. 
24 

25 10.4 General Facilities. The acquisition of warehouses, warehouse stocks, 
26 lease houses, camps, facility systems, and office buildings necessary 
27 for Unit Operations shall be by negotiation by the owners thereof and 
28 Unit Operator, subject to the approval of Working Interest Owners. 
29 There shall be no adjustments for lease roads or appurtenances 
30 thereto. 
31 
32 10.5 Ownership of Property ««ri, FnftiHtieg Each Working Interest 
33 Owner, individually, shall by virtue hereof own an undivided interest, 
34 equal to its Unit Participation in all wells, equipment, and facilities 
35 taken over or otherwise acquired by Unit Operator pursuant to this 
36 Agreement. 
37 
38 
39 ARTICLE 11 
40 
4i Unit Expense 
42 
43 11.1 Basis of Charge tn Working Interest Owners. Unit Operator 
44 initially shall pay all Unit Expense. Each Working Interest Owner 
45 shall reimburse Unit Operator for its share of Unit Expense. Each 
46 Working Interest Owner's share shall be the same as its Unit 
47 Participation. All charges, credits, and accounting for Unit Expense 
48 shall be in accordance with Exhibit "E". 
49 11.2 R ff l jget? Before or as soon as practical after the Effective Date, Unit 
50 Operator shall prepare a budget of estimated Unit Expense for the 
51 remainder of the calendar year, and thereafter shall prepare budgets, 
52 no more frequently than annually, as determined by Working Interest 
53 Owners. Budgets shall be estimates only, and shall be adjusted or 
54 corrected by Working Interest Owners and Unit Operator whenever an 
55 adjustment or correction is proper. A copy of each budget and adjusted 
56 budget shall be furnished promptly to each Working Interest Owner. 
57 
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1 11.3 Advance raiHwga Unit Operator shall have the right to require 
2 Working Interest Owners to advance their respective shares of 
3 estimated Unit Expense as provided by Exhibit "E". 
4 

5 11.4 r.nmm4TigHTig nf Fnnrfg Funds received by Unit Operator under 
6 this Agreement need not be segregated or maintained by it as a 
7 separate fund, but may be commingled with its own funds. 
8 
9 11.5 Unpaid Unit Expense. I f any Working Interest Owner fails or is 
10 unable to pay its share of Unit Expense within sixty (60) days after 
11 rendition of a statement therefor by Unit Operator, the non-defaulting 
12 Working Interest Owners shall, upon request by Unit Operator, pay 
13 the unpaid amount as i f i t were Unit Expense in the proportion that 
14 the Unit Participation of each such non-defaulting Working Interest 
15 Owner bears to the Unit Participation of all such non-defaulting 
16 Working Interest Owners. Each Working Interest Owner so paying its 
17 share of the unpaid amount shall, to obtain reimbursement thereof, be 
18 subrogated to the security rights described in Section 11.6 of this 
19 Agreement. While in default, any such defaulting Working Interest 
20 Owner forfeits his voting rights and such rights w i l l be shared 
21 proportionately by the non-defaulting Working Interest Owners. 
22 
23 11.6 Security Righ^a In addition to any other security rights and 
24 remedies provided for by the laws of this State with respect to services 
25 rendered or materials and equipment furnished under this Agreement, 
26 Unit Operator shall have a first and prior lien upon the Working 
27 Interest of each Working Interest Owner, including the Unitized 
28 Substances and Unit Equipment credited thereto, in order to secure 
29 payment of the Unit Expense charged against such Working Interest, 
30 together with interest thereon at the rate set forth in Exhibit "E" or 
31 the maximum rate allowed by law, whichever is less. To the extent 
32 that Unit Operator has a security interest under the Uniform 
33 Commercial Code of the State, Unit Operator shall be entitled to 
34 exercise the rights and remedies of a secured party under the Code. 
35 The bringing of a suit and the obtaining of judgment by Unit Operator 
36 for the secured indebtedness shall not be deemed an election of 
37 remedies or otherwise affect the lien rights or security interest as 
38 security for the payment of defaulting Working Interest Owner's share 
39 of Unit Expense. Unit Operator shall have the right, without prejudice 
40 to other rights or remedies, to collect from the purchaser the proceeds 
41 from the sale of such Working Interest Owner's share of Unitized 
42 Substances until the amount owed by such Working Interest Owner, 
43 plus interest, has been paid. Each purchaser shall be entitled to rely 
44 upon Unit Operator's written statement concerning the amount of any 
45 default. Operator grants a like lien and security interest to the 
46 Working Interest Owners to secure payment of Unit Operator's 
47 proportionate share of expense. 
48 
49 11.6.1 Extent of Security. The lien and security interest granted 
50 by each Working Interest Owner to Unit Operator and by 
51 Unit Operator to the Working Interest Owners under Article 
52 11.6 shall extend not only to such Working Interest Owner's 
53 Oil and Gas Rights in the Unit Area (which for greater 
54 certainty shall include all of each Working Interest Owner's 
55 leasehold interest and leasehold estate in the Unit Area), 
56 the Oil and/or Gas when extracted and equipment (as 
57 mentioned in said Article) but also to all accounts, contract 
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1 rights, inventory and general intangibles constituting a part 
2 of, relating to or arising out of said Oil and Gas Rights, 
3 extracted Oil and Gas and said equipment or which are 
4 otherwise owned or held by any such Working Interest 
5 Owner in the Unit Area. Further, the lien and security 
6 interest of each of said parties shall extend to all proceeds 
7 and products of all of the property and collateral subject to 
8 said lien and security interest. Any Working Interest 
9 Owner, to the extent it deems necessary to perfect the lien 

10 and security interest provided herein, may file this Unit 
n Operating Agreement (or a memorandum of this Unit 
12 Operating Agreement or other notice of lien) as a lien or 
13 mortgage in the applicable real estate records and as a 
14 financing statement with the proper officer under the 
15 Uniform Commercial Code. Further, each Working Interest 
16 Owner agrees on request of any other Working Interest 
n Owner to execute any financing statement, continuation 
18 statement or memorandum of this Unit Operating 
19 Agreement necessary in order to perfect the security interest 
20 and lien hereby granted under the applicable Uniform 
21 Commercial Code or state recording law. 
22 
23 11.7 Carved-o«,t Interest8 Any overriding royalty, production payment, 
24 net proceeds interest, carried interest or any other interest carved out 
25 of a Working Interest after the effective date hereof shall be subject to 
26 this Agreement. If a Working Interest Owner does not pay its share of 
27 Unit Expense and the proceeds from the sale of Unitized Substances 
28 under Section 11.6 are insufficient for that purpose, the security rights 
29 provided for herein may be applied against the carved-out interests 
30 with which such Working Interest is burdened. In such event, the 
31 owner of such carved-out interest shall be subrogated to the security 
32 rights granted by Section 11.6 
33 
34 11.8 TTwnnmmitted Royalty. Should an owner of a Royalty Interest in 
35 any Tract fail to become a party to the Unit Agreement, and, as a 
36 result thereof, the actual Royalty Interest payments with respect to 
37 such Tract are more or less than the Royalty Interest payment 
38 computed on the basis of the Unitized Substances that are allocated to 
39 such Tract Under the Unit Agreement, the difference shall be borne by 
40 or inure to the benefit of Working Interest Owners, in proportion to 
41 their respective Unit Participation at the time the Unitized Substances 
42 were produced; however, the difference to be borne by or inure to the 
43 benefit of Working Interest Owners shall not exceed an amount 
44 computed on the basis of one-eighth (1/8) of the difference between the 
45 Unitized Substances allocated to the Tract and the Unitized 
46 Substances produced from the Tract. Such adjustments shall be made 
47 by charges and credits to the joint account. 
48 
49 
50 ARTICLE 12 
51 
52 Nonunitized Formations 
53 
54 12.1 Right to Operate. Any Working Interest Owner that now has or 
55 hereafter acquires the right to drill for and produce oil, gas, or other 
56 minerals, from a formation underlying the Unit Area other than the 
57 Unitized Formation, shall have the right to do so notwithstanding this 
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1 Agreement or the Unit Agreement. In exercising the right, however, 
2 such Working Interest Owner shall exercise care to prevent 
3 unreasonable interference with Unit Operations. No Working Interest 
4 Owner other than Unit Operator shall produce Unitized Substances. 
5 I f any Working Interest Owner drills any well into or through the 
6 Unitized Formation, the Unitized Formation shall be protected in a 
7 manner satisfactory to Working Interest Owners so that the 
8 production of Unitized Substances will not be affected adversely, 
9 including but not limited to a satisfactory drilling mud program and 

10 casing cement program through the Unitized Formation. 
11 
12 12.2 Dual Completions. There shall be no dual completions of wells 
13 within the Unit Area as to the Unitized Formation and another 
14 formation. 
15 
16 
17 A R T I C L E 13 
18 
19 Liability, Claims and Suits 
20 
21 13.1 Individual Liability. The duties, obligations, and liabilities of 
22 Working Interest Owners shall be several and not joint or collective; 
23 and nothing herein shall ever be construed as creating a partnership 
24 of any kind, joint venture, association, or trust among Working 
25 Interest Owners. 
26 
27 13.2 Settlements. Unit Operator may settle any single damage claim or 
28 suit involving Unit Operations i f the expenditure does not exceed 
29 Twenty-five Thousand Dollars ($25,000.00) i f the payment is in 
30 complete settlement of such claim or suit. I f the amount required for 
31 settlement exceeds the above amount, Working Interest Owners shall 
32 determine the further handling of the claim or suit unless such 
33 authority is expressly delegated to the Unit Operator. All costs and 
34 expense of handling, settling, or otherwise discharging such claim or 
35 suit shall be an item of Unit Expense, subject to such limitation as is 
36 set forth in Exhibit "E". I f a claim is made against any Working 
37 Interest Owner or i f any Working Interest Owner is sued on account of 
38 any matter arising from Unit Operations over which such Working 
39 Interest Owner individually has no control because of the rights given 
40 Working Interest Owners and Unit Operator by this Agreement and 
41 the Unit Agreement, the Working Interest Owner shall immediately 
42 notify Unit Operator, and the claim or suit shall be treated as any 
43 other claim or suit involving Unit Operations. 
44 
45 13.3 Notice of Loss. Unit Operator shall report to Working Interest 
46 Owners as soon as practicable after each occurrence, damage or loss to 
47 Unit Equipment, and each accident, occurrence, claim, or suit 
48 involving third party bodily injury or property damage not covered by 
49 insurance carried for the benefit of Working Interest Owners. 
50 13.4 Force Majeure. Any obligation imposed by this agreement on each 
51 party, except for the payment of money, shall be suspended while 
52 compliance therewith is prevented, in whole or in part, by: strike, fire, 
53 war, civil disturbance, act of God, Federal, state or municipal laws, 
54 any rule, regulation or order of a governmental agency, inability to 
55 secure materials or by any other cause beyond the reasonable control 
56 of such party. No party shall be required against its will to adjust or 
57 settle any labor dispute. Neither this Agreement nor any lease or 
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1 other instrument subject hereto shall be terminated by reason of the 
2 suspension of Unit Operations due to any of the causes set forth in this 
3 Section. 
4 

5 

6 ARTICLE 14 
7 
8 Titles 
9 

10 14.1 Warranty and, i n ^ m n ^ Y Each Working Interest Owner represents 
n and warrants that i t is the owner of the respective working interests 
12 set forth opposite its name in Exhibit "B", and hereby agrees to 
13 indenmify and hold harmless the other Working Interest Owners from 
14 any loss due to failure, in whole or in part, of its title to any such 
15 interest, except failure of title arising out of Unit Operations; provided 
16 that such indemnity shall be limited to an amount equal to the net 
17 value that has been received from the sale or receipt of Unitized 
18 Substances attributed to the interest as to which title failed. Each 
19 failure of title will be deemed to be effective, insofar as this Agreement 
20 is concerned, as of the first day of the calendar month in which such 
21 failure is finally determined, and there shall be no retroactive 
22 adjustment of Unit Expense, or retroactive allocation of Unitized 
23 Substances or the proceeds therefrom as a result of title failure. 
24 

25 14.2 w^ ln j e Because of Unit Operations. The failure of title to any 
26 Working Interest in any tract by reason of Unit Operations, including 
27 non-production from such tract, shall not change the Unit 
28 Participation of the Working Interest Owner whose title failed in 
29 relation to the Unit Participations of the other Working Interest 
30 Owners at the time of the title failure. 
31 
32 14.3 Unleased Interests Treated as Leased. I f a Working Interest 
33 Owner owns in fee all or a part of the Oil and Gas Rights in any Tract 
34 within the Unit Area which is not subject to any oil and gas lease or 
35 other contract in the nature thereof, such Working Interest Owner 
36 shall be deemed to own a Working Interest in such Tract to the extent 
37 of seven-eighths (7/8) of its interest therein and a Royalty Interest 
38 with respect to the remaining one-eighth (178) interest therein. 
39 
40 14.4 Waiver of Rights to Partition. Each lessee and Working Interest 
41 Owner hereto agrees that, during the existence of this Agreement, i t 
42 will not resort to any action to partition the interval of the formation 
43 unitized hereunder or the Unit Equipment, and to that extent waives 
44 the benefits of all laws authorizing such partition. 
45 

46 14.5 Notice of Transfer of Title. No change of title shall be binding on 
47 the Unit or Unit Operator until the time specified in Section 14.6 
48 hereof. Each such transfer, assignment or conveyance, whether so 
49 stating or not, shall operate to impose upon the party or parties 
50 acquiring such interest the obligations of its predecessor in interest 
51 with respect to the interest so transferred and shall likewise operate to 
52 give and grant to the party or parties acquiring such interest all 
53 benefits attributable to such interest. 
54 

55 14.6 Effect of Title Transfer No assignment or other transfer or 
56 disposition of any interest subject to this Agreement shall be effective 
57 as to Unit Operator or the other Working Interest Owners hereto until 
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1 the first day of the month following the month in which (i) Unit 
2 Operator receives an authenticated copy of the instrument evidencing 
3 such assignment, transfer or disposition, and (ii) the person receiving 
4 such assignment, transfer or disposition has become obligated by 
5 instrument satisfactory to Unit Operator to observe, perform and be 
6 bound by all of the covenants, terms and conditions of this Agreement. 
7 Prior to such date, neither Unit Operator nor any other Working 
8 Interest Owner shall be required to recognize such assignment, 
9 transfer or disposition for any purpose but may continue to deal 

10 exclusively with the Working Interest Owner making such 
u assignment, transfer or disposition in all matters under this 
12 Agreement including billings. No assignment or other transfer or 
13 disposition of an interest subject to this Agreement shall relieve a 
14 Working Interest Owner of its obligations accrued prior to the effective 
15 date aforesaid. Further, no assignment, transfer or other disposition 
16 shall relieve any Working Interest Owner of its liability for its share of 
17 costs and expenses which may be incurred in any operation to which 
18 such Working Interest Owner has previously agreed or consented prior 
19 to the effective date aforesaid for the drilling, testing, completing and 
20 equipping, reworking, recompleting, side-tracking, deepening, 
21 plugging-back, or plugging and abandoning of a well even though such 
22 operation is performed after said effective date. 
23 
24 14.7 Transfer to Multiple Parties. If, at any time the interest of any 
25 Working Interest Owner is divided among and owned by two or more 
26 co-owners, such co-owners shall appoint a single trustee or agent 
27 acceptable to Unit Operator with fu l l authority to receive notices, 
28 approve expenditures, receive billings for and approve and pay all 
29 such co-owners' share of the joint expenses, and to deal generally with, 
30 and with power to bind, the co-owners of such Working Interest 
31 Owners' interests within the scope of the operations embraced in this 
32 Agreement; however, all such co-owners shall have the right to enter 
33 into and execute all contracts or agreements for the disposition of their 
34 respective shares of the Oil and Gas produced from the Contract Area 
35 and they shall have the right to receive, separately, payment of the 
36 sale proceeds thereof. Until the trustee or agent is appointed, the 
37 assigning Working Interest Owner shall be considered for all purposes 
38 thereof as such trustee or agent with all rights and responsibilities 
39 thereof. The trustee or agent appointed or deemed to be appointed 
40 hereunder shall be liable to Unit Operator for all costs, expenses and 
41 liabilities incurred pursuant to this Agreement attributable to the 
42 interest for which the trustee or agent is appointed or deemed to be 
43 appointed. Unit Operator shall not be required to account separately 
44 for the separate interests represented by the trustee or agent. 
45 
46 
47 ARTICLE 15 
48 
49 Notices 
50 
51 15.1 Notices. All notices required hereunder shall be in writing and shall 
52 be deemed to have been properly served when sent by mail, telegram, 
53 or facsimile transmission to the address of the representative of each 
54 Working Interest Owner as furnished to Unit Operator in accordance 
55 with Article 4. 
56 
57 
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l ARTICLE 16 
2 
3 Withdrawal of Working Interest Owner 
4 
5 16.1 Withdrawal. A Working Interest Owner may withdraw from this 
6 agreement by transferring, without warranty of title, either expressed 
7 or implied, to the Working Interest Owners who do not desire to 
8 withdraw all its Oil and Gas Rights, exclusive of Royalty Interests, 
9 together with its interest in all Unit Equipment and in all wells used 

10 in Unit Operations, provided that such transfer shall not relieve such 
11 Working Interest Owner from any obligation or liability incurred prior 
12 to the first day of the month following receipt by Unit Operator of such 
13 transfer. The delivery of the transfer shall be made to Unit Operator 
14 for the transferees. The transfer must be accepted unless Working 
15 Interest Owners decide within ninety (90) days of the delivery date to 
16 terminate the unit. The transferred interest shall be owned by the 
17 transferees in proportion to their respective Unit Participations. The 
18 transferees, in proportion to the respective interests so acquired, shall 
19 pay the transferor for its interest in Unit Equipment, the salvage 
20 value thereof less its share of the estimated cost of salvaging same and 
21 of plugging and abandoning all wells then being used or held for Unit 
22 Operations and the estimated costs for surface restoration, as 
23 determined by Working Interest Owners. In the event such 
24 withdrawing owner's interest in the aforesaid salvage value is less 
25 than such owner's share of such estimated costs, the withdrawing 
26 owner, as a condition precedent to withdrawal, shall pay the Unit 
27 Operator, for the benefit of Working Interest Owners succeeding to its 
28 interest, a sum equal to the deficiency. Within sixty (60) days after 
29 receiving delivery of the transfer, Unit Operator shall render a final 
30 statement to the withdrawing owner for its share of Unit Expense, 
31 including any deficiency in salvage value, as determined by Working 
32 Interest Owners, incurred as of the first day of the month following the 
33 date of receipt of the transfer. Provided all Unit Expense, including 
34 any deficiency hereunder, due from the withdrawing owner has been 
35 paid in ful l within thirty (30) days after the rendering of such final 
36 statement by the Unit Operator, the transfer shall be effective the first 
37 day of the month following its receipt by Unit Operator and, as of such 
38 effective date, withdrawing owner shall be relieved from all further 
39 obligations and liabilities hereunder and under the Unit Agreement, 
40 and the rights of the withdrawing Working Interest Owner hereunder 
41 and under the Unit Agreement shall cease insofar as they existed by 
42 virtue of the interest transferred. 
43 
44 16.2 Limitation on Withdrawal. Notwithstanding anything set forth in 
45 Section 16.1, Working Interest Owners may refuse to permit the 
46 withdrawal of a Working Interest Owner i f its Working Interest is 
47 burdened by any royalties, overriding royalties, production payments, 
48 net proceeds interest, carried interest, or any other interest created out 
49 of the Working Interest in excess of one-eighth (1/8) lessor's royalty, 
50 unless the other Working Interest Owners willing to accept the 
51 assignment agree to accept the Working Interest subject to such 
52 burdens. A transfer of title, assignment, or conveyance by a party 
53 hereto shall not alone be deemed a withdrawal. 
54 
55 
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l ARTICLE 17 
2 
3 Abandonment of Wells 
4 
5 17.1 R < g M * °f Former Owners. I f Working Interest Owners detennine to 
6 permanently abandon any well within the Unit Area prior to 
7 termination of the Unit Agreement, Unit Operator shall give written 
8 notice thereof to the Working Interest Owners of the Tract on which 
9 the well is located, and they shall have the option for a period of sixty 

10 (60) days after the sending of such notice to notify Unit Operator in 
11 writing of their election to take over and own the well. Within thirty 
12 (30) days after the Working Interest Owners of the Tract have notified 
13 Unit Operator of their election to take over the well, they shall pay 
14 Unit Operator, for credit to the joint account, the amount determined 
15 by Working Interest Owners to be the net salvage value of the casing 
16 and equipment, through the wellhead, in and on the well. The 
17 Working Interest Owners of the Tract, by taking over the well, agree 
18 to seal off the unitized Formation, and upon abandonment to plug the 
19 well in compliance with applicable laws and regulations. 
20 
21 17.2 Plugging I f the Working Interest Owners of a Tract do not elect to 
22 take over a well located within the Unit Area that is proposed for 
23 abandonment, Unit Operator shall plug and abandon the well in 
24 compliance with applicable laws and regulations. 
25 
26 
27 ARTICLE 18 
28 
29 Effective Date and Term 
30 
31 18.1 Effective Date. This Agreement shall become effective when the Unit 
32 Agreement becomes effective. 
33 
34 18.2 Term. This Agreement shall continue in effect so long as the Unit 
35 Agreement remains in effect, and thereafter until (a) all Unit wells 
36 have been plugged and abandoned or turned over to Working Interest 
37 Owners in accordance with Article 19; (b) all Unit Equipment and real 
38 property acquired for the joint account have been disposed of by Unit 
39 Operator in accordance with instructions of Working Interest Owners; 
40 (c) all surface locations have been restored; and (d) there has been a 
41 final accounting. 
42 
43 A R T I C L E 19 
44 
45 Abandonment of Operations 
46 
47 19.1 Termination. Upon termination of the Unit Agreement, the following 
48 will occur: 
49 
50 19.1.1 Oil and Gas Rights Oil and Gas Rights in and to each 
51 separate Tract shall no longer be affected by this 
52 Agreement, and thereafter the parties shall be governed by 
53 the terms and provisions of the leases, contracts, and other 
54 instruments affecting the separate Tracts. 
55 
56 19.1.2 wight tn Operate. Working Interest Owners of any Tract 
57 that desire to take over and continue to operate wells located 
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1 thereon may do so by paying Unit Operator, for credit to the 
2 joint account, the net salvage value, as determined by 
3 Working Interest Owners, of the casing and equipment, 
4 through the wellhead, in and on the wells taken over and by 
5 agreeing upon abandonment to plug each well in compliance 
6 with applicable laws and regulations. 
7 
8 19.1.3 Salvaging Wella Unit Operator shall salvage as much of 
9 the casing and equipment in or on wells not taken over by 

10 Working Interest Owners of separate Tract as can 
n economically and reasonably be salvaged, and shall cause 
12 the wells to be plugged and abandoned in compliance with 
13 applicable laws and regulations. 
14 
15 19.1.4 Cost of Abandonment The cost of abandonment of Unit 
16 Operations, including but not limited to facilities and 
17 surface restoration, shall be Unit Expense. 
18 
19 19.1.5 Distribution of Assets. Working Interest Owners shall 
20 share in the distribution of Unit Equipment, or the proceeds 
21 thereof, in proportion to their Unit Participations. 
22 
23 
24 ARTICLE 20 
25 
26 Approval 
27 
28 20.1 Counterpart Execution. Ratification or Approval. This 
29 Agreement may be executed in any number of counterparts, no one of 
30 which needs to be executed by all parties, or may be ratified or 
31 consented to by other separate instrument in writing specifically 
32 referring hereto, and shall be binding upon all those parties who have 
33 executed such a counterpart, other separate instrument, ratification or 
34 consent hereto with the same force and effect as i f all parties had 
35 signed the same document, and regardless of whether or not i t is 
36 executed by all other parties owning or claiming an interest in the 
37 land within the above described Unit Area. 
38 
39 20.2 P-prifHct w i th Prior Agreements It is recognized there may be 
40 certain existing agreements by and between several of the Lessees or 
41 Working Interest Owners hereto, covering a portion of the Oil and Gas 
42 Rights subject to this Operating Agreement. In case of any 
43 inconsistency or conflict between this Operating Agreement and those 
44 certain existing agreements, this Operating Agreement shall govern. 
45 
46 
47 
48 A R T I C L E 21 
49 
50 Governmental Regulations 
51 
52 21.1 i^oiremmental Regulations. Working Interest Owners agree to 
53 release Unit Operator from any and all losses, damages, injuries, 
54 claims and causes of action arising out of, incident to or resulting 
55 directly or indirectly from Unit Operator's interpretation or application 
56 of rules, rulings, regulations or orders of any governmental agency or 
57 predecessor agencies to the extent Unit Operator's interpretation or 
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1 application of such rules, rulings, regulations or orders were made in 
2 good faith. Working Interest Owners further agree to reimburse Unit 
3 Operator for their proportionate share of any amounts Unit Operator 
4 may be required to refund, rebate or pay as a result of an incorrect 
5 interpretation or application of the above noted rules, rulings, 
6 regulations or orders, together with their proportionate part of interest 
7 and penalties owing by Unit Operator as a result of such incorrect 
8 interpretation or application of such rules, rulings, regulations or 
9 orders. 

10 
11 
12 ARTICLE 22 
13 
14 Other Provisions 
15 
16 22.1 Lease Burdens flTI<fl r>*«hursemcnt QbHg«Ti<m«. Each Working 
n Interest Owner hereby agrees to pay or cause to be paid 
18 royalty, excess royalty and overriding royalty portion(s) due on 
19 proceeds realized from of the sale of its share (as listed on 
20 Exhibit C) of the sale of such Unitized Substances. 
21 
22 22.2 Attorney's Fees. In the event Unit Operator shall ever be required to 
23 bring legal proceedings in order to collect any sums due from any 
24 Working Interest Owner under this Agreement, then Unit Operator 
25 shall also be entitled to recover all court costs, cost of collection, and a 
26 reasonable attorney's fee, which the lien provided for under Sections 
27 11.6 and 11.6.1 shall also secure. 
28 
29 22.3 Wawfc-TMptffy If, foUowing the granting of relief under the Bankruptcy 
30 Code to any Working Interest Owner hereto as debtor thereunder, this 
31 Agreement should be held to be an executory contract within the 
32 meaning of 11 U.S.C. Section 365, then the Unit Operator, or (if the 
33 Unit Operator is the debtor in bankruptcy) any other Working Interest 
34 Owner, shall be entitled to a determination by debtor or any trustee 
35 for debtor within thirty (30) days from the date an order for relief is 
36 entered under the Bankruptcy Code as to the rejection or assumption 
37 of this Unit Operating Agreement. In the event of an assumption, 
38 Unit Operator or said other Working Interest Owner shall be entitled 
39 to adequate assurances as to future performance of debtor's obligation 
40 hereunder and the protection of the interest of aU other parties. 
41 
42 22.4 Applicable Law. All claims and suits between any of the parties 
43 hereto, made or instituted and based in whole or in part on any 
44 provisions of this Agreement, shall be resolved using the laws of the 
45 state of New Mexico. 
46 
47 22.5 Media Release. Operator shall have the principal responsibility for 
48 issuance of press releases concerning the Unit (but shall not be 
49 liable for failure or error in exercising such responsibility), and each 
50 other party hereto may issue approved material without restriction. 
51 Nothing herein contained, however, shall preclude any party hereto 
52 from making such disclosures as may be required by any applicable 
53 law, order, rule, regulation or ordinance. 
54 
55 No party hereto shall distribute any information or photographs to the 
56 press or other media without the approval of the majority of the 
57 parties hereto pursuant to Article 4.3.2 . 
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1 
2 
3 ARTICLE 23 
4 
5 Successors and Assigns 
6 
7 23.1 Successor nnfl Assigns This Agreement shall extend to, be 
8 bmding upon, and inure to the benefit of the Persons hereto and their 
9 respective heirs, devisees, legal representatives, successors, and 

10 assigns, and shall constitute a covenant running with the lands, 
11 leases, and interests covered hereby. 
12 
13 
14 
15 IN WITNESS WHEREOF, this Agreement approved on the dates opposite 
16 the respective signatures. 
17 

18 

19 

20 

21 ATLANTIC RICHFIELD COMPANY 
22 
23 
24 Date: By: 
25 T. L. Holland 
26 Attorney-in-Fact 
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1 

2 STATE OF TEXAS § 
3 § 
4 COUNTY OF MIDLAND § 
5 

6 This instrument was acknowledged before me on this day of 

7 , 1992, by T. L. HOLLAND, as Attorney-in-Fact of 
8 ATLANTIC RICHFIELD COMPANY, a Delaware corporation, on behalf of said 
9 corporation. 

10 

n 
12 
13 
14 (Print Name) 
15 

16 

17 

18 My Commission Expires: Notary Public in and for the State of Texas 
19 

20 

21 

22 

23 

24 STATE OF § 
25 § 
26 COUNTY OF § 
27 

28 This instrument was acknowledged before me on this day of 
29 , 1992, by , as 
30 of , a corporation, on behalf 
31 of said corporation. 
32 
33 
34 
35 (Print Name) 
36 
37 My Commission Expires: Notary Public in and for the State of. 

38 

39 

40 
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Exhibit A 
To Unit 

Agreement 

ARCO Oil & Gas<> 
South Justis Unit 
Lea County, New Mexico 
Scale. 1"-3000' 
By R. Pyle 
Date- 8-92 
Dept- Exploration 
Drawn By RQJ 
Date- 8-92 
Dwg. No. SJU37Q 

Acreage Percentage 

Patented 1,640.0 30.60 

Federal 2,800.0 52.24 

State 920.0 17.16 

Total 5,360.0 100.00 

Legend 

_ _ _ Unit Boundary 

© Tract Number 

Scale 

_ 

1500' 3000' 
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EXHIBIT "C" 

Attached to and made a part of that certain Unit Agreement 
dated , 19 , for the South Justis Unit located in 
Lea County, New Mexico 

TRACT NUMBER UNIT PARTICIPATION PERCENT 

1 .648309 
2 1.377364 
3 3.383153 
4 .813426 
5 .821711 
6 2.192094 
7 1.829734 
8 1.893095 
9 1.278368 
10 3.083234 
11 1.850652 
12 10.129934 
13 .548765 
14 1.040874 
15 3.337506 
16 1.915857 
17 3.121720 
18 .043063 
19 1.277488 
20 1.491918 
21 2.323008 
22 .837075 
23 2.052803 
24 .961458 
25 1.197228 
26 .921097 
27 1.308680 
28 .187129 
28A .202856 
29 1.432614 
30 2.359737 
31 1.980553 
32 1.154044 
33 .436277 
34 7.759747 
35 4.153733 
36 .165335 
37 .288605 
38 .281110 

VRP:ckc 
3/4/92 

1 Exhibit "C" 
Unit Operating Agreement 



TRACT NUMBER UNTT PARTICIPATION PERCENT 

39 .821142 
39A .160596 
39B .032708 
40 .264797 
40A .051745 
41 1.323544 
42 .857037 
42A .353997 
43 .535326 
44 .054053 
44A .003731 
45 .242369 
45A .044356 
46 .768106 
47 5.783629 
48 6.745838 
49 .825193 
50 1.738529 
51 5.893882 
52 .453910 
5J .964153 

TOTAL 100.000000 

STATE 15.484354 

FEDERAL 55.861953 

FEE 28.653693 

TOTAL 100.000000 

VRPickc 2 Exhibit "C" 
3/4/92 Unit Operating Agreement 



EXHIBIT "D 

Attached To That Certain Unit Operating Agreement 
dated for 

The South Justis Unit 
Located in Lea County, New Mexico 

WORKING INTEREST OWNER SUMMARY 

WORKING INTEREST OWNER TRACT NUMBER(S) PARTICIPATION PERCENTAGES 

American Exploration 

TOTAL 

18 
19 
19 

0.030144 
0.023243 
0458743 
0.212130 

American Production VI 

TOTAL 

19 
19 

0.665363 
0-058107 
0.723469 

Anderson, Steve 

ARCO 

50 

2 
4 
5 
6 
7 
9 
11 
13 
20 
21 
22 
23 
24 
29 
30 
31 
34 
35 
36 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

0.054329 

1.377364 
0.813426 
0.667640 
2.192094 
1.829734 
0.161044 
1.850652 
0.548765 
1.491918 
2.323008 
0.837075 
2.052803 
0.480729 
1.432614 
1.189086 
i.980553 
7.759747 
4.153733 
0.165335 
0.231916 
0.818737 
0.264022 
0.599731 
0.388345 
0.324908 
0.032701 
0.079527 
0.768106 
5.783629 
6.745838 



EXHIBIT "D" (Continued) Page 2 of 7 

WORKING INTEREST OWNER TRACT NUMBER(S) PARTICIPATION PERCENTAGES 

49 0.415820 
50 0.734085 
51 5.893882 
52 0.028369 
53 0.964153 

_ 39A 0.160126 
39B 0.024531 
40A 0.051745 
42A 0.214853 
44A 0.002228 
45A 0.014554 

TOTAL 57.900872 

Auvenshine, Cathie Cone 52 0.002128 

Bass, Lee M . , Inc. 41 0.031021 
42 0.020087 
43 0.012547 
44 0.001267 
45 0.005681 

42A 0.008297 
44A 0.000087 
45A Q.OQ104Q 

TOTAL 0.080025 

Bass, Sid R., Inc. 41 0.031021 
42 0.020087 
43 0.012547 
44 0.001267 
45 0.005681 

42A 0.008297 
44A 0.000087 
45A 0.001040 

TOrAL 0.080025 

Brown, Donaldson Trust 52 0.001577 

Burkhart, J . L . 50 0.034771 

Burr, James 9 0.001248 
30 0.009218 
49 0.003223 
50 0.002800 

TOTAL 0.016489 

Byrom, W. K. 52 0.014018 

Caspen 10 0.513975 
14 0.086740 
52 0.070214 
5 0.154071 

TOTAL 0.825000 



WORKING INTEREST OWNER 

EXHIBIT "D" (Continued) 

TRACT NUMBER(S) 

Page 3 of 7 

PARTICIPATION PERCENTAGES 

Cone, A. L. Partnership 

—Cone, Clifford 

TOTAL 

Cone, D. C. 

Cone, J . R. 

Cone, Kathleen 

TOTAL 

Cone, Kenneth 

TOTAL 

Cone, Thomas 

Davidson, James 

TOTAL 

Deltex Royalty 

TOTAL 

El Paso 

Elliott Oil Company 

First Century Oil Company 

Fletcher, Jack 

TOTAL 

52 0.010639 

38 0.007028 
52 0.002128 

0.009155 

52 0.002128 

52 0.010639 

38 0.035139 
52 0.010639 

0.045777 

38 0.007028 
52 0.002128 

0.009155 

52 0.002128 

30 0.294967 
49 0.103149 
50 0.089598 
9 0.039949 

0.527663 

41 0.041361 
42 0.026782 
43 0.016729 
44 0.001689 
45 0.007574 
42A 0.011062 
44A 0.000117 
45A 0.001386 

0.106700 

50 0.061737 

52 0.028369 

52 0.003154 

9 0.001248 
30 0.009218 
49 0.003223 
50 0.002800 

0.016489 



WORKING INTEREST OWNER 

EXHIBIT "D" (Continued) 

TRACT NUMBERfS) 

Page 4 of 7 

PARTICIPATION PERCENTAGES 

FNB. Ft. Worth. Trustee 41 0.074449 
42 0.048208 
43 0.030112 
44 0.003040 
45 0.013633 

42A 0.019912 
44A 0.000210 
45A 0.002495 

TOTAL 0.192061 

FNB, Lubbock, Trustee 44A 0.000117 

Fuqua, H. B., Trustee 41 0.115810 
42 0.074991 
43 0.046841 
44 0.004730 
45 0.021207 

42A 0.030975 
44A 0.000326 
45A 0-003881 

TOTAL 0.298761 

Hartman 9 0.113605 
30 0.838813 
49 0.293330 
50 0,254793 

TOTAL 1.500541 

Headington 9 0.159796 
16 0.319373 
17 0.520391 
50 0.096586 

TOTAL 1.096146 

Irene Investment 52 0.001752 

Keystone Inc. 41 0.031021 
42 0.020087 
43 0.012547 
44 0.001267 
45 0.005681 

42A 0.008297 
44A 0.000087 
45A 0.001040 

TOTAL 0.080025 

Linehan, Betty Lou 50 0.054329 

Mabee, Joe 50 0.108658 

Marathon 18 0.012919 
25 0.359168 

0.372087 



WORKING INTEREST OWNER 

EXHIBIT "D" (Continued) 

TRACT NUMBER(S) 

Page 5 of 7 

PARTICIPATION PERCENTAGES 

McPheron. Colleen 

^Aleridian 

TOTAL 

Moores Oil Corp. 

TOTAL 

MW Petroleum (Apache) 

TOTAL 

Nermyr, Larry 

TOTAL 

52 0.001752 

3 3.383153 
8 1.893095 
9 0.798980 
10 2.569259 
14 0.954135 
15 3.337506 
16 1.596484 
17 2.601329 
24 0.473218 
37 0.288605 
39 0.002406 
40 0.000776 
41 0.206804 
42 0.133912 
43 0.001307 
44 0.000238 
45 0.068166 
49 0.006447 
50 0.075456 
52 0.095747 

39A 0.000470 
39B 0.008177 
42A 0.000864 
44A 0.000016 
45A 0.012475 

18.509024 

41 0.057905 
42 0.037495 
43 0.023421 
44 0.002365 
45 0.010604 

42A 0.015487 
44A 0.000163 
45A 0.001941 

0.149381 

33 0.436277 
50 0.108658 

0.544935 

9 0.002497 
24 0.007511 
30 0.018435 
50 0.005600 

0.034044 



EXHIBIT "D" (Continued) Page 6 of 7 

WORKING INTEREST OWNER TRACT NTMBER(S) PARTICIPATION PERCENTAGES 

New York Life II-E 19 0.127537 
New York Life II-F 19 0.059740 
New York Life II-G 19 0.144934 

_\ew York Life II-B 19 0.039822 
— TOTAL 0.372032 

Oryx 41 0.062041 
42 0.040174 
43 0.025093 
44 0.002534 
45 0.011361 

42A 0.016594 
44A 0.000087 
45A 0.002079 

TOTAL 0.159963 

Pacific Enterprises 25 0.838059 

Ratliff, Barbara Lu 50 0.054329 

Read, Charles 52 0.001752 

Schieffer, Patricia P. Trust 52 0.002278 

Taylor, Ann H. (McPheron) 52 0.003504 

Texaco 1 0.648309 
12 10.129934 
26 0.921097 
27 1.308680 
28 0.187129 
32 1.154044 
52 0.158869 

28A 0.202856 
TOTAL 14.710918 

Thru Line Inc. 41 0.031021 
42 0.020087 
43 0.012547 
44 0.001267 
45 0.005681 

42 A 0.008297 
44A 0.000087 
45A 0.001040 

TOTAL 0.080025 



WORKING INTEREST OWNER 

EXHIBIT "D" (Continued) 

TRACT NUMBER(S) 

Page 7 of 7 

PARTICIPATION PERCENTAGES 

Way Enterprises 41 0.041361 
42 0.026782 
43 0.016729 
44 0.001689 
45 0.007574 

42A 0.011062 
44A 0.000117 
45A 0.001386 

TOTAL 0.106700 

GRAND TOTAL 100.000000 
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THAT tmrr CPERATIII6 AcgEwarT DATED BY AHD BETMEBI 
ATLAJfTIC IIICHFIELD COWPAWT. AS OPERATOR, AMD TEXACO INC.. ET AL. AS 
NCR GPQIATMS 

A C C O U N T I N G P R O C E D U R E 
— JOINT O P E R A T I O N S 
! 

I . GENERAL PROVISIONS 

I . Definiiions 

" Ioint Property" »h:uj •tu-un the real and personal property subject to the agreement to wnich this Accounting Procedure 
is attached. 
"Joint Operations" -hail mean all operations necessary or proper tor the development, operation, protection and mainte 
nance of the Joint Propertv. 
"Joint Account" shaii T.ean the account showing the charges paid and credits received in the conduct of the Joint Opera­
uons and which arc in i.e >nared by the Parties. 
"' 'perator" shall mean ine party designated to conduct the Joint Operations. 
"Non-Operators" shaii mean the Parties to this agreement other tnan the Operator. 
"Parties" shall mean operator and Non-Operators. 

' First Level Supervisors" -hail mean those employees whose primary function in Joint Operations is the direct supervision 
of other employees and or contract labor directly employed on the Joint Property in a field operating capacity. 
"Tecnnical Employees" -nail mean those employees having special and specific engineering, geological or other profes­
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses'* -hail 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, 
"i'ontroilable Material -nail mean Material which at the time is so classified in the Matenai Classification Manual as 
most recently recommended by the Councii ot* Petroieum Accountants Societies. 

Statement and Billinu-

< Operator shail bill N>»i-< iterators on or before the lust day oi" eacn month for their proportionate share of the Joint Ac­
count for the precediivj r ontn. Such bills will be accompanied by statements which identify the authority for expenditure, 
lease or facility, and aii marges and credits summarized by appropriate classifications of investment and expense except 
that items of Controname Material and unusual charges and credits snail be separately identified and fully described in 
detai l . 

\. Advances and Payments by Non-Operators 

A. Unless otherwi-e provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation within fifteen 115) days after receipt of the bill­
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each 
monthly billinir to reflect advances received from the Non-Operators. 

Each Non-Operator <nall pay its' proportion of all bills within fifteen tl">> days after receipt. If pavment is not made 
within such time, uie unpaid balance shall bear interest monthly at the prime rate in effect at CmBAUK H,A, 

HEM YORK o n t n e first day of the month in which delinquency occurs plus l"h or the maximum 
contract rate Permitted by the applicable usury laws in the state in which the Joint Property is located, whichever 
is the lesser, piu- attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts. 

4. Adjustments 

Payment of any sucn niiN -nail not prejudice the right of any Non-Operator to protest or question the correctness thereof: 
provided, however, aii iuil- and statements rendered to Non-Operator? by Operator during any calendar year shall con­
clusively be presumed 10 be true and correct after twenty-four (24) months following the end of any such calendar year, 
unless within the said iwentv-four (24) month period a Non-Operator takes written exception thereto and matces claim on 
i >perator for adjustment. No adiustment favorable to (iperator shail lie made unless it is maae within the same prescribed 
period. The provision- m u-is naragraDh shaii not prevent adiustments resulting trom a pnysicai inventory of Controllable 
Material as provided •'.>•• >• Section V. 

COPYRIGHT* 1985 by the Council of Petroleum Accountants Societies. 
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" \udits 

•'• Non-u Derail r ,:nn notice m writing to i inerator ana an otner .*v>n-i loerawrs. .-haii have tr.e ngnt to auait Oper 
)rs account- -"coras relating to tne .joint Account tor anv <-a:ennar vear wunin tne twentv-four i24) mon-

period fono'A --e "na ot' sucn caienaar vear: provided, nowever. tr.e maKine of an auait snaii not extena the t ir 
"or the taxing -.•-'ten exceouon to ana tne aaiustments of accounts as o.-ovsaea for tn Paraeraon 4 of this Sect: 
•• here t r . ..r Tore X-.n-' •*vrator5. tr.e N'<n-t »rera:or< *nait n-a«e everv r»x>onao!e effort to conauc: 

mt auait :. ..r.-.er wv.cn wt;i result tr. u minimum of inconvenience to tne 1 Operator, t >:>erator snail bear no po 
";on of the N.m-' • ••erators auait cost incurrea unaer tnis paravrraon uniess agreea to ov tne Operator. The auar 
-nail not ne more tnan once eacn vear without nnor aunrov.n of i >perator. except uoon the resignation • 
-emovai oi tr.e • •• •erator. ana snaii be maae at tne expense of tnose Non-Operators approving such audit. 

J. The Operator --a;, reoiy in writing to an auait report within 160 days after receipt of sucn report. 

H. Approval By N"on-< Operators 

'•'> here an approval or. ;ner agreement of the Parties or Non-Operators is expressiv required under other sections of thi: 
Accounting Procedure ami if the agreement to wnich this Accounting Procedure is attached contains no contrary provision: 
n regard thereto, i ';vrator snail notify all Non-Operators of the Operator's proposal, ana the agreement or approval ot 

a maioritv in interest m me Non-Operators shall be controlling on all Non-Operators. 

I I . DIRECT CHARGES 

1 iperator snail charge tne -i.•.:ii Account with the following items: 

1. Ecological and Environmental 

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ­
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological 
nature and pollution control procedures as required by applicable laws and regulations. 

J. Rentals and Royalties 

Lease rentals and rovaities paid by Operator for the Joint Operations. 

Labor 

A. i l l Salaries and '...res of Operator's fieid employees directly employed on the Joint Property in the conduct of Joint 
Operation-

'2) Salaries of Fir-t Level Supervisors in the field. 

<•"{) Salaries and wages of Technical Empioyees directly employed on the Joint Property if such charges are excluded 
from the overnead rates. 

14) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed 
in the operation of the Joint Property if such charges are excluded from the overhead rates. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees 
whose salaries ami wages are chargeable to the Joint Account under Paragraph 3A of this Section I I . Such costs under 
this Paragraph :!P. may be charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wage- cnargeable to the Joint Account under Paragraph .'-iA of this Section I I . If percentage assessment 
is used, the rate .-nail be based on the Operator's cost experience. 

1 ' . Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
to Operator's costs cnargeable to the Joint Account under Paragraphs :,A and :iB of this Section I I . 

D. Personal Expense- of those empioyees whose salaries and wages are chargeable to the Joint Account under Paragraph 
MA of this Section I I . 

4. Employee Benefits 

' (perator's current eo>t- of established plans for employees' group life insurance, hospitalization, pension, retirement, stock 
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint 
Account under Paragranns -iA and -,B of this Section II shall be Operator's actual cost not to exceed the percent most recent­
ly recommended bv ihe i '.nincil of Petroleum Accountants Societies. 

V Material 

Material purchased <«r vanished bv Operator for use on the Joint Property as provided under Section IV. Only such Material 
-naii be purcnaseci for m- '-ansierrea to tne Joint Propertv a.-, mav be red ui red for immediate use ami is reasonaolv practical 
ana consistent with •••"' >i and economical operation-. T'io accumulation of -urptu- -HICKS -naii be avoided. 

<» Transportation 

Transportation of ... and Material necessary for the Joint (iperations out -uhiect to ttie following limitations: 

A. If Material is mm.-i: ine Joint Property from the Operator's warehouse or otner properties, no charge shall be marie 
to the Joint Aci-ouui "<>r a distance greater tnan the distance from the nearest reliable suppiy store where like material 
;s normally avaiiaim- <<r railway receiving point nearest the Joint Property uniess agreed to by the Parties. 



3. If surplus Material is movea to Operator's warenouse or otner storage point, no charge snail be made to the Joint A 
:ount for a distance greater tnan tne distance to the nearest reiiable suppiy store wnere like material is norma, 
available, or ramvav receiving point nearest the Joint Property uniess agreed to by tne Parties. No charge shaii 
maae to the Joint Account for moving Material to otner properties belonging to Operator, unless agreed to by r 
Parties. 

.-. tne application of subparagraph A ana B above, tne ootion to eauaiize or marge actual t-ucKing cost is avanat 
vr.en tne actual er.nrge is S40Q or less excluding accessorial charges. The $400 wiii be aaiustea to tne amount mc 
recently recommenaea by tne Councii of Petroleum Accountants Societies. 

7. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragrap 
10 of Section I I and Paragrapn i. i i . and ii i . of Section I I I . The cost of professional consultant services and contract ser 
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates 
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Join 
Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rates shail include costs of maintenance, repairs, other operating expense 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed 
—TWELVE percent ( per annum. Such rates shall not exceed average commercial rates currently pre 
vailing in the immediate area of the Joint Property. 

B. In lieu of charges in paragraph 8A above. Operator may eiect to use average commercial rates prevailing in the immedi­
ate area of the Joint Property less 20%. For automotive equipment. Operator may elect to use rates published by the 
Petroleum Motor Transport Association. 

9. Damages and Losses to Joint Property 

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses 
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross negligence or 
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable 
after a report thereof has been received by Operator. 

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements 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 attor­
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the 
overhead provisions of Section I I I unless otherwise agreed to by the Parties, except as provided in Section I . Paragraph 

11. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof, 
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo­
rem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance 
with the tax value generated by each party's working interest. 

12. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the 
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation and/ 
or Employers Liability under the respective state's laws. Operator may. at its election, include the risk under its self-
insurance program and in that event. Operator shall include a charge at Operator's cost not to exceed manual rates. 

13. Abandonment and Reclamation 

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
authority. 

14. Communications 

i ost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
microwave facilities directly serving the Joint Propertv. ln the event communication facilities systems serving the Joint 
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragrapn * of this Section I I . 

1.1. Oiher Expenditures 

Any other expenditure noi covered or dealt with in the foregoing provisions of this Section I I . or in Section III and which 
i - of direct benefit to the Joint Property and is incurred by tne Operator in the necessary una proper conduct of the Joint 
< iperations. 



Ci 
III . OVERHEAD 

1. Overhead - Drilling 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 Basis, 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 
3A, Section I I . The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section 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 be covered by the overhead rates, or 
(x ) shall not be covered by the overhead rates. 

i i i . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
the operation of the Joint Property: 

(X) shall be covered by the overhead rates, or 
( ) shall not be covered by the overhead rates. 

A. Overhead - Fixed Rate Basis 

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

Drilling Well Rate $ 5,000.00 
(Prorated for less than a full month) 

Producing Well Rate $ 500.00 : 

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

(a) Drilling Well Rate 

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill­
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or 
more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive 
work 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 or other units used in workover, commence through date of rig 
or other unit release, except that no charge shall be made during suspension of operations for fifteen 
(15) or more consecutive calendar 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 govern­
ing regulatory authority. 

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall 
be considered as a one-well charge providing the gas well is directly connected to a permanent sales 
outlet. 

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com­
pleted on any well. This one-well charge shall be made whether or not the well has produced except when 
drilling well rate applies. 

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow­
able, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement 
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur­
rently 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 Production 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 ad­
justment. 

B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the following rates: 
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{fl I 
ial Development 

Percent ( ' ) of the cost of development of the Joint Property exclusive of costs providec 

unaer Paragraph 10 of Section I I and all salvage credits. 

'bl Operating 

Percent I '.) of the cost of operating tne Joint Property exclusive of costs provided under 
Paragrapns 2 and 10 of Section i l . all salvage credits, the value of injected substances purchased for secondary 
recovery and all taxes and assessments which are levied, assessed and paid upon tne mineral interest in ana 
to the Joint Property. 

12) 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 . development 
shall include all costs in connection with drilling, redrilling. deepening, or any remedial operations on any or all 
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop­
erty: also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning 
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as 
defined in Paragraph 2 of this Section I I I . All other costs shall be considered as operating. 

Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess of $ 50.OOP.00 : 

A 1 % of first $100,000 or total cost if less, plus 

B. 3 % of costs in excess of $100,000 but less than $1,000,000. plus 

C. 2 % of costs in excess of $1,000,000. 

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

3. Catastrophe Overhead 

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary 
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures. Operator 
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on 
the following rates: 

A. 5 % of total costs through $100,000: plus 

B. 3 % of total costs in excess of $100,000 but less than $1,000,000; plus 

C. 2 % of total costs in excess of $1,000,000. 

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi­
sions of this Section III shall apply. 

4. Amendment of Rates 

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

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES. TRANSFERS AND DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move­
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator's 
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus 
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders. 
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B 
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 

1. Purchases 

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 
Material found to be defective or returned to vendor for any other reasons, credtt shall be passed to the Joint Account 
when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
unless otherwise agreed to by the Parties, shall be priced on the following oasis exclusive of cash discounts: 
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A. New Material (Condition Al 

1) Tubular Goods Uther than Line Pipe 

iaiTubular goods, sized 2V. inches OD and larger, except line Dipe. snail be priced at Eastern mill published 
carioad oase orices effective as of date of movement DIUS transrxirtation cost using the 80.000 pound carioad 
weignt oasis to the railway receiving point nearest tne Joint Property for wnich puoiished rail rates for 
tubuiar gooas exist. If the oO.OOO pound rail rate is not offered, the 70.000 pouna or i>0.000 pound rail rate 
may be usea. Freignt charges for tubing wiil be calculated from Lorain. Ohio and casing from Youngstown. 
Ohio. 

'b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans­
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.I IX a I. For transportation cost from points other than Eastern mills, the 30.000 pound Oil Field 
Haulers Association interstate truck rate shall be used. 

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston. 
Texas, pius transportation cost, using Oil Field Haulers Association interstate 30.000 pound truck rate, to 
the railway receiving point nearest the Joint Property. 

<d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.o.b. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving point nearest the Joint Property. 

12) Line Pipe 

ia) Line pipe movements (except size 24 inch OD and larger with walls inch and over) 30.000 pounds or more 
shall be priced under provisions of tubular goods pricing in Paragraph A.(lMa) as provided above. Freight 
charges shall be calculated from Lorain. Ohio. 

ib) Line pipe movements (except size 24 inch OD and larger with walls 34 inch and over) less than 30.000 pounds 
shall be priced at Eastern mill published carload base prices effective as of date of shipment, pius 20 percent, 
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para­
graph A.i Dial as provided above. Freight charges shall be calculated from Lorain. Ohio. 

(c) Line pipe 24 inch OD and over and 3'4 inch wall and larger shall be priced f.o.b. the point of manufacture 
at current new published prices plus transportation cost to the railway receiving point nearest the Joint 
Property. 

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be 
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices 
agreed to by the Parties. 

(•"•>) Other Material 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, or point of manufacture, plus transportation costs, if applicable, to the railway 
receiving point nearest the Joint Property. 

14) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new 
price, in effect on date of movement, as listed by a reliable suppiy store nearest the Joint Property, or point of 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property. 
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2). 

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

At seventy-five percent (75%) of current new price, as determined by Paragraph A. 

(21 Material used on and moved from the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph A. if Material was originally 
charged to the Joint Account as new Material or 

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A. if Material was originally 
charged to the Joint Account as used Material. 

(3) Material not used on and moved from the Joint Property 

At seventy-five percent (75%) of current new price as determined by Paragraph A. 

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

(.', i »ther Used Material 

111 Condition C 

Material which w not in sound and serviceable condition and not suitable for its original function until after recon­
ditioning shall be priced at fifty percent (50"..) of current new price as determined by Paragraph A. The cost of 
reconditioning snail be charged to the receiving property, provided Condition C value plus cost of reconditioning 
does not exceed Condition B value. 
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(2) Condition D 

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall : 
priced on a Dasis commensurate with its use. Operator may dispose of Condition D Material under procedurt 
normally usea by Operator without prior approval of Non-Operators. 

•a) Casing, tuning, or drill pipe used as iine pipe shail be Dnced as Grade A and B seamless iine pipe of ccr 
paraDie size ana weight. Usea casing. tuDing or anil pipe utiiizea as iine pipe snaii be pncea at usea i:r 
pipe prices. 

ib) Casing, tubing or drill pipe used as higher pressure service iines than standard line pipe. e.g. power oil line 
shall be pncea unaer normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods sha 
be priced on a non upset basis. 

I3) Condition E 

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor 
mally utilized by Operator without prior approval of Non-Operators. 

D. Obsolete Matenai 

Material which is serviceable and usable for its original function but condition and/or value of such Material is not 
equivalent to that which wouid justify a price as provided above may be specially priced as agreed to by the Parties. 
Such price should result in the Joint Account being charged with the value of the service rendered by such Matenai. 

E. Pricing Conditions 

11) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25*) per hundred 
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking 
point. The above rate shall be adjusted as of the first day of April each year following January 1. 1985 by the same 
percentage increase or decrease used to adjust overhead rates in Section I I I , Paragraph l.A(3). Each year, the 
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

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

Premium Prices 

Whenever Material is not readily obtainable at 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 Propertv: provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 
N'on-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 ail or part of his share of such Material suitable for use 
and acceptable to Operator. 

4. Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories. Notice and Representation 

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that 
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven­
tory shail bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 
overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence. 

'!. Special Inventories 

Special inventories mav lie taken whenever there is any sale, change of interest, or change of Operator in the Joint Propertv. 
It shall be the auty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes 
place. In such cases, both the seller and the purchaser shall be governed bv such inventory. In cases involving a change 
•if Operator, ail Partie- -nail be governed l>v such inventorv. 

I Expense of Conducting Inventories 

A. The expense of conducting periodic inventories shall not be cnarged to the Joint Account unless agreed to bv the 
Parties. 

[J. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in­
ventories required due to change of Operator shall be charged to the Joint Account. 



EXHIBIT "F" 

Attached To and Made a Pan oi 
The Unit Operating Agreement for 

South Justis Unit. 
Lea County, New Mexico 

ADDITIONAL INSURANCE PROVISIONS 

1. OPERATOR shall, at all times while conducting operations hereunder, comply with all 
Workers' Compensation and Occupational Disease Laws including the United States 
Longshoremen's and Harbor Workers' Compensation Act; provided, however, that 
OPERATOR may be a self-insurer for liability under said compensation laws in which 
event the only charge that shall be made to the joint account shall be OPERATOR'S 
actual cost but not exceeding an amount equivalent to the premium which would have 
been paid had such insurance been obtained. 

2. No other insurance shall be carried by OPERATOR for the joint account unless agreed 
to by all the parties hereto. 

3. OPERATOR shall require all contractors and subcontractors to carry such insurance in 
such amounts as OPERATOR deems adequate. 

4. Each co-owner may procure such insurance with respect to the jointly owned properties 
and operations as it deems necessary to protect itself against claims and damages and all 
insurance policies shall be endorsed to provide that underwriters and insurance carriers 
of co-owner shall not have any right of subrogation against OPERATOR and other co-
owners. 

(4-17-S5) 



EXHIBIT "G" 

Attached To ana Made a Pan of 
The Unit Operating Agreement for 

South Justis Unit. 
Lea County, New Mexico 

EQUAL EMPLOYMENT OPPORTUNITY PROVISION 

During the penormance of this contract, the Operator (meaning and referring separately to each 
party hereto) agrees as follows: 

{1) The Operator will not discriminate against any employee or applicant for employment 
because of race, color, religion, sex or national origin. The Operator will take 
affirmative action to ensure that applicants are employed, and that employees are treated 
during employment without regard to their race, color, religion, sex or national origin. 
Such action shall include, but not be limited to the following: Employment, upgrading, 
demotion, or transfer, recruitment or recruitment advertising; layoff or terrnination; rates 
of pay or other forms of compensation; and selection for training including 
apprenticeship. The Operator agrees to post in conspicuous places, available to 
employees and applicants for employment, notices to be provided setting forth the 
provisions of this nondiscrimination clause. 

(2) The Operator will in all solicitations or advertisements for employees placed by or on 
behalf of the Operator, state that all qualified applicants will receive consideration for 
employment without regard to race, color, religion, sex or national origin. 

(3) The Operator will send to each labor union or representative of workers with which 
Operator has a collective bargaining agreement or other contract or understanding, a 
notice to be provided, advising the said labor union or workers' representatives of the 
Operator's commitments under Section 202 of Executive Order 11246 of September 24, 
1965, and shall post copies of the notice in conspicuous places available to employees 
and applicants for employment. 

(4) The Operator will comply with all provisions of Executive Order 11246 of September 
24, 1965, and of the rules, regulations, and relevant orders of the Secretary of Labor. 

(5) The Operator will furnish all information and reports required by Executive Order 11246 
of September 24, 1965, and by the rules, regulations, and orders of the Secretary of 
Labor, or pursuant thereto, and will permit access to Operator's books, records, and 
accounts by the administering agency and the Secretary of Labor for purposes of 
investigation to ascertain compliance with such ruies, regulations, and orders. 

(6) In the event of the Operator's non-compliance with the non-discrimination clauses of this 
contract or with any of the said rules, regulations, or orders, this contract may be 
canceled, terminated or suspended in whole or in pan and the Operator may be declared 
ineligible for further Government contracts or federally assisted construction contracts 
in accordance with procedures authorized in Executive Order 11246 of September 24. 
1965. and such other sanctions in Execunve Order 11246 of September 24. 1965. or by 
rules, regulations, or order of the Secretary of Labor, or as otherwise provided by iaw. 

i") The Operator will include the provisions of paragraphs (1) through (7) in even* 
subcontract or purchase order unless exempted by rules, regulations, or orders of the 

- 1 -



Secretary of labor issued pursuant to Section 204 of Executive Order 11246 of Sepiemoer 
14. 1965. so that such provisions will be binding upon each subcontractor or vendor. 
The Operator will take such action with respect to any subcontract or purcnase order as 
:he administering agency may direct as a means of enforcing such provisions including 
sanctions for non-compiiance: provided, however, that in the event the Operator oecomes 
nvoivea in. or is threatened with, litigation with a subcontractor or vendor as a result 
of such direction by the administering agency, the Operator may request the United 
States to enter into such lidgation to protect the interests of the United States. 

-Operator acknowledges that Operator may be required to file Standard Form 100 (EEO-1) 
promulgated joindy by the Office of Federal Contract Compliance, the Equal Employment 
Opportunity Cornmission and Plans for Progress with the appropriate agency within 30 days of 
the date of contract award if such report has not been filed for the current year and otherwise 
comply with or file such other compliance reports as may be required under Executive Order 
11246. as amended and Rules and Regulations adopted thereunder. 

Operator further acknowledges that Operator may be required to develop a written affirmative 
action compliance program as required by the Rules and Regulations approved by the Secretary 
of labor under authority of Executive Order 11246 and supply each other party hereto with a 
copy of such program if so requested. 

Certification of Nonsegregated Facilities 

By entering into this contract, the Operator certifies that Operator does not and will not maintain 
or provide for Operator's employees any segregated facilities at any of Operator's 
establishments, and that Operator does not and will not permit Operator's employees to perform 
their services at any location, under Operator's control, where segregated facilities are 
maintained. The Operator agrees that a breach of this certification is a violation of the Equal 
Opportunity clause in this contraa. As used in this certification, the term "segregated 
facilities" means, but is not limited to, a.iy waiting rooms, work areas, rest rooms and wash 
rooms, restaurants and other eating areas, time clocks, locker rooms and other storage or 
dressing areas, parking lots, annlting fountains, recreation or entertainment areas, transportation, 
and housing facilities provided for employees which are segregated by explicit directive or are 
in fact segregated on the basis of race, color, religion, or national origin, because of habit, local 
custom or otherwise. Operator further agrees that (except where Operator has obtained identical 
certifications from proposed contractors and subcontractors for specific time periods) Operator 
will obtain identical certifications from proposed contractors and subcontractors prior to the 
award of contracts or subcontracts exceeding $10,000.00 which is not exempt from the 
provisions of the Equal Chpporrunity clause. The certification may be submitted either for each 
contract and subcontract or for all contracts and subcontracts during a period (i.e., quarterly, 
semiannually, or annually). 



EXHIBIT " _ H 
GAS BALANCING AGREEMENT 

Unit 
Attached to ana made a part of that certain/Operating Agreement, dated . between 

A t l a n t i c R i c h f i e l d Company a s operator. 

and Texaco, I n c . e t a l a s Non-Operator. 

Definitions 

A. "Gas" includes natural gas produced from a Well that produces Gas Well Gas. including all constituent parts of such natural gas, 
except liquid hydrocaroons and condensate recovered by primary separation equipment. 

B. "Gas Well Gas" is gas produced from a Well classified as a gas well Dy the regulatory body having jurisdiction. 

C. "Balanced" is that condition which occurs when a party hereto has taken the same percentage of the cumulative volume of Gas 
production it is entitled to take pursuant to the terms of the Operating Agreement. 

'*° D. "Overproduced" is the status of a party when the percentage of the cumulative volume of Gas taken by that party exceeds that 
— party's percentage interest of the volume of cumulative Gas production of all parties to the Operating Agreement under and 

pursuant to the terms of said Operating Agreement. 

E. "Underproduced" is the status of a party when the percentage of cumulative volume of Gas taken by that party is less than that 
party's percentage interest of the volume of cumulative Gas production of all parties to the Operating Agreement under and 
pursuant to the terms of said Operating Agreement. 

F. "Well" is defined as each well subject to the Operating Agreement that produces Gas Well Gas. If a single Well is completed in 
two or more reservoirs, such Well shall be considered a separate Well with respect to, but only with respect to, each reservoir 
from which the Gas produced is not commingled in the wellbore. 

DL Application of this Agreement 

The parties to the Operating Agreement to which this Gas Balancing Agreement is attached own the working or operating interests 
in the Gas underlying the Contract Area covered by such Agreement and are entitled to share in the percentages therein as stated 
in the Operating Agreement. 

In accordance with the terms of the Operating Agreement, each party shall take its share of Gas produced from the Contract Area 
and market or otherwise dispose of same. In the event a party hereto does not take in kind or market its share of Gas or has 
contracted to sell its share of Gas produced from the Contract Area to a purchaser which, at any time while this Agreement is in 
effect, fails to take the share of Gas attributable to the interest of such party, the terms of this Gas Balancing Agreement shall 
automatically become effective. 

The Operator has the duty to control Gas production and the responsibility of administering the provisions of this Gas Balancing 
Agreement. The Operator shall cause deliveries to be made to the Gas purchasers at such rates as may be required to give effect to 
the intent that the Gas production accounts of all parties are, to the extent practicable, to be or become Balanced. 

The provisions of this Agreement shall be applied to each Well separately as if each Well was covered by separate but identical 
agreements. 

n x Storing and Making Up Gas Production 

A. Right to Take and Market Gas 

During any period or periods when any party hereto does not take, has no market for, or the market of a party is not sufficient 
to take that party's full share of the Gas produced from any Well located on the Contract Area, or such party's purchaser 
otherwise fails to take such party's share of Gas produced from any such Well located on the Contract Area, resulting in such 
party becoming Underproduced (such party being herein referred to as an "Underproduced party") the other party or parties 
shall be entitled, but not required, to produce from said Well on the Contract Area (and take or deliver to their respective 
purchaser(s) each month, all or a part of that portion of the allowable Gas production assigned to such Well by the regulatory 
body having jurisdiction. Any party so taking or delivering Gas which results in such party becoming Overproduced is herein 
referred to as an "Overproduced party". Irrespective of the other provisions hereof, no Overproduced party may, without the 
express written approval of the Underproduced party, take or market Gas in quantities in excess of 150% of such Overproduced 
party's share of the Gas allowable assigned by the regulatory body having jurisdiction over such Well or 150% of such party's 
share of the then current deliverability of the Well including associated pipeline pressure, whichever is the lesser quantity of Gas. 

Those parties which are capable of taking and/or marketing quantities of Gas allocable to an Underproduced party, in the 
absence of any other agreement between them, shall each take a share of the Gas attributed to the Underproduced party or 
parties in the direct proportion that their respective interests bear to the total interest of all parties taking Gas who are also 
considered Overproduced. 

All parties hereto shall share in and own the liquid hydrocarbons recovered from such Gas by primary separation equipment in 
accordance with their respective interests and subject to the terms of the above described Operating Agreement, whether or not 
such parties are actually taking and/or marketing Gas at such time. 

B. Making Up Underproduction 

Each party failing to market its share of the total volume of Gas produced or failing to take its full share of the total volume of 
Gas produced shall be considered Underproduced and shall be credited with Gas in storage equal to its percentage share of the 
totai volume of Gas produced under this Agreement, less that portion of the Gas actually marketed or taken by such party, Gas 
used in operations, vented, or lost. 

Any Underproduced party shall endeavor to bring its taking of Gas into a Balanced condition. Upon written notice to the 
Operator, any Underproduced party may thereafter begin taking or delivering to its purchaser its full share of the Gas produced 
from a Well (less any used in operations, vented, or lost). To allow for the recovery of Gas in storage and to balance the Gas 
account of the parties in accordance with their respective interests, an Underproduced party shall be entitled to take or deliver to 
a purchaser its full share of Gas produced from such Well (less any used in operations, vented, or lost) plus, (i) for the months 
of March, April, May, June, July, August, September and October only of any calendar year during which this agreement may be 
in place, an amount up to an additional fifty percent (50%) of the monthly quantity of Gas attributable to the Overproduced party 
or parties, or (ii) for the months of November, December, January and February only of any calendar year or years during which 
this agreement may be in place, an amount up to an additional twenty-five percent (25%) of the monthly quantity of Gas 
attributable to the Overproduced party or parties. If more than one Underproduced party is entitled to take additional Gas. they 
shall divide the additional Gas in proportion to their respective Underproduced accounts. The first Gas made up shall be 
assumed to be the first Gas Underproduced. 

C. Gas Balance Reporting 

Each party taking Gas shall furnish or cause to be furnished to the Operator a monthly written statement of Gas volumes taken 
and the identity of its Gas purchaser, if any, no later than thirty (30) days after the production month. Operator shall not be 
required to adjust its Gas accounting statements reflecting a different Gas purchaser until the first day of the month following 
the month in which such notice is received by the Operator. The Operator will maintain appropriate accounting on a monthly 
and cumulative basis of the quantities of Gas each party is entitled to take and/or market and the quantities of Gas taken and/or 
marketed by each of the parties to their respective Gas purchasers. With respect to Gas purchased from or transported for more 
than one party by or through one pipeline connected to the Well, each party selling to or transporting through such one pipeline 
shall furnish to Operator or cause the pipeline owner to furnish to Operator monthly volume statements showing the split of 
ownership through such pipeline's sales or pipeline inlet meter during the preceding calendar month. Within ninety (90) days 
after the end of each producing calendar month, the Operator shall furnish each party a statement showing the status of the 
Overproduced and Underproduced accounts of all parties. 

To determine respective volumes of Gas taken by separate Gas pipelines connected to the Well, measurement of Gas for 
overproduction and underproduction shall be accomplished by use of sales meters and lease measurement equipment which 
shall be in accordance with AGA requirements. 

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



D. Royalty and Production Tax 

A- all times while Gas is produced from the Contract Area, unless otherwise required by any State or Federal law or reaulations. 
eacn party snail pay or cause to be paid all royalty due and payable on its snare of Gas production as if eacn party were taking 

delivering to a Gas purchaser its share of Gas production. Each party agrees to hold eacn other parry harmless from anv and 
aii claims for royalty payments asserted by its royalty owners. The term royalty owner ' shall include owners of royalty, 
-wernding royalties, production payments, and similar interests payable out of production. 

Each party producing and taking or delivering Gas to its Gas purchaser snail pay, or cause to be paid, all production and 
severance taxes due on ail volumes of Gas actually taken or sold by sucn party. 

TV. Cash Settlement 

A. Volume/Value 

!' at the permanent termination of production of Gas from a Well located on tne Contract Area, or change in ownership as 
cescrioea tn Paragrapn IV D. below, an imbalance exists between the parties, a cash settlement of the imbalance between the 
parties relative to sucn Well shall be made. The amount of the cash settlement will be limited to the proceeds actually received 
by the Overproduced party or parties at the time of overproduction, less transportation and applicable treating charges and 
production and severance taxes paid on such overproduction. Royalty shall only be deducted from such proceeds attributable to 
the overproduction if actually paid to royalty owners by the Overproduced party or parties. No interest shall be added to any 
cash settlement hereunder. If there is more than one Overproduced party, the cash settlement shall be based on a weighted 

= — average of the proceeds actually received as above described by all Overproduced parties. If the Overproduced party or parties 
— did not sell its Gas, such Gas will be valued in the same manner used for royalty calculation purposes when produced. That 

portion of the monies collected by the Overproduced party or parties which is subject to refund by orders of the Federal Energy 
Regulatory Commission ("FERC") may be withheld by the Overproduced party or parties until such prices are fully approved by 
FERC, unless the Underproduced party or parties furnish a corporate undertaking acceptable to the Overproduced party or 
parties agreeing to hold the Overproduced party or parties harmless from financial loss due to refund orders by FERC. 

B. Collection and Distribution 

Operator shall provide within thirty (30) days of permanent termination of Gas production a final accounting of the Gas balance 
to all parties hereto. Overproduced parties, within thirty (30) days of receipt of the final accounting of the Gas balance, shall 
provide Operator with a monthly statement of revenue and volume for each month during which overproduction occurred that 
has not been made-up.' Within thirty (30) days after the receipt of such monthly statements from Overproduced parties. Operator 
shall calculate and invoice each Overproduced party for its share of the cash settlement, based on said revenue and volume 
statements, due each Underproduced party. Overproduced parties shall make settlement, based on the invoiced amount, to the 
Operator within thirty (30) days after receipt of said invoice. Such payment shall relieve an Overproduced party of liability to any 
other party for the sums paid. Operator shall promptly distribute the funds it receives to the Underproduced parties in that 
proportion that each Underproduced party's volume of Gas in storage bears to the total of all Underproduced parties volumes of 
Gas in storage. Operator agrees that it will not utilize any information obtained pursuant to this Section I V of this Gas Balancing 
Agreement for any purpose other than implementing or administering the terms of this Gas Balancing Agreement. 

C. Responsibility and Liability for Collection 

Operator shall not be liable to any Underproduced party for the failure of any Overproduced party to pay any amounts owed 
pursuant to the terms hereof. In the event that any party fails to pay any sum due under the terms hereof after demand therefor 
by the Operator, the Operator may turn responsibility for the collection of such sum to the party or parties to whom it is owed, 
and Operator shall have no further responsibility in the event that such sums are not paid. Any party shall have the right after 
expiration of thirty (30) days after Operator shall have provided a final accounting of the Gas balance to all parties hereto to 
demand on thirty (30) days advance written notice to both Operator and all Overproduced parties that any payments due to 
such party for such party's Underproduced volumes shall be paid directly to such party by the Overproduced party(s), rather 
than being paid through Operator. In the event that any Overproduced party pays to Operator any sums due to an 
Underproduced party at any time after thirty (30) days following the receipt of such written notification of a demand that such 
Underproduced party receive such payment directly, the Overproduced party(s) shall continue to be liable to such 
Underproduced party for any sums so paid, until such payment is actually received by such Underproduced party. In no event 
shall Operator be liable or responsible for any amount of cash settlement based on a value asserted by an Underproduced party 
different than the value calculated based on the revenue and volume statements provided by the Overproduced party or parties. 

D. Ownership Changes 

In the event an Overproduced party intends to sell, assign, exchange or otherwise transfer any of its interest in a Well located on 
the Contract Area, such Overproduced party shall notify in writing the other working interest owners who are parties hereto in 
such Well of such fact within forty-five (45) days prior to closing the transaction. Any Underproduced party may demand of such 
Overproduced party in writing, within twenty (20) days after receipt of the Overproduced party's notice of intent to sell, assign, 
exchange or otherwise transfer its interest in a Well, a cash settlement of its underproduction attributed to such Overproduced 
party's overproduction in the Well. Any Underproduced party electing to cash settle with the Overproduced party shall thereby 
indemnify and hold the Overproduced party harmless against any causes of action, claims, losses or other actions which may be 
claimed by any third party, including, but not limited to. any purchaser of the Gas of the Underproduced party, as a result of the 
cash settlement. The Operator shall be notified of any such demand and of any cash settlement pursuant to this Paragraph 
IV.D., and the Gas balance accounts of the parties shall be adjusted accordingly. Any cash settlement pursuant to this 
paragraph IV.D. shall be on the same basis as otherwise set forth in paragraphs IV.A. through IV.C. hereof. 

The provision of this Paragraph IV.D. shall not be applicable in the event an Overproduced party has mortgaged its interests, or 
disposed of its interests by merger, reorganization, consolidation, or sale of substantially all of its assets to a subsidiary or 
parent company, or to any company in which any parent or subsidiary owns a majority of the stock of such company. 

V. Miscellaneous 

A. Term 

This Agreement shall remain in force and' effect as long as the Operating Agreement to which it is attached remains in force and 
effect, and thereafter until the Gas balance accounts between the parties are settled in full, and shall inure to the benefit of and 
be binding upon the parties hereto, their heirs, successors, legal representatives and assigns. 

B. Expenses 

Nothing herein shall change or affect each party's obligations to pay its proportionate share of all costs and liabilities incurred in 
operations on the Contract Area as its share thereof is set forth in the Operating Agreement to which this Agreement is 
attached. 

C. Well Tests 

Nothing herein shall be construed to deny any party the right, from time to time, to produce and take or deliver to its Gas 
purchaser up to 100% of the entire Well stream to meet the deliverability test required by its Gas purchaser, provided that such 
tests are reasonable in light of overall industry standards. 

D. Monitoring of Takes of Production 

Each party shall, at all times, use its best efforts to regulate its takes and deliveries from each Well on said Contract Area so that 
no Well will be shut-in for overproducing the allowable assigned thereto by the regulatory body having jurisdiction. Additionally, 
each party shall communicate, as necessary, the contents of this agreement to its respective Gas purchaser(s) or transporter(s) 
and shall monitor its deliveries to its respective Gas purchaser(s) or transporter(s) so as to ensure to the greatest extent 
practicable that its Gas purchaser(s) or transporter(s) does not take Gas in excess of the quantities provided for herein. 

AR3B—4039 
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United States Department of the Interior 

BUREAU OF LAND MANAGEMENT 
Roswell District Office 

P.O. Box 1397 
Roswell, New Mexicc 88202-1397 

IN REPLY 
REFER TO: 

South Justis Unit 
3180 (065) 

Arco Oil and Gas Company 
Attention: Mr. V. Ray Pyle, CPL 
P. 0. Box 1610 
Midland, Texas 79702 

JAKE'. 
PRBEMi 
AMERKAi 

MAR 0 9 mi 

% 

•Co 

Gentlemen: 

Your application of February 4, 1992, f i l e d with the BLM requests the 
designation of the South Justis Unit area, embracing 5360.00 acres, more or 
less, Lea County, New Mexico, as logically subject to secondary operations 
under the unitization provisions of the Mineral Leasing Act as amended. 

Pursuant to unit plan regulations 43 CFR 3180, the land requested as outlined 
on your plat marked Arco Oil and Gas Company, South Justis Unit, Lea County, 
New Mexico, is hereby designated as a logical unit area for the purpose of 
conducting secondary recovery operations. 

Waterflooding w i l l be limited to the following interval: That interval 
underlying the Unit Area, the vertical limits of which extended from an upper 
li m i t which is the top of the Justis Blinebry Field to a lower l i m i t at the 
top of the Abo formation, as seen on the Type Log from the Amerada Hess Ida 
Wimberely #4 located at 660' FSL & 990' FWL, sec. 24, T. 25 S., R. 37 E., and 
is that interval which is correlative to the interval from 4980' to 6180' 
below the surface measured from the Kelly bushing. The Blinebry marker has 
been defined by the New Mexico Oil Conservation Commissioner (NMOCC) at a 
depth of 4980 f t . (elevation 3081' sub-sea datum 1899) in Amerada's Ida 
Wimberely #4, located SŴ SW£ sec. 24, T. 25 S., R. 37 E., Lea County, 
New Mexico. This designation is valid fcr a period of one year from the date 
of this letter. 

Your basis for allocation of unitized substances and your proposed use of the 
Form of Agreement are acceptable. Corrections requested by the Bureau of Land 
Management are shown in red on Exhibit A and on pages 1, 3, 4, 8, 9, 10, 11, 
and 34 of Exhibit B. 

I f conditions are such that further modification of said standard form is 
deemed necessary, three copies of the proposed modifications with appropriate 
j u s t i f i c a t i o n must be submitted to this of f ice j tor preliminary apui.ovu.l-,—_„ 

BEFORE EXAMINER CATANACH 

OIL CONSERVATION DIVISION 

EXH.B.T N 0 _ 7 

CASE NO /^?V<?jl>;3r; y ^ - W 
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In the absence of any type of land requiring special provisions or any 
objections not now apparent, a duly executed agreement identical with said 
form, modified as outlined above, w i l l be approved i f submitted in approvable 
status within a reasonable period of time. However, notice is hereby given 
that the right is reserved to deny approval of any executed agreement 
submitted which in our opinion, does not have the f u l l commitment of 
sufficient lands to afford effective control of operations in the unit area. 

When the executed agreement is transmitted to the BLM for approval, include 
the latest status of a l l acreage. In preparation of Exhibits "A" and "B", 
follow closely the format of the sample exhibits attached to the reprint of 
the aforementioned form. 

Inasmuch as this unit agreement involves State and Fee land, we are sending a 
copy of the letter to the Commissioner of Public Lands and the NMOCD. Please 
contact the State of New Mexico before sol i c i t i n g joinders regardless of prior 
contacts or clearances from the state. 

Sincerely, 

Armando A. Lopez 
Assistant District Manager, 

Minerals 

Enclosures 
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Exhibit A 
To UnK 

Agreement 

ARCO On & Gas © 
South Justis Unit 
Laa County. N«w Maxtei 
Scat*- r«3000* 
By* J . Qotchar 
Oat** 6-91 
D«pt< Exploration 
Drawn By RQJ 
Oat** 6-01 
Owa No. SJU37Q 

Legend 

. Unit Boundry 

® Tract Number 

Seal* 

Acreage Percentage 

Patented 1.040.0 30.60 

Federal 2.800.0 52.24 

State 920.0 17.16 

Total 6.360.0 100.00 

180O* 300C 
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ComnriaBtnnBr of |!unitc ILTanirs 

OFFICE OF THE 

MIDLAND I AND DEPARTMENT 

R f c C u i V E D 

MAR 16 1992 

/IM BACA 
COMMISSIONER P O. BOX 1143 

SANTA FE. NEW MEXICO 87504-1148 
March 11, 1992 

ARCO O i l and Gas Company 
P. 0. Box 1610 
Midland, Texas 797 01 

BEFORE EXAMINER CATANACH 
OIL CONSERVATION DIVISION 

Attn: Mr. V. Ray Pyle tfj?&9 - EXHIBIT NO. i ^L 

Re: South J u s t i s U n i t 
P r e l i m i n a r y Approval 
Lea County, New Mexico CASE NO. 

Dear Mr. Pyle: 

This o f f i c e has reviewed the unexecuted copy of u n i t agreement f o r 
the proposed South J u s t i s U n i t , Lea County, New Mexico. This 
agreement meets the general requirements of the Commissioner of 
Publ i c Lands and has t h i s date granted you p r e l i m i n a r y approval as 
t o form and content. 

P r e l i m i n a r y approval s h a l l not be construed t o mean f i n a l approval 
of t h i s agreement i n any way and w i l l not extend any sh o r t term 
leases u n t i l f i n a l approval and an e f f e c t i v e date are given. 

When s u b m i t t i n g your agreement f o r f i n a l approval, please submit the 
f o l l o w i n g : 

1. The f i l i n g fee i n the amount of $420.00. The f i l i n g fee 
f o r a u n i t agreement i s t h i r t y ($30.00) d o l l a r s f o r every 
s e c t i o n or p a r t i a l s e c t i o n t h e r e o f . 

2. F i n a l approval w i l l be c o n d i t i o n a l upon our understanding 
t h a t no f r e s h water w i l l be used i n t h i s o p e r a t i o n , (water 
c o n t a i n i n g 10,000 m i l l i g r a m s per l i t e r or less of t o t a l 
d i s s o l v e d s o l i d s ) . 

3. I n i t i a l Plan of Operation. 

4. Re-Designation of w e l l names and numbers. 

5. A p p l i c a t i o n f o r f i n a l approval by the Commissioner s e t t i n g 
f o r t h the t r a c t s t h a t have been committed and the t r a c t s 
t h a t have not been committed. 

6. A l l r a t i f i c a t i o n s from Lessees of Record and Working 
I n t e r e s t Owners. A l l signatures should be acknowledged 
before a Notary. One set must c o n t a i n o r i g i n a l s i g n a t u r e s . 



ARCO O i l and Gas Company 
South J u s t i s U n i t 
March 11, 1992 
Page 2 

7. C e r t i f i c a t e of Determination by the Bureau of Land 
Management. 

8. Order of the New Mexico O i l Conservation D i v i s i o n . Our 
approval w i l l be conditioned upon subsequent f a v o r a b l e 
approval by the New Mexico O i l Conservation D i v i s i o n and 
the Bureau of Land Management. 

9. Two copies of the U n i t Operating Agreement. 

10. Two copies of the Un i t Agreement i n c l u d i n g E x h i b i t s "A", 
"B", and "C". 

11. Data used i n determining Tract P a r t i c i p a t i o n f a c t o r s f o r 
State lands as per Section 13 of the agreement i s 
confusing. We would l i k e the i n f o r m a t i o n used i n 
determining t he t r a c t p a r t i c i p a t i o n f a c t o r s f o r T r a c t Nos. 
31, 32, 33, 34 and 35. The Tract Numbers i n E x h i b i t "G" of 
the Technical Committee Report Dated A p r i l 1990, are not 
co n s i s t e n t w i t h the Tract numbers on E x h i b i t "C" of the 
Un i t Agreement. Also, we would l i k e a recap of the t o t a l 
p a r t i c i p a t i o n from State, Federal and Fee lands. 

12. E x h i b i t "B", under P a r t i c i p a t i o n of Tract i n U n i t , does not 
show the p a r t i c i p a t i o n percentages. This should make 
reference t o E x h i b i t "C". 

I f you have any questions, or i f we may be of f u r t h e r h e l p , please 
contact Pete Martinez a t (505) 827-5791. 

Very t r u l y yours, 

JIM BACA 
COMMISSIONER OF PUBLIC LANDS 

FLOYD 0. PRANDO, D i r e c t o r 
Oil/Gas and Minerals D i v i s i o n 
(505) 827-5744 
JB/FOP/pm 
encls. 
cc: Reader F i l e 

OCD-Santa Fe 
BLM-Roswell A t t n : Mr. Armando Lopez 
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BEFORE EXAMINER CATANACH 
OIL CONSERVATION DIVISION 

EXHIBIT NO. ^ 

CASE NO. /#SSz£-

EXHIBIT "D" 

Attached To That Certain Unit Operating Agreement 
dated for 

The South Justis Unit 
Located in Lea County, New Mexico 

WORKING INTEREST OWNER SUMMARY 

WORKING INTEREST OWNER TRACT NUMBER(S) PARTICIPATION PERCENTAGES 

American Exploration 

TOTAL 

18 
19 
19 

0.030144 
0.023243 
0.158743 
0.212130 

American Production VI 

TOTAL 

19 
19 

0.665363 
0,058107 
0.723469 

Anderson, Steve 50 0.054329 

ARCO 2 
4 
5 
6 
7 
9 
11 
13 
20 
21 
22 
23 
24 
29 
30 
31 
34 
35 
36 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

1.377364 
0.813426 
0.667640 
2.192094 
1.829734 
0.161044 
1.850652 
0.548765 
1.491918 
2.323008 
0.837075 
2.052803 
0.480729 
1.432614 
1.189086 
1.980553 
7.759747 
4.153733 
0.165335 
0.231916 
0.818737 
0.264022 
0.599731 
0.388345 
0.324908 
0.032701 
0.079527 
0.768106 
5.783629 
6.745838 



EXHIBIT "D" (Continued) Page 2 of 7 

WORKING INTEREST OWNER TRACT NUMBER(S) PARTICIPATION PERCENTAGES 

49 0.415820 
50 0.734085 
51 5.893882 
52 0.028369 
53 0.964153 

39A 0.160126 
— 39B 0.024531 

40A 0.051745 
42A 0.214853 
44A 0.002228 
45A 0-0H554 

TOTAL 57.900872 

Auvenshine, Cathie Cone 52 0.002128 

Bass. Lee M. , Inc. 41 0.031021 
42 0.020087 
43 0.012547 
44 0.001267 
45 0.005681 

42A 0.008297 
44A 0.000087 
45A 0.001040 

TOTAL 0.080025 

Bass, Sid R., Inc. 41 0.031021 
42 0.020087 
43 0.012547 
44 0.001267 
45 0.005681 

42A 0.008297 
44A 0.000087 
45A 0,001040 

TOTAL 0.080025 

Brown, Donaldson Trust 52 0.001577 

Burkhart, J. L. 50 0.034771 

Burr, James 9 0.001248 
30 0.009218 
49 0.003223 
50 0.002800 

TOTAL 0.016489 

Byrom, W. K. 52 0.014018 

Caspen 10 0.513975 
14 0.086740 
52 0.070214 
5 0,154071 

TOTAL 0.825000 



WORKING INTEREST OWNER 

EXHIBIT "D" (Continued) 

TRACT NUMBERfS) 

Page 3 of 7 

PARTICIPATION PERCENTAGES 

Cone, A. L. Partnership 

—Cone, Clifford 

TOTAL 

Cone, D. C. 

Cone, J. R. 

Cone, Kathleen 

TOTAL 

Cone, Kenneth 

TOTAL 

Cone, Thomas 

Davidson, James 

TOTAL 

Deltex Royalty 

TOTAL 

El Paso 

Elliott Oil Company 

First Century Oil Company 

Fletcher, Jack 

TOTAL 

52 _ 0.010639 

38 0.007028 
52 0.002128 

0.009155 

52 0.002128 

52 0.010639 

38 0.035139 
52 0.010639 

0.045777 

38 0.007028 
52 0.002128 

0.009155 

52 0.002128 

30 0.294967 
49 0.103149 
50 0.089598 
9 0.039949 

0.527663 

41 0.041361 
42 0.026782 
43 0.016729 
44 0.001689 
45 0.007574 
42A 0.011062 
44A 0.000117 
45A 0-001386 

0.106700 

50 0.061737 

52 0.028369 

52 0.003154 

9 0.001248 
30 0.009218 
49 0.003223 
50 0,002800 

0.016489 



''VQRKTNG INTEREST OWNER 

EXHIBIT "D" (Continued) 

TRACT NUMBER(S) 

Page 4 of 7 

PARTICIPATION PERCENTAGES 

FNB. Ft. Worth. Trustee 

TOTAL 

FNB, Lubbock, Trustee 

Fuqua, H. B., Trustee 

TOTAL 

Hartman 

TOTAL 

Headington 

TOTAL 

Irene Investment 

Keystone Inc. 

TOTAL 

Linehan, Betty Lou 

Mabee, Joe 

Marathon 

41 0.074449 
42 0.048208 
43 0.030112 
44 " 0.003040 
45 0.013633 

42A 0.019912 
44A 0.000210 
45A 0.002495 

0.192061 

44A 0.000117 

41 0.115810 
42 0.074991 
43 0.046841 
44 0.004730 
45 0.021207 

42A 0.030975 
44A 0.000326 
45A 0-003881 

0.298761 

9 0.113605 
30 0.838813 
49 0.293330 
50 0.254793 

1.500541 

9 0.159796 
16 0.319373 
17 0.520391 
50 0-096586 

1.096146 

52 0.001752 

41 0.031021 
42 0.020087 
43 0.012547 
44 0.001267 
45 0.005681 

42A 0.008297 
44A 0.000087 
45A Q.QQ1Q4Q 

0.080025 

50 0.054329 

50 0.108658 

18 0.012919 
25 0-359168 

0.372087 



WORKING INTEREST OWNER 

EXHIBIT "D" (Continued) 

TRACT NUMBER(S) 

Page 5 of 7 

PARTICIPATION PERCENTAGES 

McPheron. Colleen 

^Meridian 

TOTAL 

Moores Oil Corp. 

TOTAL 

MW Petroleum (Apache) 

TOTAL 

Nermyr, Larry 

TOTAL 

52 0.001752 

3 " 3.383153 
8 1.893095 
9 0.798980 
10 2.569259 
14 0.954135 
15 3.337506 
16 1.596484 
17 2.601329 
24 0.473218 
37 0.288605 
39 0.002406 
40 0.000776 
41 0.206804 
42 0.133912 
43 0.001307 
44 0.000238 
45 0.068166 
49 0.006447 
50 0.075456 
52 0.095747 

39A 0.000470 
39B 0.008177 
42A 0.000864 
44A 0.000016 
45A 0.012475 

18.509024 

41 0.057905 
42 0.037495 
43 0.023421 
44 0.002365 
45 0.010604 

42A 0.015487 
44A 0.000163 
45A 0.001941 

0.149381 

33 0.436277 
50 0-108658 

0.544935 

9 0.002497 
24 0.007511 
30 0.018435 
50 0.005600 

0.034044 



EXHIBIT "D" (Continued) Page 6 of 7 

WORKING INTEREST OWNER TRACT NTMBER(S) PARTICIPATION PERCENTAGES 

New Vork Life II-E 19 0.127537 
New York Life II-F 19 0.059740 
New York Life II-G 19 0.144934 

_New York Life II-B 19 ' 0.039822 
— TOTAL 0.372032 

Oryx 41 0.062041 
42 0.040174 
43 0.025093 
44 0.002534 
45 0.011361 

42A 0.016594 
44A 0.000087 
45A 0.002079 

TOTAL 0.159963 

Pacific Enterprises 25 0.838059 

Ratliff, Barbara Lu 50 0.054329 

Read, Charles 52 0.001752 

Schieffer, Patricia P. Trust 52 0.002278 

Taylor, Ann H. (McPheron) 52 0.003504 

Texaco 1 0.648309 
12 10.129934 
26 0.921097 
27 1.308680 
28 0.187129 
32 1.154044 
52 0.158869 

28A 0.202856 
TOTAL 14.710918 

Thru Line Inc. 41 0.031021 
42 0.020087 
43 0.012547 
44 0.001267 
45 0.005681 

42A 0.008297 
44A 0.000087 
45A Q,Q0104Q 

TOTAL 0.080025 



EXHIBIT "D" (Continued) 

WORKING INTEREST OWNER TRACT NUMBER(S) 

Page 7 of 7 

PARTICIPATION PERCENTAGES 

Way Enterprises 41 0.041361 
42 0.026782 
43 0.016729 
44 ' 0.001689 
45 0.007574 

42A 0.011062 
44A 0.000117 
45A 0.001386 

TOTAL 0.106700 

GRAND TOTAL 100.000000 





BEFORE THE 
OIL CONSERVATION DIVISION 

NEW MEXICO DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES 

IN THE MATTER OF THE APPLICATION 
OF ARCO OIL AND GAS COMPANY FOR 
POOL CREATION AND CONTRACTION AND, 
IF APPLICABLE, POOL EXTENSION 
AND/OR REDESIGNATIONS, 
LEA COUNTY, NEW MEXICO. CASE NO. 10552 

IN THE MATTER OF THE APPLICATION 
OF ARCO OIL AND GAS COMPANY FOR 
STATUTORY UNITIZATION, 
LEA COUNTY, NEW MEXICO. CASE NO. 10553 

IN THE MATTER OF THE APPLICATION 
OF ARCO OIL AND GAS COMPANY FOR 
APPROVAL OF A WATERFLOOD PROJECT, 
LEA COUNTY, NEW MEXICO. CASE NO. 10554 

William F. Carr, being duly sworn, states that on August 27, 1992, he provided 

notice of the above referenced applications by certified mail, return receipt requested to 

the persons identified on Exhibit A attached hereto in compliance with the provisions of 

the rules and regulations of the Oil Conservation Division. 

AFFIDAVIT OF MAILING 

BEFORE EXAMIN&fftJiWTMwnHsa^eth naught. 

toco 

OIL CONSERVATION DIVISION 

EXHIBIT NO. I l 

CASE NO. lQ^'2,to-5-S3 J !o5^7 

SUBSCRIBED AND SWORN to before me this day of September, 1992. 

Notary Public 

My Commission Expires: 



1 r0CK!:'i'7 / & 
} ; 

SOUTH j u s T i i w ^ ^ ^ ! 
LEA COUNTY, NEW MEXICO 

ROYALTY OWNERS OVERVIEW 



South Justis Unit 
Royalty Owners Overview 
Page 1 

INTRODUCTION 

Efforts to unitize the Justis Blinebry and Justis Tubb/Drinkard Fields in southeastern 
Lea County, New Mexico, for the purpose of conducting waterflood operations, have 
been ongoing since 1984. Unitization and implementation of waterflood operations is 
expected to extend the productive life of these fields by recovering oil that can never be 
produced with the present method of operation and existing facilities. ARCO Oil and 
Gas Company, a division of Atlantic Richfield Company, is currently seeking the 
approval of all mineral interest owners in the proposed South Justis Unit to form a unit 
and initiate an enhanced recovery program. This brochure has been prepared to 
inform you, as a royalty owner, about the unit, its plan of development, and your role in 
the approval of the unit. 

I 
ROOSEVELT I BAILEY LAMB HALE FLOYD 

I 

r 

J COCHRAN HOCKLEY 

1 

• YOAKUM 

1 
TERRY 

LEA GAINES 

i_. . . 
JUST/S • 1 ANDREWS 

LUBBOCK CROSBY 
1 

LYNN GARZA 

DAWSON BORDEN 

MARTIN HOWARD 

WINKLER ECTOR MIDLAND I GLASSCOCK 



South Justis Unit 
Royalty Owners Overview 
Page 2 

HISTORY 

The proposed South Justis Unit in Lea County, New Mexico is approximately two miles 
east of the Town of Jal and is forty miles south of the City of Hobbs. The unit area 
covers 5360 acres in Townships 25 and 26 South and Ranges 37 and 38 East, New 
Mexico Principal Meridian, and includes all or portions of 14 sections of land. 

The Justis Drinkard Field was discovered on December 8, 1957 with the completion of 
the Tidewater Coates C #8 well in Section 24, Township 25 South, Range 37 East, 
N.M.P.M., Lea County, New Mexico. The Justis Blinebry and Justis Tubb/Drinkard 
Fields were developed on 40-acre spacing with the majority of the wells being drilled 
and completed during the late 1950's and early 1960's. Peak oil production from the 
collective wells occurred in 1966 when the annual average production was 5645 barrels 
of oil per day. Cumulative production from these reservoirs in the proposed unit area 
through December 31, 1991 is approximately 29 million barrels of oil. 

After peak production was reached in 1966, oil production within the proposed unit 
area has steadily declined. Sixteen companies have drilled and completed 265 
Blinebry and Tubb/Drinkard completions, but only 119 Blinebry and Tubb/Drinkard 
completions are currently active and production has declined to 531 barrels of oil per 
day, 9.4% of the 1966 peak monthly production rate. 

Oil Rata (Barrels/Day) 

PRIMARY PERFORMANCE HISTORY 
SOUTH JUSTIS AREA - LEA COUNTY, NM 

BLINEBRY & TUBB/DRINKARD RESERVOIRS 
STATUS ON JANUARY 1, 1992 
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INCREASING RECOVERY AND EXTENDING THE LIFE OF THESE FIELDS 

As with all oil fields, production has declined with time. In 1984, the Working Interest 
Owners (companies operating the wells and paying the maintenance costs) began a 
series of meetings and engineering studies in an attempt to devise a method to 
increase the oil recovery and extend the productive life of these fields. After the various 
company engineers and geologists completed their studies, they concluded that a 
secondary recovery unit should be formed to enable water injection operations to 
commence. Water injection into the oil producing formations will force some additional 
oil remaining in the rocks to the producing wells. 

The following discussion on primary and secondary recovery is useful in understanding 
the benefits of unitization and water injection. 
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PRIMARY RECOVERY 

In certain areas and under the right conditions, oil and gas, as well as water, 
accumulate deep beneath the surface of the earth and under pressure within tiny pore 
spaces in the reservoir rock. When a well is drilled into a productive reservoir, the 
difference in pressure between the reservoir, the wellbore, and the surface causes the 
oil, gas, and water in the reservoir rock to move into the wellbore and to the surface, if 
the reservoir pressure is high enough. 

In most reservoirs, the pressure is initially high enough to lift the oil to the surface in 
producing wells. However, as production continues and the reservoir pressure 
decreases, the wells cease to flow. Pumping equipment is then required to lift the oil to 
the surface. 

Primary recovery, which relies entirely on natural forces and pumping equipment, is the 
initial phase in the development of a field. However, with decreased reservoir pressure, 
a large amount of oil is left behind in the tiny pore spaces of the reservoir rock and 
cannot be recovered using conventional flowing or pumping techniques. During over 
34 years of primary recovery at the Justis Blinebry and Justis Tubb/Drinkard Fields, 
only about 14% of the original oil in these reservoirs has been recovered. 
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SECONDARY RECOVERY 

Two natural forces provide the energy necessary to move oil from the reservoir to a 
producing well. One is the expansion of free gas or the gas that is dissolved in the oil 
(gas drive) and the second is the movement of water which displaces the oil (water 
drive). 

Dissolved - gas drive Gas - cap drive Water drive 

In most cases, a reservoir that has a water drive 
(either natural or man made) will yield significantly 
more oil than a reservoir that has a gas drive. When 
it is determined that a reservoir is primarily producing 
by solution gas drive or gas expansion, consideration 
is given to supplementing the solution gas drive or 
gas expansion with a secondary recovery method 
such as waterflooding. Waterflooding is an enhanced 
oil recovery technique in which water is injected into 
the oil and gas reservoir to repressure the oil bearing 
formation. The injected water displaces the oil that 
has been trapped in the reservoir and pushes it to the 
surrounding producing wells where it can be pumped 
to the surface and recovered. The waterflood 
development plan proposed for the South Justis Unit 
will utilize 102 water injection wells and 129 producing 
wells. 

ABO 

QUEEN 

SAN ANDRES 

GLORIETA 

BLINEBRY 

TUBB/DRINKASD 
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UNITIZATION FOR ENHANCED OIL RECOVERY 

WHAT IS UNITIZATION? 

Basically, unitization is the combining of various leases and interests in a producing 
reservoir within an agreed upon land area so that the leases can be operated as a 
single property to cooperatively enhance oil recovery. The primary purpose of 
unitization for secondary recovery is to increase oil recovery, which leads to providing 
more income to Royalty and Working Interest Owners. When all or part of a reservoir is 
unitized, the interests of all Royalty and Working Interest Owners in the unit area are 
combined and each owner shares in the oil and gas produced from the entire unitized 
area. 

WHY IS IT NECESSARY TO UNITIZE? 

In general, unitization results in the most efficient development of the oil and gas 
resources in the unitized area in accordance with the best economic, geological and 
engineering principles applicable to the particular reservoir. Unitization also allows for 
different recovery methods to be used. With a water injection project, oil may be 
pushed across property lines and some wells must be used for water injection instead 
of oil production. Due to the movement of oil and the different uses of wells in a 
waterflood, it is necessary to combine all of the interests so that the leases are treated 
as a single property and the Royalty and Working Interest Owners receive their fair 
share of the income from the oil that is produced from the total unitized area. 

ENHANCED OIL RECOVERY 
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WILL WATER INJECTION RESULT IN THE RECOVERY OF MORE OIL? 

Yes. Joint studies by the various companies operating wells in the proposed unit area 
indicate that since the drilling of the first well in 1957, the Justis Blinebry and Justis 
Tubb/Drinkard Fields have produced about 29 million barrels of oil. It is projected that 
that these fields will produce approximately 1 million more barrels of oil without the 
benefit of water injection. With the benefit of water injection, it is estimated that as 
much as 34 million additional barrels of oil may be recovered. 

ARE MOST OF THE ROYALTY AND WORKING INTEREST OWNERS IN FAVOR OF 
THE UNIT? 

Yes. The State of New Mexico and the federal government own 69.4% of the lands 
and royalty interest within the unit, and because of the projected increase in 
recoverable oil as well as income, both have indicated preliminary approval for the 
formation of a unit. In addition, a majority of the voting percentage of the Working 
Interest Owners have indicated approval of the South Justis Unit and the water injection 
program. 

SOUTH JUSTIS UNIT 
WATERFLOOD FORECAST 
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HOW WILL UNITIZATION AFFECT ROYALTY OWNERS' INCOME? 

Oil production, as well as royalty income, has been declining annually in the proposed 
unit area. After unitization is completed, unit production and royalty income are 
expected to increase through the year 2000. Your total income with water injection is 
projected to be greater than if no waterflood were implemented. 

HOW WILL UNIT PRODUCTION BE DIVIDED AMONG THE ROYALTY OWNERS? 

The revenue received by the Royalty Owners will be based on their percentage of 
ownership in that tract multiplied by the overall unit production allocated to that tract. A 
Royalty Owners' interest in a tract will not change. The unit production allocated to 
each tract is based upon a formula which compares the overall unit production, 
cumulative recovery, remaining recovery, total recovery, and acreage to the same 
parameters attributable to each tract. This formula will provide for the equitable sharing 
in unit production regardless of whether the tract has producing wells or injection wells. 
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HOW WILL TRACT PRODUCTION BE DETERMINED SO THAT ROYALTY OWNERS 
RECEIVE THEIR FAIR SHARE? 

The companies owning an interest in the unit area include ARCO, Marathon, Meridian, 
Oryx, Texaco, and others. Each of these companies have a competent staff of 
engineers, geologists, accountants, and attorneys. These companies compete with 
each other. Because of the competitive nature of this business, these companies have 
participated in the development of the proposed unitization plan so that each of the 
companies would be assured of receiving a fair and equitable deal. As a result of the 
numerous meetings and studies conducted since 1984, the majority of these Working 
Interest Owners have agreed on a tract participation formula they believe fairly 
represents all interests (both Royalty and Working Interests) in each individual tract and 
in the unit as a whole. The companies also firmly believe that their share of the future 
production and revenues will increase by joining the unit. 

WHEN WILL THE WATER INJECTION PROGRAM BEGIN? WHAT IS THE COST? 
WHO PAYS FOR IT? 

Construction of water injection facilities is expected to begin in late 1992. The total cost 
to implement the water injection program is estimated to cost approximately $56.4 
million, which will be paid by the Working Interest Owners. There will be no costs 
incurred by the Royalty Owners. 
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WHAT WILL HAPPEN TO INCOME RECEIVED FROM WELLS THAT PRODUCE 
FROM ZONES OTHER THAN THE UNITIZED FORMATIONS? 

Income from oil wells or gas wells that produce from zones above or below the unitized 
formations should not be affected by the proposed unit. 

IS APPROVAL FROM A GOVERNMENT AGENCY REQUIRED TO FORM THIS 
UNIT? 

Yes. The New Mexico Oil Conservation Division is required by law to assure that the 
Royalty Owners will benefit by the establishment of this unit. They will also assure that 
the tract participation formula is fair, reasonable and equitable, and protects the rights 
of all Royalty and Working Interest Owners in the unit area, before they may approve 
the establishment of this unit. 

A SUCCESSFUL WATER INJECTION 
PROGRAM REQUIRES COOPERATION 

The formation of the South Justis Unit requires the cooperation of the various 
companies and Royalty Owners. In forming a unit, it is necessary for Royalty and 
Working Interest Owners to join in a written agreement which states, among others 
things, the method of arriving at each tract's participation. By signing a ratification to 
the agreement, the Royalty Owner is agreeing to the formation of the unit and the tract 
participation formula. 

Since the purpose of the unitization is to increase both the amount of oil recovered and 
the rate of recovery, the Royalty Owner should receive more money but will not pay any 
of the costs associated with increasing the production. 

A public hearing on the project will be conducted by the Oil Conservation Division, 
Energy and Minerals Department, State of New Mexico. Each Royalty Owner will be 
notified of this hearing. After the preliminary approal of all applicable state and federal 
agencies, each Royalty Owner will receive by mail from ARCO a copy of the South 
Justis Unit Agreement. In addition, each Royalty Owner will receive six copies of the 
"Ratification and Joinder" to the Unit Agreement for execution. Specific instructions 
for executing and returning the "Ratification and Joinder" will be furnished with 
the mailing. We urge you to please commit your interest to the unit by signing 
and returning copies of the "Ratification and Joinder" to ARCO as soon as 
possible. 
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After sufficient ratifications and joinders have been obtained as required by New Mexico 
law, the unit will become effective and all Royalty Owners and Working Interest Owners 
in the unit area will begin sharing the benefits of unitiztion. 

If you have any additional questions, please call V. Ray Pyle at (915) 688-5564 or 
address your correspondence to: 

ARCO Oil and Gas Company 
Attention: V. Ray Pyle 

P. O. Box 1610 
Midland, TX 79702 
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SOUTH JUSTIS UNIT , 
ADDRESS UST - ^ X o 
August 17,1992 

American Exploration Company 
Attn: David Veltri 
700 Louisiana, Suite 2100 
Houston TX 77002-2797 

American Production Partnership 
c/o American Exploration Co. 
2100 Republic Bank Center 
700 Louisiana 
Houston TX 77002-2797 

Dr. Steve Anderson 
908 N. Howard, Suite 106 
Grand Island NE 68801 

Cathie Cone Auvenshine 
P.O. Box 658 
Dripping Springs TX 78620 

Lee M. Bass, Inc. 
Sid R. Bass, Inc. 
Keystone Inc. 
Thru Line Inc. 
c/o Bass Enterprises Prod. Co. 
First City Bank 
Attn: Mr. Frank McCreight 
201 Main Street 
Fort Worth TX 76102 

J. L. Burkhart 
7134 South Yale, Suite 600 
Tulsa OK 74136 

James E. Burr 
P.O. Box 50233 
Midland TX 79710 

Caspen Oil, Inc. 
777 S. Wadsworth Blvd. 
Irongate 3, Suite 201 
Lakewood Colorado 80226 

Clifford Cone 
P.O. Box 6010 
Lubbock TX 79493 

Mr. Douglas Cone 
P.O. Box 64244 
Lubbock TX 79464 

J. R. Cone 
P.O. Box 10217 
Lubbock TX 79408 

Estate of Kathleen Cone 
P.O. Drawer 1509 
Lovington NM 88260 

Kenneth G. Cone 
P.O. Box 11310 
Midland TX 79702 

Thomas R. Cone 
P. O. Box 778 
Jay OK 74346 

James Davidson 
P.O. Box 494 
Midland TX 79702 

Deltex Royalty Company, Inc. 
Mining Exchange Bldg., Suite 502 
P.O. Box 1778 
Colorado Springs CO 80901 

El Paso Natural Gas Company 
P.O. Box 1492 
El Paso TX 79978 

Elloitt Oil Company 
Box 146 Suite 2 RR7 
Calgary, Alberta, Canada 
T2P2G7 

First National Bank of Fort Worth 
Trustee for Clifford Mooers 
2007 Texas American Bank Building 
Fort Worth TX 76102 

First National Bank of Lubbock 
Trustee for J.E. & Beulah Simmons 
Attn: Mr. S. Exter 
P.O. Box 1241 
Lubbock TX 79408 

H. B. Fuqua 
First National Bank of Fort Worth 
Trustees for Dolores Mooers 
2007 Texas American Bank Building 
Fort Worth TX 76102 

Jim Gray 
P.O. Box 1114 
Midland TX 79702 

Doyle Hartman 
P.O. Box 10426 
Midland TX 79702 

Headington Oil Properties Inc. 
P.O. Box 12919 
Dallas TX 75225 

Mr. Robert L. McPheron 
Irene Investments, Inc. 
6420-C North Santa Fe 
Oklahoma City OK 73116 

Betty Lou Linehan 
8902 Guernsey Lane 
Dallas TX 75220-3922 

M W Petroleum Corp. 
Attn: Mr. Dave Gilbronson 
P.O. Box 4628 
Houston TX 77210-9990 

Joe Mabee 
400 West Illinois, Suite 1500 
Midland TX 79701 

A. L. Cone Partnership 
P.O. Box 3457 
Lubbock TX 79452 

First Century Oil Inc. 
P.O. Drawer 1518 
Roswell NM 88201 



Mr. R.E. Pollard, Joint Interest Mgr 
Marathon Oil Company 
P.O. Box 552 
Midland TX 79702 

Mercantile Safe Dep. & Trust Co. 
Et Al Trustee U/D 
Donaldson Brown A/C 1 
16 W. Madison Street 
Baltimore MD 21201 

Meridian Oil, Inc. 
Attn: Joint Interest Engr 
P.O. Box 51810 
Midland TX 79710-1810 

Patricia P. Schieffer Trust 
c/o Thomas Schieffer 
201 Main St. Ste 1640 
Fort Worth TX 76102 

Ann H. Taylor 
1610 1ST J Street 
Midkmd-T9e79701 r r r , 

Texaco Inc. 
Attn: Kent Johnson 
P.O. Box 2100 
Denver CO 80201 

Moores OU Corporation 
P.O. Box 272829 
Houston TX 77277 

Texaco Inc. 
Attn: Richard N. Davis 
P.O. Box 3109 
Midland TX 79702 

Larry Nermyr 
P.O. Box 4106 
Sidney, Montana 59270 

Mrs. Larry Wallace 
(Collen McPheron) 
#2 Violet Court 
North Utile Rock AR 72116 

New York Life Way Enterprises 
c/o American Exploration Co. P.O. Box 1756 
P.O. Box 297166 Midland TX 79702 
Houston TX 77297 

ORYX Energy Co 
P.O. Box 840638 
Dallas TX 75284 

Pacific Enterprises Oil Co. 
Attn: Mr. Cavanaugh 
1700 Pacific, Suite 120C 
Dallas TX 75201-4697 

Barbara Lu Ra tliff 
Box 149 
Garden City TX 79739 

Charles Read 
P.O. Box 1518 
400 N. Penn Suite 1000 
Roswell NM 88202 



Operators Within One 
Mile of SJU Boundary 
ADDRESS UST 
August 19,1992 

Ambett Oil Co., Inc. 
P.O. Drawer 1589 
Hobbs NM 88240 

J F G Enterprises 
Box 100 
Artesia NM 88211-0100 

Lanexco Inc 
310 W. Wall St. 
Midland TX 79701 

Amerada Hess Corp. 
P.O. Box 2040 
Tulsa OK 74102 

Russell E. Leeser 
1390 W. Ridge Rd 
Littleton CO 80120 

Earl R. Bruno 
c/o Permian Resources 
P.O. Drawer 590 
Midland TX 79702 

Maralo Inc. 
P.O. Box 832 
Midland TX 79702 

Lewis B. Burleson, Inc. 
P.O. Box 2479 
Midland TX 79702 

Merit Energy Company 
12221 Merit Drive 
Suite 500 
Dallas TX 75251 

Carr Well Service 
P.O. Box 69090 
Odessa TX 79767 

Morexo Inc 
P.O. Box 481 
Artesia NM 88210 

Chevron USA Inc. 
P.O. Box 2264 
Midland TX 79702 

OXY USA Inc. 
P.O. Box 1919 
Midland TX 79702 

Citation Oil & Gas Company 
8223 Willow Place South #25 
Houston TX 77070 

Rice Engineering 
122 W. Taylor 
Hobbs NM 88240 

Conoco Inc. 
P.O. Box 1959 
Midland TX 79702 

Saba Energy Inc. 
4500 W. Illinois Suite 213 
Midland TX 79703 

Fina Oil & Chemical 
6 Desta Drive 
Midland TX 79701 

Tahoe Energy Inc. 
4402 W. Industrial 
Midland TX 79702 

Geodyne Op. Company 
P.O. Box 1691 
Midland TX 79702 

V. H. Westbrook 
P.O. Box 2264 
Hobbs NM 88204 



SOUTH JUSTIS UNIT 
SURFACE OWNERS 
ADDRESS LIST 
August 19,1992 

Benita Jean Ward Birmingham 
Box 868 
Eunice NM 88231 

United States of America 
c/o Bureau of Land Management 
Santa Fe NM 

Blocker Ranch 
c/o Gary N. Blocker 
Drawer C 

Joyce Marie Willis 
P.O. Box 307 
Jal NM 88252 

Jal NM 88252 

Estate of Kathleen Cone 
c/o Leon Binkley & Donna Frost 
Personal Representatives 
P.O. Drawer 1509 
Lovington NM 88260 

S. E. Cone, Jr. 
P.O. Box 10321 
Lubbock TX 79408 

Marjorie Cone Kastman 
P.O. Box 5930 
Lubbock TX 79413 

{Catherine Cone Keck 
1801 Avenue of the Stars 
Los Angeles CA 90067 

LeaPartners L.P. 
by Sid Richardson C & G Co 
General Partners 
First City Bank Tower 
201 Main Street 
Fort Worth TX 76102 

Tom and Evelyn Lineberry 
P.O. Box 1536 
Midland TX 79702 

Nadine Owen 
909 West Toas 
Hobbs NM 88240 
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1 UNTT OPERATING AGREEMENT 
2 SOUTH JUSTIS UNIT 
3 Lea County, New Mexico 
4 

5 
6 THIS AGREEMENT, entered into as of the 1st day of September, 1992. 

8 WITNESSETH: 
9 

10 WHEREAS, the parties hereto as Working Interest Owners have executed an 
u agreement entitled "Unit Agreement for the Development and Operation of the 
12 South Justis Unit, herein referred to as "Unit Agreement," which, among other 
13 things, provides for a separate agreement to be entered into by the Working 
14 Interest Owners to provide for Unit operations as therein defined; 
15 

16 NOW, THEREFORE, in consideration of the mutual agreements herein set 
17 forth, i t is agreed as follows: 
18 

19 

20 ARTICLE 1 
21 
22 Confirmation of Unit Aareement 
23 
24 1.1 Confirmation of Unit Agreement. The Unit Agreement is hereby 
25 confirmed and by reference made a part of this Agreement. The 
26 definitions in the Unit Agreement are adopted for all purposes of this 
27 Agreement. I f there is any conflict between the Unit Agreement and 
28 this Agreement, the Unit Agreement shall govern. 
29 
30 1.2 Definitions. The definitions contained in the Unit Agreement are 
31 adopted for all purposes of this Agreement. In addition, the following 
32 terms, when used herein, shall have the following meanings: 
33 
34 1.2.1 Outside Siit)8tanrff«i means all substances obtained from 
35 any source other than the Unitized Formation and which 
36 are injected into the Unitized Formation. 
37 
38 1.2.2 Unit Production means all Unitized Substances produced 
39 and saved from the Unitized Formation. 
40 
41 1.2.3 Oil and Gas means not only oil and gas as such in 
42 combination one with the other but means oil, gas, 
43 casinghead gas, casinghead gasoline, condensate, or other 
44 hydrocarbons or associated minerals, or any combination 
45 thereof. 
46 
47 1.2.4 Oil and Gn« Rlgh+a means the right to explore, develop 
48 and operate lands within the Unit Area for the production of 
49 Unitized Substances, or to share in the production so 
50 obtained or the proceeds thereof. 
51 
52 1.2.5 Lessee or Working Interest Owner means an owner of a 
53 Working Interest, as defined in the Unit Agreement. 
54 
55 1.2.6 Royalty Owner means an owner of a Royalty Interest as 
56 defined in the Unit Agreement. 
57 
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1 1.2.7 Unit Participation of each Lessee means the sum of the 
2 percentages obtained by multiplying the Working Interest of 
3 such Lessee in each Tract by the Tract Participation of such 
4 Tract and is set forth in Exhibit "D" hereto. 
5 

6 1.2.8 Unit Operations means all operations conducted by the 
7 Unit Operator pursuant to the Unit Agreement and this 
8 Agreement. 
9 
10 1.2.9 Unit Equipment is all personal property, lease and well 
11 equipment, plants and other facilities and equipment taken 
12 over or otherwise acquired for the joint account for use in 
13 Unit Operations. 
14 

15 1.2.10 Unit Expense means all cost, expense or indebtedness 
16 incurred by the Unit Operator pursuant to the Unit 
17 Agreement and this Agreement. 
18 
19 1.2.11 Person means any individual, corporation, partnership, 
20 common law or statutory trust, association of any kind, the 
21 State of Wyoming or any subdivision or agency thereof 
22 acting in a proprietary capacity, guardian, executor, 
23 administrator, fiduciary of any kind, or any entity capable of 
24 holding an interest in the Unit Area. 
25 
26 
27 ARTICLE 2 
23 
29 E^xhibits 
30 
31 2.1 Exhibits. The following exhibits are incorporated herein by reference 
32 or attachment: 
33 
34 2.1.1 Exhibit A, B. and C of the Unit Agreement being the Plat 
35 of the Unit Area, the Description and Ownership of the Unit 
36 Area, and the Tract Participation within the Unit Area, 
37 respectively. 
38 
39 2.1.2 Exhibit D, attached hereto, is a schedule showing the 
40 Working Interest owned by each Working Interest Owner in 
41 each Tract, and the total Unit Ownership of each Working 
42 Interest Owner. 
43 
44 2.1.3 Exhibit E. attached hereto, is the Accounting Procedure 
45 applicable to Unit Operations. If there is any conflict 
46 between this Agreement and Exhibit E, this Agreement 
47 shall govern. 
48 
49 2.1.4 Exhibit F. attached hereto, contains insurance provisions 
50 applicable to Unit Operations. 
51 
52 2.1.5 Exhibit G. attached hereto, contains the Equal Opportunity 
53 Clause applicable to Unit Operations. 
54 

55 2.1.6 Exhibit H. attached hereto, contains the Gas Balancing 
56 Agreement applicable to Unit Operations. 
57 
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1 2.2 Reference to and Revision nf F/rrHhlrg When reference is made 
2 herein to an exhibit, i t is to the original exhibit or, i f revised, to the 
3 last revision. Whenever Exhibits A, B, or C are revised, Unit Operator 
4 shall also revise Exhibit D as necessary to conform to changes in 
5 ownership of which Unit Operator has been notified as provided in the 
6 Unit Agreement. 
7 

S 

9 ARTICLE 3 
10 
ii Supervision of Operations By Working Interest Owners 
12 
13 3.1 Overall Supervision. Working Interest Owners shall exercise overall 
14 supervision and control of all matters pertaining to Unit Operations. 
15 In the exercise of such authority, each Working Interest Owner shall 
16 act solely in its own behalf in the capacity of an individual owner and 
17 not on behalf of the owners as an entity. 
18 

19 3.2 Specific Authority and Duties. The matters with respect to which 
20 Working Interest Owners shall decide and take action pursuant to 
21 Section 4.3 shall include, but not be limited to, the following: 
22 
23 3.2.1 Method and Plans of Operation. The method of 
24 operation, mduding the type of pressure maintenance or 
25 recovery program to be employed subject to approval of the 
26 AO. 
27 
28 3.2.2 nHIHng of Wells. The drilling, deepening or sidetracking 
29 of any well whether for production of Unitized Substances, 
30 for use as an injection well, or for other purposes. 
31 
32 3.2.3 Well Abandonment. Use and Conversion. The 
33 abandonment of any well; the use of any well for injection, 
34 salt water disposal, or for any purpose other than 
35 production; or the conversion of the use of any well from one 
36 purpose to another. The reactivation of a well which was 
37 shut-in or temporarily abandoned to its former use by Unit 
38 Operator shall not require prior approval of Working 
39 Interest Owners i f the estimated expenditure is less than 
40 the expenditure limitation specified in Section 3.2.4. 
41 
42 3.2.4 Expenditures. The making of any single expenditure in 
43 excess of Fifty Thousand Dollars ($50,000.00); however 
44 approval by Working Interest Owners of the drilling, 
45 reworking, deepening, or plugging back of any well shall 
46 include approval of ail necessary expenditures required 
47 therefor, and for completing, testing, and equipping the 
48 well, including necessary flow lines, separators, and lease 
49 tankage. 
50 
51 3.2.5 Disposition of Unit Equipment. The selling or otherwise 
52 disposing of any item of surplus Unit Equipment, i f the 
53 current price of new equipment similar thereto is in excess 
54 of Twenty-Five Thousand Dollars ̂ $25,000.00). 
55 
56 3.2.6 Appearance Before a Court or Regulatory Agency. The 
57 designating of a respresentative to appear before any court 
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1 or regulatory agency i n matters pertaining to Unit 
2 Operations; however, Unit Operator shall act as such 
3 representative i n the absence of the designation of a 
4 different representative by Working Interest Owners. Such 
5 designation shall not prevent any Working Interest Owner 
6 from appearing i n person or from designating another 
7 representative i n its own behalf. 
8 

9 3.2.7 Audits. The auditing of the accounts of Uni t Operator 
10 pertaining to Unit Operations hereunder; however, the 
11 audits shall 
12 
13 (a) not be conducted more than once each year except 
14 upon the resignation or removal of Unit Operator, 
15 and 
16 
17 (b) be made upon the approval of the owner or owners 
13 of a majority of Working Interest other than that of 
19 Unit Operator, at the expense of all Working 
20 Interest Owners other than Unit Operator, or 
21 
22 (c) be made at the expense of those Working Interest 
23 Owners requesting such audit, i f owners of less 
24 than a majority of Working Interest, other than 
25 that of Unit Operator, request such an audit, and 
26 
27 (d) be made upon not less than thirty (30) days written 
28 notice to Unit Operator. 
29 
30 3.2.8 Audi t Exceptions. The settlement of unresolved audit 
31 exceptions. 
32 
33 3.2.9 Inventories. The taking of periodic inventories as provided 
34 by Exhibit E. 
35 
36 3.2.10. Amendment of Overhead Rates. The amendment of the 
37 overhead rates provided i n Section I I I of Exhibit "E". 
38 
39 3.2.11 Technical Services. The authorizing of charges to the 
40 joint account for services by consultants or Unit Operator's 
41 technical personnel not covered bv the charges provided bv 
42 Exhibit "E". . 
43 
44 3.2.12 Assignments to Committees. The appointment of 
45 committees to study any problems i n connection with Unit 
46 Operations. 
47 
48 3.2.13 Removal of Operator. The removal of Unit Operator and 
49 the selection of a successor. 
50 
51 3.2.14 Changes and Amendments . The changing of the Unit 
52 Area or the amending of this Agreement or the Unit 
53 Agreement as provided by Article 11 of the Unit Agreement. 
54 3.2.15 Investment Adjus tment . The adjustment and 
55 readjustment of investments. 
56 
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1 3.2.16 Border Agreements. The entering into of Border 
2 Agreements. 
3 
4 3.2.17 Termination of Unit Agreement. The termination of the 
5 Unit Agreement as provided therein. 
6 

8 ARTICLE 4 
9 

io Manner of Exercising Supervision 
n 
12 4.1 Designation of Representatives. Each Working Interest Owner 
13 shall inform Unit Operator in writing of the names and addresses of 
14 the representative and alternate who are authorized to represent and 
15 bind such Working Interest Owner with respect to Unit Operations. 
16 The representative or alternate may be changed from time to time by 
17 written notice to Unit Operator. 
18 

19 4.2 Meetings. All meetings of Working Interest Owners shall be called by 
20 Unit Operator upon its own motion or at the request of one or more 
21 Working Interest Owners having a total Unit Participation of not less 
22 than ten percent (10%). No meeting shall be called on less than 
23 fourteen (14) days' advance written note, and any meeting called must 
24 have a written agenda for the meeting attached. Working Interest 
25 Owners who attend the meeting may amend items included in the 
26 agenda and may act upon an amended item or other items presented 
27 at the meeting. The representative of Unit Operator shall be chairman 
28 of each meeting. 
29 
30 4.3 Voting Procedure. Working Interest Owners shall determine all 
31 matters coming before them as follows: 
32 
33 4.3.1 Voting Interest. Each Working Interest Owner shall have 
34 a voting interest equal to its Unit Participation. 
35 
36 4.3.2 Vote Required. Unless otherwise provided herein or in the 
37 Unit Agreement, Working Interest Owners shall determine 
38 all matters by the affirmative vote of Working Interest 
39 Owners having a combined voting interest of at least 
40 seventy-five percent (75%); however, should any one 
41 Working Interest Owner have more than twenty-five percent 
42 (25%) voting interest, its negative vote or failure to vote 
43 shall not defeat a motion and such motion shall pass i f 
44 approved by Working Interest Owners having a majority 
45 voting interest, unless two or more additional Working 
46 Interest Owners having a combined voting interest of at 
47 least five percent (5%) likewise vote against the motion or 
48 fail to vote. 
49 
50 4.3.3 Vote at Meeting bv Non-attending Working Interest 
51 Owner. Any Working Interest Owner who is not 
52 represented at a meeting may vote on any agenda item by 
53 letter, telegram or facsimile transmission addressed to the 
54 representative of Unit Operator i f its vote is received prior to 
55 the submission of such item to vote at the meeting. Such 
56 vote will not be counted with respect to any item on the 
57 agenda which is amended at the meeting. 
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1 
2 4.3.4 Poll Votes. Working Interest Owners may vote by letter, 
3 telegram or facshmle transmission on any matter submitted 
4 in writing to all Working Interest Owners. I f no meeting is 
5 requested, as provided in Section 4.2, within fourteen (14) 
6 days, induding holidays and weekends, after a written 
7 proposal is sent to Working Interest Owners, the vote taken 
8 by letter, telegram or facsimile transmission shall control. 
9 Unit Operator shall give prompt notice of the results of such 
10 voting to each Working Interest Owner, 
n 
12 4.3.5 Binding Effect of Vote. All Working Interest Owners 
13 shall be bound for their proportionate share of all costs and 
14 expenses of unit Operations approved by the Working 
15 Interest Owners by the vote required herein. 
16 
17 
18 ARTICLE 5 
19 
20 Individual Rights of Working Interest Owners 
21 
22 5.1 Reservation of Rights. Working Interest Owners severally reserve 
23 to themselves all their rights, powers, authority and privileges, except 
24 as expressly otherwise provided in this Agreement and in the Unit 
25 Agreement. 
26 
27 5.2 Specific Rights. Each Working Interest Owner shall have, among 
28 others, the following specific rights: 
29 
30 5.2.1 Access to Unit Area. Access to the Unit Area at all 
31 reasonable times to inspect Unit Operations, all wells, and 
32 the records and data pertaining thereto. 
33 
34 5.2.2 Reports. The right to receive from Unit Operator, upon 
35 written request, copies of all reports to any governmental 
36 agency, reports of crude oil runs and stocks, inventory 
37 reports, and all other information pertaining to Unit 
38 Operations. The cost of gathering and furnishing 
39 information not ordinarily furnished by Unit Operator to all 
40 Working Interest Owners shall be charged to the Working 
41 Interest Owner that requests the information. 
42 
43 5.3 TnlHng Unitized Substances i n Kind. The Unitized Substances 
44 allocated to each Tract shall be taken in kind by the parties entitled 
45 thereto by virtue of their ownership of Oil and Gas Rights therein or 
46 by purchase from such owners. Such parties shall have the right at 
47 their sole cost and expense to construct, maintain, and operate within 
48 the Unit Area all necessary facilities for that purpose, provided that 
49 they are so constructed, maintained, and operated as not to interfere 
50 with Unit Operations. Any extra expenditures incurred by Unit 
51 Operator by reason of the delivery in kind of any portion of the 
52 Unitized Substances shall be borne by the taking party. I f a Royalty 
53 Owner has the right to take in kind a share of Unitized Substances 
54 and fails to do so, the Working Interest Owner whose Working Interest 
55 is subject to such Royalty Interest shall be entitled to take in kind such 
56 share of the Unitized Substances. 
57 
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1 5.4 Failure to Take in Rinri I f any party fails to take in kind or 
2 separately dispose of its share of Unitized Substances, Unit Operator 
3 shall have the right but not the obligation, subject to revocation at will 
4 by the party owning the share, to purchase for its own account for not 
5 less than the same price the Unit Operator receives in an arms 
6 length transaction for its own Unit production at the Unit; provided 
7 that all contracts of sale by Unit Operator of any other party's share of 
3 Unitized Substances shall be only for such reasonable periods of time 
9 as are consistent with the minimum needs of the industry under the 

10 circumstances, but in no event shall any such contract be for a period 
u in excess of one (1) year. The proceeds of the Unitized Substances so 
12 disposed of by Unit Operator shall be paid to the party entitled thereto 
13 on an individual Tract basis in accordance with applicable laws and 
14 regulations. 
15 

16 5.5 No Sharing of Market. Nothing herein shall be construed to provide 
17 directly or indirectly for any cooperative refining, joint sale or 
18 marketing of Unit Production. 
19 
20 5.6 Reversionary Interest. When a Tract ownership w i l l change due to 
21 the payout (or multiple payouts) of a well within the Unit, the 
22 balance remaining to be recovered will be calculated on an allocated 
23 Tract basis after the effective date of the Unit. Payout will be deemed 
24 to occur the first day following the time that payout occurs. 
25 
26 
27 ARTICLE 6 
28 
29 Unit Operator 
30 
31 6.1 Unit Operator. Atlantic Richfield Company is designated as the 
32 initial Unit Operator. 
33 
34 6.2 Resignation or Removal. Unit Operator may resign at any time. 
35 Unit Operator may be removed for cause, at any time, by the 
36 affirmative vote of two or more Working Interest Owners representing 
37 eighty percent (80%) or more of the Working Interest after excluding 
38 the interest of the Unit Operator. Such resignation or removal shall 
39 not become effective for a period of three (3) months after the 
40 resignation or removal, unless a successor Unit Operator has taken 
41 over Unit Operations prior to the expiration of such period. Unit 
42 Operator shall be deemed to have resigned i f it no longer owns a 
43 working interest in the unit area, effective as of the date of transfer of 
44 such working interest. In the event Unit Operator contracts to sell all 
45 of its working interest in the unit area to a party not a subsidiary, 
46 parent or sister corporation, then Unit Operator may require a vote to 
47 elect a successor Unit Operator. Such vote (i) shall be conducted as i f 
48 Unit Operator had resigned, (ii) shall become effective only i f the sale 
49 of Unit Operator's Working Interest is consummated, (iii) may include 
50 Unit Operator's intended transferee as a nominee for successor Unit 
51 Operator, and (iv) shall take Unit Operator s voting percentage into 
52 account, with Unit Operator being permitted to vote for its intended 
53 transferee. A transfer of Unit Operator's Working Interest to a 
54 subsidiary, parent or sister corporation shall not be deemed a 
55 resignation. However, should a transfer of Unit Operator's Working 
56 Interest be made to a subsidiary, parent or sister corporation, the Unit 
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1 Operator upon written request shall supply documentation supporting 
2 financial stability of said subsidiary, parent or sister corporation. 
3 
4 6.3 Selection of Successor. Upon the resignation or removal of Unit 
5 Operator, a successor Unit Operator shall be selected by Working 
6 Interest Owners. In selecting a successor Unit Operator, the 
7 affirmative vote of three (3) or more Working Interest Owners having a 
8 total of sixty-five percent (65%) or more of the total Unit Participation 
9 shall prevail; provided that i f any one Working Interest Owner has a 
10 Unit Participation of more than thirty-five percent (35%), its negative 
U vote or failure to vote shall not be regarded as sufficient unless 
12 supported by the vote of two or more other Working Interest Owners 
13 having a total Unit Participation of at least five percent (5%). I f the 
14 Unit Operator who is removed votes only to succeed itself or fails to 
15 vote, the successor Unit Operator may be selected by the affirmative 
16 vote of the owners of at least seventy-five percent (75%) of the Unit 
17 Participation remaining after excluding the Unit Participation of Unit 
18 Operator so removed. 
19 

20 

21 ARTICLE 7 
22 
23 Authority and Duties of Unit Operator 
24 

25 7.1 Exclusive Right to Operate Unit. Subject to the provisions of this 
26 Agreement, Unit Operator shall have the exclusive right and be 
27 obligated to conduct Unit Operations. 
28 

29 7.2 Workmanlike Conduct. Unit Operator shall conduct Unit 
30 Operations in a good and workmanlike manner as would a prudent 
31 operator under the same or similar circumstances. Unit Operator 
32 shall freely consult with Working Interest Owners and keep them 
33 informed of all matters which Unit Operator, in the exercise of its best 
34 judgment, considers important. Unit Operator shall not be liable to 
35 Working Interest Owners for damages, unless such damages result 
36 from its gross negligence or willful misconduct. 
37 

38 7.3 Liens and Encumbrances. Unit Operator shall endeavor to keep the 
39 lands and leases in the Unit Area and Unit Equipment free from all 
40 liens and encumbrances occasioned by Unit Operations, except those 
41 provided for in Article 11. 
42 

43 7.4 Employees. The number of employees used by Unit Operator in 
44 conducting Unit Operations, their selection, hours of labor, and 
45 compensation shall be determined by Unit Operator. 
46 

47 7.5 Records. Unit Operator shall keep correct books, accounts, and 
48 records of Unit Operations. 
49 
50 7.6 Reports to Working Interest Owners. Unit Operator shall furnish 
51 Working Interest Owners periodic reports of Unit Operations. 
52 
53 7.7 Reports to Governmental Authorities. Unit Operator shall make 
54 all reports to governmental authorities that it has the duty to make as 
55 Unit Operator. 
56 
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1 7.8 F,TigtTi*«ffring and Geological Information. Unit Operator shall 
2 furnish to a Working Interest Owner, upon written request, a copy of 
3 all logs and other engineering and geological data pertaining to wells 
4 drilled for Unit Operations. 
5 
6 7.9 Expenditures. Unit Operator is authorized to make single 

expenditures not in excess of Fifty Thousand Dollars ($50,000.00) 
8 without prior approval of Working Interest Owners. In the event of an 
9 emergency, Unit Operator may immediately make or incur such 
10 expenditures as in its opinion are required to deal with the emergency. 
11 Unit Operator shall report to Working Interest Owners, as promptly as 
12 possible, the nature of the emergency and the action taken. 
13 
14 7.10 Wells Drilled bv Unit Operator. All wells drilled by Unit Operator 
15 shall be at the usual rates prevailing in the area. Unit Operator may 
16 employ its own tools and equipment, but the charge therefor shall not 
17 exceed the usual rates prevailing in the area, and the work shall be 
18 performed by Unit Operator under the same terms and conditions as 
19 are usual in the area in contracts of independent contractors doing 
20 work of a similar nature. 
21 
22 7.11 Border Agreements. Unit Operator may, after determination of the 
23 need therefor by Working Interest Owners in accordance with the 
24 voting procedure set forth in Article 4, enter into border agreements 
25 with respect to lands adjacent to the Unit Area including those owned 
26 or operated by Unit Operator for the purpose of coordinating 
27 operations. Any border agreement negotiated by the Unit Operator 
28 must be approved by Working Interest Owners in accordance with the 
29 voting procedure set forth in Article 4. Failure to respond within sixty 
30 (60) days of receipt of a wri t ten request for approval will 
31 constitute approval. 
32 
33 
34 ARTICLE 8 
35 
36 Taxes 
37 
38 8.1 Property Taxes. Beginning with the first calendar year after the 
39 Effective Date hereof, Unit Operator shall make and file any necessary 
40 property tax renditions and returns with the proper taxing authorities 
41 with respect to all property of each Working Interest Owner used or 
42 held by Unit Operator for Unit Operations. Annually, prior to the 
43 rendition date, each Working Interest Owner shall furnish Unit 
44 Operator information regarding the burdens (induding without 
45 limitation, royalties, overriding royalties, production payments, 
46 etcjand taxable and non-taxable interests on oil and gas leases and/or 
47 interests contributed by that Working Interest Owner. Unit Operator, 
48 after notice to the Working Interest Owners, may appeal any tax 
49 assessment considered improper, or shall settle assessments arising 
50 therefrom. Expenses incurred in any appeal or settlement shall be 
51 charged to the joint account. All such property taxes shall be paid by 
52 Unit Operator and charged to the joint account; however, i f the 
53 interest of a Working Interest Owner is subject to a separately 
54 assessed overriding royalty interest, production payment, or other 
55 interest in excess of a one-eighth (1/8) royalty, such Working Interest 
56 Owner shall be given credit for the reduction in taxes paid resulting 
57 therefrom. 
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1 

2 8.2 Other Taxes. Each Working Interest Owner shall pay or cause to be 
3 paid all production, severance, gathering, and other taxes imposed 
4 upon or with respect to the production or handling of its share of 
5 Unitized Substances. 
6 
7 8.3 Income Tax Election. Notwithstanding any provision herein that 
8 the rights and liabilities hereunder are several and not joint or 
9 collective, or that this Agreement and operations hereunder shall not 

10 constitute a partnership, i f for Federal income tax purposes this 
11 Agreement and the operations hereunder are regarded as a 
12 partnership, then each Person hereby affected elects to be excluded 
13 from the application of all of the provisions of Subchapter K, Chapter 
14 1, Subtitle A, of the Internal Revenue Code of 1986, as permitted and 
15 authorized by Section 761 of the Code and the regulations 
16 promulgated thereunder. Unit Operator is authorized and directed to 
17 execute on behalf of each Person hereby affected such evidence of this 
18 election as may be required by the Secretary of the Treasury of the 
19 United States or the Federal Internal Revenue Service, including 
20 specifically, but not by way of limitation, all of the returns, statements, 
21 and the data required by Federal Regulations 1.761-l(a). Should there 
22 be any requirement that each Person hereby affected give further 
23 evidence of this election, each such Person shall execute such 
24 documents and furnish such other evidence as may be required by the 
25 Federal Internal Revenue Service or as may be necessary to evidence 
26 this election. No such Person shall give any notices or take any other 
27 action inconsistent with the election made hereby. I f any present or 
28 future income tax law of the United States contain provisions similar 
29 to those in Subchapter K, Chapter 1, Subtitle A, of the Internal 
30 Revenue Code of 1986, under which an election similar to that 
31 provided by Section 761 of the Code is permitted, each Person hereby 
32 affected shall make such election as may be permitted or required by 
33 such laws. In making the foregoing election, each such Person states 
34 that the income derived by such Person from Unit Operations can be 
35 adequately determined without the computation of partnership 
36 taxable income. 
37 
38 
39 ARTICLE 9 
40 
41 Insurance 
42 

43 9.1 Insurance. Unit Operator, with respect to Unit Operations, shall: 
44 

45 (a) provide insurance or other protection as set forth in Exhibit 
46 "F". 

47 

48 
49 ARTICLE 10 
50 
51 Adjustment of Investments 
52 
53 10.1 Property Taken Over. Upon the Effective Date, Working Interest 
54 Owners shall deliver to Unit Operator the following: 
55 
56 10.1.1 Wells and Well Equipment. All useable wells as defined 
57 in Article 10.1.6 in the Unitized Formation together with the 
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1 casing, tubing, and downhole equipment therein up to and 
2 including ail well head connections. 
3 
4 10.1.2 Lease and Operating Equipment. All lease and 
5 operating equipment, salt water disposal wells and facility 
6 systems related to the Unitized Formation which Working 
7 Interest Owners determine to be necessary or desirable for 
S conducting Unit Operations, or 
9 
10 10.1.2.1 Unit Operator deems necessary for the temporary 
11 convenience of the Unit. This shall include, but 
12 is not limited to, nonuseable wells (those not 
13 "Useable" pursuant to Article 10.1.6) that 
14 are completed in the Unitized Formation 
15 and capable of producing Unitized Substances. 
16 This equipment shall be retained on a loan basis 
17 for a period of time not to exceed eighteen (18) 
18 months. I f this equipment is not returned within 
19 the period provided the Unit will purchase it at 
20 the same evaluation as the original inventory. 
21 The Unitized Formation will be abandoned per 
22 State requirements prior to return of nonuseable 
23 wells. 

25 10.1.3 Demand Wells. Upon the Effective Date of Unitization, or 
26 within two (2) years thereafter as demanded by the Unit 
27 Operator pursuant to the Unit plan of operations, Working 
28 Interest Owners will provide a useable wellbore, as defined 
29 in Article 10.1.6, on each forty acres which would constitute 
30 a proration unit within the Unit Area. I f any such forty 
31 acres is not provided with a useable wellbore upon demand, 
32 the owner or owners contributing the forty acre location 
33 shall have the option for ninety (90) days to provide a 
34 useable wellbore. I f a useable wellbore is not provided 
35 within the ninety (90) day period, the owner or owners 
36 contributing the forty acre location shall within 10 days of 
37 the end of such ninety (90) day period remit the sum of One 
38 Hundred Eighty Thousand Dollars ($180,000) to the 
39 Unit Operator to be applied toward the cost of drilling, 
40 completing, and equipping a well on the deficient forty acre 
41 location. All costs of drilling, completing, and equipping the 
42 well in excess, of the $180,000 shall be charged to the joint 
43 account to be shared by all owners in proportion to their 
44 respective Unit Participation percentage. In the event that 
45 an owner or owners fail to provide a required useable 
46 wellbore, and fail to pay the assessed $180,000 for each 
47 wellbore deficient location within the required time period, 
48 such owner or owners shall be in default of payment, and 
49 action shall be initiated in accordance with provisions of 
50 Article 11.5 of this Agreement. 
51 
52 10.1.4 Exception to Demand Well Requirement. Any forty 
53 acre proration unit which has not contributed oil production 
54 from the Unitized Formation for purposes of the Tract 
55 Participation formula of Section 13 of the Unit Agreement 
56 will not be subject to the requirements of Article 10.1.3 
57 above. 
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1 

2 10.1.5 Additional Non-D^mnnrf U7>11« The Unit may accept 
3 additional wellbores on non-demand well 40-acre proration 
4 Units. Wellbores accepted without warranty of useable 
5 condition wiil be accepted without compensation to the 
6 owneris) dedicating the wellbore to the Unit. Such wells 
7 wiil be accepted by the Unit only i f cost estimates to 
3 workover or complete the wellbore in the unitized interval is 
9 less than the cost estimate to drill and complete a new weil. 

10 
11 The Unit may also offer to purchase alternate wellbores on 
12 non-demand well 40-acre proration Units for $180,000 
13 each. Wellbores purchased by the Unit will be subject to 
14 warranty of useable condition by the owneits) dedicating 
15 them to the Unit. Wellbores that will not benefit Unit 
16 operations wiil not be purchased or accepted. 
17 
18 10.1.6 Useable Wellbore Definition. Useable wellbores are 
19 defined as wells with status as follows: 
20 
21 (a) Wells active on Effective Date of Unitization will be 
22 accepted as useable i f no zones other than the 
23 Unitized Formation are open and upon first entry by 
24 the Unit Operator the wellbore passes both a casing 
25 integrity test, defined as pressure testing to 500 psi 
26 for 30 minutes with a 10% tolerance (hereinafter 
27 "casing integrity test"), and a Bradenhead Integrity 
23 Test, defined as a test to insure there is no gas or 
29 liquid flow nor any sustained pressure from any 
30 casing annulus (hereinafter "Bradenhead Test") or 
31 in accordance with the State policies for casing 
32 integrity and Bradenhead tests at the time of 
33 unitization. It is the responsibility of the present 
34 operator of each well to be included in the Unit, to 
35 install the risers and valves necessary to perform a 
36 Bradenhead Test. I f zones above the Unitized 
37 Formation are open, the non-unitized zones must be 
38 cement squeezed to isolate the Unitized Formation, 
39 pressure tested to 500 psi for 30 minutes (with a 
40 10% tolerance) or in accordance with the State policy 
41 at the time of unitization, and cement in the 
42 production casing drill out. 
43 
44 (b) Wells closed-in or temporarily abandoned on 
45 Effective Date of Unitization will be accepted as 
46 useable i f no zones other than the Unitized 
47 Formation are open (as above) and the well is clear 
48 and free of obstructions from the surface to the 
49 depth of deepest production, or to the latest 
50 plugged back total depth, i n the Unitized 
51 Formation prior to being closed in. The well must 
52 pass a casing integrity test and a Bradenhead Test 
53 on or before first entry by the Unit Operator. 
54 

55 (c) Currently plugged and abandoned or recompleted 
56 wells that have previously produced from the 
57 Unitized Formation will be accepted as useable i f 
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1 they are restored to the Unitized Formation's last 
2 producing completion interval, are not open in non-
3 unitized zones, are clear and free of obstructions 
4 from the surface to the latest plugged back total 
5 depth prior to cessation of production, and pass a 
6 casing integrity test and a Bradenhead Test upon 
7 first entry by the Unit Operator, 
s 
9 (d) Alternate wells from existing wellbores will be 
10 accepted as useable i f all non-unitized zones have 
11 been abandoned (deeper zones plugged back with a 
12 cast iron bridge plug or cement retainer capped with 
13 35 feet of cement and pressure tested to 500 psi: 
14 shallower zones squeeze cemented, cement drilled 
15 out in the production casing and pressure tested), 
16 they penetrate the Unitized Formation, have 
17 sufficient casing size (5-1/2") to be deepened or have 
18 at least (4-1/2") casing set in the Unitized 
19 Formation, are adequately cemented and pass a 
20 casing integrity test and a Bradenhead Test upon 
21 first entry by the Unit Operator. 
22 
23 10.1.7 Wellbores Made Useable. After the Effective Date of 
24 Unitization, but prior to time limitation as described in 
25 Article 10.1.8 hereinbelow, the Unit Operator will notify 
26 wellbore owners of demand wells that are determined not to 
27 be in "Useable Condition". Within fifteen (15) days of said 
23 notification, wellbore owners must advise the Unit Operator 
29 of their proposed plan to make the well "Useable". Wellbore 
30 owners may elect to perform workover operations to attempt 
31 to make a deficient weil "Useable", but the Unit Operator 
32 reserves the right to review and approve any of the 
33 workover procedure(s). The Unit Operator must be notified 
34 at least five (5) days prior to commencement of workover 
35 operations and his representative permitted to witness the 
36 operations. I f the wellbore owners performing said 
37 workover operations fail to deliver a "Useable" wellbore in 
38 accordance wi th Article 10:1.6 within forty-five (45) 
39 days of the original notification from the Unit Operator, 
40 they shall abandon the Unitized Formation per State 
41 requirements and within ten (10) days remit the sum of One 
42 Hundred Eighty Thousand Dollars ($180,000.00) to the 
43 Unit Operator in lieu of the demand well. The Working 
44 Interest Owners will not be liable for any cost or expense 
45 when work is performed by wellbore owners. 
46 
47 Wellbore owners may request that remedial work required 
48 to make a demand wellbore "Useable" be performed by the 
49 Unit Operator. Following any such written request, the Unit 
50 Operator will review wellbore records to determine 
51 appropriate procedures and cost estimates. Should the Unit 
52 Operator determine the required remedial work is 
53 technically feasible and can be performed on a timely basis, 
54 then the Unit Operator may, at its sole discretion, agree to 
55 perform the required work. The wellbore owners shall bear 
56 the sole cost, risk, and expense of such remedial work, up to 
57 a maximum of One Hundred Eighty Thousand Dollars 

VRPxkc 
9/1/92 

-13- Unit Operating Agreement 
South Justis Unit 



1 ($180,000.00). If the Unit Operator estimates that such 
2 remedial work will cost in excess of One Hundred Eighty 
3 Thousand Dollars ($180,000.00), an AFE for the amount 
4 of said excess will be submitted to Working Interest Owners 
5 for their approval prior to the start of the remedial work, 
6 with the excess amount being charged to the joint account. 

8 10.1.8 Wellbores Accented as "Useable Well bores". Any wellbore 
9 dedicated to the Unit shall not be accepted as a "Useable Wellbore" 
10 until it can be entered by the Unit Operator and assessed pursuant to 
11 Article 10.1.6. Any well not so assessed within two (2) years 
12 following the effective date of unitization shall then be deemed a 
13 "Useable Wellbore". Wellbore owners may, at their own expense, 
14 cause a test to be performed establishing a wellbore acceptable as a 
15 "Useable Wellbore" after the effective date of the Unit. The test 
16 procedure must be approved and the test witnessed by the Unit 
17 Operator as provided for in Article 10.1.7 herein. 
18 

19 10.1.9 Records. A copy of all production and well records for such 
20 wells. 
21 
22 10.2 Inventory and Evaluation of Personal Propertv. Working 
23 Interest Owners shall appoint an inventory committee which shall, as 
24 of the Effective Date hereof, or as soon thereafter as feasible, cause to 
25 be taken, under the supervision of the Unit Operator and at Unit 
26 Expense, joint physical inventories of lease and well equipment within 
27 the Unit Area, which inventories shall be used as a basis for 
28 determining the controllable items of equipment to be taken over by 
29 the Unit Operator hereunder. The Unit Operator shall notify each 
30 Working Interest Owner witJain each separate Tract at least fifteen 
31 (15) days prior to the taking of the inventory with respect to said 
32 Tract, so that each of said Working Interest Owners may make 
33 arrangements to be represented at the taking of the inventory. Such 
34 inventories shall exclude all items not of use and value to the Unit and 
35 not necessary to Unit operations. Such inventories shall include and 
36 be limited to those items of equipment normally considered 
37 controllable as recommended in the material classification manual in 
38 Bulletin No. 6 dated May 1971, or any amendments thereto, published 
39 by the Petroleum Accountants Society of North America, except that 
40 certain items normally considered noncontrollable, such as sucker rods 
41 and other items as agreed upon by the Working Interest Owners may 
42 be included in the inventories in order to insure a more equitable 
43 adjustment of investments. Immediately following completion, such 
44 inventories shall be priced in accordance with the provision of Exhibit 
45 "E", Accounting Procedure, attached hereto and made a part hereof; 
46 such pricing shall be performed under the supervision of, by the 
47 personnel of and in the offices of the Unit Operator, with Working 
48 Interest Owners furnishing such additional pricing help as may be 
49 available and it is specifically provided that with respect to each well 
50 taken over for Unit Operations, no value shall be assigned to 
51 intangible drilling costs of such well or to the down-hole casing 
52 therein. 
53 
54 10.2.1 Inventory and Valuations. After completion of the 
55 inventory and evaluation of property in accordance with the 
56 provisions of Section 10.2, Unit Operator shall submit to 
57 each Working Interest Owner a copy of the inventory and 
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1 valuations thereon together with a letter ballot for approval 
2 of such inventory and valuations each Working interest 
3 Owner shall return such letter ballot to Unit Operator 
4 indicating its approval or disapproval thereof. It is agreed 
5 that such inventory and valuations shall be binding upon all 
6 parties i f approved by Working Interest Owners owning at 

least sixty-five percent (65%) of the Working Interest in the 
8 Unit Area. 
9 

10 10.3 Investment Adjustment. Upon approval by Working Interest 
11 Owners of the inventory and evaluation, each Working Interest Owner 
12 shall be credited with the value of its interest in all wells and 
13 equipment taken over under Section 10.1, and shall be charged with 
u an amount equal to that obtained by multiplying the total value of all 
15 wells and equipment taken over under Section 10.1 by such Working 
16 Interest Owner's Unit Participation. If the charge against any 
17 Working Interest Owner is greater than the amount credited to such 
18 Working Interest Owner, the resulting net charge shall be an item of 
19 Unit Expense chargeable against such Working Interest Owner. I f the 
20 credit to any Working Interest Owner is greater than the amount 
21 charged against such Working Interest Owner, the resulting net credit 
22 shall be paid to such Working Interest Owner by Unit Operator out of 
23 funds received by it in settlement of the net charges described above. 
24 

25 10.4 General Facilities. The acquisition of warehouses, warehouse stocks, 
26 lease houses, camps, facility systems, and office buildings necessary 
27 for Unit Operations shall be by negotiation by the owners thereof and 
28 Unit Operator, subject to the approval of Working Interest Owners. 
29 There shall be no adjustments for lease roads or appurtenances 
30 thereto. 
31 
32 10.5 Ownership of Propertv and Facilities. Each Working Interest 
33 Owner, individually, shall by virtue hereof own an undivided interest, 
34 equal to its Unit Participation in all wells, equipment, and facilities 
35 taken over or otherwise acquired by Unit Operator pursuant to this 
36 Agreement. 
37 

38 

39 ARTICLE 11 
40 
4i Unit Expense 
42 
43 11.1 Basis of Charge tn Working Interest Owners. Unit Operator 
44 initially shall pay all Unit Expense. Each Working Interest Owner 
45 shall reimburse Unit Operator for its share of Unit Expense. Each 
46 Working Interest Owners share shall be the same as its Unit 
47 Participation. All charges, credits, and accounting for Unit Expense 
48 shall be in accordance with Exhibit "E". 
49 11.2 Budgets. Before or as soon as practical after the Effective Date, Unit 
50 Operator shall prepare a budget of estimated Unit Expense for the 
51 remainder of the calendar year, and thereafter shall prepare budgets, 
52 no more frequently than annually, as determined by Working Interest 
53 Owners. Budgets shall be estimates only, and shall be adjusted or 
54 corrected by Working Interest Owners and Unit Operator whenever an 
55 adjustment or correction is proper. A copy of each budget and adjusted 
56 budget shall be furnished promptly to each Working Interest Owner. 
57 
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1 11.3 AflYpnrft railings Unit Operator shall have the right to require 
2 Working Interest Owners to advance their respective shares of 
3 estimated Unit Expense as provided by Exhibit "E". 
4 

5 11.4 PnmmingHng nf Fnnrig Funds received by Unit Operator under 
6 this Agreement need not be segregated or maintained by it as a 

separate fund, but may be commingled with its own funds. 
s 
9 11.5 Unpaid Unit Expense. I f any Working Interest Owner fails or is 
10 unable to pay its share of Unit Expense within sixty (60) days after 
11 rendition of a statement therefor by Unit Operator, the non-defaulting 
12 Working Interest Owners shall, upon request by Unit Operator, pay 
13 the unpaid amount as i f i t were Unit Expense in the proportion that 
14 the Unit Participation of each such non-defaulting Working Interest 
15 Owner bears to the Unit Participation of all such non-defaulting 
16 Working Interest Owners. Each Working Interest Owner so paying its 
n share of the unpaid amount shall, to obtain reimbursement thereof, be 
18 subrogated to the security rights described in Section 11.6 of this 
19 Agreement. While in default, any such defaulting Working Interest 
20 Owner forfeits his voting rights and such rights wi l l be shared 
21 proportionately by the non-defaulting Working Interest Owners. 
22 

23 11.6 Security Rights. In addition to any other security rights and 
24 remedies provided for by the laws of this State with respect to services 
25 rendered or materials and equipment furnished under this Agreement, 
26 Unit Operator shall have a first and prior lien upon the Working 
27 Interest of each Working Interest Owner, induding the Unitized 
28 Substances and Unit Equipment credited thereto, in order to secure 
29 payment of the Unit Expense charged against such Working Interest, 
30 together with interest thereon at the rate set forth in Exhibit "E" or 
31 the maximum rate allowed by law, whichever is less. To the extent 
32 that Unit Operator has a security interest under the Uniform 
33 Commerdal Code of the State, Unit Operator shall be entitled to 
34 exerdse the rights and remedies of a secured party under the Code. 
35 The bringing of a suit and the obtaining of judgment by Unit Operator 
36 for the secured indebtedness shall not be deemed an election of 
37 remedies or otherwise affect the lien rights or security interest as 
38 security for the payment of defaulting Working Interest Owner s share 
39 of Unit Expense. Unit Operator shall have the right, without prejudice 
40 to other rights or remedies, to collect from the purchaser the proceeds 
41 from the sale of such Working Interest Owner's share of Unitized 
42 Substances until the amount owed by such Working Interest Owner, 
43 plus interest, has been paid. Each purchaser shall be entitled to rely 
44 upon Unit Operator's written statement concerning the amount of any 
45 default. Operator grants a like lien and security interest to the 
46 Working Interest Owners to secure payment of Unit Operator's 
47 proportionate share of expense. 
48 

49 11.6.1 Extent of Security. The hen and security interest granted 
50 by each Working Interest Owner to Unit Operator and by 
51 Unit Operator to the Working Interest Owners under Artide 
52 11.6 shall extend not only to such Working Interest Owner's 
53 Oil and Gas Rights in the Unit Area (which for greater 
<4 certainty shall indude all of each Working Interest Owner s 
55 leasehold interest and leasehold estate in the Unit Area), 
56 the Oil and/or Gas when extracted and equipment (as 
57 mentioned in said Artide) but also to all accounts, contract 
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1 rights, inventory and general intangibles constituting a part 
2 of, relating to or arising out of said Oil and Gas Rights, 
3 extracted Oil and Gas and said equipment or which are 
4 otherwise owned or held by any such Working Interest 
5 Owner in the Unit Area. Further, the lien and security 
6 interest of each of said parties shall extend to ail proceeds 

and products of all of the property and collateral subject to 
S said lien and security interest. Any Working Interest 
9 Owner, to the extent i t deems necessary to perfect the lien 
10 and security interest provided herein, may file this Unit 
11 Operating Agreement (or a memorandum of this Unit 
12 Operating Agreement or other notice of lien) as a hen or 
13 mortgage in the applicable real estate records and as a 
14 financing statement with the proper officer under the 
15 Uniform Commercial Code. Further, each Working Interest 
16 Owner agrees on request of any other Working Interest 
17 Owner to execute any financing statement, continuation 
18 statement or memorandum of this Unit Operating 
19 Agreement necessary in order to perfect the security interest 
20 and lien hereby granted under the applicable Uniform 
21 Commercial Code or state recording law. 
22 
23 11.7 Carved-out Interests. Any overriding royalty, production payment, 
24 net proceeds interest, carried interest or any other interest carved out 
25 of a Working Interest after the effective date hereof shall be subject to 
26 this Agreement. I f a Working Interest Owner does not pay its share of 
27 Unit Expense and the proceeds from the sale of Unitized Substances 
23 under Section 11.6 are insufficient for that purpose, the security rights 
29 provided for herein may be applied against the carved-out interests 
30 with which such Working Interest is burdened. In such event, the 
31 owner of such carved-out interest shall be subrogated to the security 
32 rights granted by Section 11.6 
33 
34 11.8 Uncommitted Royalty. Should an owner of a Royalty Interest in 
35 any Tract fail to become a party to the Unit Agreement, and, as a 
36 result thereof, the actual Royaity Interest payments with respect to 
37 such Tract are more or less than the Royaity Interest payment 
33 computed on the basis of the Unitized Substances that are allocated to 
39 such Tract Under the Unit Agreement, the difference shall be borne by 
40 or inure to the benefit of Working Interest Owners, in proportion to 
41 their respective Unit Participation at the time the Unitized Substances 
42 were produced; however, the difference to be borne by or inure to the 
43 benefit of Working Interest Owners shall not exceed an amount 
44 computed on the basis of one-eighth (178) of the difference between the 
45 Unitized Substances allocated to the Tract and the Unitized 
46 Substances produced from the Tract. Such adjustments shall be made 
47 by charges and credits to the joint account. 
48 
49 
50 A R T I C L E 12 
51 
52 Nonunitized Formations 
53 
54 12.1 Right to Operate. Any Working Interest Owner that now has or 
55 hereafter acquires the right to drill for and produce oil, gas, or other 
56 minerals, from a formation underlying the Unit Area other than the 
57 Unitized Formation, shall have the right to do so notwithstanding this 
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1 Agreement or the Unit Agreement. In exercising the right, however, 
2 such Working Interest Owner shall exercise care to prevent 
3 unreasonable interference with Unit Operations. No Working Interest 
4 Owner other than Unit Operator shall produce Unitized Substances. 
5 I f any Working Interest Owner drills any well into or through the 
6 Unitized Formation, the Unitized Formation shall be protected in a 
7 manner satisfactory to Working Interest Owners so that the 
8 production of Unitized Substances will not be affected adversely, 
9 including but not limited to a satisfactory drilling mud program and 
10 casing cement program through the Unitized Formation, 
n 
12 12.2 Dual Completions. There shall be no dual completions of wells 
13 within the Unit Area as to the Unitized Formation and another 
u formation. 
15 
16 
17 A R T I C L E 13 
18 
19 Liability. Claims and Suits 
20 
21 13.1 Individual Liability. The duties, obligations, and liabilities of 
22 Working Interest Owners shall be several and not joint or collective; 
23 and nothing herein shail ever be construed as creating a partnership 
24 of any kind, joint venture, association, or trust among Working 
25 Interest Owners. 
26 
27 13.2 Settlements. Unit Operator may settle any single damage claim or 
28 suit involving Unit Operations i f the expenditure does not exceed 
29 Twenty-five Thousand Dollars ($25,000.00) i f the payment is in 
30 complete settlement of such claim or suit. I f the amount required for 
31 settlement exceeds the above amount, Working Interest Owners shall 
32 determine the further handling of the claim or suit unless such 
33 authority is expressly delegated to the Unit Operator. All costs and 
34 expense of handling, settling, or otherwise discharging such claim or 
35 suit shall be an item of Unit Expense, subject to such limitation as is 
36 set forth in Exhibit "E". I f a claim is made against any Working 
37 Interest Owner or i f any Working Interest Owner is sued on account of 
38 any matter arising from Unit Operations over which such Working 
39 Interest Owner individually has no control because of the rights given 
40 Working Interest Owners and Unit Operator by this Agreement and 
41 the Unit Agreement, the Working Interest Owner shall immediately 
42 notify Unit Operator, and the claim or suit shall be treated as any 
43 other claim or suit involving Unit Operations. 
44 
45 13.3 Notice of Loss. Unit Operator shall report to Working Interest 
46 Owners as soon as practicable after each occurrence, damage or loss to 
47 Unit Equipment, and each accident, occurrence, claim, or suit 
48 involving third party bodily injury or property damage not covered by 
49 insurance carried for the benefit of Working Interest Owners. 
50 13.4 Force Majeure. Any obligation imposed by this agreement on each 
51 party, except for the payment of money, shall be suspended while 
52 compliance therewith is prevented, in whole or in part, by: strike, fire, 
53 war, civil disturbance, act of God, Federal, state or municipal laws, 
54 any rule, regulation or order of a governmental agency, inability to 
55 secure materials or by any other cause beyond the reasonable control 
56 of such party. No party shall be required against its will to adjust or 
57 settle any labor dispute. Neither this Agreement nor any lease or 
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1 other instrument subject hereto shall be terminated by reason of the 
2 suspension of Unit Operations due to any of the causes set forth in this 
3 Section. 
4 

5 

6 ARTICLE 14 

3 Titles 
9 

10 14.1 Warranty «rnfl Indemnity. Each Working Interest Owner represents 
11 and warrants that i t is the owner of the respective working interests 
12 set forth opposite its name in Exhibit "B", and hereby agrees to 
13 mdemnify and hold harmless the other Working Interest Owners from 
14 any loss due to failure, in whole or in part, of its title to any such 
15 interest, except failure of title arising out of Unit Operations; provided 
16 that such indemnity shall be limited to an amount equal to the net 
17 value that has been received from the sale or receipt of Unitized 
is Substances attributed to the interest as to which title failed. Each 
19 failure of title will be deemed to be effective, insofar as this Agreement 
20 is concerned, as of the first day of the calendar month in which such 
21 failure is finally determined, and there shall be no retroactive 
22 adjustment of Unit Expense, or retroactive allocation of Unitized 
23 Substances or the proceeds therefrom as a result of title failure. 
T A 

25 14.2 Failure Because of Unit Operations. The failure of title to any 
26 Working Interest in any tract by reason of Unit Operations, mduding 
27 non-production from such tract, shall not change the Unit 
28 Partidpation of the Working Interest Owner whose title failed in 
29 relation to the Unit Partiripations of the other Working Interest 
30 Owners at the time of the title failure. 
31 

32 14.3 Unleased Interests Treated as Leased. If a Working Interest 
33 Owner owns in fee all or a part of the Oil and Gas Rights in any Tract 
34 within the Unit Area which is not subject to any oil and gas lease or 
35 other contract in the nature thereof, such Working Interest Owner 
36 shall be deemed to own a Working Interest in such Tract to the extent 
37 of seven-eighths (7/8) of its interest therein and a Royalty Interest 
38 with respect to the remaining one-eighth (1/8) interest therein. 
39 
40 14.4 Waiver of Rights to Partition. Each lessee and Working Interest 
41 Owner hereto agrees that, during the existence of this Agreement, it 
42 will not resort to any action to partition the interval of the formation 
43 unitized hereunder or the Unit Equipment, and to that extent waives 
44 the benefits of all laws authorizing such partition. 
45 
46 14.5 Notice of Transfer of Title. No change of title shall be bmding on 
47 the Unit or Unit Operator until the time spedfied in Section 14.6 
48 hereof. Each such transfer, assignment or conveyance, whether so 
49 stating or not, shall operate to impose upon the party or parties 
50 acquiring such interest the obligations of its predecessor in interest 
51 with respect to the interest so transferred and shall likewise operate to 
52 give and grant to the party or parties acquiring such interest all 
53 benefits attributable to such interest. 
54 
55 14.6 Effect of Title Transfer. No assignment or other transfer or 
56 disposition of any interest subject to this Agreement shall be effective 
57 as to Unit Operator or the other Working Interest Owners hereto until 
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1 the first day of the month foUowing the month in which (i) Unit 
2 Operator receives an authenticated copy of the instrument evidencing 
3 such assignment, transfer or disposition, and (ii) the person receiving 
4 such assignment, transfer or disposition has become obligated by 
5 instrument satisfactory to Unit Operator to observe, perform and be 
6 bound by all of the covenants, terms and conditions of this Agreement. 

Prior to such date, neither Unit Operator nor any other Working 
3 Interest Owner shall be required to recognize such assignment, 
9 transfer or disposition for any purpose but may continue to deal 
10 exclusively with the Working Interest Owner making S U ch 
11 assignment, transfer or disposition in all matters under this 
12 Agreement induding billings. No assignment or other transfer or 
13 disposition of an interest subject to this Agreement shall relieve a 
14 Working Interest Owner of its obligations accrued prior to the effective 
15 date aforesaid. Further, no assignment, transfer or other disposition 
16 shall relieve any Working Interest Owner of its liability for its share of 
17 costs and expenses which may be incurred in any operation to which 
18 such Working Interest Owner has previously agreed or consented prior 
19 to the effective date aforesaid for the drilling, testing, completing and 
20 equipping, reworking, recompleting, side-tracking, deepening, 
21 plugging-back, or plugging and abandoning of a well even though such 
22 operation is performed after said effective date. 
23 
24 14.7 Transfer to Multiple Parties. If, at any time the interest of any 
25 Working Interest Owner is divided among and owned by two or more 
26 co-owners, such co-owners shall appoint a single trustee or agent 
27 acceptable to Unit Operator with ful l authority to receive notices, 
28 approve expenditures, receive billings for and approve and pay all 
29 such co-owners' share of the joint expenses, and to deal generally with, 
30 and with power to bind, the co-owners of such Working Interest 
31 Owners' interests within the scope of the operations embraced in this 
32 Agreement; however, all such co-owners shall have the right to enter 
33 into and execute all contracts or agreements for the disposition of their 
34 respective shares of the Oil and Gas produced from the Contract Area 
35 and they shall have the right to receive, separately, payment of the 
36 sale proceeds thereof. Until the trustee or agent is appointed, the 
37 assigning Working Interest Owner shall be considered for all purposes 
38 thereof as such trustee or agent with all rights and responsibilities 
39 thereof. The trustee or agent appointed or deemed to be appointed 
40 hereunder shall be liable to Unit Operator for all costs, expenses and 
41 liabilities incurred pursuant to this Agreement attributable to the 
42 interest for which the trustee or agent is appointed or deemed to be 
43 appointed. Unit Operator shall not be required to account separately 
44 for the separate interests represented by the trustee or agent. 
45 

46 

47 ARTICLE 15 
48 
49 Notices 
50 
51 15.1 Notices. All notices required hereunder shall be in writing and shall 
52 be deemed to have been properly served when sent by mail, telegram, 
53 or facsimile transmission to the address of the representative of each 
54 Working Interest Owner as furnished to Unit Operator in accordance 
55 with Artide 4. 
56 
57 
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1 ARTICLE 16 
-> 

3 Withdrawal of Working Interest Owner 
4 

5 16.1 Withdrawal. A Working Interest Owner may withdraw from this 
6 agreement by transferring, without warranty of title, either expressed 
T or implied, to the Working Interest Owners who do not desire to 
8 withdraw all its Oil and Gas Rights, exclusive of Royalty Interests, 
9 together with its interest in all Unit Equipment and in all wells used 
10 in Unit Operations, provided that such transfer shall not relieve such 
11 Working Interest Owner from any obligation or hability incurred prior 
12 to the first day of the month following receipt by Unit Operator of such 
13 transfer. The delivery of the transfer shall be made to Unit Operator 
14 for the transferees. The transfer must be accepted unless Working 
15 Interest Owners decide within ninety (90) days of the delivery date to 
16 terminate the unit. The transferred interest shall be owned by the 
17 transferees in proportion to their respective Unit Participations. The 
18 transferees, in proportion to the respective interests so acquired, shall 
19 pay the transferor for its interest in Unit Equipment, the salvage 
20 value thereof less its share of the estimated cost of salvaging same and 
21 of plugging and abandoning all wells then being used or held for Unit 
22 Operations and the estimated costs for surface restoration, as 
23 determined by Working Interest Owners. In the event such 
24 withdrawing owner's interest in the aforesaid salvage value is less 
25 than such owner's share of such estimated costs, the withdrawing 
26 owner, as a condition precedent to withdrawal, shall pay the Unit 
27 Operator, for the benefit of Working Interest Owners succeeding to its 
28 interest, a sum equal to the deficiency. WitMn sixty (60) days after 
29 receiving delivery of the transfer, Unit Operator shall render a finnl 
30 statement to the withdrawing owner for its share of Unit Expense, 
31 including any deficiency in salvage value, as determined by Working 
32 Interest Owners, incurred as of the first day of the month following the 
33 date of receipt of the transfer. Provided all Unit Expense, including 
34 any deficiency hereunder, due from the withdrawing owner has been 
35 paid in ful l vrithin thirty (30) days after the rendering of such final 
36 statement by the Unit Operator, the transfer shall be effective the first 
37 day of the month following its receipt by Unit Operator and, as of such 
38 effective date, withdrawing owner shall be relieved from all further 
39 obligations and liabilities hereunder and under the Unit Agreement, 
40 and the rights of the withdrawing Working Interest Owner hereunder 
41 and under the Unit Agreement shall cease insofar as they existed by 
42 virtue of the interest transferred. 
43 
44 16.2 Limitation on Withdrawal. Notwithstanding anything set forth in 
45 Section 16.1, Working Interest Owners may refuse to permit the 
46 withdrawal of a Working Interest Owner i f its Working Interest is 
47 burdened by any royalties, overriding royalties, production payments, 
48 net proceeds interest, carried interest, or any other interest created out 
49 of the Working Interest in excess of one-eighth (1/8) lessor s royalty, 
50 unless the other Working Interest Owners willing to accept the 
51 assignment agree to accept the Working Interest subject to such 
52 burdens. A transfer of title, assignment, or conveyance by a party 
53 hereto shall not alone be deemed a withdrawal. 
54 
55 
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I ARTICLE 17 

3 Abandonment of Wells 
4 

5 17.1 rc*gM* n f Former Owners. I f Working Interest Owners determine to 
6 permanently abandon any well within the Unit Area prior to 
7 termination of the Unit Agreement, Unit Operator shall give written 
8 notice thereof to the Working Interest Owners of the Tract on which 
9 the well is located, and they shall have the option for a period of sixty 

10 (60) days after the sending of such notice to notify Unit Operator in 
II writing of their election to take over and own the well. Within thirty 
12 (30) days after the Working Interest Owners of the Tract have notified 
13 Unit Operator of their election to take over the well, they shall pay 
14 Unit Operator, for credit to the joint account, the amount determined 
15 by Working Interest Owners to be the net salvage value of the casing 
16 and equipment, through the wellhead, in and on the well. The 
17 Working Interest Owners of the Tract, by taking over the well, agree 
18 to seal off the unitized Formation, and upon abandonment to plug the 
19 well in compliance with applicable laws and regulations. 
20 

21 17.2 p*V.ggtng If the Working Interest Owners of a Tract do not elect to 
22 take over a well located within the Unit Area that is proposed for 
23 abandonment, Unit Operator shail plug and abandon the well in 
24 compliance with applicable laws and regulations. 
25 

26 

27 ARTICLE 18 
28 
29 Effective Date and Term 
30 
31 18.1 Effective Date. This Agreement shall become effective when the Unit 
32 Agreement becomes effective. 
33 
34 18.2 Term. This Agreement shall continue in effect so long as the Unit 
35 Agreement remains in effect, and thereafter until (a) all Unit wells 
36 have been plugged and abandoned or turned over to Working Interest 
37 Owners in accordance with Article 19; (b) all Unit Equipment and real 
38 property acquired for the joint account have been disposed of by Unit 
39 Operator in accordance with instructions of Working Interest Owners; 
40 (c) all surface locations have been restored; and (d) there has been a 
41 final accounting. 
42 
43 ARTICLE 19 
44 
45 Abandonment of Operations 
46 
47 19.1 Termfnation. Upon termination of the Unit Agreement, the following 
48 will occur: 
49 

50 19.1.1 Oil and Gas Rights Oil and Gas Rights in and to each 
51 separate Tract shall no longer be affected by this 
52 Agreement, and thereafter the parties shall be governed by 
53 the terms and provisions of the leases, contracts, and other 
54 instruments affecting the separate Tracts. 
55 

56 19.1.2 Right to Operate. Working Interest Owners of any Tract 
57 that desire to take over and continue to operate wells located 
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1 thereon may do so by paying Unit Operator, for credit to the 
2 joint account, the net salvage value, as determined by 
3 Working Interest Owners, of the casing and equipment, 
4 through the wellhead, in and on the wells taken over and by 
5 agreeing upon abandonment to plug each weil in compliance 
6 with applicable laws and regulations. 

8 19.1.3 Sfllvngjng Wella Unit Operator shall salvage as much of 
9 the casing and equipment in or on wells not taken over by 
10 Working Interest Owners of separate Tract as can 
11 economically and reasonably be salvaged, and shall cause 
12 the wells to be plugged and abandoned in compliance with 
13 applicable laws and regulations. 
14 
15 19.1.4 Cost of Abandonment The cost of abandonment of Unit 
16 Operations, including but not limited to faculties and 
17 surface restoration, shall be Unit Expense. 
18 
19 19.1.5 Distribution of Assets. Working Interest Owners shall 
20 share in the distribution of Unit Equipment, or the proceeds 
21 thereof, in proportion to their Unit Participations. 
22 

23 
_4 ARTICLE 20 
25 
26 Approval 
27 
28 20.1 r-o\Wt?Tpart Execution. Ratification or Approval. This 
29 Agreement may be executed in any number of counterparts, no one of 
30 which needs to be executed by all parties, or may be ratified or 
31 consented to by other separate instrument in writing specifically 
32 referring hereto, and shall be binding upon all those parties who have 
33 executed such a counterpart, other separate instrument, ratification or 
34 consent hereto with the same force and effect as i f all parties had 
35 signed the same document, and regardless of whether or not i t is 
36 executed by all other parties owning or claiming an interest in the 
37 land within the above described Unit Area. 
38 
39 20.2 Conflict wi th Prior Agreements. It is recognized there may be 
40 certain existing agreements by and between several of the Lessees or 
41 Working Interest Owners hereto, covering a portion of the Oil and Gas 
42 Rights subject to this Operating Agreement. In case of any 
43 inconsistency or conflict between this Operating Agreement and those 
44 certain existing agreements, this Operating Agreement shall govern. 
45 

46 

47 

48 ARTICLE 21 
49 
50 Governmental Regulations 
51 
52 21.1 Governrn^Titnl Regulations. Working Interest Owners agree to 
53 release Unit Operator from any and all losses, damages, injuries, 
54 claims and causes of action arising out of, incident to or resulting 
55 directly or indirectly from Unit Operator's interpretation or application 
56 of rules, rulings, regulations or orders of any governmental agency or 
57 predecessor agencies to the extent Unit Operator's interpretation or 
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1 application of such rules, rulings, regulations or orders were made in 
2 good faith. Working Interest Owners further agree to reimburse Unit 
3 Operator for their proportionate sr ra of any amounts Unit Operator 
4 may be required to refund, rebate - pay as a result of an incorrect 
5 interpretation or application of a above noted rules, rulings, 
6 regulations or orders, together with sir proportionate part of interest 
7 and penalties owing by Unit Op r -.r as a result of such incorrect 
8 interpretation or application or rules, rulings, regulations or 
9 orders. 

10 
11 
12 A R T I C L E 
13 
14 Other Prov-
15 
16 22.1 Lease Burdens and Dlsburs* . Obligations. Each Working 
n Interest Owner hereby agr o pay or cause to be paid 
is royalty, excess royalty and c ling royalty portion(s) due on 
19 proceeds realized from of t le of its share (as listed on 
20 Exhibit C) of the sale of suet zed Substances. 
21 
22 22.2 Attorney's Fees. In the event aerator shall ever be required to 
23 bring legal proceedings in ord ;llect any sums due from any 
24 Working Interest Owner under greement, then Unit Operator 
25 shall also be entitled to re cover t costs, cost of collection, and a 
26 reasonable attorney's fea, whici -n provided for under Sections 
27 11.6 and 11.6.1 shall also secure 
28 
29 22.3 Bankruptcy. If, following the g of relief under the Bankruptcy 
30 Code to any Working Interest Ov ato as debtor thereunder, this 
31 Agreement should be held to i xecutory contract within the 
32 meaning of 11 U.S.C. Section 36 the Unit Operator, or (if the 
33 Unit Operator is the debtor in ba ~) any other Working Interest 
34 Owner, shall be entitled to a de? don by debtor or any trustee 
35 for debtor within thirty (30) day; ne date an order for relief is 
36 entered under the Bankruptcy Ct :> the rejection or assumption 
37 of this Unit Operating Agreemei the event of an assumption, 
33 Unit Operator or said other Work rest Owner shall be entitled 
39 to adequate assurances as to futu rmance of debtor's obligation 
40 hereunder and the protection of th 3t of all other parties. 
41 
42 22.4 Applicable Law. All claims am between any of the parties 
43 hereto, made or instituted and 1 \ whole or in part on any 
44 provisions of this Agreement, sha. olved using the laws of the 
45 state of New Mexico. 
46 
47 22.5 Media Release. Operator shall fc principal responsibility for 
48 issuance of press releases cone. :he Unit (but shall not be 
49 liable for failure or error in exerci :h responsibility), and each 
50 other party hereto may issue appi aterial without restriction. 
51 Nothing herein contained, howeve: preclude any party hereto 
52 from making such disclosures as n required by any applicable 
53 law, order, rule, regulation or ordint 
54 
55 No party hereto shall distribute any ation or photographs to the 
56 press or other media without the a: 1 of the majority of the 
57 parties hereto pursuant to Articl 
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ARTICLE 23 

Successors and Assigns 

23.1 Successors and Aaaigna. This Agreement shail extend to, be 
bmding upon, and inure to the benefit of the Persons hereto and their 
respective heirs, devisees, legal representatives, successors, and 
assigns, and shall constitute a covenant running with the lands, 
leases, and interests covered hereby. 

IN WITNESS WHEREOF, this Agreement approved on the dates opposite 
the respective signatures. 

ATLANTIC RICHFIELD COMPANY 

Date: By: 
T. L. Holland 

Attorney-in-Fact 
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STATE OF TEXAS § 
1 
2 

3 3 
4 COUNTY OF MIDLAND § 

6 This instrument was acknowledged before me on this day of 

7 , 1992, by T. L. HOLLAND, as Attorney-in-Fact of 
8 ATLANTIC RICHFIELD COMPANY, a Delaware corporation, on behalf of said 
9 corporation. 

10 

11 

12 

13 

14 (Print Name) 
15 

16 

17 

18 My Commission Expires: Notary Public in and for the State of Texas 

19 

20 

21 

23 
24 STATE OF § 
25 § 
26 COUNTY OF § 
27 

28 This instrument was acknowledged before me on this day of 
29 , 1992, by , as 
30 of , a corporation, on behalf 
31 of said corporation. 
32 

34 
35 (Print Name) 
36 
37 My Commission Expires: Notary Public in and for the State of. 

38 

39 

40 
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ARCO Oil & Gas C 
South Justis Unit 
Lea County, New Mex 
Scale* l'-3000' 
By R- Pyle 
Date* 8-92 
Dept« Exploration 
Drawn By RGJ 
Date* 8-92 
Dwg. Na SJU37G 

Legend 

Unit Boundry 

® Tract Number 

Scale 

Patented 

Federal 

State 

Acreage 

1,640.0 

2,800.0 

920.0 

Totai 5,360,0 

Percentage 

30.60 
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EXHIBIT "C 

Attached to and made a pan of that'certain Unit Agreement 
dated , 19 , for the South Justis Unit located in 
Lea Coumv. New Mexico 

TRACT NUMBER UNIT PARTICIPATION PERCENT 

1 .648309 
2 1.377364 
3 3.383153 
4 .813426 
5 .821711 
6 2.192094 
7 1.829734 
8 1.893095 
9 1.278368 
10 3.083234 
11 1.850652 
12 10.129934 
13 .548765 
14 1.040874 
15 3.337506 
16 1.915857 
17 3.121720 
18 .043063 
19 1.277488 
20 1.491918 
21 2.323008 
22 .837075 
23 2.052803 
24 .961458 
25 1.197228 
26 .921097 
27 1.308680 
28 .187129 
28A .202856 
29 1.432614 
30 2.359737 
31 1.980553 
32 1.154044 
33 .436277 
34 7.759747 
35 4.153733 
36 .165335 
37 .288605 
38 .281110 

VRP:ckc 
3/4/92 

1 Exhibit "C-
Unit Operating Agreement 



TRACT NfMBER UNIT PARTICIPATION PERCENT 

59 .321142 
59 A . 160596 
59B .032708 
40 .264797 
40A .051745 
41 1.323544 
42 .857037 
42A .353997 
43 .535326 
44 .054053 
44A .003731 
45 .242369 
45A .044356 
46 .768106 
47 5.783629 
48 6.745838 
49 .825193 
50 1.738529 
51 5.893882 
52 .453910 

53 .964153 

TOTAL 100.000000 

STATE 

FEDERAL 

FEE 

15.484354 

55.861953 

28,653693 

TOTAL 100.000000 

VRPrckc 
3/4/92 

Exhibit "C" 
Unit Opcrmting Agreement 



EXHIBIT "D 

Attached To That Certain Unit Operating Agreement 
dated tor 

The South Justis Unit 
Located in Lea County, New Mexico 

WORKING INTEREST OWNER SUMMARY 

WORKING TNTEREST OWNER TRACT NUMBER(S) PARTICIPATION PERCENTAGES 

American Exploration 

TOTAL 

18 
19 
19 

0.030144 
0.023243 
0-158743 
0.212130 

American Production VI 

TOTAL 

19 
19 

0.665363 
0.058107 
0.723469 

Anderson, Steve 50 0.054329 

ARCO 2 
4 
5 
6 
7 
9 
11 
13 
20 
21 
22 
23 
24 
29 
30 
31 
34 
35 
36 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

1.377364 
0.813426 
0.667640 
2.192094 
1.829734 
0.161044 
1.850652 
0.548765 
1.491918 
2.323008 
0.837075 
2.052803 
0.480729 
1.432614 
1.189086 
1.980553 
7.759747 
4.153733 
0.165335 
0.231916 
0.818737 
0.264022 
0.599731 
0.388345 
0.324908 
0.032701 
0.079527 
0.768106 
5.783629 
6.745838 



EXHIBIT "D" (Continued) Page 2 of 7 

WORKING INTEREST OWNER 

TOTAL 

Auvenshine, Cathie Cone 

Bass, Lee M., Inc. 

TOTAL 

Bass, Sid R., Inc. 

TOTAL 

Brown, Donaldson Trust 

Burkhart, J . L . 

Burr, James 

rorAL 

Byrom, W. K. 

Caspen 

TRACT N'UMBER(S) 

49 
50 
51 
52 
53 

39A 
39B 
40A 
42A 
44A 
45A 

52 

41 
42 
43 
44 
45 
42A 
44A 
45A 

41 
42 
43 
44 
45 
42A 
44A 
45A 

52 

50 

9 
30 
49 
50 

52 

10 
14 
52 
5 

PARTICIPATION PERCENTAGES 

0.415820 
0.734085 
5.893882 
0.028369 
0.964153 
0.160126 
0.024531 
0.051745 
0.214853 
0.002228 
0-014554 
57.900872 

0.002128 

0.031021 
0.020087 
0.012547 
0.001267 
0.005681 
0.008297 
0.000087 
0,O0IQ4Q 
0.080025 

0.031021 
0.020087 
0.012547 
0.001267 
0.005681 
0.008297 
0.000087 

omm 
0.080025 

0.001577 

0.034771 
0.001248 
0.009218 
0.003223 
0 002800 
0.016489 

0.014018 

0.513975 
0.086740 
0.070214 
0-154071 

TOTAL 0.825000 



WORKING INTEREST OWNER 

EXHIBIT "D" (Continued) 

TRACT NTMBER(S) 

Page 3 of 7 

PARTICIPATION PERCENTAGES 

Cone. A. L. Partnership 52 0.010639 

—Cone, Clifford 38 0.007028 

TOTAL 
52 0.002128 

0.009155 

Cone, D. C. 52 0.002128 

Cone, J. R. 52 0.010639 

Cone, Kathleen 38 0.035139 

TOTAL 
52 0.010639 

0.045777 

Cone, Kenneth 38 0.007028 

TOTAL 
52 0.002128 

0.009155 

Cone, Thomas 52 0.002128 

Davidson, James 30 0.294967 
49 0.103149 
50 0.089598 

TOTAL 
9 0.039949 

0.527663 

Deltex Royalty 41 0.041361 
42 0.026782 
43 0.016729 
44 0.001689 
45 0.007574 

42A 0.011062 
44A 0.000117 

TOTAL 
45A 0,001386 

0.106700 

EI Paso 50 0.061737 

Elliott Oil Company 52 0.028369 

First Century Oil Company 52 0.003154 

Fletcher, Jack 9 0.001248 
30 0.009218 
49 0.003223 

TOTAL 
50 0,002800 

0.016489 



WORKING INTEREST OWNER 

EXHIBIT "D" (Continued) 

TRACT NUMBER(S) 

Page 4 of 7 

PARTICIPATION PERCENTAGES 

F\B. Ft. Worth. Trustee 

TOTAL 

FNB, Lubbock, Trustee 

Fuqua, H. B., Trustee 

TOTAL 

Hartman 

TOTAL 

Headington 

TOTAL 

Irene Investment 

Keystone Inc. 

TOTAL 

Linehan, Betty Lou 

Mabee, Joe 

Marathon 

41 0.074449 
42 0.048208 
43 0.030112 
44 0.003040 
45 0.013633 

42A 0.019912 
44 A 0.000210 
45A 0-002495 

0.192061 

44A 0.000117 

41 0.115810 
42 0.074991 
43 0.046841 
44 0.004730 
45 0.021207 

42A 0.030975 
44A 0.000326 
45A 0,00388. 

0.298761 

9 0.113605 
30 0.838813 
49 0.293330 
50 0-254793 

1.500541 

9 0.159796 
16 0.319373 
17 0.520391 
50 0-096586 

1.096146 

52 0.001752 

41 0.031021 
42 0.020087 
43 0.012547 
44 0.001267 
45 0.005681 

42A 0.008297 
44A 0.000087 
45A 0.001040 

0.080025 

50 0.054329 

50 0.108658 

18 0.012919 
25 0,359.68 

0.372087 



EXHIBIT "D" (Continued) 

WORKING INTEREST OWNER TRACT NT'MBERfS) 

Page 5 of 7 

PARTICIPATION PERCENTAGES 

McPheron. Colleen 

.^leridian 

TOTAL 

Moores Oil Corp. 

TOTAL 

MW Petroleum (Apache) 

TOTAL 

Nermyr, Larry 

TOTAL 

52 0.001752 

3 3.383153 
8 1.893095 
9 0.798980 
10 2.569259 
14 0.954135 
15 3.337506 
16 1.596484 
17 2.601329 
24 0.473218 
37 0.288605 
39 0.002406 
40 0.000776 
41 0.206804 
42 0.133912 
43 0.001307 
44 0.000238 
45 0.068166 
49 0.006447 
50 0.075456 
52 0.095747 

39A 0.000470 
39B 0.008177 
42A 0.000864 
44A 0.000016 
45A 0.012475 

18.509024 

41 0.057905 
42 0.037495 
43 0.023421 
44 0.002365 
45 0.0106O4 

42A 0.015487 
44A 0.000163 
45A 0-001941 

0.149381 

33 0.436277 
50 Q.1Q8658 

0.544935 

9 0.002497 
24 0.007511 
30 0.018435 
50 0-005600 

0.034044 



EXHIBIT "D" (Continued) 

WORKING INTEREST OWNER TRACT NTMBER(S) 

Page 6 of 7 

PARTICIPATION PERCENTAGES 

New Vork Life II-E 19 0.127537 
New York Life II-F 19 0.059740 
New York Life II-G 19 0.144934 

_New York Life II-B 19 0,039822 
— TOTAL 0.372032 

Oryx 41 0.062041 
42 0.040174 
43 0.025093 
44 0.002534 
45 0.011361 

42A 0.016594 
44A 0.000087 
45A 0.002079 

TOTAL 0.159963 

Pacific Enterprises 25 0.838059 

Ratliff, Barbara Lu 50 0.054329 

Read, Charles 52 0.001752 

Schieffer, Patricia P. Trust 52 0.002278 

Taylor, Ann H. (McPheron) 52 0.003504 

Texaco 1 0.648309 
12 10.129934 
26 0.921097 
27 1.308680 
28 0.187129 
32 1.154044 
52 0.158869 

28A Q.2Q2856 
TOTAL 14.710918 

Thru Line Inc. 41 0.031021 
42 0.020087 
43 0.012547 
44 0.001267 
45 0.005681 

42A 0.008297 
44A 0.000087 
45A Q.QQ104Q 

TOTAL 0.080025 



EXHIBIT "D" (Continued) 

WORKING INTEREST OWNER TRACT NU.MBER(S) 

Page 7 of 7 

PARTICIPATION PERCENTAGES 

Way Enterprises 41 
42 
43 
44 
45 

42A 
44A 
45A 

TOTAL 

GRAND TOTAL 

0.041361 
0.026782 
0.016729 
0.001689 
0.007574 
0.011062 
0.000117 
0-001386 
0.106700 

100.000000 



EXHIBIT " E " 

. .•.r.-.e : io anu maae :. : : TWT miT OPERATIHG ACTEEMJfT DATED BT AMI RFTWTgi 
ATLANTIC BI Off I ELD COWAWT. AS OPERATOR, AW) TEXACO INC.. ET AL. AS 
HOI OPERATOR 

A C C O U N T I N G P R O C E D U R E 
JOINT O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. Definitions 

Ioint Property'" -r.:u; vu-un the real and personal propertv subiect to tne acreemeru to wnich this Accounting Proce 
i> attacned. 
" Ioint Operations" -lian mean ull operations necessary or proper for tne development, operation, protection and ma 
nance of the Joint I'miwriv. 
" Ioint Account" shaii "-.fan the account showing the charges paid ana credits received in tne conduct of the Joint Op 
•ions and which are i<> snared by the Parties. 
operator'" shall mean ine party designated to conduct the Joint Onerations. 
"Non-Operators'" shaii mean the Parties to this agreement other tnan tne Operator. 
"Parties'" shall mean < merator and Non-Operators. 
"First Level Supervisors'" -hall mean those empioyees whose primarv function in Joint Operations is the direct supervt 
uf other employees nnn <>r contract labor directly employed on the Joint Property in a field operating" capacity. 
"Tecnnical Empiovee- -nail mean those empioyees havinsr special and specific engineering-, jreoloeical or other pre 
-lonai skills, and wnosr nnmary function m Joint Operations is the handling of specific operating conditions and probl 
for tne benefit of the Joint Property. 
"Personal Expenses" -h:tiI mean travel ana other reasonable reimoursabie expenses of Operator s employees. 
"Material" shail mean :>er*onai property, equipment or supplies acquired or held for use on the Joint Property, 

"i 'ontroilabie Material" -nail mean Material which at the time is s» classified in the Matenai Classification Manua 
•nost recently recomin.-'vieu iiy the c'ouncti of Petroieum Accountants Societies. 

i . Statement and Billinir-

' iterator shail bii! Ni»i-' 'uerators on or before tne last dav of eacn month for tneir proportionate share of the Joint . 
count ror the precem.'ic -lontn. Such bills wiil be accompanied bv statements which identify the authority for expenditt. 
lease or facility, ami ai: i-narees and credits summarized bv appropriate classifications of investment and expense exci 
•hat items of Conironanie Material ana unusuai charges and credits snail lie separately identified and fully described 
retail. 

Advances and Payments by Non-Operators 

A. L'nless otherwi-f nrovided for in the agreement, the Operator mav require the N'on-Operators to advance the 
-hare of estimated <.-ash outlay for the succeeding month's operation within fifteen 115) days after receipt of the bi 
ing or by the first iiav of the month for which the advance is required, whichever is later. Operator snail adjust eae 
monthly billing in reflect advances received from the Non-Operators. 

B. Each Non-Otierator <nall pay its* proportion of all bills within fifteen < 1">) davs after receipt. If pavment is not mac 
within such time, me unpaid balance shall bear interest monthly at the prime rate in effect at CITTBAW W.A. 

ra** on the first day of the montn in which delinquency occurs plus Vh or tne maximu; 
<.ontraci rate uermitted by the applicable usury laws in the stale in which the Joint Property is located, whichev* 
is the lesser, pi a.- attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts. 

i . Adjustments 

Pavment of any sucn iuil- -nail not prejudice the ncht of any N'on-< iperatnr to protest or question the correctness thereoi 
provided, however, a.i iuil.- and statements rendered to Non-Operators bv Operator during any calendar year shall con 
(. lusiveiv be presumes to i>e true and correct after twenty-four t2-l> months followine the end nf anv such calendar year 
unless within the sun iwmiv-four i24) month period a Non-Operator takes written exception thereto and manes claim oi 
operator for adjustment. No adiustment favoraole to (iperator =nail lie made unless i i is maae within the same oresenbec 
:>enon. The provision- ni ;::is oaraeraon shaii not prevent adiustments resulting trom a pnvsicai- inventory of Controilabk 
Material as provuifn Section V. 

COPYRIGHT" 1985 by the Council of Petroleum Accountants Societies. 
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\udiis 

A N'on-i )Dera'.i : .••»n notice in wr'tmg to < 'neratnr ,ir.a ao otner inerators. -nail have tne ngnt to auait Oc 
• >rs account- .. ; ••••••oras reiatme to tne .joint Account tor :ir.v '-aiennar vear witmn tr.e twentv-four <:J4' mi 
"erioa r'oiiowi-'..- •••e -na nf ,-ucn caienaar vpar: crovinea. r.owever. tr.e maxine or an auait sr.aii not extena tne : 
•or tne taxin'j : -"Ten e.vcention to ana t.-.e adjustments 0: accounts as omvinea for ;n P'.-arraon 4 of t.".:s Sec 

.'• here *---••• ••• .. - ~ ?re .v verators. tr.e N"n-' Ten-tor- -"a,. r-'tiKe ever.- "--a.-onaoie effort :o conau 
mt auai: . ..-.-.er •.v-:er, w . i resuu :r. a minimum. •>! inconvenience to ;.-.e ' iterator. ' TcTator snail bear no : 

':on of tr.e No-.-i ".erators auait cost mcurrea ur.aer tr.is naracrraon uniess agreea to ov tr.e ODeraior. The au* 
•nail not ne : :,--.»u Tore '.nan once eacr. '.'ear tr.out nnor a:;nrovru of ''nerator. s.v.'est uoon tne resignatior 
-emovai of tr.r • • • vrator. a.-.a snaii be maae at tne expense ot tnose Non-Operators approving sucn auait. 

J. The Operator 'a., i-emy ir, writing to an auait reoort wnnin itMJ aavs alter receiDt of sucn report. 

H, Approval By Non-Operators 

'•'• here an approval .>.• • -ner agreement of the Parties or Non-Operators is exDressiv required unaer other sections of t 
Accounting Procedure ana u" the agreement to wnich this Accounting Procedure is attacned contains no contrary provisu 
r. regard thereto. 1 'ivrator snail notify ail N'on-Operators of the operator's proposal, ana the agreement or approval 

.L majority in interest ot -ne Non-Operators snail be controlling on ail Non-Operators. 

I I . DIRECT CHARGES 

1 merator snail charge tr.e .i.,,-u Account with the following items: 

1. Ecological and Environmental 

Costs incurred for the oenefit of the Joint Property as a result of governmental or regulatory requirements to satisfy enviro 
mental considerations anpucaDie to the Joint Operations. Such costs mav include surveys of an ecological or archaeoiog/ie 
nature and pollution controi procedures as required by applicable laws and regulations. 

.'. Rentals and Royalties 

Lease rentals ana rovaitii- oaid by Operator for the Joint Operations. 

• t. Labor 

A. i l l Salaries am: • ...re- of Operators field employees directly omnioved on tne Joint Propertv in the conduct of Join 
Operation-

•2) Salaries of F:--t Level Supervisors in the field. 

Salaries and w aires of Technical Employees directly employed on the Joint Property if such charges are excludec 
from the nvprneau rates. 

'41 Salaries ana wages of Technical Employees either temporarily or permanently assigned to and directly employee 
in the operation of the Joint Property if such charges are excluded from the overneaa rates. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employees 
whose salaries ami waees are chargeable to the Joint Account under Paragraph -iA of this Section II . Such costs under 
this Paragrapn 1H mav be charged on a "when and as paid basis" or by "percentage assessment'" on the amount of 
salaries and waire- cnargeable to the Joint Account under Paragraph AA of this Section I I . If percentage assessment 
is used, the rale -nail be based on the Operator's cost experience. 

•'. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
to Operator s co-t- cnargeable to the Joint Account under Paragraphs .'{A and AB of this Section I I . 

D. Personal Expen>e- of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph 
•".A of this Section i I 

4. Employee Benefits 

operator's current co-t- ..f established plans for employees group life insurance, hospitalization, pension, retirement, stock 
purchase, thrift, bonus, ami other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint 
Account under Par.urrann- ::A and ,J.B of this Section II shall be Operator s actual cost not to exceed the percent most recent-
!v recommended liv me I'.nmcil of Petroleum Accountants Societies. 

.1. Material 

Material purcnaseo <<r • .-"i-ned In- Onerator for use on the Joint I'mhertv as provided umier Section [V Onlv sucn Material 
•nan oe purcnaseo f>> r.»- "-ansierrea to me Joint I'rnpertv a.- mav De H'ouired for immeaiate u.-e ami is reasonably practical 
•.nu consistent win: ••••>• ami economical operation-. The acciinv:;::! inn of -'irnms -tocK- -naii iie avoided. 

', Transportation 

: ransTvortation 01 .uui Material mve»*arv for ine Joint 1 iteration.- out -uiueci tn tne miiowinir limitations: 

A. If Matenai is mm.-,: •., ihe Joint Propertv from the < iperators waronotise or otner properties, no cnarge snail be made 
to the Joint ACCOHM ; i distance trreater man the distance from tne nearest reiiaiile >uppiy -tore where like material 
;s normally avananie ><r raiiwav reeeu inc point nearest tne Joint Propertv uniess airrceu to by the Parties. 



2. if surplus Matenai is movea to Ooerator s warenouse or otner storage point, no cnarge snail be maae to the Joi; 
:ount for a aisiance urreater tnan tne distance to tne nearest reiiabie suppiy store wnere like material is nor 
available, or ramvav receiving point nearest the Joint ProDerty uniess agreea to by tne Parties. No cnarge sn 
•naae to tne Joint Account for moving Material to otner properties oeionging to Operator, uniess agreea to t 
Parties. 

:r.e aopncation of suDoaragracns A ana B above, trie on tion to eouanze or cnaree act-ai :-.;cK:r.g cost is ava 
• ren tne actual cr.arge is .>400 or less exciuaing accessorial cnarges. The .>400 win be aa.iustea to tne amount 
recently recommenaea by tne Councii of Petroieum Accountants societies. 

7 Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Parag 
10 of Section I I and Paragraph i. ii . and ii i . of Section I I I . The cost of professional consultant services and contract 
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead r 
The cost of professional consultant services or contract services of technical personnel not directiv engaged on the . 
Property shall not be cnarged to the Joint Account unless previously agreed to by the Parties. 

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensu 
with costs of ownership and operation. Such rates shaii include costs of maintenance, repairs, other operating expe 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed 
—TMB.¥E percent ( I I ;.';,) per annum. Such rates shall not exceed average commercial rates currently 
vailing in the immediate area of the Joint Property. 

B. In lieu of charges in paragraph 8A above. Operator may eiect to use average commercial rates prevailing in the imm 
ate area of the Joint Property less 20%. For automotive equipment. Operator may elect to use rates published by 
Petroleum Motor Transport Association. 

9. Damages and Losses to Joint Property 

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or IOJ 
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator s gross negligence 
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practica 
after a report thereof has oeen received by Operator. 

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements a 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to prot 
or recover the Joint Property, except that no charge for services of Operator s legal staff or fees or expense of outside att 
neys shall be made unless previously agreed to by the Parties. All other legai expense is considered to be covered by t 
overnead provisions of Section I I I unless otherwise agreed to by the Parties, except as provided in Section I . Paragra 
•>. 

11. Taxes 

All taxes of even' kind and nature assessed or levied upon or in connection with the Joint Property, the operation theret 
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad val 
rem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstandir. 
anything to the contrarv herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordanc 
with the tax value generated by each party's working interest. 

12. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In th 
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation ana 
or Employers Liability under the respective state's laws. Operator may. at its election, include the risk under its sel: 
insurance program and in that event. Operator shall include a charge at Operator s cost not to exceed manual rates. 

Abandonment and Reclamation 

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulator; 
authority. 

14. Communications 

' ost of acquinne. leasintr. installing, operating, repairing and maintaining communication systems, including radio anc 
nicrnwave faciimes oinvilv serving the Joint Property, in tne event communication faculties »v-tcms serving the Joint 
1'i-onertv are Operator owned, charges lo the Joint Account shall be maue as provided in i'arairrapn .*>• of this Section l i . 

I oiher Expenditures 

Anv other expenditure not covered or dealt with in tne foreeoine provisions of this Section I I . or in Section 1(1 and which 
of direct benefit to uie- Joint Propertv ana is incurred by tne Operator in the necessary and proper conauct of the Joint 

i iperations. 



m III . OVERHEAD 

1. Overhead - Drilling 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 Basis, 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 
3A, Section I I . The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section I I I unless such cost and expense are agreed to by the 
Parties as a direct charge to the Joint Account. 

ii. 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 be covered by the overhead rates, or 
(X) shall not be covered by the overhead rates. 

iii . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
the operation of the Joint Property: 

(X) shall be covered by the overhead rates, or 
( ) shall not be covered by the overhead rates. 

A. Overhead - Fixed Rate Basis 

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

Drilling WeU Rate $ 5,000.00 
(Prorated for less than a full month) 

Producing Well Rate $ 500.00 

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

(a) Drilling Well Rate 

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill­
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or 
more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive 
work 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 or other units used in workover. commence through date of rig 
or other unit release, except that no charge shall be made during suspension of operations for fifteen 
(15) or more consecutive calendar 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 govern­
ing regulatory authority. 

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall 
be considered as a one-well charge providing the gas well is directly connected to a permanent sales 
outlet. 

(4) A one-well charge shall be made for the month in which plugging and abandonment operations are com­
pleted on any well. This one-well charge shall be made whether or not the well has produced except when 
drilling well rate applies. 

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow­
able, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement 
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur­
rently 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 Production 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 ad­
justment. 

B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the following rates: 
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>ai Development 

Percent ( ' •> of the cost of development of the Joint Propertv exciusive of costs prov 

unaer Paragraph 10 of Section il and ail salvage credits. 

>bi Operating 

Percent l '.) of the cost of operating tr.e Joint Property exclusive of costs provided un 
Paragrapns 2 and 10 of Section il. all salvage credits, the vaiue of injected substances purchased for second 
recovery ana all taxes and assessments which are levied, assessed ana paia upon tne mineral interest in ; 
to the Joint Property. 

12) 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 III. developm 
shall include all costs in connection with driiiing. redrilling. deepening, or any remedial operations on any or 
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Pn 
erty. also, preliminary expenditures necessary in preparation for driiiing and expenditures incurred in abandoni 
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, t 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction 
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating. 

Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of t 
Joint Property. Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joi 
Account for overhead based on the following rates for any Major Construction project in excess of $ SO.OOO OQ ; 

A. s % of first $100,000 or total cost if less, plus 

B. - % of costs in excess of $100,000 but less than $1,000,000. plus 

C. 2 % of costs in excess of $1,000,000. 

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a sing 
project shall not be treated separately and the cost of drilling and workover wells and artificial iift equipment shall t 
excluded. 

3. Catastrophe Overhead 

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence du 
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessar 
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures. Operato 
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based oi 
the following rates: 

A. 5 % of total costs through $100,000: plus 

B. 3 % of total costs in excess of $100,000 but less than $1,000,000: plus 

C. 2 % of total costs in excess of $1,000,000. 

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi­
sions of this Section ill shall apply. 

4. Amendment of Rates 

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

IV. PRICING OF JOINT ACCOUNT M A T E R I A L PURCHASES. TRANSFERS AND DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move­
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property: however, at Operator's 
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surplus 
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders. 
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B 
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 

1. Purchases 

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account 
when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
unless otherwise agreed to by the Parties, shall be priced on the following oasis exclusive of cash discounts: 
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A. New Material tConaiuon Ai 

• I) Tubular Goods Other than Line Pipe 

•a> Tubular goods, sized 2V. incnes OD ana larger, except line Dipe. snail be pncea at Eastern mill published 
eanoaa oase onces effective as of date of movement oius transportation cost using tne sO.000 pound carioad 
•veignt oasis to tne rauway receiving point nearest tne Joint Propertv for wnicn puohshed rail rates for 
tuDuiar gooas exist. If the su.000 pound raii rate is not offeree the 70.000 pouna or »0.000 pound rail rate 
may be usea. Freignt charges for tubing wiil be calculated from Lorain. Ohio ana casing from Youngstown. 
Ohio. 

'bl For grades wnich are special to one mill only, prices shall be computed at the mill base of that mill plus trans­
portation cost trom tnat miil to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.I lXa). For transportation cost from points otner than Eastern mills, the 30.000 pound Oil Field 
Haulers Association interstate truck rate shail be used. 

ic) Special end finish tubular goods shail be priced at the lowest published out-of-stock price, f.o.b. Houston. 
Texas, pius transportation cost, using Oil Field Haulers Association interstate 30.000 pound truck rate, to 
the railway receiving point nearest the Joint Property. 

id) Macaroni tubing (size less than 2V» inch OD) shall be priced at the lowest published out-of-stock prices f.o.b. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight 
of tubing transferred, to tne railway receiving point nearest the Joint Property. 

<2) Line Pipe 

ia) Line pipe movements (except size 24 inch OD and larger with walls \ inch and oven 30.000 pounds or more 
shall be pncea under provisions of tubuiar goods pricing in Paragraph A.dXal as provided above. Freight 
charges shall be calculated from Lorain. Ohio. 

ib) Line pipe movements (except size 24 inch OD and larger with walls inch and oven less than 30.000 pounds 
shall be priced at Eastern mill published carload base prices effective as of dace of shipment, plus 20 percent, 
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para­
graph A.i Dial as provided above. Freight charges shall be calculated from Lorain. Ohio. 

(cj Line pipe 24 inch OD and over and \ inch wall and larger shall be priced f.o.b. the point of manufacture 
at current new published prices plus transportation cost to the railway receiving point nearest the Joint 
Property. 

id) Line pipe, including fabricated iine pipe, drive pipe and conduit not listed on published price lists shall be 
priced at quoted prices pius freight to the railway receiving point nearest the Joint Property or at prices 
agreed to by the Parties. 

13) Other Material shall be priced at the current new price, in effect at date of movement, as iisted by a reliable supply 
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway 
receiving point nearest the Joint Property. 

14) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current new 
price, in effect on date of movement, as listed by a reliable suppiy store nearest the Joint Property, or point of 
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property. 
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2). 

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

At seventy-five percent (75%) of current new price, as determined by Paragraph A. 

(2) Material used on and moved from the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph A. if Matenai was originally 
charged to the Joint Account as new Material or 

(b) At sixty-five percent ni.Wl of current new price, as determined by Paragraph A. if Material was originally 
charged to the Joint Account as used Matenai. 

13) Material not used on and moved from the Joint Property 

At seventy-five percent i75n.i) of current new price as determined by Paragraph A. 

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

K . i Hher Used Material 

11) Condition C 

Material which i- not in sound and serviceable condition and not suitable for its original function until after recon­
ditioning shall he pncea at fifty percent (50";,) of current new price as determined by Paragraph A. The cost of 
reconditioning snail lie charged to the receiving propertv. provided Condition C value plus cost of reconditioning 
does not exceed Condition B value. 
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12) Condition D 

Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose sh; 
priced on a oasis commensurate with its use. Operator may aisoose of Conaition D Matenai under procec 
normally usea by Operator without prior approvai of Non-Operators. 

•a) Casing, tuning, or drill Dipe used as iine Dipe snail be oricea as Grade A ana B seamiess line pipe of 
paraoie size ana weignt. I'sea casing, tuning or ami pipe ututzea as line pipe s.nan oe pncea at usea 
pipe prices. 

ib) Casing, tubing or drill Dipe used as higher pressure service lines tnan standard line pipe. e.g. power oii 1 
shaii be pncea unaer normal pricing procedures for casing, tubing, or anil pipe. L'pset tubular goods i 
be priced on a non upset basis. 

i'J) Condition E 

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures 
mally utilized by Operator without prior approval of Non-Operators. 

D. Obsolete Material 

Material which is serviceable and usable for its original function but condition and/or value of such Material is 
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Part 
Such price should result in the Joint Account being charged with the value of the service rendered by such Mater 

E. Pricing Conditions 

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25*) per hundi 
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocki 
point. The above rate shail be adjusted as of the first day of April each year following January 1. 1985 by the sa 
percentage increase or decrease used to adjust overhead rates in Section I I I . Paragraph l.A(3). Each year, t 
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April nt 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

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

'!. Premium Prices 

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

4. Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

The Operator shall matntain detailed records of Controllable Material. 

1. Periodic Inventories. Notice and Representation 

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that 
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven­
tory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 
* 

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 
overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence. 

•'!. Special Inventories 

Special inventories mav l>e taken whenever there is any sale, change of interest, or change of Operator in the Joint Propertv 
It shall be the auty of ihe party selling to notify all other Parties as quicklv as possible after the transfer of interest takes 
place. In sucn cases, imth the seller and the purchaser shall be trovernea hv such inventory. In cases involving a chanee 
••( Operator, ail Partie> -oali lie iroverneit bv such inventorv. 

t Kxnense of Conductinir Inventories 

A. The expense of conducting periodic inventories shail not be charged to tne Joint Account unless agreed to by the 
Parties. 

I). The expense of conducting special inventories shall be charged to the Parties requesting sucn inventories, except in 
veniortes required due to change of Operator shall be charged to the Joint Account. 



EXHIBIT "F" 

Attached To ana Made a Pan of 
The Unit Operanng Agreement ior 

South Justis Unit. 
Lea Countv, New Mexico 

ADDITIONAL INSURANCE PROVISIONS 

OPERATOR shaii, at ail times while conducting operations hereunder, comply with ail 
Workers' Compensation and Occupational Disease Laws including the United States 
Longshoremen's and Harbor Workers' Compensation Act; provided, however, that 
OPERATOR may be a self-insurer for liability under said compensation laws in which 
event the oniy charge that shall be made to the joint account shall be OPERATOR'S 
actual cost but not excmting an amount equivalent to the premium which would have 
been paid had such insurance been obtained. 

No other insurance shall be carried by OPERATOR for the joint account unless agreed 
to by ail the parties hereto. 

OPERATOR shall require all contractors and subcontractors to carry such insurance in 
such amounts as OPERATOR deems adequate. 

Each co-owner may procure such insurance with respect to the jointly owned properties 
and operaaons as it deems necessary to protect itself against claims and damages and all 
insurance policies shall be endorsed to provide that underwriters and insurance carriers 
of co-owner shall not have any right of subrogation against OPERATOR and other co-
owners. 



EXHIBIT "G" 

Attached To ana Made a Pan of 
The Unit Operaong Agreement for 

South Justis Unit. 
Lea County, New Mexico 

EQUAL EMPLOYMENT OPPORTUNITY PROVISION 

During the performance of this contract, the Operator (meaning and referring separately to each 
parry hereioi agrees as follows: 

(1) The Operator wiil not discriminate against any employee or applicant for employment 
because of race, color, religion, sex or national origin. The Operator will take 
affirmative action to ensure that applicants are employed, and that empioyees are treated 
during employment without regard to their race, color, religion, sex or national origin. 
Such action snail include, but not be limited to the following: Employment, upgrading, 
demotion, or transfer, recruitment or recruitment advertising; layoff or termination; rates 
of pay or other forms of compensation; and selection for training including 
apprenticeship. The Operator agrees to post in conspicuous places, available to 
empioyees and applicants for employment, nonces to be provided setting forth the 
provisions of this nondiscrimination clause. 

(2) The Operator will in all solicitations or advertisements for employees placed by or on 
behalf of the Operator, state that all qualified applicants wiil receive consideration for 
employment without regard to race, color, religion, sex or national origin. 

f3) The Operator will send to each labor union or representative of workers with which 
Operator has a collective bargaining agreement or other contract or understanding, a 
notice to be provided, advising the said labor union or workers' representatives of the 
Operator's commitments under Section 202 of Executive Order 11246 of September 24, 
1965, and shall post copies of the notice in conspicuous places available to employees 
and applicants for employment. 

(4) The Operator will comply with all provisions of Executive Order 11246 of September 
24, 1965, and of the rules, regulations, and relevant orders of the Secretary of Labor. 

(5) The Operator will furnish all information and reports required by Executive Order 11246 
of September 24, 1965. and by the rules, regulations, and orders of the Secretary of 
Labor, or pursuant thereto, and will permit access to Operator's books, records, and 
accounts by the administering agency and the Secretary of Labor for purposes of 
investigation to ascertain compliance with such ruies, regulations, and orders. 

(6) In the event of the Operator's non-compliance with the non-discrimination clauses of this 
contract or with any of the said ruies, regulations, or orders, this contract may be 
canceled, terrninated or suspended in whole or in pan and the Operator may be declared 
ineligible for further Government contracts or federally assisted construction contracts 
in accordance with procedures authorized in Executive Order 11246 of September 24. 
1965. ind such other sanctions in Execunve Order 11246 of September 24. 1965. or oy 
rules, regulations, or order of the Secretary of Labor, or as otherwise provided by iaw. 

i") The Operator will include the provisions of paragraphs (1) through (7) in even-
subcontract or purchase order uniess exempted by rules, regulations, or orders of the 

-1 -



Secretary of labor issued pursuant to Section 204 of Execunve Order i 1246 of Septemoer 
!4. 1965. so that such provisions will be binding upon each subamtractor or vendor. 
The Operator will take such action with respect to any subcontract or purcoase oraer as 
:he acministenng agency may direct as a means of enforcing such provisions including 
sanctions for non-compiiance: provided, however, that in the event the Operator oecomes 
mvoivea in. or is threatened with, litigation with a subcontractor or vendor as a resuit 
of sucn direcaon by the administering agency, the Operator may request the United 
States to enter into such utiganon to protect the interests of the United States. 

-Operator acknowledges that Operator may be required to file Standard Form 100 (EEO-1) 
promulgated joindy by the Office of Federal Contract Compliance, the Equal Employment 
Opportunity Commission and Plans for Progress with the appropriate agency within 30 days of 
the date of contract award if such report has not been filed for the current year and otherwise 
comply with or file such other compliance reports as may be required under Execunve Order 
11246. as amended and Rules and Regulations adopted thereunder. 

Operator further acknowledges that Operator may be required to develop a written affirmative 
action compliance program as required by the Rules and Regulations approved by the Secretary 
of labor under authority of Executive Order 11246 and suppiy each other parry hereto with a 
copy of such program if so requested. 

Certification of Nonsegrzgaxed Facilities 

By entering into this contract, the Operator certifies that Operator does not and will not maintain 
or provide for Operator's employees any segregated facilities at any of Operator's 
establishments, and that Operator does not and will not permit Operator's employees to perform 
their services at any location, under Operator's control, where segregated facilities are 
maintained. The Operator agrees that a breach of this certification is a violation of the Equal 
Opportunity clause in this contract. As used in this certification, the term "segregated 
facilities" means, but is not limited to, any waiting rooms, work areas, rest rooms and wash 
rooms, restaurants and other eating areas, time clocks, locker rooms and other storage or 
dressing areas, parking lots, drinking fountains, recreation or entertainment areas, transportation, 
and housing facilities provided for employees which are segregated by explicit directive or are 
in fact segregated on the basis of race, color, religion, or national origin, because of habit, local 
custom or otherwise. Operator further agrees that (except where Operator has obtained identical 
certifications from proposed contractors and subcontractors for specific time periods) Operator 
will obtain identical certifications from proposed contractors and subcontractors prior to the 
award of contracts or subcontracts exceeding $10,000.00 which is not exempt from the 
provisions of the Equal Opportunity clause. The certification may be submitted either for each 
contract and subcontract or for all contracts and subcontracts during a period (i.e.. quarterly, 
semiannually, or annually). 



EXHIBIT "_J i 

GAS BALANCING AGREEMENT 

Unit 
Attached to ano made a part ol that certain/Operating Agreement, dated between 

At lan t i c Richf ie ld Coapany a s Operator. 
and Texaco. Inc. e t a ( a s Non-Operator 

I. Definitions 
A. "Gas" incluaes natural gas proaucea from a Well that produces Gas Well Gas. including ail constituent pans of sucn natural gas 

except liquid hydrocarobns ana conaensate recovered by primary separation equipment. 

B. "Gas Well Gas" is gas produced from a Well classified as a gas well by the regulatory body having jurisdiction. 

C. "Balanced" is that condition which occurs when a party hereto has taken the same percentage ot the cumulative volume of Gas 
production it is entitled to take pursuant to the terms of the Operating Agreement. 

— D. "Overproduced" is the status of a party when the percentage of the cumulative volume of Gas taken by that party exceeds that 
— party's percentage interest of the volume of cumulative Gas production of all parties to the Operating Agreement under and 

pursuant to the terms of said Operating Agreement. 

E. "Underproduced" is the status of a party when the percentage of cumulative volume of Gas taken by that parry is less than that 
party's percentage interest of the volume of cumulative Gas production of all parties to the Operating Agreement under and 
pursuant to the terms of said Operating Agreement. 

F. "Weir is defined as each well subject to the Operating Agreement that produces Gas Well Gas. If a single Well is completed in 
two or more reservoirs, such Well shall be considered a separate Well with respect to. but only with respect to. each reservoir 
from which the Gas produced is not commingled in the weilbore. 

IL Application of this Agreement 

The parties to the Operating Agreement to which this Gas Balancing Agreement is attached own the working or operating interests 
in the Gas underlying the Contract Area covered by such Agreement and are entitled to share in the percentages therein as stated 
in the Operating Agreement. 

In accordance with the terms of the Operating Agreement, each party shall take its share of Gas produced from the Contract Area 
and market or otherwise dispose of same. In the event a party hereto does not take in kind or market its share of Gas or has 
contracted to sell its share of Gas produced from the Contract Area to a purchaser which, at any time while this Agreement is in 
effect, fails to take the share of Gas attributable to the interest of such party, the terms of this Gas Balancing Agreement shall 
automatically become effective. 

The Operator has the duty to control Gas production and the responsibility of administering the provisions of this Gas Balancing 
Agreement. The Operator shall cause deliveries to be made to the Gas purchasers at such rates as may be required to give effect to 
the intent that the Gas production accounts of all parties are. to the extent practicable, to be or become Balanced. 

The provisions of this Agreement shall be applied to each Well separately as if each Well was covered by separate but identical 
agreements. 

DX Storing and Making Up Gas Production 

A. Right to Take and Market Gas 

During any period or penods when any party hereto does not take, has no market for. or the market of a party is not sufficient 
to take that party's full share of the Gas produced from any Well located on the Contract Area, or such party's purchaser 
otherwise fails to take sucn party's share of Gas produced from any such Well located on the Contract Area, resulting in such 
party becoming Underproduced (such party being herein referred to as an "Underproduced party") the other party or parties 
shall be entitled, but not required, to produce from said Well on the Contract Area (and take or deliver to their respective 
purchaser(s) each month, all or a part of that portion of the allowable Gas production assigned to such Well by the regulatory 
body having jurisdiction. Any party so taking or delivering Gas which results in such party becoming Overproduced is herein 
referred to as an "Overproduced party". Irrespective of the other provisions hereof, no Overproduced party may. without the 
express written approval of the Underproduced party, take or market Gas in quantities in excess of 150% of such Overproduced 
party's share of the Gas allowable assigned by the regulatory body having jurisdiction over such Well or 150% of such party's 
share of the then current deliverability of the Well including associated pipeline pressure, whichever is the lesser quantity of Gas. 

Those parties which are capable of taking and/or marketing quantities of Gas allocable to an Underproduced party, in the 
absence of any other agreement between them, shall each take a share of the Gas attributed to the Underproduced party or 
parties in the direct proportion that their respective interests bear to the total interest of all parties taking Gas who are also 
considered Overproduced. 

All parties hereto shall share in and own the liquid hydrocarbons recovered from such Gas by primary separation equipment in 
accordance with their respective interests and subject to the terms of the above described Operating Agreement, whether or not 
such parties are actually taking and/or marketing Gas at such time. 

B. Making Up Undeiproduction 

Each party failing to market its share of the total volume of Gas produced or failing to take its full share of the total volume of 
Gas produced shall be considered Underproduced and shall be credited with Gas in storage equal to its percentage share of the 
total volume of Gas produced under this Agreement, less that portion of the Gas actually marketed or taken by such party. Gas 
used in operations, vented, or lost 

Any Underproduced party shall endeavor to bring its taking of Gas into a Balanced condition. Upon written notice to the 
Operator, any Underproduced party may thereafter begin taking or delivering to its purchaser its full share of the Gas produced 
from a Well (less any used in operations, vented, or lost). To allow for the recovery of Gas in storage and to balance the Gas 
account of the parties in accordance with their respective interests, an Underproduced party shall be entitled to take or deliver to 
a purchaser its full share of Gas produced from such Well (less any used in operations, vented, or lost) plus, (i) for the months 
of March, April, May, June. July, August, September and October only of any calendar year during which this agreement may be 
in place, an amount up to an additional fifty percent (50%) of the monthly quantity of Gas attributable to the Overproduced party 
or parties, or (ii) for the months of November, December, January and February only of any calendar year or years during which 
this agreement may be in place, an amount up to an additional twenty-five percent (25%) of the monthly quantity of Gas 
attributable to the Overproduced party or parties. If more than one Underproduced party is entitled to take additional Gas, they 
shall divide the additional Gas in proportion to their respective Underproduced accounts. The first Gas made up shall be 
assumed to be the first Gas Underproduced. 

C Gas Balance Reporting 

Each party taking Gas shall furnish or cause to be furnished to the Operator a monthly written statement of Gas volumes taken 
and the identity of its Gas purchaser, it any, no later than thirty (30) days after the production month. Operator shall not be 
required to adjust its Gas accounting statements reflecting a different Gas purchaser until the first day of the month following 
the month in which such notice is received by the Operator. The Operator will maintain appropriate accounting on a monthly 
and cumulative basis of the quantities of Gas each party is entitled to take and/or market and the quantities of Gas taken and/or 
marketed by each of the parties to their respective Gas purchasers. With respect to Gas purchased from or transported for more 
than one party by or through one pipeline connected to the Well, each party selling to or transporting through sucn one pipeline 
shall furnish to Operator or cause the pipeline owner to furnish to Operator monthly volume statements showing the split of 
ownership through such pipeline's sales or pipeline inlet meter during tne preceding calendar month. Within ninety (90) days 
after the end of each producing calendar month, the Operator shall furnish each party a statement showing the status of the 
Overproduced and Underproduced accounts of all parties. 

To determine respective volumes of Gas taken by separate Gas pipelines connected to the Well, measurement of Gas for 
overproduction and underproduction shall be accomplished by use of sales meters and lease measurement equipment which 
shall be in accordance with AGA requirements. 

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



D. Royalty ana Production Tax 

ail times wniie Gas is produced from the Contract Area, unless otherwise required bv any State or Federal law or reaulatic 
eacn Darrv snail pav or cause to oe paid all royalty due and payade on us snare ol Gas production as if eacn parry were taku 
v delivering to a Gas purchaser its share of Gas production. Each parry agrees to hold eacn otner party harmless from anv a 
ail claims for royaitv payments asserted by its royalty owners. The term royalty owner ' shall include owners of royalty, 
-/ernding royalties, production payments, and similar interests payaole out of production. 

Each parry producing and taking or delivering Gas to its Gas purchaser snail Day. or cause to be paid, all production and 
severance taxes cue on ail volumes of Gas actually taken or sold by sucn parry. 

TV. Cash Settlement 

A. Volume/Value 

i' at the oermanent termination of production of Gas trom a Well located on tne Contract Area, or cnange in ownersniD as 
trescriDea in Paragrapn IV D. below, an imoaiance exists between tne parties, a cash settlement of the imbalance oerween tne 
parties relative to sucn Well shall be maae. The amount of the casn settlement will be limited to the proceeds actually received 
by the Overproduced oarty or parties at the time of overproduction, less transportation ana applicable treating charges ano 
production and severance taxes paid on sucn overproduction. Royalty shall only be deducted from such proceeds attributable 
tne overproduction if actually paid to royalty owners by the Overproduced party or parties. No interest shall be added to any 
cash settlement hereunoer. If there is more than one Overproduced party, the cash settlement shall be based on a weighted 

•— average of the proceeds actually received as above described by all Overproduced parties. If the Overproduced party or parties 
— did not sell its Gas, such Gas will be valued in the same manner used for royalty calculation purposes when produced. That 

portion of the monies collected by the Overproduced party or parties which is subject to refund by orders of the Federal Energ 
Regulatory Commission ("FERC") may be withheld by the Overproduced party or parties until such prices are fully approved b 
FERC. unless the Underproduced party or parties furnish a corporate undertaking acceptable to the Overproduced party or 
parties agreeing to hold the Overproduced party or parties harmless from financial loss due to refund orders by FERC. 

B. Collection and Distribution 

Operator shall provide within thirty (30) days of permanent termination of Gas production a final accounting of the Gas balance 
to all parties hereto. Overproduced parties, within thirty (30) days of receipt of the final accounting of the Gas balance, shall 
provide Operator with a monthly statement of revenue and volume for each month during which overproduction occurred that 
has not been made-up.' Within thirty (30) days after the receipt of such monthly statements from Overproduced parties. Operate 
shall calculate and invoice each Overproduced party for its share of the cash settlement, based on said revenue and volume 
statements, due each Underproduced party. Overproduced parties shall make settlement based on the invoiced amount, to the 
Operator within thirty (30) days after receipt of said invoice. Such payment shall relieve an Overproduced party of liability to an­
other party for the sums paid. Operator shall promptly distribute the funds it receives to the Underproduced parties in that 
proportion that each Underproduced party's volume of Gas in storage bears to the total of all Underproduced parties volumes o 
Gas in storage. Operator agrees that it will not utilize any information obtained pursuant to this Section IV of this Gas Balancm 
Agreement for any purpose other than implementing or administering the terms of this Gas Balancing Agreement. 

C. Responsibility and Liability for Collection 

Operator shall not be liable to any Underproduced party for the failure of any Overproduced party to pay any amounts owed 
pursuant to the terms hereof. In the event that any party fails to pay any sum due under the terms hereof after demand therefor 
by the Operator, the Operator may turn responsibility for the collection of such sum to the party or parties to whom it is owed, 
and Operator shall have no further responsibility in the event that such sums are not paid. Any party shall have the right after 
expiration of thirty (30) days after Operator shall have provided a final accounting of the Gas balance to all parties hereto to 
demand on thirty (30) days advance written notice to both Operator and all Overproduced parties that any payments due to 
such party for such party's Underproduced volumes shall be paid directly to such party by the Overproduced party(s), rather 
than being paid through Operator. In the event that any Overproduced party pays to Operator any sums due to an 
Underproduced party at any time after thirty (30) days following the receipt of such written notification of a demand that such 
Underproduced party receive such payment directly, the Overproduced pany(s) shall continue to be liable to such 
Underproduced party for any sums so paid, until such payment is actually received by such Underproduced party. In no event 
shall Operator be liable or responsible for any amount of cash settlement based on a value asserted by an Underproduced party 
different than the value calculated based on the revenue and volume statements provided by the Overproduced party or parties. 

O. Ownership Changes 

In the event an Overproduced party intends to sell, assign, exchange or otherwise transfer any of its interest in a Well located on 
the Contract Area, such Overproduced party shall notify in writing the other working interest owners who are parties hereto in 
such Well of such fact within forty-five (45) days prior to closing the transaction. Any Underproduced party may demand of such 
Overproduced party in writing, within twenty (20) days after receipt of the Overproduced party's notice of intent to sell, assign, 
exchange or otherwise transfer its interest in a Well, a cash settlement of its underproduction attributed to such Overproduced 
party's overproduction in the Well. Any Underproduced party electing to cash settle with the Overproduced party shall thereby 
indemnify and hold the Overproduced party harmless against any causes of action, claims, losses or other actions which may be 
claimed by any third party, including, but not limited to. any purchaser of the Gas of the Underproduced party, as a result of the 
casn settlement. The Operator shall be notified of any such demand and of any cash settlement pursuant to this Paragraph 
IV.D.. and the Gas balance accounts of the parties shall be adjusted accordingly. Any cash settlement pursuant to this 
paragraph IV.D. shall be on the same basis as otherwise set forth in paragraphs IV.A. through IV.C. hereof. 

The provision of this Paragraph IV.D. shall not be applicable in the event an Overproduced party has mortgaged its interests, or 
disposed of its interests by merger, reorganization, consolidation, or sale of substantially all of its assets to a subsidiary or 
parent company, or to any company in which any parent or subsidiary owns a majority of the stock of such company. 

V. Miscellaneous 

A. Term 

This Agreement shall remain in force and effect as long as the Operating Agreement to which it is attached remains in force and 
effect, and thereafter until the Gas balance accounts between the parties are settled in full, and shall inure to the benefit of and 
be binding upon the parties hereto, their heirs, successors, legal representatives and assigns. 

B. Expenses 

Nothing herein shall change or affect each party's obligations to pay its proportionate share of all costs and liabilities incurred in 
operations on the Contract Area as its share thereof is set forth in the Operating Agreement to which this Agreement is 
attached. 

C Weil Tests 

Nothing herein shall be construed to deny any party the right, from time to time, to produce and take or deliver to its Gas 
purchaser up to 100% of the entire Welt stream to meet the deliverability test required by its Gas purchaser, provided that such 
tests are reasonable in light of overall industry standards. 

O. Monitoring of Takes ot Production 

Each party shall, at all times, use its best efforts to regulate its takes and deliveries from each Well on said Contract Area so that 
no Well will be shut-in for overproducing the allowable assigned thereto by the regulatory body having jurisdiction. Additionally, 
eacn party shall communicate, as necessary, the contents of this agreement to its respective Gas purchaser(s) or transporter(s) 
and shall monitor its delivenes to its respective Gas purchaser^) or transporter(s) so as to ensure to the greatest extent 
practicable that its Gas purchaser(s) or transporter(s) does not take Gas in excess of the quantities provided for herein. 
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