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State of New Mexcico e

505-827-2748
(:;xTuTusdﬁnlarc{l[&&lk:lqeumis
ALEX J. ARMIJO August 15, 1974 P.O. BOX 1148
COMMISSIONER SANTA FE, NEw MEXICO
RECISTERED MAIL

Cities Service 0il Company
500 Vaughn Building
r » Midland, Texas 79701

Re: Loafer Draw Unit
TERMIRATION
Eddy Zounty, New Maxtco

ATTENTION: Mr. J. Frack Riney

T

CeLL AENe

Your complstion report of the initial test well on the Loafer Draw
Unit, Eddy County, Mew Mexmico, shows that the drilling was concluded
January 30, 1974, Section 9 of the agreement states that "the Unit Operator
shall continue drilling one well at a time, allowing not more than 6 months
batween the completion of one well and the beginning of the next well, until

a wall capable of producing unitized substances in paying quantities is
completed".

‘[ Since you failed to obtain commercial production from your firat
‘ test well and you did not start your second teat well, which was due Juna

30, 1974, the loafer Draw unit agreement terminated automstically as of
June 30, 1974,

Please nctify ali interested parties of this action.

Veary truly youre,

E RAY D. GRAHAM, Director

AJA/RDG/8
cCs iJSGS8=-Roswell, New Mexico
0CC- Santa Fe, New Maxico .~

011 and Ges Departaent




_-NMOCC, Santa Fe

United States Department of the Interior

GEOLOGICAL SURVEY !

Drawer 1857
Rogwell, Hew Mexico f2Zul

August 20, 1974

Cities Service 0il Company
Attention: Mr. J. Frank Riney
800 Vaughn Building

Midland, Texas 79701

Gentlemen:

The August 13, 1974, letter irom this office stated ihat the Loafer

Draw unit agreement, Ho. 14-08-0001-13807, Eddy Couaty, New Mexicc, was
coagidered to have terminated automatically as of June 30, 1974. Inasmuch
as our records show the first test well was completed as a non-producer
on January 30, 1974, the secoad test well was not due to be commenced
uncil July 30, 1974, pursuant to Section 9 of the unit agreement.
Accordingly, by this letter you are advised that the Loafer Draw unit
agreenent is comgidered to have terminated automatically as of July 230,
1974, and not the date cited above. Please aote your records sccordingly.

Sincerely yours,

ORGSR CARL € TRAYTWICK
CARL C, TRAYWICK
Acting Area 0ii and Gas Supervisor

cC: ) » . .
BILM, Santa Fe R . U C

Com, Pub. Lands, Santa Fe | _ ‘w“='v”;
Area Geolozist X
Artesia

JAGillham:ds

Note to BLM: Please note your records to reflect the Loafer Draw
correct automatic termination date as July 30, 1974,
and a1l committed Federal leases withiltn such unii should
be considered for 2-year extensions from this date
pursuant to 43 CFR 3107.5, as applicable.




United States Department of the Interior

GEOLOGICAL SURVEY
Draver 1857
Roswell, New Mexico 88201

August i3, 1974

Cities Service 0il Company AT
Aitention: Mr, J. Frank Riney o
800 Vaughn Bullding

Midland, Texas 79701 ik T CER BT
h

Ve

«

~ . -
Gentlemen: Ty saie

\.uxll(

The Loafer Draw unitr agreement, No, 14-08-0001-13807, Eddy County,
New Mexico, was approved November 23, 1973, by the Area 0i! and 3as
Supervisor, effective az of the date of approval. The term of such
agreement is coatingent upon the unit operator drilliug oane well 2t a
time, allowirg not more than six mounths' time beiweaz the rompletion
of one well and the beginning of the next weil, until a well capable
of producing uniiized substances in paying quantities is completed.

Our records show the firer test well completion atiemnts failed :io
obtain commercial production and were coanciuded cz January 30, 157%.
Aczovdingly, the second test well was 4»e ro be commenced June 30,
1974, Insasmuch as ithe sccoead tos=f well was not commenced, the Loafer
Draw unit agreement is considered to have terminated autumatizcally as
of June 30, 1974, oursuvant to Section 9 of the agreement,

Sincerely yours,
(ORIG. SGDY (AR 1. ek
CAKL C. IRAYWICK

Aoty Area 01l and Goe Sunervisor

ce:
B1LM, Santa Fe

.~ NHOCC, Santa Fe

Com. Pub, Lands, Santa Fc
Area Geologist, Rouswell
Artesia

JAGi)lham:ds
Note to BLM: All cormmi:ted Federal leases within tlhie subject Toafer

Draw unit should be considered for 2-year extensions
pursuant to 43 CFR 3107.5, as anplicable,



e Unit Name LOAFER DRAW UNIT (EXPLORATCRY)

Operator: CITIES SERVICE OIL COMPANY
County EDDY
. _ __ S
DATE , OCC CASE NO. 5095 EFFECTIVE TOTAL SEGH
JAPPROVED  ~ OGC ORDER NO.R=4662 DATE ACREAGE STATE FEDERAL INOEREN~-FEE CL
Commissioner 11-16-73 11-23-73 5,843.52 400,00 5,363.52 80,00 Yé
11-19-73 '
|
UNIT AREA |
TOWNSHIP 21 SOUTH, RANGE 21 FAST, NMPM
Sections 12 and 13: All
TOWRSHIP 21 SOUTH, RANGE 22 EAST, NMPM :
Sectiona 7 and 8: All ’ :
Section 9: w/2 _ . Y O
Section 16: ' w/2 ’ , - N e
Sections 17 through 20:  All : VI Lk
Section 21: w/2 . ‘(% @A 7 'f




h " Unit Name  LOAFER DRAW UNIT (EXPLORATORY)
Operator CITIES SERVICE OIL COMPANY @w
County EDDY
(SE NO. 5055 EFFECTIVE TOTAL SEGREGATION
RDER_NO. R=4662 DATE ACREAGE STATE FEDERAL INORKN-FEE CLAUSE - TERM _
~-73 -23=73 5,843,52 400.00 2,363,552 a0, b Yes 5 years
EAST, NMPM
n _
| EAST, NMPM
L}z - -
i/2 o
/2 T N '3‘}\ N
A11 ALY o d
2 - V:":"\ . =07 7
\ L -’

!
|
.r




LOAFER DRAW UNIT (EXPLORATORY)

Operator CITIES SERVICE OIL COMPANY
County EDDY
STATE LEASE INSTI- RATIFIED ACREAGE
TRACT NO. NO. TUTION SEC. TWP, RGE, SUBSECTION DATE ACRES NOT
RATIFIED
20 L-6421 C.S. 16 218 22E w/2 10-30-73 320.00 Midwest
21 L-7032 C.S. 13 218 21E SE/4NE/4 NOT COMMITTED 40,00 The East

SW/4SE/4 11-1-73 40,00 Hayes Of




Unit Name LOAFER DRAW UNIT (EXPLORATORY)
Operator CITIES SERVICE OIL COMPANY

County - EDDY

RATIFIED
SUBSECTION DATE ACRES

ACREAGE
NOT
RATIFIE LESSEE

w/2 10-30-73 320,00
SE/4NE/4 NOT COMMITTED

SW/4SE/4 11-1-73 40,00

Midwest 0il Corporation

The Eastland 0il Co.

Hayes 01; Company




Unit Name LOAFER DRAW UNIT (EXPLORATORY)
Operator CITIES SERVICE OIL COMPANY
s /" P
County EDDY . o o / J
DATE OCC‘CASE NO., 5095 EFFECTIVE TOTAL SEGXH
~APPROVED QCC_ORDER_NO, R=-4662 DATE ACREAGE STATE FEDERAL TRXEAN-FEE CL
Commissioner 11-16-73 11-23-73 5,843,52 400.00 5.363.52 80,00 Ve
11-19-73
UNIT AREA

TOWNSHIP 21 SOUTH, RANGE 21 EAST, NMPM
Sections 12 and 13: All

TOWNSHIP 21 SOUTH, RANGE 22 EAST, NMPM

Sectione 7 and 8: All
Section 9: wW/2
Section 16; W/2

Sectious 17 through 20: All

Scetion 21: ()




0l

Unit Name  LOAFER DRAW UNIT (EXPLORATORY)
Operator CITIES SERVICE OIL COMPANY
q

County EDDY e };};J
°C CASE NO. 5095 EFFECTIVE TOTAL SECRECATION
C_ORDER NO_.R=4662 __ DATE ACREAGE STATE FEDERAL TNOESN-FEE CLAUSE TERM
11-16-73 11-23-73 5,843.52 400,00 5,363.52 80,00 Yes 5 years
E 21 EAST, NMPM
T Al

E 22 CAST, NMPM

All
w/2
r w/2
All
w/2




Unit Name

LOAFER DRAW UNIT (EXPLORATORY)

Operator CITIES SERVICE OLL COMPANY
County EDDY
STATE LLEASE INSTI- RATIFIED ACREAGE
TRACT NO. NO. TUTION SEC. TWP. RGE. SUBSECTION DATE ACRES NOT
RATIFIED
20 L-6421 C.S. 16 21s 22E W/2 10-30-73 320.00 Mid
21 1L-7032 C.S. 13 21s 21E SE/4NE/G NOT COMMITTED 40,00 The
1G-1365 P.B. 19 218 22E SW/4SE/4 11-1-73 40,00 Hay

22




Unit Name LOAFER DRAW UNIT (EXPLORATORY) : ;
Operator CITIES SERVICE OIL COMPANY |
County EDDY
3E INSTI- RATIFIED ACRFEAGE
, TUTION SEC. TWP. RGE, SUBSECTION DATE ACRES NOT
RATIFIX LESSEE
21  C.S. 16 218 22F w/2 10~30-~73 320.00 Midwest 0il Corporatlor
32 C.S. 13 21s 21E SE/4NE/4 NOT COMMITTED 40,00 The Eastland 0il Co.
365 P.B. 19 218 22E SW/4SE/4 11-1-73 40.00

Hayes 01l Cowpany




of the Interior

United States Department
GEOLOGICAL SURVEY S 1
Drawexr 1857 5 'l,
Roswell, New Mexico 88201 IRl
1Y)

Ngyembe_t 23?.\)&913

Service Oil Company

200 Vaughn Bui 1ding
Midland, Texas 79701

Mr. Frank Riney

Attention:
centlemen:
Three apptoved copies of the Loafer Dra¥ «nit sgreement, gddy County,
gervice 0il Company as operator, are eaclosed.
is effective

Hew Mexico, with Cities
guch agreement has been assigoed No. 14-08—0001-13807 and

November 23, 1973, the saxe date as approves.
rnish the New Mexic

You are requested to fu
and all other interested principals with a

o Oit Conservatiol Commission
ppropr iate evidence of this

approval.
Sincerely youTs,
RAG. 7w
x. 0, FREDERICK
Area Oil and Gas Supervisdsy
cc:

NMOCC, Santa Fe (ltx orly)
Com. Pub. Lands, Santa Fe (ltx only)

Area Geologist, Roswell (-o¥ only)
Artesia (w/ey appln)

JjFSims:ds




State of New Mexico TELAPNONE
e jk“'\(‘f @‘ 4
; - W\\g.,

-\‘ v
L\CON LRVAT S

CammaamJRLLcLards e

AL(;(:E:MJI':;SI::N"E:’O Movember 19, 1973 P. O, BOX 1748
SANTA FE, NEW MEXICO

Cities Service 041 Company
800 Vaughn Building
Midland, Toxas 79701

Re: Loefer aw Unit
Eddy Tounty, New Maxico

ATTENTION: Mr, J, Frank Riney

The Commissiconar of Public Lands has this date approved your
Loafar Draw Unit, Xddy County, Hew Mexico, subject to like approwal
by the Uniced 5tates Geolegical Survey.

Enclosed are five (3) Certificates ot approval,

Plesse advise this office whan the United States Geological
Survey has approved this unit so that we mmy finish processing the
unit and ascertain the effective date.

Your filing fee in the amount of (ns Hundred and Ten ($110.00)
Dollars has been received,

Vexry truly yours,

RAY D, GRAHAM, Director
011 and Gas Departmont
AJA/RDG/8
encls.
cc U8GS8~Poswell, Mew Mexico
0CC~ Santa Fe, Mew Mexice . -
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CITIES GERVICE OIL COMPANY 800 Vaughn Building
Midiand, Texas 79701
Telephone: 915 684-7131

November 26, 1973

State of New Mexico
The 0il Conservation Commission
F. . Box 2088

Santa Fe, NM 87501

Subject: NMC-3674 Loafer Draw Unit
T-21-S, R-21 & 22-E
Eddy County, New Mexico
(0il Conservation Commission Order #R-4662)

Gentlemen:

Your office approved the subject Unit by Grder #R-45662 on November 16,
1973. We are enclosing a xerox copy of a letter from the United
States Geological Survey dated November 23, 19732 in which thowv advica

us that the Loafer Draw Unit was approved as of November 23, 1973,

We are enclosing an executed original copy of the Unit Agreement as
set out under Paragraph 3, page 2 of the above mentioned Order.

The only Working Interest Owner involved that did not execute the
Unit Agreement, was Eastland 0il Company, the Working Interest Owner
on Tract 21. We are enclosing a copy of their letter in which they
refuse to commit their acreage to the Unit.

Yours very truly,

CITIES SERVICE OIL COMPANY
,// - S

i P A s 4 1y
A / / / L

‘ ;/,V l// PRSI ',/[/ ¢ - ‘/,/
J. Frank Riney ’ ’/ﬁ
, Landman /

< /

JFRii

Enclosures




En A (AT

United States Department of che Interior
GEOLOGICAL SURVEY

Drawer 1857
Roswell, New Mexico 88201

November 23, 1973

Citles Service Cil Company -
§00 Vaughn Building - T S I
Midland, Texas 79701

Attention: Mr. Frank Rinew
Gentlemen:

Three anproved conies of the Loafer Draw unit agreement, Eddy County,
New Mexico, with Cities Sexvice Oil Company as operator, are enclosed.
Such agreement has been asscigned No. 14-08-0001-13807 and is effective
November 23, 1973, the same date as approved.

You are requested to furnish the New Mexico 0il Conservation Comaission
and a2ll other interested principals with appropriate evidence of this
approval. ;

£y a s
Siiicetely yours,




Tui BAasTiAND O11, COMPANY

T04 WESTENN UNITED LIFE DUILDING 803 CONTINENTAL LIFE BUILE)]NG
MIDLAND. YCXAS 79701 frs*[ {pr FORT WORTH. TEXAS 76102
TLLErHONC: 683.2358 563.0343 u‘) . TELEPHONE: 332.2539

70}, Hestern United Life Building
Midland, Texas 79701

1071
YA P

Cities Service 0id Company
800 Vaughn Building
Midland, Texas 79701

Attention: Mr. J. Frank Riney

Re: Proposed Loafer Draw Unit
Poriions of T-R1-3,
R-21 & 22-R,
Eddy County, ilew Mexico

Gentlenen:

After careful consideration, we have decided not to
comit our acreage (33/4 Hi/4 of Section 13, T~21-S, R=R1-E)
to your proposed subject Unit. Because of our limited
acreage position and due to the fact that we have partners
in our tract to further reduce our interest, we feel that
participatlng O 4 working interesi basis in a Unii of the
proposed size would be prohibitive.

‘However, showld the proposed Unit be formed and the
Unit desires to drill on a proration unit which encompasses
our acreage, rastland et al will either, (1) participate
based on its interest in the proration wnit, or (2) farmout
on an equitable basis to a party that desires to participate.

-Hopefully, this arrangement will be satisfactory and
wil). enable you to pursue the formation of this Unit.

Very truly yours,
THE EASTLAND CIL CCMPANY

Ay, 6. zﬂowd/

Gec, A, Pﬁrﬁeh’y, UL./

GAD, JR :Kbb WV
| - T Gl
. g | Ny oo a1z

Cities Service Gl
‘ Southwestern Reg,
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CERTIFICATION - DETERMINATION

Pursuant to the authority vested in the Secretary of Interior, under the act
approved February 25, 1920, 41 Stat. 437, as amended, 30 U. S. C. secs. 181,
et seq., and delegated to the 0il and Gas Supervisors of the Geological Sur-
vey (33 F.R. 5812), I do hereby:
A. Approve the attached agreement for the development and
operation of the Loafer Draw Unit Area, State of New
Mexico.
B. Certify and determine that the unit plan of development
and operation contemplated in the attached agreement is
necessary and advisable in the public interest for the
purpose of more properly conserving the natural resources.
C. Certify and determine that the drilling, producing, rental,
minimum royalty, and royalty requirements of all Federal
lease conmitted to said agreement are hereby established,
altered, changed, or revoked to conform with the terms

and conditions of this agreement.

Dated: November 23, 1973

~
- .

7/,; /_/// - P /
S L) L S
/Arda Bil afid Gas Supervisor
U. S. (eological Survey

Contract No. 14-08-0001-13807
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UNTIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE
LOAFER DRAW UNIT AREA
COUNTY OF EDDY
STATE OF NEW MEXICO

NO.

THIS AGREEMENT, entered into as of the 15th day of October, 1973, Dy
and between the parties subscribing, ratifying, or consenting hercto, and
herein referred to as the "parties hereto,"

WITNESSETH:

WHEREAS the pariies hereto are the owners of working, rcyalty, or other
0il and gas interests in the unit area subject to this agreement; ard

WHEREAS the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as
amended, 30 U. S, C. Secs. 1B1 et seq., authorizes Federal lessees and their
representatives to unite with each otheor, o1 jointly or separately with oth-
ers, In collectively adopting and operating a cooperative or unit olsu of
development or operation of any oil or gas pool, field, or like area, or any
part thereof for the purpose of more properly conserving the natural re-

sources thereof whenever determined and certified by the Secretary of the

Interior to be necessary or advisable in

o=t

e public ianileresc; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is
authorized by an Act of the Legislature (Sec. 7-11-39 N.M. Statutes 1953 An-
notated) to consent to or approve this agrcement cn behalf of the State of
New Mexico, insofar as 1t covers aand includes lands and mineral interests
of the State of New Mexlco; and

WHEREAS, the 011 Conservation Commlssion of the State of New Mexico ls
authorized by an Act of the Legislature (Article 3, Chapter 65, Vol. 9, Part
2, 1953 Statutes) to approve this agreement and the conservation provislions
hereof; and

WHEREAS the parties hercto hold sufficlient interests In the fwoater Draw

Unit Area covering the land herelnafter deseribed to pive ryeanonably of fee
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tive control of operations therein; and

WHEREAS it Is the purpose of the parties hereto to conserve natural re-
sources, prevent waste, and secure other benefits obtainable through devel-
opment and operation of the area subject to this agreement under the terms,
conditions, and limitations herein set forth;

NOW, THEREFORE, in consideration of the premises and the promises here-
in contained, the parties hereto commit to this agreement thelr respective
interests in the below-defined unit area, and agree severally among them-
selves as follows:

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of
February 25, 1920, as amended, supra, and all valid pertinent regulations,
including operating gnd unit plan regulatlons heretofore issued thercunder or
valld, pertinent, and reasonable regulations hercafter issued thereunder are
accepted and made a part of thils agreement as to kederal lands, provided such
regulations are not incomsisient with the terms of this agreement; and as to
non~Federal lands, the o1l and gas operating regulations in effect as of the
effective date hereof governing drilling and producing operations, not incon-
sistent with the terms hevreot or the laws of the State iun which the non-
Federal land is located, are hereby accepted and made a part of this agree-
ment.

2. UNIT AREA. The area specified on the map attached hereto marked
Exhibit A is hereby designated and recognized as constituting the unit area,
contaiining 5,843.52 acres, nove or less.

Exhikit A shows, in addition to the boundary of the unit area, the
boundaries and identity of tracts and leases In sald area to the extent known
to the Unit Operator. Exhibit I attached herecto is a schedule showing to the
extent known tu the Unit Operator the acreage, percentcge, and kind of own-
ership of oil and gas Ilnterests in ail land in the unlt area. However,
nothing herein or in said schedule or map shall be consltrued as a representa-
tion by any party hereto as to the ownershlp of any Interest other than such

interest or interests as arc shown In sald map or scheduice as owned by such

party. Exhibits A and B shall he reviscd by the Unit Operator whenever
changes in the unit area render such revislion nccessary, or when reguested
by the 01l and Gas Supervisor, herelnafter referred to as "Supervisor,” or
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when requested by the Commissioner of Public Lands of the State of New Mexico,

hereinafter referred to as "Commissioner,"

and not less than five copies of
the revised exhibits shall be filed with the Supervisor, and two copies
thereof shall be filed with the Commissioner, and one copy with the New
Mexico 01l Conservation Commission, lhereinufter referred to as “Commission.”

The above-described unit arca shall when practicable be expanded to
include therein any additional lands or suall be contracted to exclude lands
whenever such expansion or contraction is deemed to be necessary or advisable
to conform with the purposes of this agreement. Such expansion or contrac-
tion shall be effected in the following manner:

(a) Unit Operator, on its own motion or on demand of the Director
of the Geological Survey, hereinafter referred to as 'Director,"” or on de-
mand of the Commissioner, after preliminary concurrence by the birector and
the Commissioner, shall prepare a notice of proposed expansion or contraction
describing the contemplated changes in the boundaries of the unit area, the
reasons therefor, and the proposed effective date thercof, preferablv the
first day of a month subsequent to the date of notice.

(b) Said notice shall be delivered to the Supervisor, the Commis-
sloner and the Commission and coples therecf mailed to the last known address
of each working interest owner, lessec, and lessor whose interests are af-
fected, advising that 30 days will be allowed for submission to the Unit Op-
erator of any objections.

{c) Upon explration of the 30-day period provided in tlie preceding
item (b) hereof, Unit Operator shall file with the Supervisor, the Commis-
sioner and the Commission evidence of mailing of the notice of expansion or
contraction and a copy of any objections thercto which have been filed with

the Unit Operator, together with an application in sufficient number,or

approval of such expansion or contraction and with appropriate joinders.

(d) After due counslderaiion oi ail pertinent imtormalion, Ui cx-
pansion cor contraction shall, upon approval by the Supervisor, the Commis-
sioner and the Commission, become effective as of the date presceribed io Uhe

notlce thereof,
(e) All legal sudbdivisions of lands (i.c., 40 acres by Government

survey or its nearest lot or tract cquivalent; in instances of irregular
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surveys, unusually large lots or tracts shall be considered in multiples of
40 acres or the nearest aliquot equivalent thereof), no parts of which are
entitled to be {n a participating area on or before the fifth anniversary of
the effective date uof the first initial participating area established uader
this unit agreement, shall be eliminated automatically from this agreement,
effective as of said fifth anniversary, and éuch lands shall no longer be a
part of the unit area and shall no longer be subject to this agreement, un-~
less diligent drilling operations are in progress on unitized lands not en-
titled to participation on said fifth anniversary, in which event all such
lands shall remain subject hereto so long as such drilling operations are
continued diligently, with not more than 90 days' time clapsing between the
completion of one well and the commencement of the next well. All legal
subdivisions of lands not entitled to be in a participating area within 10
years after the effective date of the first initial participating area ap-
proved under this agreement shall be automatically eliminated from this
agreement as of said tenth anniversary. All lands proyed productive by
diligent drilling operations after the aforesaid 5-year pericd shall become
participating In the same manner as during said 5-year period. However,
when such diligent drilling operations ceage, 211 nenporticipating lands

shall be automatically eliminated cffective as of the 9lst day thereafter.

The tnit Operator chall, within 30 days after the effective date of any elim-

ination hereunder, describe the area so eliminated to the satisfaction of
the Supervisor and the Commissioner, and promptly notify all parties in in-
terest.

If conditions warrant extenslon of the 10-year period specified in
this subsection 2(e), a single extension of not to exceed 2 years may be
accomplished by consent of the owners of 907 of the working interests in

the current nonparticipating u ttlzed lands and the owners of 607 of the

hasic reyalty {ntevesis (exciusive oi the basle reyally Interests of the
United Stateg) in nonparticipatlog unitized lands with approval ol the
Director and Commissioner, provided such extension appllcation is submitted

to the Director and Commissioner not later than 60 days prior to the expira-
tion of sald l0-year peyiod,

Any expanslon of the unit area pursuant to thls section which cm-
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braces lands theretofore eliminated pursuant to this subsection 2(e) shall
not be considered automatic commitment or recommitment of such lands.

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

4, UNIT OPERATOR. Citles Service 0il Company is hereby designated as
Unit Operator and by signature hereto as Unit Operator agrees and consents
to accept the duties and obligations of Unit Operator for the discovery,
development and production of unitized substances as hereln provided. When-
ever reference is made herein to the Unit Operator, such reference means the
Unit Operator acting i{n that capacity and not as an owner of intcrest in
unitized substances, and the term "working interest owner' when used herein
shall include or refer to Unit Operator as the owner of a working interest
when such an interest is owned by it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have
the right to resign at any time prior to the establishwment of a participating
area or areas liereunder, but such resignation shall not become eifective so
as to release Unit Opevrator {rum the duties and obligations of Unit Operator
and terminate Unit Operator's rights as such for a period of 6 months after
notice of intention to resign has been served by Unit Operator on all work-
ing Interest owners and the Supervisor, the Commissioner and the Commission,
and untdl a1l wells then drillced hercunder are placed in a satisiacrory con-
dition for suspension or abandonment, whichever is required by the Supervisor
as to federal lands and by the Commission as to State and privately owned
lands, unless a rew Unit Operator shall have been selected and approved and
shall have taken over and assumed the dutles and obligations of unit Operator
prior to the expiration of sald period.

Unit Operator shall have the right to resign in like manner and

subject to like limltations as above provided at any tlme a participating

area establlshed hereunder ls in existence, but, In all Instances of resipnag-

tion or removal, until a successor Unit Operator (s sclected and approved oy

hereinafter provided, the working interest owncers shall be jointly responsible
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for performance of the duties of Unit Operator, ard shall, not later than 30
daya before such resignation or removal bLecomes effective, appoint a common
agent to represent them in any action to be taken hereunder.

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

The Unit Operator may, upon default or failure in the performance

1 of its duties or otligatlions hereunder, be subject to removal by the same

percentage vote of the owners of working intervsis as herein provided for the
selection of a new Unit Operator. Such removal shall be effective upon no-
tice thereof to the Supervisor and the Commissioner.

The resignation or removal of Unit Operator under this agrecment
shall not terminate its right, title or interest as the owner of a working
interest or other interest in unitized substances, but upon the resigpnation
or removal of Unit Operator becomlng effective, such Unlt Operator shall de-
liver possession of all wells, equipment, materials and appurtenancecs used
in conducting the unit operations to the new duly qualified successor Unit
Operator or to the common agent, if no such new Unit Operator is elected, to
be used for the purpose of conducting unit operations hereunder. Nothing
herein shaii be construed as authorizing reﬁoval of any material, equipment
and appurtenances needed for the preservation of any wells,

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender
his or its resignation of Unit Operator or shall he removed as hereinabove
provided, or a change of Unit Operator is negotiated by working interest
owners, the owners of the working interests in the participating area or
areas according to thelr respective acreage f{nterests in such participating
area or areas, or, until a participating arca shall have been established,
the owners of the working Interests according to their respective acreage in-
terests Iin all unitized land, siall by majority vote select a successor Unit
Operator: Provided; That, if a majority but less than 75 percent of the

working Iinterests qualifled to vote arc owned by one parly to this agrecement,

a concurring vote of one or more additinnal working intercst owners shall be
required to select a new operator. Such selection shall not become effective
until:
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1 (a) a lUnit Operator so selected shall accept in writing the duties 1
2 and responsibilities of Unit Operator, and 2
3 (b) the selection shall have been approved by the Supervisor and b3
4 Commissioner. f 4
5 If no successor Unit Operator is selected and qualified as herein i 5
[
6 provided, the Director and Commissioner at their eclection may declare this - 6
7 unit agreement terminated. ; 7
; 8 7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If the Unit ! 8
] 9 Operator 1is not the sole owner of working interest, costs and expenses in- i 9
10 curred by Unit Operator in conducting unit operations hereunder shall be paid i 10
11 and apportioned among and borne by the owners of working interests, all in ; 11
12 accordance with the agreement or agreements entered into by and between the % 12
. 13 Unit Operator and the owners of working iaterests, whether one or more, sepa- ; 13
; 14 rately or collectively. Any agreement or agreements entered into between tha ! 14
3 15 worklng interest owners and the Unit Operator as provided in this section, i 15
b 16 whetlier one or more, are herein referred to as the "unit operating agréement."i 16
17 Such unit operating agreement shall also provide the manner in which the work—% 17
18 ing interest owners shall be entitled to receive their respective proportion- ! 18
19 ate and allocated share of the benefits accruing inereto in conformit} with E 19
20 l their underlylng operating agreements, lcases or other independent contracts, : 20
21 and such other rights and obligations as between Unit Operator and the worl- % 21
22 ing Interest owners; however, no such unit operating agreement shall be deemedé 22
‘ 23 either to modify any cf the terms and conditions of this unit agreement or to % 23
‘ 1
i 24 relisve the IInit Operator of any right or obligation established under this é 24
1 !
; 25 unit agreement, and in case of any Inconsistency or conflict between this b 25
E 26 unit agreement and the unit operating agrcement, this unlt agrecement shall ! 26
i 27 govern, Three true copies of any unit operating agreement execubted pursuant % 27
t 28 to this section should be filed with the Supervisor and two lLrue coples with é 28
! 29 the Commigsioner and onc true copy wlth the Commission, prior to approval of : 29
this unit agreement.

8. RIGHTS AND OBLIGATTONS OF UNTT OPERATOR. Lxcept as otherwisce spe-—
cifically provided herein, the exclusive right, privilege, and duty of excer-
cising any and all rights of the parties hereto which are nccessary or con-
venient for prospecting for, producing, storing, allocating, and distributing
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the unitized substances are hereby delegated to and shall be exercised by the

Unit Operator as herein provided. Acceptable evidence of title to said rights

shall be deposited with sald Unit Operator and, together with this agreement,
shall constitute and define the rights, privileges, and cbligations of Unit
Operator. Nothin herein, however, shall be construed to transfer title to
any land or to any lease or operating agrcement, it belng understood that un-
der this agreement the Unit Operator, in its capacity as Unit Operator, shall
exeércise the rights of possession and use vested in the parties héreto only
for the purposes herein specified.
9. DRILLING TO DISCOVERY. Within & months after the effective date

hereof, the Unit Operator shall begin to drill an adequate test well at a

locaticn approved by the Supervisor, if on Federal land, or by the Commission-

er if on State land, or by the Commission Lf on fee land, unless on such ef-
fective date a well is being drilled conformably with the terms hereof, and

thereafter continue such drilling diligently until the Morrow .formation ias

i

been tested or until at a lesser depth unitized substances shall be discovered|

which can be produced in paying quantities (to-wit: quantities sufficient to
repay the costs of drilling, completing, and producing operations, with a
reagsonable profit) or the Unit Operator shall at any time establish to the
satisfaction of the Supervisor if located on rederal iands, or tne Commis-
sioner 1if located on State lands, or the Commission 1f located on fee lands,
that furth=r drilling of said welil would be unwarranted or impracticable,
providéd, however, that Unit Operator shall not in any event be required to
drill said well to a depth in excess of 9,200 feet. Until the discovery of
a deposit of unitized substances capable of being produced in paying quanti-
ties, the Unit Operator shall continue drilling one well at a time, allowing
not more than 6 months between the completion of one well and the beginning
of the next well, until a well capable of producing unitized substances in
paylng quantities is completed to the satisfactlon of sald Supervisor if on
Federal land, or ihe Commiesioner if on State fand, or the Commisslon if on
fee land, or until 1t is reasonably proved that the unitized iand is Incapa-
ble of producing un'tized substances In paying quantitics in the formitions
driiled hereunder. Nothing i1 this section shall be deemed to limit the

right of the Unlt Operator to resign as provided In Seetion 5 hereol, or ay
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requiring Unit Operator to commence or continue any drilling during the
period pending such resignation becoming effective in order to comply with ;
the requirements of thls section. The Supervisor and Commissioner may modify ;
the drilling requirements of this section by granting reasonable extensions !
of time when, in their opinion, such action {s warranted. Upon failure to =
commence any fell provided for in this section within the time allowed, in- !
cluding any extension of time granted by the Supervisor and the Commissioner, |
this agreement will automatically terminate; upon failure to continue drill- |
ing diligently any well commenced hereunder, the Supervisor and Commissioner
may, after 15 days' notice to the Unit Operator, declare this unit agrcement
terminated.

10. PLAN OF FURTHER DEVELOPMENT AND OPIZIRATION. Within 6 months after
completion of a well capable of preoducing unitized substances in paylng quan-
tities, the Unit Operator shall submit for the approval of the Superviser and
the Commissioner an acceptable plan of develgpment and operation for the unit-
ized land which, when approved by the Supervisor and the Commissioner, shall
constitute the further drilling and operating obligations of the Unit Operator
under thiz ggrccoment o1 tire periud specified therein. Thereafter, from time

to time before the expiration ¢f any existing plan, the Unit Operator shall

submit for the approval of the Supervisor and the Commissioner a plan for an

additional specified period for the development and operation of the unitized }

land.

Any pilan submitted pursuant to this section shall provide for the
|
exploration cf the unitized area and for the diligent drilling necessary for }
determination of the area or areas thercof capable of producing unitized sub- i
stances in paying quantitles in each and every productive formation and shall 2
{
be as complete anu adequate as the Supervisor, the Commissioner and Commission
may determine to be necessary for tlmely development and proper conservation
of the oll and gas resources of '.ae unitlzed arca and shall:
(a) speclfy the number and locations of any wells Lo be drilled
and the proposed order and time for such drilling; and
(b) to the extent practicable, Spec}fy the operating practices
regarded as necessary and advisable Ffor proper conservation of

natural resources,
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Separate plans may be submitted for separate productive zomes, subject to
the approval of the Supervisor, the Commissioner and the Commission.

Plans shall be modified or supplemented when necessary to meet
changed conditions or to protect the interests of all parties to this agree-
ment. Reasonable diligence shall be exercised in complying with the obliga-
tions of the approved plan of development. The Supervisor and Commissioner
are authorized to grant a reasonable extension of the 6-month period herein
prescribed for submission of an initial plan of development where such action
is justified because of unusual conditions or circumstances. After comple-~
tion hereunder of a well capable of producing any unitized substances in pay-
ing quantities, no further wells, except such as may be necessary to afford
protection against operations not under this agreement and such as may be
specifically approved by the Supervisor and the Commissioner, shall be drilled
except In accordance with a plan of development approved as herein provided.

11, TPARTICIPATION AFTER DISCOVERY. Upon completion of a well capable
of producing imitized substances in paying quantities or as soon thereafter
as required by the Supervisor and Commissioner, the Unit Operator shall sub-
mit for approval by the Supervisor and Commissioner a schedule, bas<d on
subdivisions of the public land survey or aliquot parts theveof, cf all land
then regarded as reasonably proved to be productive in paying quantities; all
lands 1n said schedule on approval of the Supervisor and Commissioner to con-
stitute a participating area, effective as of the date of completion of such
well or the effective date of this unit agreement, whichever is later. The
acieages of both Federal and non-Federal lands shall be based upon appropri-
ate computaticns from the courses and distances shown on the last approved
public land survey as of the effrctive date of each initial participating
area, Sald schedule shall also set forth the percentage of unitized sub-
stances to be allocated as herein provided to cach tract in the particlpating
area 8o establlshed, and shall govern the ailocation ol productlion commenc-
ing with the effective date of the participating arca. A separate partict-
pating area shall be established for each separate pool or deposit of unit-
ized substances or {or any group thereof which I8 produced as a single ponl
or zone, and any two or more participating areas so established may be com-

bined into one, on approval of the Supervisor aad Commissioner. When pro-
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duction from two or more participating areas, so established, is subsequently
found to be from a common pool or deposit, said participating areas shall be
combined into one effective as of such appropriate date as may be approved

or prescribed by the Supervisor and Commissioner. The participating area

or areas so established shall be revised from time to time, subject to like
approval, to include additional land then régarded as reasonably proved to

be productive ln paylng quantities or necessary for unit operations, or to
exclude land then regarded as reasonably proved not to be productive in pay-
ing quantities and the schedule of allocation percentages shall be revised
accordingly., The effective date of any revigsion shall be the first day of
the month in which is obtained the knowledge or information on which such
revislon is predicated, provided, however, that a more appropriate effective
date may be used if justified by the Unit Operator and approved by the Super-
visor and Commissioner. No land shall be excluded from a participating area
on account of depletion of the unitized substances, except that any partici-
pating area established under the provisions of this unit agreement =hall
terminate automatically whenever all completions in the formation on which
the participating area is based are abaundoned.

It is the intent of this section that a participating area shall
represent the area known or reasonably estimated to be productive in paying
quantities, but, regardless of any revision of the participating area, noth-
ing herein contained shall be construed as requiring any retroactive adjust-
ment for production obtained prior to the effective date of the revision of
Lhe parilcipating area.

In the absence of agreement at any time between the Unit Operator
and the Supervisor and Commissioner as to the proper definition or redefini-
tion of a participating area, or untll a participating area has, or areas
have, been established as provided liercin, the portion of all payments af-

fected thereby cha

11 he Imnoanndod in 2 mannoer moabaas 1 crantabh o o vl o
1 Impoundaed N

............... taarly ceceprable to the oun
ers of working interests and the Supervisor and Commissloner., Royalties due
the United States and the State of New MHexlico, which shall be determined by
the Supervisor for Federal land and the Commissioncr for State land and the
amount thereof shall be deposited, as directed by the Supervisor and Commis-

sioner respectively, to be held as unearned money until a partlclpating arca
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is finally approved and then appliecd as carned or returned in accordance with

a determination of the sum due as Federal and State royalty on the basis of

such approved participating area.

Whenever it 1s determined, subject to the approval of the Supervisor

as to wells drilled on Federal land and of the Commissioner as to wells

drilled on State land, that a well drilled under this agreement is not capable |

of production (n paying quantities and Inclusion of the land on which it is
situated in a participating area is unwarranted, production from such well
shall, for the purposes of settlement of all parties other than working in-
terest owners, be allocated to the land on which the well is located unless
such land is already within the participating area established for the pool
or deposit from which such production 1s obtained. Settlement for working
interest benefits from such a well shall be made as provided in the unit
operating agreement,

12. ALLOCATION OF PRODUCTION. All unitized substances produced from
each participating area established under this agreement, except any part
therecf used in conformity with good operating practices within the unitized
area for drilling, operating, camp and other production or developmentr pur-—
poses, for repressuring or recycling in accordance with a plan of develop-
ment approved by the Supervisor and Commissioner, or unavoidably lust, shall
be deemed tc be nroduced equally on an acreage basis from the several tracts
of unitized land of the participating area established for such production
aud, for che purpose of determining any benefits accruing under this agree-
ment, each such tract of unitized land shall have allocated to it such per-
centage of said production as the number of acres of such tract included in
sald partlicipating area bears to the total acres of unitized land in said
participating area, except that allocuation of production hereunder for pur-

poses other than for settlement of the royalty, overriding royalty, or pay-

ment out of production obligations of the respeciive werking interest owners,

shall be on the basis prescribed in the unit operating agreement whoether in

conformity with the basis ol allocation hercin set forth or othervise., 1t is

hereby agreed that production of unitized substances from a participating area

shall be allocated as provided hereln regardliess of whether any wells are

drilled on any particular part or tract of sald participating arca. I aay
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gas produced from vne participating area is used for repressuring or rccyclingf

purposes In another participating area, the first gas withdrawn from such
last mentioned participating area for salc during the life of this agrecment
shall be considered to be the gas so transferred until an amount equal to that
transferred shall be so produced for sale and such gas shall be allocated to
the participating area from which initially produced as such area was last
defined at the time of such final production.

13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS.
Any party hereto owning or controlling the working interest iu any unitized
land having thereon a regular well location may with the approval of the
Supervisor as to Federal land, the Commissioner as to State land and the Com-
mission as to privately owned land, at such party's sole risk, cost and ex-
pense, drill a well to test any formatlon for which a parcticipating area has
not been established or to test any formation for which a participating area
has been established 1f such location is not within said participating area,
unless within 90 days of receipt of notice from said party of his intention

to drill the well the Unit Operator elects and commences to drill such a well

in like manner as other wells arz drilled by the Init Operator under thic
agreement,
if 2oy well driiied as aforesaid by a working interest owner results

in production such that the land upon wiiich it is situated way pioperiy be
included in a participating area, such participating arca shall be established
or enlarged as provided In this agreement and the well shall thereafter be
operated by the Unit Operator in accovdance with the terms of this agreement
and the unlt operating apgrecement.

If any well drilled as aforesald by a working interest owner obtains
production in quantities insufficient to justify the inclusion of the land
upon which such well Is situated in a participating arca, such well may be
operated and produced by the party drilling the same subject to the conser-
vatlon requirements of this agreement. The royalties in amount or vilue ol
production f{rom any such well shall be patd as specificd in the anderlying
leagse and agreements affected.

14. ROYALTY SETTLEMENT. “The Untted States and any btate and any rovality

owner who 1is entitled to take in kind a sharc ol the substances now oot jzed
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of the unitized substances, and the Unit Operator, or the working interest
owner in case of the operation of a well by a working interest owner as herc-
in provided for in special cases, shall make deliveries of such royalty share
taken {n kind in conformity with the applicable contracts, taws and regula-
tions. Settlement for royalty intercst not taken in kind shall be made by
working 1lnterest owners responsible therclsr under existing contracts, jaws
and regulations, or by the Unit Operator, on or before the last day of each
month for unitized substances produced during the preceding calendar month;
previded, licWwever, that nothing herein contained shall operate to relieve the
lessees of any land from their respective lease obligations for the payment
of any royalties due under their leases.

If gas obtained from lands not subject to this agreement is intro-
duced into any participating area hereunder, for use in repressuring, stimu-
lation of production, or increasing ultimate rccovery, in conformity with a
nlan of operations approved by the Supervisor, the Commissioner, and Commis-
sion, a like amount of gas, after secttlement as nerein provided for any gas
transferred from any other participating area and with appropriate deduction
or 1loss firom aay cause, may be withdrawn from the formation in which the

gas is introduced, royalty free as to dry gas, but not as to any products

) which way be extracied therefrom; provided that such withdrawal shall be at

such time as may be provided in the approved plan of operations or as may
oiherwise be consented to by the Supervisor, the Commissioner and Commission
as conforming to good petroleum cnglneering practice; and provided further,
that such right of withdrawal shall terminate on the termination of this unit
agreement.

Royalty due the United States shall be computed as provided in the
operating regulations and pald {n value or dellvered in kind as to all unit-
{zed substances on the basls of the amonnts Lhercol allociated to unitized
tederal land as provided herein at the rate specified in the respective
Federal leases, or at such lower rate or rates as mily boe authorized Ly jau
or regulation; provided, that for leases on which the royalty rate depends on
the average productlon per well, said average production shall be determined

In accordance with the operating regulations as though cach participating
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area were a slngle conso!lidated lease,
Koyalty due on account of State Jands shall be computed and paid
on the basis of all unitized substances allocated to such lands.,

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases com-
mitted hereto shall be pald by working intercst owners responsible therefor
under exlsting coantracts, laws and regulations, provided that nothing herein
contained shall operate to relieve the lessees of any land from their re- ‘
gpective lease obligations for the payment of any rental or minimum royalty
due under their leases. Rental or mimimum royalty for lands of the United

States subject to this agreement shall be paid at the rate specified in the

respective leases from the United States unless such rental or mimimum royalty%
I

is waived, suspended or reduced by law or by approval of the Secretary or nis |
duly authorized representative, '
Rentals on State of New Mexico lands subject to this agreement shall
be paid at the rates specified in the respective leases.
With respect to any lease on non-Federal land containing provisions

which would terminate such lease unless drilling operations ar~ commenced

upon the land covered thereby within the time therein specified or rentals are

pald for the privilege of deferring such drilling operations, the rentals re-
quired thereby shall, notwithstanding any other provisions of this agreement,

bo deemed to accrue and become payable during the term thereot as extended by

this agreement and until the required drilling cperations arc commenced upon
the land covered thereby or until! some pertion of such taud is included with-

in a participating area.

16. CONSERVATION. Operations hercunder and production of unitized sub- !
stances shall be conducted to provide for the most economical and efficient
recovery of sald substances without waste, as defined by or pursuant Lo State

or Federal laws or regulations.

17. DRAINAGE, The Unit Opcrator shall take such measures as the Super-
viger and Commissioner deem appropriate and adequate o provent drainaee ol
unitized substances from unitfized land by woells on laed not sabject Lo Uik
agreecment,

18, LIIASES AND CONTRACTS CONFORMED AND BATENDED,  The terms, conditions,

and provisicns of all leases, subleases and other contracts relating to ex-
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{ ploration, drilling, development or operations for oil or gas on lands com-

mitted to this agreement are hereby cxpressly modified and amended to the ex-
tent necessary to make the same conform to the provisions hercof, but other-
wise to remain in full force and effcct; and the parties hercto hereby con-
sent that the Secretary as to Federal lcases and the Commissioner as to State
leases shall and each by his approval hereof, or by the approval hercof by
their duly authorized representatives, do hereby establish, alter, change or
revoke the drilling, producing, rental, minimum royalty and royalty require-
ments of Federal and State leases committed hereto and the regulations in re-
spect thereto to conform sald requirements to the provisions of this agree-
ment, and, without limiting the generality of the foregoing, all leases, sub-
leases, and contracts are particularly modified in accordance with the fol-
lowing:

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

ment under the terms hereof shall be deemed full performance of all

obligations for development and opcration with respect to cach and

every separately owned tract subject to this agreement, regardless

of whether there is any development of any particular tract of tle

unit area.

(b) Drilling and producing operations performed hereunder upon

any tract of umitdized land will be accepted and deemed to be per-

formed upen and for the benefit of each and every tract of unitized

land. and no lease shall be deemed to expire by reason of failure

to drill or produce wells situated on the land therein embraced.

(c) sSuspension of drilling or producing operaitions on all unitized

lands pursuant to direction or consent of the Secretary and Commis-

sioner or thelr duly authorized represcntatives shall be deemed to

constitute such suspension pursuant to such direction or consent

as Lo cach and every tract ol unitized land., A suspension of drill-

famer v wmcemddesndonn siensiveee b Dol 1L . P A R 1 N v
iy U0 pellulaig UpliaeiUild prinptod Lo Speu il ava Pedbttls> Sy ot ap=

plicable only to such lands.

(d) Lach lease, sublecase or contracl relating to the czploration,

drilling, development or opcration for oil or gas of lands other

than those of the United States or State of New Mexico commitied
~1H-
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te this agreement, whicl, by {ts tcrms might cxpire prior to the
termination of this apreement, is hereby extended beyond any such
term so provided therein so that {t shall be continued in full
force and effect for and Jduring the term of this agreement.

(e) Any Federal lease for a fixed term of twenty (20) years or any
renewal thereof or any-part of such lecase which 1s made subject to
this agreement shall continue in force beyond the term provided
therein until the termination hereof. Any other Federal lease com~
mitted hereto shall continue in force beyond the term so provided
thercin or by law as to the land committed so long as such lease re-
mains subject hereto, provided that production is had in paying
quantities under this unit agreement prior to the expiration date
of the term of such lease, or in the cvent actual drilling opera-
tions are commenced on unitized lands, in accordance with the pro-~
visions of this agreement, prior to the end of the primary term of
such lease and are being diligently prosccuted at that time, such
lease shall be extended for two years and so long thereafter as oil
or gas 1is prvoduced in paying quantities in accordance with the pro-
visions of the Mineral Leasing Act Revision of 1960.

(f) Cach sublease or contract relating to the operation and devel-
opment of unitized substances from lands of{ the United States com-—
miitted to this agreement, which by its terms would expire prior to
the time at which the uwaderlying lcase, as extended by the immedi-
ately preceding parvagraph, wili cxpise, {5 hereby extended beyond
any such term so provided therein so that it shall be continued in
full force and effect for and during the term of the underlying
lease as such term is herein extended.

(g) Any lease embracing lands of the State of Hew Hexico which is
made subjerct to this agrecement, shall eontinue in force beyond the
term provided thercin as to the fands committed hereto ut il the
termination hereof, subject Lo Lhe provislons of subseetion (¢) ol

Section 2 and subsection (i) of this Scoetion 18,

(h) The segregation of any Federal lease committed to (his apree-
ment is governed by the following provisons in the fourth parapriaph
~17-
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of Sce. 17(§) of the Mineral Lcasing Act, as amended by the Act of
September 2, 1960 (74 Stat. 781-784): "“Any (Federal) lease heroto-
fore or hereafter commited to any such (unit) plan embracing lands
that are in part within and in part outside of the arca rovered by
any such plan shall be segregated into separate leases as to the
lands committed and the lands not committed as of the effective date

of unitization: Provided, however, That any such lease as to the

nonunitized portion shall continue in force and effect for the term
thereof but for not less than two years from the date of such seg-
regation and so long thereafter as oll or gas is produced in paying
quantities."

(1) Any lease embracing lands of the State of New Mexico having
only a portion of its lands committed hereto, shall be ségregatud

as to the portion committed and the portion not committed, and the
provisions of such lease shall apply separately to such segregated
portions commencing as of the effective date hereof; provicded, how-
ever, notwithstanding any of the provisions of this agreement to the
contrary, any lease embracing lands of the State of New Mexico hav-
ing only a portion of its lands committed hereto shall continue in
full force and effect beyond the term provided therein as to all
lands embraced in such lease, if oil or gas is discovered and is
capable of being produced in paying quantities from some part of

the lands embraced in such lease at the explration of lhwe secondary
terw of such lease; or tt, at the expiration of the secondary term,
the lessee or Unit Operator is then engaged in bona fide drilling

or reworking operations on some part of the larnds embraced in such
lease, the same, as to all lands embraced thercin, shall remain in
full force and effect so leng as such operations arc being diligent-
ly prosecuted, and il they result in the production of oil or gis,
sald lease shall contlauce (o full force and effect as to all ol the
lands embraced therein, so lonyg thereafter as oil or gas in paying
quantities 1s belng produced lrom any partion of said lands,

(1) Any lease, other than a Federal leasce, having only a portion of

{ts lands commltted hcereto shall be seprepated as Lo Lhe porlion
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19.

comnitted and the portion not committed, and the provisions of sSuch
lease shall apply separately to such segregated portions commencing
as of the effective date hereof. In the event any such lease pro-

vides for a lump sum rental payment, such payment shall bt prorated
between the portions so segregated in proportion to the acreage of

the respective tracts.

COVENANTS RUN WITH LAND. The covenants herein shall be construed

to be covenants running with the land with respect to the interest of the

parties hereto and thelr successors in interest until this agreement termi-

nates, and any grant, transfer, or conveyance of interest in land or leases

subject hereto shall b2 and hereby is conditioned upon the assumption of all

privileges and obligations hereunder by the grantee, transferee or other suc-

cassor in interest. No assignment or tronsfer of any working interest, roy-

alty, or other interest subject hereto shall be binding upon Unit Operator

until the first day of the calendar month after Unit Operator is furnished

with the original, photostatic, or certified copy of the instrument of trans-

fer.

20.

EFFECTIVE DATE AND TERM. This agreement shall become effective upon

approval by the Secretary and Commissioner, or their duly authorized repre-

sentatives and shall terminate five (5) years from said effective date unless:

{2) such date of expiration is extended by the Director and Cos wis-
sioner, or

(b} it is reasonabiy determined prior to tihe expiration of the fixed
terin 0T any extension theveof that the vaitlzed land is Lucapable of
production of unitized substances in paying quantities in the forma-
tions tested hereunder and after notice of intention to terminate

the agreement on such ground is given by the Unit Operator Lo all

parties In Interest at thelr last known addresses, the agreement is

terminated with the appreval of the Supervisor and the Commissioner,
or

(c) a valuable discovery of unltlzed substances has been made or
accepted on unitized land during sald nitial term or any extension
therecof, in which event the agreement shall remain in cifect for such

term and so long as unitized substances can be produced in quantitics
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sutflclent to pay for the cost of producing samo from wells on unit-
ized land within any participating arca established hercunder and,
should production cease, so long thereafter as diligent operations
are in progress for the restoration of production or discovery of
new production and so long thereafter as unltized substances so dis-
covered can be produced as aforesaid, or
(d) 1t is terminated as heretofore provided in this agreement.
This agreement may be terminated at any time by not less than 75 per centum,
on an acreage basis, of the working interest owners signatory hereto, with
the approval of the Supervisor and Commissioner; notice of any such approval
to be given by the Unit Operator to all parties hereto.

21, RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. The Dircctor is
hereby vested with authority to alter or modify from time to time in his dis-
cretion the quantity and rate of production under this agreement when such
quantity and rate is nct fixed pursuant to Federal or State law or does not
conform to any statewlde voluntary conservation or allocation program, which
is established, recognized and generally adhered to by the majority of opera-
tors 1in such State, such authority being hereby limited to alteration or modi-
fication in the public interest, thee purpose thercof and the public interest
to be served tliereby to be stated in the order of alteration or modification.
Without regard to the foregoing, the Director is also hereby vested with
aﬁthority to alter or modify from time to time 1n his aiscretion the rate of
prospecting and development and the quantity and rate of production under
this agreement when such alteration or modification is in the interest of at-
taining the conservation objectives stated in this agrecment and is not in

violation of any applicable Federal or State law; provided, further, that no

such atteratlon or modification shall be effective as to any land of the State:

of New Mexico, as to the rate of prospecting and developing in the abseonce of
the specific written approval thercofl by the Comnissioner and as Lo any lands
of the State ol New Mexlfco or privately owned lands sabjecl Lo this apreement
as to the quantity and rate of production i{n the absence of specific written
approval thereof by the Commission.

Powers In this section vested in the Director shall only be exer-

cigsed after notice to Unit Operator and opportunity for hearing Lo he held

-20-

o

WY

10

11

12

13

14

16

17

18

19

20

21

22

23

24

25

26

27

28




10

11

12

13

14

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

not less than 15 days (rom notice,

22. CONFLIUT OF SUPERVISION. Neither the Unit Operator nor the working
interest owners nor any of them shall be subject to any forfeiture, termina-
tion or expiration of any rights hereunder or under any lcases or contracts
subject hereto, or to any penalty or liability on account of delay or failure
in whole or in part to comply with any applicable provision thereof to Lhe
extent that the Unit Operator, working interest owners or any of them are hin-
dered, delayed or prevented from complying therewith by reason of failure of
the Unit Operator to obtain in the exercise of due diligence, the concurrence
of proper representatives of the United States and proper representatives of
the State of New Mexlico in and about any matters or things concerning which it
is required herein that such concurrence be obtained. The parties hereto, in-
cluding the Commission, agree that all powers and authority vested in the Com-
mission in and by any provisions of this agrcement are vested in the Commig-
sion and rhall be exercised by it pursuant to the provisions of the laws of
the State of New Mexico and subject in any case to appeal or judicial review
as may now or hereafter be provided by the laws of the State of New Mexico.

Z3. APPLARANCES. Unit Operator shall, after notice to other parties af-
fected, have ihe right to appear for and on behalf of any and all interests
affected hereby before the Department of the Interior, the Commissioner of
Public Lands of the State oi New Mexico and the New Mexico 0il Conservation
Commission and to appeal from orders issued under the regulations of said
Department, the Commission or Commissioner or to apply for relief from any of

sald regulations or in any proceedings relati v operations belore the De-

partment of the I[nterior, the Cor .issioner, or Commission, or any other legal--

ly constituted authori! _, provided, however, that auny other interested party
shall also have the right at his own cxpense to be heard in any such proceed-
ing.

24. NOTICES. All notices, demands or statements required hercunder to
be given or rendered to the partics hercto Qhall be deemed fully given 11
given In writing and personally delivered to the parly or sent by postpaid
registered or certified mail, addressed to such party or partics at their
respective addresses set forth in connection wlith the signatures hercto or

to the ratiflcation or consent hercof or to such other address as any such
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party may have furnished in writing Lo party serding the notice, demand or
statement,

25, NO WATVER OF CERTAIN RIGHTS. Nothing in this agreement contained
shall be construed as a wailver by any party herceto of the right to assert .
any legal or constltutional right or defense as to the validity or invalidity %
of any law of the State wherecin said unitlzed lands are focated, or of the %
United States, or regulations issued thercuader in any way affecting such par-i
ty, or as a waiver by any such party of any right beyond his or its authority ?
to walve,

26. UNAVOTDABLE DELAY. All obligations under this agreement requiring
the Unit Operator to commence or contlnue drilling or to operate on or pro-
duce unitized substances from any ol the lands covered by this agrcement
shall be suspended while the Unit Operator, despite the cxercise of due care
and diligence, is prevented from complying with such obligations, in wholce or
in part, by strikes, acts of God, Federal, State or municipal law or agencies,
unavoidable accidents, uncontroliable delays in transportation, inability to
obtain necessary materials in open market, or other matters beyond the rea-
gonable control of the Unit Operator whether similar to matters herein cnu-
merated or not. No unit obiigaiion which i= suspended under this section
shall become due less than thirty (30) days after it has been determinad that

the suspensio.. .s no longer applicable. UDetermination o! creditable "Unaveid-

able Delay" time shall be made by the Unit Operator subject to approval of the

Supervisor and Commissioner,
27. NONDISCRIMINATION. In connection with the performance of work under
this agreement, the Unit Operaior aprces to comply with all of the provisions

3

of section 202 (1) to (7) inclusive of “xecutive Order 11246 (30 ¥F.R. 12319), !
which are hereby lncorporated by relerence in this agreement. i
28, LOSS OF TUTLE., TIn the event title to any tract of witized land ‘

shall fall and the true owner caunnot be induced lo join in this unit agree-

ment, such tract shall be automatically regarded as not conmitted hercto and

there shall be such readjustment of VTuiure costs and benefits as may be re-

quired on account of the loss of such title, fn the cvent ol o dispute s

to title to any royalty, working Interest or olther interests sobjecl Lhereto,
payment or delivery on account thercot may be withheld without liabitity tor
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interest until the dispute is finally settled; provided, that, as to Federal
and State land or leases, no payments of funds due the United States or State
of New Mexico should be withheld, but such funds of the United States shall
be deposited as directed by the Supervisor and such funds of the State of New
Mexico shall be deposited as directed by the Commissioner to be held as un-
earned money pending final settlement of the title dispute, and then applied
as earned or returned in accordance with such final settlement.

Unit Operstor as such is relleved from any responsibility.for any
defect or failure of any title herzunder.

29, NON-JOLNDER AND SUBSEQUENT JOINDER. If the owner of any substantial
interest in a tract within the unit area fails or refuses to subscribe or con-
sent to this agreement, the owner of the working interest in that tract may
withdraw saild tract from this agreement by written notice delivered to the
Surervisor and the Commissioner and the Unit Operator prior to the approval
of this agreement by the Supervisor and Commissioner. Any oil or gas inter-
ests in lands withiu the unit area not committed hereto prior to submission
of this agreement for final approval may thereafter be committed hereto by
the owner or owners thereof subscribing or consenting to this agreement, and,

if the interest 1s a working interest, by the owner oI such 1nterest also sub

i

scribing to the unit operating agreement, After operations are commenced
hereunder, the right of subsequent joinder, as provided in this section, by

a working interest owner is subject to such requirements cor approvals, if
any, pertaining to such joinder, as may be provided for in the unit operating
agreement. After final approval hereof, joinier by a non-working interest
owner must be consented to in writing by the working interest owner committed
hereto and responsible for the payment of any benefits that may acdcrue here-
under in behalf of such non-working interest. A non-working interest may not
be committed to this unit agreement unless the cbrresponding working interest
is committed hereto. Joinder to the unit agrecement by a working interest
owner, at any time, must be accowmpanied by appropriate jolnder to the unlt
operating agreement, 1f more than on2 committed working interest owner is in-
volved, in order for the interest to be regarded as commltied to this unit
agreement. [xcept as may ctherwise herein be provided, subsequent joinders

to thls agreement shall be effective as of the ({rst day of the month follow-
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lng the flling with the Supervisor and the Commissioner of duly executed
counterparts of all or any papers necessary to establish effective commitment
of any tract to this agreement unless objection to such joinder is duly made
within 60 days by the Supervisor, provided, however, that as to State lands
all subsequent joinders must be approved by the Commissioner.

3. SURFACE AND ENVIRONMENTAL PROTECTION STIPULATIONS. Nothing in this
agreement shall modify any special Federal-lease stipulations relating to
surface and environmental protection, attached to and made a part of 0il and
Gas Leases covering lands within the Unit Area.

31. SURFACE MANAGEMENT STIPULATION. Nothing in this agreement shall
modify any special Federal-lease s{ipulations relating to surface management,
attached to and made a part of Oil and Gas Leases covering lands within the
Unit Area,

32, COUNTERPARTS. This agreement may be executed in any number of
counterparts no one of which needs to be executed by all parties or may be
ratified or consented to by separate Instrument in writing specifically re-
ferring hereto and shall be binding upon all those parties who have executed
such a counterpart, ratification, or consent hareto with the same force and

effect as if all such parties had signed the same document and regardless of

terest in the lands within the above described unit area.
33. SURRENDER. Nothing in this agreement shall nrohibit the exercise

by any working interest owner cf the right to surrender vested iu

wn
c
=3
s o]
Qi
rf
cr
|

haev Avoer
vy akey

case, su reement as to 211 or an
lands covered thereby, provided that each party who will or might acquire
such working Interest by such surrender or by forfeiture as hereafter set
forth, is bound by the terms of this agrecement.

If as a result of any such surrender the worklng Interest rights as
to such lands become vested In any party cother than the fee owner of the
unitized substances, sald party may forfelt such rights and further benefits
from operation hereunder as to sald land to the party next in the chain of

title who shall be and become the ¢wner of such working interest.

If as the result of any such surrender or forfeiture working interest;

rights become vested In the fee owner of the unitized substances, such owner
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may :

(1) Accept those working interest rights subject to this agreement

and the unit operating agreement; or

(2) Lease the portion of such land as is included in a participating

area establigshed hereunder subject to this agreement and the unit

onerating agreement; or

(3) Provide for the independent operation of any part of such land

that are not then included within a participating area established

hereunder.

If the fee owner of the unitized substances does not accept the
working interest rights subject to this agreement and the unit operating
agreement or lease such lands as above provided within six (6) months after
the gurrendered or forfeited working interest rights become vested in the fee
owner, the benefits and obligations of operations accruing to such lands un-
der this agreement and the unit operating agreement shall be shared by the
remaining owners of unitized working interests in accordance with their re-
spective working interest ownerships, and such cwners of working interests
shall compensate the fee owner of unitized substances in such lands by pay-
ing sums equal to the rentals, minimum royalties, and royalties applicable
to such lands under the lease in effect when the lands were unitized,

An apprecpriate accounting and settlement shall be wade for all bene-
fits accruing to or payments and expenditures made or incurred on behalf of
such surrendered or forfeited working interest subsequent to the date of
surrender or torfeiture, and payweat of any wmoneys found to be owing by such
an accounting shall be made as between the parties within thirty (30) days.
In the event no unit operating agreement is in existence and a mutually ac-
ceptable agreement between the proper partles thereto cannot be consummated,
the Supervisor may prescribe such recasonable and equitable agreement as he
deems warranted under the circumstances,

The exerclse of any right vested in a working interest owner to re-
assign such working interest to the party f{rom whom cbtained shall be subject
to the same conditions as set forth fn this section in regard to the exei—

clse of a right to surrender,

34, TAXES. The working interest owners shall render and pay for thelr
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account and the account of the royalty owners all valid taxes on or measured
by the unitized substances in and under or that may be produced, gathered
and sold from the land subject to this contract after the effective date of
this agreement, or upon the proceeds or net proceeds derived therefrom. The
working interest owners on each tract shall and may charge the proper pro-
portion of sald taxes to the royalty ownere having interests in said tract,
and may currently retain and deduct sufficient of the unitized substances or
derivative products, or net proceeds thereof from the allocated share of each

royalty owner to secure reimbursement for the taxes so paid. No such taxes

o

hall be charged to the United States or the State of New Mexico or to any
lessor who has a contract with his lessee which requires the lessee to pay
such taxes.

35. NO PARTNERSHIP. It is expressly agreed that the relation of the
parties hereto is that of independent contractors and nothing in this agree-
ment contained, expressed or implied, nor any operations conducted hereunder,
shall create or be deemed to have created a partnership or association be-
tween the parties hereto or any of them.

IN WITNESS WHEREOF, the partles hereto have caused this agreement

to be executed and have set opposite theilr respective names the date cof exe-

cution,

'

CITIES SERVICE OIL COMFANY

By
(Date) Attornev-in-Fact

P. 0. Box 300
Tulsa, Oklahoma 74102

Address:

UNTT OPERATOR

S. P. YATES
Yates Bullding
Artesia, New Mexico 88210

MARTIN YATES, 11
Yates Bullding
Artegia, New Mexico 88210

MIDWEST OIL CORPORATION

1500 Wilco Building
Midland, Texas 79701
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ALLIED CHEMICAL CORPORATION
1300 Wilco Building
Midland, Texas 79701

EASTLAND OIL COMPANY
704 Western United Life Building
Midland, Texas 79701

ROBINSON DRILLING COMPANY OF
TEXAS, INC.

306 Permian Building

Big Spring, Texas 79720

HAYES OIL COMPANY

1402 Gihls Tower West
Midland, Texas 79701

WORKING INTEREST OWNERS

STATE OF OKLAHOMA )
) ss
COUNTY OF TULSA )

Or this _ day of . 1973, before me

personally appeared , tc me known to be the person who

execuled che foregoing instrument as Attorney-in-Fact in behalf of CITIES
SERVICE OIL COMPANY, a Delaware corporation, and acknowledged that he exe-

cuted the same as the free act and deed of said Cities Service 0il Company.

Notary Public

My Commisslon Expires:

-27--
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EXHIRIT B

Loafer Draw Unit Area
T-21-8, R~21 & 22-E

Eddy County, New Mexico

Lease
Tract : Number Serial No., Bagic Royalty
No. Degcription of Land of Acres Exp. Date Quner Z iessee of Record Int. Overriding Royalty Owner and Z A
1., T-21-5, R~22-E 40,00 NM-0372642 USA 12.5Z Robinson Drilling 1002 None Robing
Section 20: NW/4 NE/4 11/11/74 Company of Texas, Compat
Inc. Inc.
2, T-21-S, R-21-E 560.00 MM-0£5282 U3A 12.5Z Cities Service 100Z O. Thorn and P. Ijams - IZ Cities
Section 12: N/2 11/30/73 0il Company M. J. Harvey, Jr. - 1Z Compas
Section 13: SE/&4, N/2
SW/4
3. T1-21-S, R-22-E 40.00 NM-0512118 USA 12.5% Cities Service 100Z 1Illabelle Shanahan - 3% Citie:
Section 20: NE/4 NE/4 2/28/74 Gil Company* Compa:
4. T-21-S, R-21-E 80.00 NM-70 USA 12.5Z Cities Service 100Z Edmund B. MacDonald, et ux -~ 32 Citile:
Section 13: W/2 NE/4 7/31/76 0il Company Compan
s. T 21-3, n-2i-% 44U,U0  NM-886 USA 12.5% Cities Service 100%Z W. R. Goddard, et ux - 32 Citte:
Section 12: SW/4, W/2 11/30/76 0il Company Compa
SE/4, SE/4 SEf4
Section 13: NW/4
6. T-21-S, R-21-E 40,00 NM-887 USA 12,52 Allied Chemical 1002 Jack J. Grvnberg - 2.128% Allie
Section 12: NE/L SE/L 11/36/76 Corporation Melvin Unterman - 3.125Z Corpo:
7. T-21-S, R-22-E 960.00 NM-4979 USA 12.5%Z Cities Service 100Z A. G. Andrikopoulos ~ 2% Citie
Section 8: SW/4 3/31/78 0il Company John G, Andrikopoules, Compa
Section 17: W/2 et ux -~ % of 1
Section 19: NE/4, N/2
SE/4
Section 20: NW/4, S/2
NE/4
*This Assignment was filed for approval with the Bureau
of Land Management in Santa Fe on November i3, 1973.
Exhibit B
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EXSIBIT B
Loafer Draw Unit Area
T-21-S, R-21 & 22-E
Eddy County, New Mexico

Lease
Number Serial No., Basic Royalty )
of Acres Exp. Date Ovner Z Lesgee of Record Imt, Overriding Royalty Owner and Z WI Owner and X
40.00 NM-0372642 UsA 12.5Z Robinson Drilling 1002 None Robinson Drilling 100X
11/11/74 Company of Texas, Company of Texas,
Inc. Inc.
560.00 NM-0452825 UsSA 12.53% Cities Service 100Z O. Thorn and P. Ijams - 12 Cities Service 011 100Z
11/30/73 0il1 Company M. J. Harvey, Jr. - 12 Company
40,00 NM-0512118 USA 12.5Z Citiee Service i00%  Iiiaveiie ouauaian = 3% Cities Service Qi1 1002
2/28/74 0il Company* Cowpany*
80.00 NM-70 USA 12,52 Cities Service 1002 Edwmund B. MacDonald, et ux -~ 32 Cities Service 0il 100Z
7/31/76 0il Company Company
440,00 NM-886 USA 12.5% Cities Service 106Z W. R. Goddard, et ux - 32 cCitles Service 0il 100Z
% 11/30/76 0il Company Company
} 40.00 NM-887 USA 12.5Z Allied Chemicpl 16082 Jack J. Grynberg - 3.1252 Allied Chemical 1007
) 11/30/76 Corporation Melvin Unterman - 3.125% Corporation
i 960.00 NM-4979 USA 12.5% Cities Service 100Z A. G. Andrikopoulos - 2%7 Cities Serwvice 0il 1002
3/31/78 0il Company John G, Andrikopoulos, Company
et ux - ¥ of 12
J
'approval with the Bureau
b on November 13, 1973,
? Exhibit B
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Lease
Tract Number Serial No., Basic Royalty
No. Degscription of Land of Acres Exp. Date Owney A Lessee of Record Int, Overriding Royalty Owner and % W1 Owne
8. T-21-S, R~22-E 320.00 NM-6008 USA 12.52 Citles Service 1002 William L. McCullough, et ux - 1% Cities Serv
Section 9: W/2 5/31/78 011 Company Ray C. Van Tassell - 2% Company
9, T-21-S, R-22-E 520.00 NM-6008-A USA 12.52 Cities Service 1002 William L. McCullough, et ux - 3% Cities Serv
Section 8: N/2 NE/4, 5/31/78 0il Company Ray C. Van Tassell, Sr. - 27 Company
SE/4
Section 17: RB/2 NE/4,
SW/4 NE/4, SE/4
10. T-21-S, R~22-E 40.00 NM-6012 USA 12.5Z Cities Service i00Z Aage Madsen, et ux - 32 Cities Serv
Section 17: NW/4 NE/4 5/31/78 0il Company Company
| 11, T-21-8, R-22-E 40.00 NM-6707 UsA 12.5% Allied Chemical 1002 Marion K. Gray - 6.25Z Allied Chem
Section 8: SE/4 NW/4 6/31/78 Corporation Corporation
12, T-21-S, R-22-E 40.00 NM-9532 USA 12.5Z Cities Service 100Z Jack L. McClellan - 5% Cities Serv
Sectien 19: SE/4 SE/4 5/31/79 031 Companyk Company*
‘ 13. T-21-S, R-22-E 120.00 NM-9532-A USA 12.5% Cities Service 100Z Jack L. McClellan, et ux - 52 Cities Serv'
Sectiou 8: W/2 NW/4, 5/31/19 0il Company Compainy
NE/4 NW/4
)
) i4. 1-2i~8, R-Z1i-E 45.00 W4-10765 Tha 12,57 Atllied Chemical 1007  Celegte C, Grynherg - 6.25Z Allied Chem
Section 13: SW/4 SW/4 11/30/79 Corporation Corpcration
15, T-21S, R-22-E 640,00 NM-10884 UsA 12.57 Martin Yates, III  50%Z cCharles R, Wilcox, 2t ux - 37 Martia ¥
Section 20: S/2 12/31/79 S. P. Yates 50% S. P. Yate
Section 21: W/2
16. T-21-S, R-21-E 80.00  NM-12096 USA 12.5% Alljed Chemical  109Z F. J. Bradshaw, et ux - 5% Allied Ch
i Section 13: NZ/4 NE/4; 7/31/80 Corporation Corporation
> T-21-S, R-22-F
Ay Section 7: NE/4 NE/4
"t
P: *This Assignment was filed for approval with the Bureau
5 of Land Management in Santa Fe on November 16, 1973.
Exhibit B
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lease

Number Serial No., Basic Royalty
Land of Acres _Exp. Date Ownier X Lessee of Record Int. Overriding Royalty Owmer and 2 WI Ovmer and Z
320.00 NM-6008 USA 12.5%Z Cities Service 100Z william L. McCullough, et ux - 12 Citles Service 0il 100%
5/31/78 0il Company Ray C. Van Tassell - 2% Company
520.00 NM-6008-A USA 12.52 Cities Service 100Z William L. McCullough, et ux - 32 Cities Service 0il 100%
/4, 5/31/78 0il Company Ray C. Van Tassell, Sr. - 22 Company
E/4,
i 40.00 NM-6012 USA 12.5Z Cities Service 1007 Aage Madsen, et ux - 32 Cities Service 0il 100Z
NE/4& 5/31/78 0il Company Company
s
f 40.00 WM-6707 USA 12.52 Allied Chemical 100Z Marion K. Gray - 6.252 Allied Chemical 1002
W4 6/31/78 Corporation Corporation
i
46.00 NM-9532 USA 12.5%z Cities Service 1002 Jack L. McClellan - 5% Cities Service 0il 100%
SE/& 5/31/79 0il Company* Company*
‘ 120,00  nNii-9332-A Usa i2.5Z Cities Service 100%Z Jack L. McClellan, et ux - 5Z Cities Service 0il 1002
/4, 5/31/79 0il Company Company
!
| 40,00 NM-10765 USA 12.52 Allied Chemical 100Z Celeste C. Grynmberg - 6.252 Allied Chemical 1002
lek 11/30/79 Corporation Corporation
} 640.00 NM-10884 USA 12.5%Z Martin Yates, IIX 50% Charles R. Wilcox, et ux - 32 Martin Yates, III 502
12/31/79 S. P. Yates 50Z S. P. Yates 50Z
|
80.00 NM-12096 USA 12.5Z Allied Chemical 100Z F. J. Bradshaw, et ux - 5% Allied Chemical 1002
NE/4; 7/31/80 Corperation Corporaton
e/
ed for approval with the Bureau
janta Fe on November 16, 1973.
Exhibit B
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Lease

Tract Number Serial No., Basic Royalty '
No. Description of Land of Acres _Exp. Date Ovmer 4 Lessee of Record Int. Overriding Royalty Owner and % _WI Own
17. T-21-S, R-22-E 520.64 NM-12241-A UsA 12.5% Cities Service 100%Z Ambrose M. Ciano, et ux - 3% Cities Serv

Section 7: Lots 1, 2, 8/31/80 0il Company Company

3, 4, E/2 W/2, W/2 E/2,
SE/4 NE/4, E/2 SE/&4

18. T-21-S, R-22-E 802.88  NM-14459 USA 12.5%4 S. P. Yates 100Z None - S. P. Yates
Secticn 18: Lots 1, 2, 11/30/81
3, 4, E/2 W/2, E/2
Section 19: Lots 1, 2,
3, 4, E/2 W/2

19. T-21-S, R-21-E ) 40,00 NM-17788 USA 12,57 Allied Chemical 100% Ralph Gray - 6.25% Allied Chem
Section 13: SE/4 SW/4 2/28/83 Corporation Corporation

TOTAL FEDERAL LANDS 5,363.52 ( 91.7858%)
20. T-21-S, R-22-E 320.00 L-6421 State 12.5% Midwest 0il 100% None Midwest 01l
Section 16: W/2 7/31/81 Corporation Corporation
21. T-21-S, R-21-E 40.00 L-7G32 State 12.5%2 The Eastland 0il 100% None The Eastlan
: Section 13: SE/4 NE/4 1/31/82 Company Company
22, T~21-S, R-22-E 40.00 LG-1365 State 12.5% Hayes 0il Company 100Z None Hayes Cil C
Section 19: SW/4 SE/4 10/1/35
; ——
TOTAL STATE LANDS 400,00 ( 6.8452%)
i
| 23, T-21-S, R-22-E 80.00 Fee Ralph A, 12.5% Allied Chemical 100Z David J. Sorenson, et ux - 6.25%Z Allied Chemi
Section 8: S/2 NE/& 10/11/79 Vandewart, Corporation Corporation
TII '
TOTAL PATENTED LANDS 80.00 ( 1.3690%)
TOTAL LANDS 5,843.52 (100.0000%)

Exhibit B
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Lease

, Number Serial No., Basic Royalty
Land of Acres Exp. Date Owner Z Lessee of Record Int, Overriding Royalty Owner and % WI Owner and %

520.64 NM-12241-A Usa 12.5% Cities Service 100% Ambrose M. Ciano, et ux - 3% (Cities Service 0il 100%
2, 2, 8/31/80 0il Company Company
/2 E/2,
E/4

802.88 NM-14459 USA 12.5%2 S. P. Yates 100Z None S. P, Yates 100%
1, 2, 11/30/81
12
1, 2,

40.00 NM-17788 USA 12.5% Allied Chemical 100% Ralph Gray - 6.25Z Allied Chemical 1002
SW/& 2/28/83 Corporation Corporation

5,363.52 ( 91.7858%)
| 320.00 L-6421 State 12,58 MEidwest Gil 100%Z None Midwest 011l 100%
7/31/81 Corporation Corporation

40.00 L-7032 State 12.5% The Eastland 0il 100% None The Eastland 0il 100%
NE/4 1/31/82 Company Company
| 40,00 LG-1365 State 12.5% Hayes 0il Company 100Z None Hayes 0il Company 100%
HoP LA 1671783

—_—

) 400.00 ( 6.8452%)

80.00 Fee Ralph A, 12.5% Allied Chemical 1007 David J. Sorenson, et ux - 5,257 Al}

- Allied Chemical lOUZ
A 10/11/79 Vandewart, Corporation Corporation
111
Ds 80.00 ( 1.3690%)

| 5,843.52 (100.0000%)
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CONSENT AND RATIFICATION
LOAFER DRAW UNIT AGREEMENT
EMBRACING LANDS IN EDDY COUNTY, NEW MEXICO

The undersigned (whether one or more) hereby acknowledge receipt of a
copy of the Unit Agreement for the Development and Operation of the Loafer Draw
Unit Area dated October 15, 1973, embracing lands situated in Eddy County, New
Mexico, and acknowledge that they have read the same and are familiar with the

terms and conditions thereof.

The undersigned also being the owners of the working interest, lease-
hold, royalty or other interest in the lands or minerals embraced in said unit
area, as indicated on the echedule attached to said Unit Agreement as Exhibit
"B," do hereby consent to and ratify all of the terms and provisions of the said
Unit Agreement, exactly the same aa if the undersigned had executed the original
of the said Unit Agreement or a counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned as
of the date set forth in their respective acknowledgments.

ATTEST: CITIES SERVICE OII. COMPANY

Addreas: P. 0., Box 300 Lg)xyékbl C /4;«€Jl~

_Tulsa, Oklahoma 74102 Wiley C. Hill Attorney-in-Fact
STATE OF __ QRLAHOMA )

) §S
COUNTY OF __TULSA )

On thie l4th da&_qf November » 1973, before me
personalily appeared Wiley C. Hill » to me known to be the person who exe~
cuted the foregoing instrument as Attorney-in-Fact in behalf qf CITIES SERVICE

0IL. COMPANY , A Delaware corporation, and acknowledged

that he executed the same as the free act and deed of saild CITIES SERVICE OIL
COMPANY .

“'Bvolyn ¥
My Commission Expires: 27
SuL 25 97

STATE OF )
g )} S8
COUNTY OF )

, 1973, personally
appeared , to me personally known, who being by me
duly sworn did say thet he 1s the President of _

, and that the seal aftixed tv the feregoing ingtrument is the
corporate seal of saild corporation, and that said instrument was signed and seaieu

in behalf of said corporation by authority of 1its Board of Directors, and said
acknowledges said instrument to be the free act and

On this the day of

deed of said corporatiocn,
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official

seal the day and year in this certificate above written.

Notary Public

My Commiesion Expires:

Tract No., ., - /
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CONSENT AND RATIFICATION
LOAFER DRAW UNIT AGREEMENT
EMBRACING LANDS IN EDDY COUNTY, NEW MEXICO

The undersigned (whether one or more) hereby acknowledge receipt of a
copy of the Unit Agreement for the Development and Operation of the Lcafer Draw
Unit Area dated October 15, 1973, embracing lands situated in Eddy County, New
Mexico, and acknowledge that they have read the same and are familiar with the
terms and conditions thereof.

The undersigned also being the owners of the working interest, lease-
hold, royalty or other interest in the lands or minerals embraced in said unit
area, as Indicated on the schedule attached to said Unit Agreement as Exhibit
"B," do hereby consent to and ratify all of the terms and provisions of the said
Unit Agreement, exactly the same as if the undersigned had executed the original
of the said Unit Agreement or a counterpart thereof.

IN WITNESS WHERECF, this instrument 1s executed by the undersigned as
of the date set forth in thelr respective acknowledgments,

ATTEST: 4,/”5:f?f52?274€%23:*

S. P. YATf}/

Address: Yates Building_

207 South 4th Street
Artesia, New Mex109488210

STATE OF )
) SS
COUNTY OF )

On this day of s, 1973, before me
personally appeared ' , to me known tc be the person who exe-
cuted the foregoing instrument as Attorney-in-Fact in behalf of

, @ corporation, and acknowledged

that he executed the same as the free act and deed of said

Notary Public

. My Commission Explres:
STATE OF )
’ ) S8
COUNTY OF )
On this the day of __» 1873, rperasonally
appeared , to me personally known, who being by me
duly sworn did say that he is the Fresident of

, and that the seal affixed to the foregoing instrument is the
corporate seal of sald corporation, and that said instrument was signed and sealed
in behalf of said corporation by authority of its Board of Directors, and sald

acknowledges sald instrument to be the free act and

deed of sald corporation.
IN WITNESS WHEREGF, I have hereunto set my hand and affixed my official
geal the day and year in this certificate above written.

Notary Public
Hy Commission Expires:

Tract No.




CONSENT AND RATIFICATION
LOAFER DRAW UNIT AGREEMENT
EMBRACING LANDS IN EDDY COUNTY, NEW MEXICO

The undersigned (whether one or more) hereby acknowledge receipt of a
copy of the Unit Agreement for the Development and Operation of the Loafer Draw
Unit Area dated October 15, 1973, embracing lands situated in Eddy County, New
Mexico, and acknowledge that they have read the same and are familiar with the
terms and conditions thereof.

The undersigned also being the owners of the working interest, lease-
hold, royalty or other interest in the lands or minerals embraced in said unit
area, as indicated on the schedule attached to said Unit Agreement as Exhibit
"B," do hereby consent to and ratify all of the terms and provisions of the said
Unit Agreement, exactly the same as if the underaigned had executed the original
of the sald Unit Agreement or a counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned as
of the date set forth in their respective acknowledgments.

-—

ATTEST: N

MARTIN YATES, 111

YATES BUILDING — 207 SCUTH 4vH SY.

Address: ARTESIA, NEW Mexico — 88210
STATE OF )

) SS
COUNTY OF )

On this day of , 1973, before me
personally appeared , to me known to be the person who exe-
cuted the foregoing instrument as Attorney-in-Fact in behalf of

, a corporation, and acknowledged

that he exacuted the aame ay the free act and deed of sald

Notary Public
My Commission Expires:

STATE OF )
. ) SS
COUNTY OF )
On this the day of 4 1973, peraonally
appeared , to me personally known, who being by me
duly sworn did say that he is the President of

, and that the seal affixed to the foregoing instirument {s the
corporate seal of said corporation, and that said instrument was signed and sealed
in behalf of saild corporation by authority of its Board of Directors, and said

acknowledges saild instrument to be the free act and

deed of said corporation.
IN WITNESS WHFREOF, I have hereunto set my hand and affixed my official

seal the day and year in this certificate above written,

Notary Public
My Commission Expires:

Tract No.,
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CONSENT AND RATIFICATIOXN
LOAFER DRAW UNIT AGREEMENT
EMBRACING LANDS 1IN EDDY COUNTY, NEW MEXICO

The unlersigned (whether one or more) hereby acknowledge receipt of a
copy of the Unit Agreement for the Development and Operation of the Loafer Draw
Unit Area dated October 15, 1973, embracing lands situated Iin Eddy County, New
Mexico, and acknowledge that they have read the same and are familiar with the

terms and conditions thereof.

The undersigned a'so being the owners of the working Intereat, lease-
hold, royalty or other interest in the lands or minerals embraced in said unit
area, as indicated on the schedule attached to sald Unit Agreement as Exhibit

"B," do hereby consent to and ratify all of the terms and provisions of the said
Unit Agreement, exactly the same as if the undersigned had executed the original

of the sald Unit Agreement or a counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned as
of the date set forth in their respective acknowledgments.

ATTEST: MIDWEST QIL CORPORATION

Assistant;Secretary

Address: 1700 Broadway
Denverx, Colorado 80202

STATE OF
) SS

COUNTY OF

On this da} of ,» 1973, before me
, to me known to be the person who exe-

personally appeared
cuted the foregoing instrument as Attorney-in-Fact in behalf of

, @ corporation, and acknowiedged
that he executed the same as the free act and deed of said

Notary Public

My Commission Expires:

STATE OF COLORADD )
CiTY “& ) SS
COUNTY OF DENVER )

On this the 3Q0th  day of QOctober , 1973, personally
appeared 2. W. Collins , to me personally known, who being by me

duly sworn did say that he is the Vice .
Corporation , and that the seal affixed to the foregoing ins
corporate scal of sald corporation, and that sald instrument was signed and aealed

in behalf of said corporation by authority of its Board of Directors, and sald
Vice President acknowledges sald instrument to be the free act and

deed of saild corporation.
I¥ WITNESS WHEREOF, I have hereunto set my hand and affixed my offlclal

senl the day and year in this certificate above wrltten,

- / - .
\"/;“ rrY. /Z /)/,,‘ Py oo
Z g tiotary Public

President of Midwost Oil.

trument 18 the

tty Commission Expires:

e

Tract lo. o
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CONSENT AMD RATIFICATION
LOAYER DRAY UNIT AGUEEMaNY
EMBRACING TANDS N EDDY COUNTY, NEW MEXICO

The undersigned (whether one or wwoce) hecuby ackiowledye recalpt of a
copy of the Unit Ag-eement for the Developnent and Cporatlon of the Loilor Scaw
Unlt Area datod October 15, 1973, embraciag lands gsituated in Eddy Counny, Naw

T

Hexleo, and acknowledge that they have read the same and ave familiar wiza a2
tetms and conditicns theceof.

The undersigned also being the ovwners of the working laterest, leas=-
held, royalty or other Interast in the landy or ninevals embraced in said vt
area, as indicated on the schedule attached to said Unit Agreencsnt as Exhibic
"B," do hereby consent to and ratify all of tha terms and provisions of thz sald
Unit Agreement, exactly the same as 1f the undersigned had executed the orizinal
of the said Unit Agreement or & counterpart thereof,

IN WITNESS WHEREQOF¥, this instrumeat is executed by the undersigned as
of the date set forth in their respective acknowledgments.

ALLIEP CAEMICAL C PORi%%DN )

ATTEST: BY: 4AZA[{( Towitbassec
Attorg£§-in-yact
{(For Bbwer of Attorney see File MM 0558400

wiiich authority is still in effack)
Address: P.O. Box 2120, Houston, Texas 77001

STATE OF TEXAS )
) SS
COUNTY OF HARRIS )
- /_1/0/ LT -
Cn this 47 ¢4 day ol October , 1973, before me

erscnally appeared ROGER W. STONEBURNER to me known to be the person wiw SRe—

P
cuted the foregoing lmstrument 23 Attarney-in-Fact in behalf of ALLIED CHEMICAL
CORPORATION . a New York corporation, and acknowledged

that he cxecuted the same as the freze act and desd of sald Corpuraiion

-

~

. » _
:f::éfii;3'7(of/ztﬁﬁ;ﬁ:f<<\igfygzﬂfjcgzr?L

Notary Public

My Commission Explres:
LINDA LOU HARRISON
' Ngtary Public in ang for Harris County,:fex,as

mmiscian Fxpires June 1, 19,00

i, Commissior
STATE OF )
’ ) SS
COUNTY OF )
On thie the day of N , 1873, personally
appeared e , to me personally known, who belag 5y @2
duly sworn did say that he is tne ___ President of

and that the seal affixed to the feregoing instrument is the

)
strument vas signed and zealed

corporate seal of said corporaticn, and that saild do
{n behalf of said covporation by authoricy of ity Board of Directors, end said
ackaowledzes sald {ustrument to be the free act and

deed of sald corporatisn.
IN WITNESS WHEREOT, I have hereunto set my hand and atfized ny orficial

geal the day and year in thiyg certificatc above written,

Notary Public

iy Cowmission Fxplres:

fract to. (o S/ - v ;
e e Ll -_‘_’——7~»’—'4~———-— - ——




CONSENT AND RATIFICATION
LOAFER DRAW UNIT AGREEMENT
EMBRACING LANDS IN EDDY COUNTY, NEW MEXICO

The undersigned (whether one or more) hereby acknowledge receipt of a
copy of the Unit Agreement for the Development and Operation of the Loafer Draw
Unit Area dated October 15, 1973, embracing lands situated in Eddy County, New
Mexico, and acknowledge that they have read the same and are familiar with the
terms and conditions thereof.

The undersigned also being the owners of the working interest, lease-
hold, royalty or other interest In the lands or mirerals embraced in said unit
area, as indicated on the schedule attached to said Unit Agreement as Exhibit
"B," do hereby consent to and ratify all of the terms and provisions of the said
Unit Agreement, exactly the same as 1f the undersigned had executed the original
of the said Unit Agreement or a counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned as
of the date set forth in their respective acknowledgments.

ATTEST: Robinsor Drilling of Texas, Inc.

,3 25 QZﬁ ; ; i (Working Interest Owner)

Address: P, 0. Box 311
Big Spring, Texas 79720

Vice President

STATE OF )
) 88
COUNTY OF e )

On this da} of s 1973, before me
personally appeared , to me known to be the person who exe-
cuted the foregoing instrument as Attorney-in-Fact in behalf of

, a _ corporation, and acknowledged
that he executed the same as the frec act and deed of sald
Notary Public
My Commission Expires:
STATE CF TEXAS )
’ ) SS
COUNTY OF HOWARD )

On this the 2nd day of November y 1973, personally
appeared C. G, Miller ~, to me personally known, who being by me
duly sworn did say that he is the Vice President of _ Robinson Drilling of _
Texas, Inc. , and that the seal affixed to the foregoing instrument 1is the

corporate seal of said corporation, and that said instrument was signed and sealed
in behalf of saild corporation by authority of its Board of Directors, and said
C. G. Miller acknowledges sald instrument to be the free act and
deed of said corporation. '

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
geal the day and year in this certificate above writtep.

A -
Y A T
Notafy Public

My Commission Expires: RUT1I DO_OI.‘EY’ Notary P:sblie T
My Comr,isiign expires June 1, ?/J

Tract No. /
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CONSENT AND RATIFICATION
LOAFER DRAW UNIT AGREEMENT
EMBRACING LANDS 1IN EDDY COUNTY, NEW MEXICO

The undersigned (whether one or more) hereby acknowledge receipt of a
copy of the Unit Agreement for the Development and Operation of the Loafer Draw
Unit Area dated October 15, 1973, embracing lands situated in Eddy County, New
Mexico, and acknowledge that they have read the same and are familiar with the
terms and conditions thereof.

The undersigned algo being the owners of the working interest, lease-
hold, royalty or other interest in the lands or minerals embraced in said unit
area, as indicated on the schedule attached to said Unit Agreement as Exhibit
"B,'" do hereby consent to and ratify all of the terms and provisions of the said
Unit Agreement, exactly the same as if the undersigned had executed the original
of the said Unit Agreement or a counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the underaigned as
of the date set forth in their respective acknowledgments,

ATTEST:
Address: Mdlaad, T 7991 é{ ( \ BN
) ,.._,‘ TS
STATE OF aa )
i ) 88
COUNTY OF )
On thi ‘g * . 1973, befor
8 ..... ¥ > 3, ore me
personally appeared &8 to be theupapp@gyho exe-
cutWoregoing instrument % .
, a corporatiofmyusl $ncvwledged

thawcuted the same as the free act and deed of said

z%%/

Notary Public
My Commission Expires:

Juse L, 1395
STATE OF D)
‘ ) S8
COUNTY OF )
On this the __day of » 1973, perscnally
appeared , to me personally known, who being by me
duly sworn did say that he is the President of

, and that the seal affixed to the foregoing instrument is the
corporate seal of said corporation, and that sald instrument was signed and gealed
in behalf of sald corporation by authority of its Board of Directors, and said

acknowledges sald instrument to be the free act and

deed of said corporation.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official
gseal the day and year in this certificate above writtern,

Notary Public
My Commission Expires:

Tract No.




BEFORE THE 0OIL CONSERVATION COMMISSION
_ OF THE STATE OF XNEW MEXICO
i

%IN THE MATTER OF THE HEARING
ﬁCALLED BY THE OIL CONSERVATION

'COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF CONSIDERING:

CASE NO. 5095
Order No. R—-4662

APPLICATION OF CITIES SERVICE OIL
COMPANY FOR APPROVAL OF THE LOAFER
DRAW UNIT AGREEMENT, EDDY COUNTY,
NEW MEXICO.

ORDER OF THE COMMISSION

i{BY THE COMMISSION:

This cause came on for hearing at 9 o'clock a.m. on
October 31, 1973, at Santa Fe, New Mexico, before Examiner
Richard L. Stamets.

. NOW, on this 16th day of November, 1973, the Commission,
ia quorum being present, having considered the testimony, the
record, and the recommendations of the Examiner, and being
fully advised in the premises,

FINDS:

{1} That due public notice having been given as required
by law, the Commission has juriadiction of this cause and the
sublect matter thereof.

(2) That the applicant, Cities Service 0il Company, seeks
approval of the Loafer Draw Unit Agreement covering 5843.52
acres, more or less, of State, rederal and Fee lands described
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i EDDY COUNTY, NFW MEXICO
! TOWNSHIP 21 SOUTH, RANGE 21 EAST, HNMPM

Sectlons 12 and 13: All

TOWNSHIP 21 SOUTH, RANGE 22 EAST, NMPM
Sectionsg 7 and 8: All

Saction 9: W/2

Section 16: W/%

Sections 17 through 20: All

Section 21: w/2

(3 That approval of the provosed unit agreement znould
1 J

promote the prevention of waste and the vrotection of correlative

rights within the unit area.
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O1L CONSERVATION COMMISSION

STATE OF NEW MEXICO
P. 0. BOX 2088 - SANTA FE

November 16, 1973

Re

Mr. Tom Kellahin
Kellahin & Fox
Attorneys at Law
Post Office Box 1769
Santa FPe, Naw Mexico

Dear Sir:

CASE NO.

L R. TRUJILLO
CHAIRMAN

LAND COMMISSIONZR
ALEX J. ARMIJO
MEMBER

STATE GEOLOGIST
A. L. PORTER, JR.
SECRETARY - DIRECTOR

£

5094 and 5095

ORDER NO.

Applicant:

R-4662 - R-4661

Cities Service 0Oil Company

Enclesed herewith are two copies of the above-referenced

. .
Commiaainn ordey recantlyvy ant

s bt A e s oo

Very *>uly yours,

‘ .y_z£7;/f“\ s
A L (Fade,

A. L. PORTER. Jr.
Secretary-Director

ALP/ir
Copy of order also sent to:
Hobbs OCC _ X

Artesia OCZT
Aztec OCC

»

Other

. .
ered in the subhiect case
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Unit Division - State Land Office




Docket No. 31-73

DOCKET: EXAMINER HEARING - WEDNESDAY - OCTOBER 31, 1973

9 A.M. - OIL CONSERVATION COMMISSION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING - SANTA FE, NEW MEXICO

The following cases will be heard before Richard L. Stamets, Examiner, or Daniel §.
Nutter, Alternate Examiner:

CASE 5076: (Continued from the October 17, 1973, Examiner Hearing)

Application of David Fasken for an unorthodox gas well location, Eddy
County, New Mexico. Applicant, iu the above-styled cause, seeks
authority to drill a well at an unorthodox location 1980 feet from
the North line and 660 feet from the West line of Section 7, Township
18 South, Range 26 East, West Atoka-Morrow Gas Pool, Eddy County,

p New Mexico, the N/2 of said Section 7 to be dedicated to the well.

CASE 5086: Application of Skelly 0il Company for a unit agreement, Lea County,
New Mexico. Applicant, in the above-styled cause, seeks approval for
the Myers Langlie-Mattix Unit Area comprising 9924 acres, more or less,
of Federal, State, and Fee lands in Townships 23 and 24 South, Ranges
36 and 37 East, Lea County, New Mexico.

CASE 5087: Application of Skelly 0il Company for & waterflood project, Le2a County,
i New Mexico. Applicant, in the zbove-styled cause, seeks authority to
! institute a waterflcod project in its Myers Langlie-Martix Unit Area,
Langlie~Mattix Pool, Lea County, New Mexico, by the injectiorn of
water into the Queen formaticr through 84 injection wells in said
unit area.
|

{'ASE S088: Application of Amini 0il Company for compulsory pocling, Lea County, New
Mexico. Applicant, in the above-styled cause, seeks an order pooling
all mineral interests from the surface of the ground down tc and
including the Pennsylvanian form~tion underlying the S/2 of Section
32, Tounchin 20 South, Range 33 East, South Salt Lake-Morrow Gas Pool,
Lea County, New Mexico, to be dedicated to a well to be driiled at a
standard location in Unit N of said Section 32. Also to be considered
will be the cost of drilling and completing said well and the allocation
of such costs, as well as actual operating costs and charges for super-
vicion. Also to be considered is the designation of applicant as
operator of the well and a charge for risk involved ia drilling said
well.

] CASE 5089: (This case will be dismissed)

Application of Coquina 0il Corporation for an unorthodox oil well loca-
tion, Lea County, New Mexico. Applicant, in the above-styled cause,
seeks authority to drill its proposed Cities Service State Well No. 3,
at an unorthodox location 1325 feet from the South line and 660 feet

High Plains-Pennsylvanian Pool, Lea County, New Mexico.




CASE 5091:

s CASE 5093:

CASE 5094:
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CASE 5095:
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CASE 5090: Application of Atlantic Richfield Company for lease commingling, Lea

County. New Mexico. Applicant, in the above-styled cause, seeks an
exception to Commission Rule 309~A to permit the commingling of
unitized and non-unitized production within applicant's Seven Rivers-
Queen Unit Area, Langlie-Mattix Pool, Lea County, New Mexico.

Application of Superior 01l Company for compulsory pooling, Eddy County,
New Mexico. Applicant, in the above-styled cause, seeks an order pooling
all mineral interests underlying the E/2 of Section 2, Township 18
South, Range Z3 tasi, West Atoka-Morrow Gas Pool, Eddy County, New
Mexico, to be dedicated to a well presently being drilled at a poini
2080 feet from the South line and 660 feet from the East line of said
Section 2. Also to be considered will be the cost ot drilling and
completing said well and the allocation of such costs, as well as actual
operating costs and charges for supervision. Also to be considered is
the designation of applicant as operator of the well and a charge for
risk involved in drilling said well.

Application of Gulf 0il Corporation for compulsory pooling, Lea County,
New Mexico. Applicant, in the above-styled cause, seeks an order
pooling all mineral interests from the base of the Wolfcamp formation

to the base of the Morrow formation underlying the E/2 of Section 9,
Township 16 South, Range 35 East, Townsend-Morrow Gas Pool, Lea County,
New Mexico, to be dedicated to its Hulda Townsend Well Nc. 2 located in
Unit I of said Section 9. Also to be considered will be the present
value of said well and the cost of deepening and completing same and

the allocation of such values and costs, as well as actual operating
costs and charges for supervision. Also to be considered is the designa-
tion of applicant as overator of the well and a charge for risk invelved
in deepening said well.

Application of Morris R. Antweil for compulsory pooling, Eddy Couaty,
New Mexico. Applicant, in the above-styled cause, seeks an order
pooling all mineral interests uuderlying the N/2 of Section 17, Town-
ship 22 South, Range 27 East, South Carlsbad Field, Eddy County, New
Mexico, to be Jedicated itv a well to be drilled at a standard location
in Unit B of said Section 17. Also to be considered will be the cost

of drilling and completing said well and the allocation of such costs,
as well as actual operating costs and cnarges fov supervisicn. Also

to be considered is the designation of applicant as operator of the well
and a charge for risk involved in drilling said well.

Application of Cities Service 0il Company for a unit agreement, Eddy
County, New Mexico. Applicant, in the above-styled cause, seeks approval
of the Azotea Mesa Unit Area comprising 5686 acres, more or less, of
Federal and State lands in Township 23 South, Range 24 East, Eddy County,
New Mexico.

Application of Cities Service 0il Company for a unit agreement, Eddy
County, New Mexico. Applicant, in the above-styled cause, seeks
approval of the Loafer Draw Unit Area comprising 5844 acres, more or
taca. of Federal, Fee, and State lands in Township 21 South, Ranges 21
and 22 East, Eddy County, New riexicu.
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CASE 5096: Application of H. L. Brown, Jr. for a non-standard gas proration unit

CASE 5097:

CASE 5073:

and mnorthedex gas well location, GBddy County, New FMexico. Applicant,
in the above-styled cause, seeks approval for a 320-acre non-standard
gas proration unit comprising the SE/4 of Section 15 and the E/2 NE/4,
SW/4 NE/4, and NE/4 SE/4 of Section 22, all in Township 17 South,
Range 29 East, Grayburg-Morrow Gas Pool, Eddy County, New Mexico, to
be dedicated to a well to be drilled at an unorthodox gas well loca-
tion 330 feet from the South and East lines of said Section 15.

Application of Dorchester Exploration Company for pool creation and
special poel rules, Lddy County, New Mexico. Applicant, in the above-
styled cause, seeks the creation of a new gas pool for Wolfcamp produc-
tion for its well located in Unit F of Section 35, Township 19 South,
Range 28 East, and the promulgation of special 1 iies therefor including
a provision for 320-acre spzcing and standard 32U-acre well locations.

{Continued and Readvertised)

Application of Belco Petroleum Corporation for a non-standard gas
proration unit and unorthodox gas well location, Lea County, New Mexico.
Applicant, in the above-styled cause, seeks approval for a 320-acre
non-staundard gas proration unit comprising the E/2 SW/4 and SE/4 of
Section 30 and the N/2 NE/4 of Sszction 31, all in Township 20 South,
Range 33 Fast, South Salt Lake Field, Lea County, New Mexico, to be
dedicated to a well to be drilled at an unorthodox location 660 feet
from the South line and 1300 feet from the East line of said Section 30.




CERTIFICATION - DETERMINATION

Pursuant to the authority vested in the Secretary of Interior, under the act
approved February 25, 1920, 41 Stat. 437, as amended, 30 U. S. C. seccs. 181,
et seq., and delegated to the 0il and Gas Supervisors of the Geological Sur;
vey (33 F.R. 5812), 1 do hereby:
A. Approve the attached agreement for the development and
operation of the Loafer Draw Unit Area, State of New
Mexico.
B, Certify and determine that the unit plan of development
and operation contemplated in the attached agreement is
necessary and advisable in the public interest for the
purpose of more properly conserving the natural resources.
C. Certify an? determine that the drilling, producing, rental,
minimum royalty, and royalty requirements of all Federal
lease committed to sald agreement are hereby established,

altered, changed, or revoked to conform with the terms

and conditions of this agreement.

Dated:

Area 011 and Gas Super.isor
U. 5. Geological Survey

Contract No.
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UNTT AGREEMENT
FCR THE DEVELOPHMENT AND OPERATION
OF 'THY
LOAFER DRAW UNIT AREA
COUNTY OF EDDY
STATE OF NEW MEXICO

NO.

THIS AGREEMENT, entered into as of the 15th day of October, 1973, by
and between the parties subscribing, ratifying, or conseating hercto, and
herein referred to as the "parties hereto,"

WITNESSETH:

WHEREAS the parties hereto are the owners of working, royalty, or other
oll and gas intereets 1in the unit area subject to this agreement; ard

WHEREAS the Mineral Leasing Act of Februvary 25, 1920, 41 Stat. 437, as
amended, 30 U. S. C. Secs. 181 et seq., authorizes Federal lessees and their
representatives to unite with each other, or jointly or separately with oth-
ers, in collectively adopting and operating a cooperative or unit plan of
development or operation of any oil or gas pool, field, or like area, or any
part thereof for the purpose of more properly conserving the natural re-
sources thereof whenever determined and certified by tihe Secretary of the
Interior to be necessary or advisable in the public interest; and

WHEREAS, the Commissioner of Public lLands of the State of New lexico is
authorized by an Act of the Legislaturce (Sec. 7-11-39 N.M. Statutes 1953 An-
notated) to consent to or approve this agreement on behalf of the State of
New !Mexico, Insofar as it covers and includes lands and mineral interests
of the State of New Mexlco; and

WHEREAS, the 011 Consgervatlon Commission of the State of New Mexico is
authorized by an Act of the Legislature (Article 3, Chapter 65, Vol. 9, Part
2, 1953 Statutes) to approve this agreement and the conservation provisions
hereof; and

WHEREAS the partles hercto hold sulliclent Interests in the Lhoater braw

Unit Area coverlng the land herclnalter deseribed o opive rennanaliby of fo
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tive control of operations thkerein; and

WHEREAS 1t is the purpose of the parties hereto to conserve natural re-
sources, prevent waste, and secure other benefits obtainable through devel-
opment and operation of the area subject to this agreement under the terms,
conditions, and limitations herein set forth;

NOW, THEREFORE, in consideration of the premices and the promises here-
in contained, the parties hereto commit to this agreement their respective

interests in the below-defined unit area, and agree severally among them-

‘selves as follows:

1. ENABLING ACT AND REGULATIONS, The Mineral Leasing Act of
February 25, 1920, as amended, supra, and all valid pertinent regulations,
including operating and unit plan regulations heretofore issued thercunder or
valid, pertinent, and reasonable regulations hercafter issued thereunder are
accepted and made a part of this agreement as to Federal lands, provided such
regulations are not inconsistent with the terms of this agreement; and as to
non-Federal lands, the oil and gas operating regulations in effect &s of the
effective date hereof governing drilling and producing operations. not incon-
sistent with the terms hereof or the laws of the State in which the non-
Federal land is located, are hereby accepted and made a part of this agree-
ment.

7. INTT ARFA. The area gspnecified on the map attacled hereto marked
Exhibit A is hereby designated and recognized as constituting the unit area,
containing 5,843.52 acres, more or less.

Exhibit A shows, in addition to the boundary of the unit area, the
bonndaries and identity of tracts and leases in aafd area to the extent knoun
to the Unit Operator. LExhibit B attached hereto is a schedule showing to the
extent known to the Unit Operator the acreage, percentage, and kind of own-
ership of oil and gas i{nterests in all land in the unit area. However,
nothing herein or in sald schedule or map shall be construed as a representa-

tion Ly any party hereto as to the ownership of any {ntercst other than such

{nterest or Interests as are shown in sald map or schedule as owned by such

parcy. Exhibits A and B shall be revisced by the Unic Operalor whencver

changes in the unit area render such revislon necessary, or when requesled

by the CL{1 and Gas Supervisor, hereinafter referred to as "Supervisor,” or
-9

10

1t

12

14

15

16

7

18

28

29

30




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

when requested by the Commissicner of Public Lands of the State of New Mexico,
herelnafter referred to as "Commissioner," and not less than five copies of
the revised exhibits shall be filed with the Supervisor, and two copies
thereof shall be filed with the Commissioner, and one copy with the New
Mexico 011 Conservation Commission, hereinafter referred to as "Commission."

The above-described unit area shall when practicable be expanded to
include therein any additional lands or shall be contracted to exclude lands
whenever such expansion or contraction is deemed to be necessary or advisable
to conform with the purposes of this agreement. Such expansion or contrac-—
tion shall be effected in the following manner:

(a) Unit Operator, on its own motion or on demand of the Director
of the Geological Survey, hereinafter referred to as "Director," or on de-
mand of the Commissioner, after preliminary concurrence by the birector and
the Commissioner, shall prepare a noticc of proposed expansion or contraction
describing the contemplated changes in the boundaries of the unit area, the
reasons therefor, and the proposed effective date thercof, preferablv the
first day of a month subsequent to the date of notice.

(b) Said notice shall be delivered to the Supervisor, the Commis-
sioner and the Commission and copies thereof malled tc the last known address
of each working interest owncr, lessee, and lessor whose interests are af-
fected, advising that 30 days will be allowed for submission to the Unit Op-
erator of any objections.

{(c) VUpon expiration of the 30-day period provided in the preceding
item (b) hereof, Unit Operator shall file with the Supervisor, the Commis-
gioner and the Commission evidence of mailing of the notice of expansion or
contraction and a copy of any objections thercto which have been filed with
the Unit Operator, together with an application in sufficient number,or

approval of such expansion or contractlon and wlith appropriate joinders,

{(d) After duec conglderation of ali pertinenl information, the ox-
pansion or contraction shall, upon approval by the Supervisor, the Commis-
sioner and the Commisslion, become ellcctive as of the date prescribed in Lhe

notice thereof.
(e) All legal subdivisions of lands (i.c., 40 acres by Government

survey or [ts nearest lot or tracl equlvalent; in instances of irregolnar
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surveys, unusually large lots cr tracts shall be considered in multiples of
40 acres or the nearest aliquot equivalent thereef), no parts of which are
entitled to be in a participating area on or before che fifth anniversary of
the effective date of the first initlal participating area established under
this unit agreement, shall be eliminated automatically from this agreement,
effective as of said fifth anniversary, and éuch lands shall no longer be a
part of the unit area and shall no longer be subject to this agreement, un-
less diligent drilling operations are in progress on unitized lands not en-
titled tc participation on sald fifth anniversary, in which event all such
lands shall remain subject hereto so long as such drilling operations are
continued diligently, with not more than 90 days' time clapsing between the
completion of one well and the commencement of the next well. All legal
gubdivisions of lands not entitled to be in a participating area within 10
years after the effective date of the first initial participating area ap-
proved under this agreement shall be automatically eliminated from this
agreement as of saild tenth anniversary. All lands proved productive by
diligent drilling operations after the aforesaid 5-year period shall become
participating in the same manner as during said 5-year period. However,
when such diligent drilling operations ceasc, all nonparticipating lands
shal! be automatically eiiminated cffective as of the 91st day thereafter.
The Unit Operator shall, within 90 days after thec effective date of any elim-
ination hereunder, describe the area so eliminated to the satistaction oi
the Supervisor and the Commissioner, and promptly notify all parties in in-
terest.

1f conditions warrant extension of the lO-year period specified in
this subsection 2(e), a single extension oi wwi to excaed 2 years may be
accomplished by consent of the owners of 90% of the working interests in

the current nonparticipating unitlzed lands and the owners of A0Z of the

basic royalty interegts {(exclusive ol the baslte rovally [nterests ol the
United States) in nonpartilcipating unftized fands with approvil ol the
Director and Commissioner, provlded such extension appllcation is submitted

to the Director and Commissioner not later than 60 days prior to the expira-
tion of said 10-year period.

Any ~xpansion of the unit area pursuant to thls section which cn-
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braces lands theretofore elimlnateJ piarsuant to this subsection 2(e) shall
not be considered automatic commitment or recommitment of such lands.

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

4, UNIT OPERATOR. Cities Service 01l Company is hereby designated as
Unit Operator and by signature hereto 2s Unit Operator agrees and consents
to accept the duties and obligations of Unit Operator for the discovery,
development and production of unitized substances as herein provided. When-
ever reference 1s made herein to the Unit Operator, such reference means the
Unit Operator acting in that capacity and not as an owner of interest in
unitized substances, and the term '"working interest owner' when used herein
shall include or refer to Unit Operator as the owner of a working interest
when such an interest is owned by 1it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have
the right to resign at any time prior to the establishment of a participating
area or areas hereunder, but such resignation shali not become effective so
as to release Unit Operator from the duties and obligations of Unit Operator
and terminate Unit Operator's rights as such for a period of 6 months after
notice of Intention to resign has been served by Unlt Operator on all work-
ing interest owners and the Supervisor, the Commissioner and the Commission,
and until all wells then drilled hercunder are placed in a satisfactory con-
dition for suspension or asbandonment, whichever is required by the Supervisor
as to Federal lands aud Ly the Commicsion as to Srate and privately owned
lands, unless a new Unit Operator shall have been selected and approved and
shall have taken over and assumed the duties and obligations of Unit Operator
prior to the expiration of said period.

Unit Operator shall have the right to resign In like manner and
subject to like limitations as above provided at any time a participating
area established hereunder [s in existence, but, In all instances of resigna-

tion or removal, until a successer Unit Operator [s sclected and approved oy

hereinafter provided, the working interest owncers shall be jointly responditle
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for performance of the <uties of Unit Operator, and shall, not later than 30
days before such resignation or removal becomes cffective, appoint a common
agent to represent them Iin any action to be taken hercunder.,

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

The Unit Operator may, upon default or failure In the performance
of its duties or obligatlons hereunder, be subject to removal by the same
percentage vote of the owners of working interests as herein provided for the
gselection of a new Unit Operator. Such removal shall be effective upon no-
tice thereof to tlie Supervisor and the Commissioner.

The resignation eor removal of Unit Operator under this agreement
shall not terminate its right, title or interest as the owner of a2 working
interest or other interest in unitlzed substances, but upon the resignation
or removal of Unit 9perator becoming effective, such Unit Operator shall de-
liver possession of all wells, equipment, materials and appurtenanc~s used
in conducting the unit operations to the now duly gqualifiad successor Unit
Operator or to the common agent, if no such new Unit Operator is elected, to
be used for the purpose of conducting unit operations hereunder. Nothing
herein shall be construed as aﬁthorizing reﬁoval of any materiai, equipmenc
and appurtenances needed for the preservation of any wells.

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender
his or its resignation of Unit Operator or shall be removed as hereinabove
crovided, or a change of Unit Operator is negotiated by working interest
owrers, the owners of the working intercsts in the parvticipating area or
areas according to thelr respective acreage Intervests In such participating
area or areas, or, until a participating arca shall have been established,
the owners of the working interests uaccording to their respective acreage in-
terests in all unltlzed land, shall by majority vote seiecct a successor Lnit
Operataor: Provided; That, il o majority but less than 75 percent ol the
working inierests gqualified to vote are owned by one parly to this agreement,
a concurring vote of one or more additional working interest owners shall be
required to select a new operator. Such selection shall not become ¢f feetive

until:
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(a) a Unit Operator so sclected shall accept in writing the duties

and responsibilities of init Operator, and

(b) the selection shall have been approved by the Supervisor and

Commissioner.

If no successor Unit Operator is selected and qualified as herein
provided, the Director and Commissioner at their election may declare this
unit agreement terminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If the unit
Operator 1s not the sole owner of working interest, costs and expenses in-
curred by Unit Operator in conducting unit operations hereunder shall be paid
and apportioned arong and borne by the owners of working interests, all in
accordance with the agreement or agreements entered into by and between the
Unit Operator and the owners of working interests, whether one or more, sepa-
rately or collectively. Any agreement or agreements cntered into between the
working interest owners and the Unit Operntdr as provided in this section,

whether one or more, are herein referred to as the '

Such unit operating agreement shall also provide the manner in which the work-

ing interest owners shall be entitled to receive their respective proportion-~
atc and allocated share of the benefits accrulng hereto in conformity with
their underlying operating agreements, lcases or cther independent contracts,

and such other rights and obligations as between Unit Operator and the work-

ing interest owners; however, no such unit operating agreement shall be deemed

either to modify any of the terms and conditions of this unii agrcement or to
relieve the unit Opcrator of any right or obligation established under this
unit agreement, and in case of any Inconsistency or conilict betweeon this
unit agreement and the unit operating agrcement, this unlt agreement shall
govern., Three true coples of any unit operating agreement cxecuted pursuant
to this section should be filed with the Superviser an:d two true copies with
the Commissioner and onc true copy with the Commission, prior to approval of
this unit agreemcnt.

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise spe-
cifically provided herein, the exclusive right, privilege, and duty of excer-
cising any and all rights of the parties hereto which are necessary or con-

venlent for prospecting for, producing, storing, allocating, and distributing

‘unit operating agreement.'
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the unitized substances are hercby delegated to and shall be excrcised by the

Unit Operator as herein provided. Acceptable evidence of title to said rights

shall be deposited with said Unit Operator and, together with this agreement,

shall constitute and define the rights, privileges, and obligations of Unit

Operator. Nothin herein, however, shall be construed to transfer title to

any land or to any lease or operating agreement, it being understood that un-

der this agreement the Unit Operator, in its capacity as Unit Operator, shall

exerclse the rights of possession and use vested in the parties hereto only
for the purposes herein specified.
9. DRILLING TO DISCOVERY. Within 6 months after the effective date

hereof, the Unit Operator shall begin to drill ar adequate test well at a

location approved by the Supervisor, if on Federal land, or by the Commission-

er 1f on State land, or by the Commission Lf on fee land, unless on such ef-

fective date a well is being drilled conformably with the terms hereof, and

thereafter continue such drilling di{ligently until the Morrow formation has

been tested or until at a lesser depth unitized substances shall be discovered

which can be produced in paying quantities (to-wit: quantities sufficient to

repay the costs of drilling, completing, and producing operations, with a
reasonable profit) or the Unit Operator shall at any time establish to the
satisfaction of the Supervisor if located cn Federal lands; or the Commis-
sioner if located on State lands, or the Commission if located on fee lands,
that further drilling of said well would be unwarranted or impracticable,
provided, however, that Unit Operator shall not in any event be required to

drill said well to a depth in excess of 9,200 feet. lntil the discovery of

a deposit of unitized substances capable of being produced in paying quanti-

ties, the Unit Operator shall contlnue drilling one well at a time, allowing

not mare than 6 months between ine completion of one well and the beginning
of the next well, until a well capable of producing unitized substances in
paying quantities is completed to the satisfaction of said Supervisor if on

Federal land, or the Commissioner Lf on State land, or the Commisslon If on

fee land, or until {t is reasonably proved that th> unitized land is [ncapa-

ble of producing unitized substances In paylng quantities in the formations
drilled hereunder. Nothing in this section shall be decwmed to bimit the

right of the Unit Operator to reslgn as provided In Seclion ) hereolb, or ay
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requiring Unit Operator to commence or countinue any drilling during the
period pending such resignation tecoming effective in order to comply with
the requirements of this section. ’'The Supervisor and Commissioner may modify
the drilling requirements of this section by granting reasonable extensions
of time when, in their opinion, such action is warranted. Upon failure to
commence any Qell provided for in this section within the time allowed, in-
cluding any extension of time granted by the Supervisor and the Commissioner,
this agreement will automatically terminate; upon failure to continue drill-
ing diligently any well commenced hereunder, the Supervisor and Commissioner
may, after 15 days' notice to the Unit Operator, declare this unit agreement
terminated.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within 6 months after
completion of a well capable of preducing unitized substances in paying quan-
tities, the Unit Operator shall submit for the approval of the Supervisor and
the Commissioner an acceptable plan of develépment aml operation for the unit-
ized land which, when approved by the Supervisor and the Commissioner, shall
constitute the further drilling and operating obligations of the Unit Operator
under this agreement for the period specified therein. Thereafter, from time
to time before the expiration of any existing plan, the Unit Operator shall
submit for the approval of the Supervisor and the Commissioner a plan for an
additional specified period for the development and cperation of the unitized
land,

Any plan submitted pursuant to this section shall provide for the
exploration of the unitized area and for the diligent dril}ing necessary for
determination of the area or areas thercof capable of producing unitized sub-
stanceg in naving quantitles in cach and every productive formation and shall
be as complete and adequate as the Supervisor, the Commissioner and Commission
may determine to be necessary for timely development and proper conservation
of the oll and gas resources of the unitlzed arca and shall:

(a) specify the number and locations ol any wells Lo boe drilled

and the proposed order and time for such drilling; and

(b) to the extent practicable, specify the operating practices

regarded as necessary and advisable for proper conservation of

natural resources.
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Separate plans may be submitted for separate productive zones, subject to
the approval of the Supervisor, the Commissioner and the Commission.

Plans shall be modified or supplemented when necessary to meet
changed conditions or to protect the interests of all parties to this agree-
ment. Reasonable diligence shall be exercised in complying with the obliga-
tions of the approved plan of development. The Supervisor and Commissionér
are authorized to grant a reasonablc extension of the 6-month period herein
prescribed for submission of an initial plan of development where such action
is justified because of unusual conditions or circumstances. After comple-
tlon hereunder of a well capable of producing any unitized substances in pay-
ing quantities, no further wells, except such as may be necessary to afford
protection agaiust operations not under thils agreement and such as may be
gpecifically approved by the Supervisor and the Commissioner, shall be drilled
except 1n accordance with a plan of development approved as hereln provided.

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable
of producing ‘mitized substances in paying quantities or as soon thereafter
a8 required by the Supervisor and Commissioner, the Unit Operator shall sub-
mit for approval by the Supervisor and Commissioner a schedule, based on
subdivisions of the public land survey or aliquot parts thereof, of all land
then regarded as reasonably proved to be productive in paving quantities; all
lands in said schedule on approval of the Superviscr and Commissioner to con-
stitute a participating area, effective as of the date of completion of such
well or the effective date of this unit agreement, whichever is later. The
acreages of both Fedcral and non-Federal lands shall be based upon appropri-
ate computations from the courses and distances shown on the last approved
public land survey as of the effective date of each initial participating

area., Said schedule shall also set forth the percentage of unitized sub-

stances to be allocated as hercin provided to cach tract in the participating
area so established, and shall govern the allocatlon ol prodection commene-
ing with the effective date of the particlpating arca. A separate particl-
pating area shall be established for ecach separate pool or deposit of unft-

ized substances or for any group thereof which Is produced as a single poal
or zone, and any two or more participating areas so established may be com-

bined into one, on approval of the Supervisor and Commissioner. Wien pro-
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ductlon from two or more participating areas, so established, is subsequently
found to be from a common pool or deposit, said participating areas shall be
combined into one effective as of such appropriate date as may be approved

or prescribed by the Supervisor and Commissioner. The participating area

or areas s8¢ established shall be revised from time to time, subject to like
approval, to include additional land then régarded as reasonably proved tou

be productive in paying quantities or necesszary for unit operations, or to
exclude land then regarded as reasonably proved not to be productive in pay-
ing quantities and the schedule of allocation percentages shall be revised
accordingly. The effective date of any revision shall be the first day of
the month in which 18 obtained the knowledge or information on which such
revision 1is predicated, provided, however, that a more appropriate effective
date may be used 1f justified by the Unit Operator and approved by the Super-
visor and Commigsioner. No land shall be excluded from a participating area
on account of depletion of the unitized substances, except that any partici-
pating area established under the provisions of this unit agreement shail
terminate automatically whenever all completions in the formation on which
the participating area is based are abandoned.

It is the intent of this section that a participating area shall
represent the area known or reasonably estimated to be productive in pajing
quantities, but, regardless of any revisloan of the partlcipating area, noth~
ing herein rontained shall be construed as requiring any retroactive adjust-
ment for production obtained prior to the effective date of the revision of
the participating area.

In the absence of agreement at any time between the Unit Operator
and the Supervisor and Commissioner as to the proper definition or redefini-
tion of a participating area, or untli] a particlpating area has, or areas
have, been established as provided hiercin, rhe portion of all payments af-
fected thereby shall be {mpounded in a manner mutnally acceptable to the own-
ers of working interests and the Supervisor and Commlssloncr. Royallics due
the United States and the State of New Mexico, which shall be determined by
the Supervisor for Federal land and the Commissioner for State land and the
amount thereof shall be deposited, as directed by the Supervisor and Commis-

gioner respectively, to be held as unearncd money until a participating area
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1 i is finally approved and then applied as earned or returned in accordance with 1
2 a determination of the sum due as Federal and State royalty on the basis of .2
3 such approved participating area. j 3
i
4 Whenever it is determined, subject to the approval of the Supervisor : 4
5 as to wells drilled on Federal land and of the Commissioner as to wells Y5
6 drilled on State land, that a well drilled under this agreement is not Capable; 6
7 of production in paying quantities and inclusion of the land on which it is { 7
8 situated in a participating area is unwarranted, production from such well i 8
9 shall, for the purposes of settlement of all parties other than working in- ; 9
- 10 terest owners, be allocated to the land on which the well is located unless : 10
! ' 11 such land 1s already within the participating area established for the pool é 1t
f 12 or deposit from which such production is obtained. Settlement for working ; 12
13 interest benefits from such a well shall be made as provided in the unit ? 13
ro . 14 operating agreement. A i 14
15 12. ALLOCATION OF PRODUCTION. All unitized substances produced from ! 15
16 each participating area established under this agreement, except any part | 10
1? thereof used in conformity with good operating practices within the unitized | 17
18 area for drilling, operating, camp and other production or development pur- 18
g 19 poses, for repressuring or recycling in accordance with a plan of develop- 19
? ) 20 ment approved by the Supervisor and Commissioner, or unavoidably lost, shall % 20
| 21 be deemed to be produced equally on an acreage basis from the several tracts ; 21
22 : of unitized land of the participating area established for such production g 22
23 and, for the purpose of determining any benefits accruing under this agree- ; 23
24 ment, each such tract of unitized land shall have allocated to it such per- E 24
25 centage of sald production as the number of acres of such tract included in é 25
26 sald participating area bears to the total acres of unitized land in said . 26
27 participating area, except that ailocation of preduction hereunder for pur- ; 27
i
28 poses other than for settlement of the royalty, overriding royalty, or pay- ; 28
29 ment out of production obligations of Lhe respective working interest owners, i 29
{
30 shall be on the basis presciived in the wnit onerating agreement whether in S
31 conformity with the basis of allocation hereln set forth or otherwise, 1t is | 3)
32 ! hereby agreed that production of unitized substances from a participaiiog area. 32
13 g shall be allecated as provided hereln regardless of whether any wells are Y
34 ? drilled on any particular part or tract of sald participatiag arca. 1 any 34
i
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gas produced from one participating area is used for repressuring or recycling

purposes in another participating area, the first gas withdrawn {rom such
last mentloned participating area for sale during the life of tanis agrecment
shall be considered to be the gas so transferred until an amount equal to that
transferred shall be 50 produced for sale and such gas shall be allocated to
the participating area from which initially produced as such area was last
defined at the time of such final production.

13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS.
Any party hereto owning or controlling it working interest in any unitized
land having thereon a regular well location may with the approval of the
Supervisor as to Federal land, the Commissioner as to State land and the Com-
mission ae to privately owned land, at such party's sole risk, cost and ex-
pense, drill a well to test any formation for which a participating area has
not been established or to test any formation for which a participating arca
has been established 1f such leocation is not within said participating area,
unless within S0 days of receipt of notice from said party of his irtention
to drill the well the Unit Operator elects and commences to drill such a well
in like manner as other wells are drilled by the Unit Operator under this
agreement.

If any well drilled as aforesald by a working interest owner results

in producticn such that the land upon which it is situated may properly be

included in a participating area, such participating arca shall be established

or enlarged as provided in this agrecement aud thic well shall thercafter be
operated by the Unit Operator in accordance with the terms of this agreement
and the unit operating agreement.

If any well drilled as aforesaid by a working interest owner obtains
production in guantities insufficient to justify the inclusion of the land
upon which such well is situated in a participating arca, such well may be
operated and produced by the party drilling the same subject to the conser-
warlon veguirements of this agreement. the royalties in amount or value of
production [rom any such well shall be pald as specificd in the wdiorfying
lease and agrceements affected.

14, ROYALTY SUETTLEMUENT. The Unfted States and apy SGlate and any royalty

owner who is entitled to take in kind a4 sharce ol the substances now anit ized
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,;hereunder shall hereafter be entitled to the right to take in kind its share
!

of the unitized substances, and the Unit Operator, or the working interest
owner in case of the operation of a well by a working interest owner as herce-

in provided for in speclal cases, shall make deliverles of such royalty share

taken in kind in conformity with the applicablec contracts, laws and regula-

tions. Settlement for royalty interest not taken in kind shall be made by
working interest owners responsible therefor under existing contracts, laws
and regulations, or by the Unit Operator, on or before the last day of cach
month for unitized substances produced during the preceding calendar month;
provided, however, that nothing herein contained shall operate to relieve the
! legsees of any land from their respective lease obligations for the payment
of any royalties due under their leases.

If gas obtained from lands not subject to this agreement is intro-
duced into any participating area hercunder, for use in repressuring, stimu-
lation of production, or increasing ultimate reccovery, in conformity with a
plan of operations approved by the Supervisor, the Commissioner, and Commis-

sion, a like amount of gas, after settlement as herein provided for any gas

rr

ransferred from any other participating area and with appropriate deduction
for loss from any cause, may be withdrawn from the formation in which the
gas 1s introduced, royalty free as to dry gas, but not as to any products
which may be exiracted therefrom; provided that such withdrawal shali be at
such time as may be provided in the approved plan of operations or as may
otherwise be consented to by the Supervisor, the Commissioner and Commission
as conforming Lu goed perroleum engineering practice; and provided further,
that such right of withdrawal shali terminate on the termination of this unit
; agreement.

Royalty due the United States shall be computed as provided in the
operating regulations and pald in value or delfverced in kind as to all unitc-

jzed substances on the basis of the amounts theiveel atlocated Lo unitized

Federal land as provided herein at the rate specified in the respective
Federal leases, or at such lowcr rate or rates as may be authorized by taw

or regulation: provided, that for leases oa which the royalty rate depends on

the average production per well, said average production shall be determined

In accordance wlth the operating repulations as though cach participating
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area were a single consolldated lease,
Royalty due on account of State lands shall be computed and paid
on the basis of all unitized substances allocated to such lands.

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases com-
mitted hereto shall be pald by working intercst owners responsible therefor
under existing contracts, laws and regulations, provided that nothing herein
contained shall operate to relieve the lessees of any land from their re-
spective lease obligations for the payment of any rental or minimum royalty
due under their leases. Rental or mimimum royalty for lands of the United
States subject to this agreement shall be paid at the rate specified in the
regspective leases from the United States unless such rental or mimimum royalcy
is waived, suspended or reduced by law or by appreoval of the Secretary or nis
duly authorized representative.

Rentals on State of New Mexico lands subject to this agreement shall
be paid at the rates specified in the respective leases.
With respect o any lease on non-Federal land containing provisions

which would terminate such lease unless drilling operations arc commenced

uponr the land covered thercbhby within the time therecin specified or rontals are

paild for the privilege of deferring such drilling operations, the rentals re-
quired thereby shall, noiwithstanding any other provisions of this agreement,
be deemed to accrue and become payable during the term thereof as extended by
this agreement and until the required drilling operations zrc commenced upon

the land covered thereby or until some portion of such land is included with-

4
411

16. CONSERVATION. Operations hercunder and production of unitized sub-
stances shall be conducted to provide for the most economical and efficient
recovery of sald substances wlthout waste, as defired by or pursuant Lo State
or Federal laws or regulations,

17. DRAINAGE. The Unit Operator shall take such measures as the Super-
visor and Commissloner deem appropriate and adequate to prevent drainage ol
unitized gubstances from unitized land by wells on band not sabject to this
agrecment,

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED., ‘the terms, conditions,

and provisions of all leases, subleases and other contracts rclating to ex-
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ploration, drilling, development or operatiouns for oil or gas on lands com-
mitted to this agreement are hercby cxpressly modified and amended to the ox-
tent necessary to make the same conform to the provisions hercof, but other-
wige to remain In full force and effect; and the parties hereto hereby con-
gent that the Secretary as to Federal leases and the Commissioner as to State
leases shall and each by his approval hereof, or by the approval hercof by
their duly authorized representatives, do hereby establish, alter, change or
revoke the drilling, producing, rental, minimum royalty and royalty require-
ments of Federal and State leases committed hereto and the regulations in re-
spect thereto to conform said requirements to the provisions of this agree-
ment, and, without limiting the generality of the foregoing, all leases, sub-~
leases, and contracts are partlcularly modifled in accordance with the fol-
lowing:

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

ment under the terms hereof shall be deemed full performance of all

obligations for development and operation with respect to each and

every separately owned tract subject to this agreement, regardless

of whether there is any deveiovpwent of any particular tract of the

unit area.

(b) Drilling and producing operations performed hereunder upon

any tract of unitized land will bLe accepted and deemed to be per-

formed upon and for the benefit of each and every tract of unitized

land, and no lease shall be deemed to expire by reasen of failure

to drill or produce wells situated on the land therein ewbraced.

(c) Suspension of drilling or producing operatious on «ll unitizad

Jands pursuant to direction or consent of the Secretary and Comnmis-

sioner or their duly authorized represcentatives shall be deemed to

constitute such suspension pursuant to such direction or consent

as te cach and every Lract of unitized Jand. A suspension of drili-

ing or producling operations Iimiled Lo speciiicd lands shall be ap-

plicable cnly to such lands.

{(d) Lach lease, sublease or contracl relaling to Uhe czplaration,

drilling, development or opcration for oil or gas of lands other

than those of the United States or State ol New HMoexico commilted
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to this agreement, which, by its terms might expire prior to the
termination of this agreement, is hereby extended beyond any such
term so provided therein so that it shall be continued in full
force and effect for and during the term of this agreement.

(e) Any Federal lecase for a fixed term of twenty (20) years or wany
renewal thereof or any part of such lease which 1s made subject to
this agreement shall continue in force beyond the term provided
therein until the termination hereof. Any other Federal lease com-
mitted hereto shall continue in force beyond the term so provided
thercin or by law as to the land committed so long as such lease re-
mains subject hereto, provided that production is had in paying
quantities under this unit agreement prior to the expiration date
of the term of such lease, or in the cvent actual drilling opera-
tions are commenced on unitized lauds, in accordance with the pro-
visions of this agreement, prior to the end of the primary term of
such lease and are being diligently prosecuted at that time, such
lease shall be extended for two years and so long thereafter as oil
or gas is produced in paying quaniities in accordance with the pro-

visions of the Mineral Leasing Act Revision of 1960.

[}

(£) Cach sublease or contract relating to the operation and devel-
opment of unicized substances from lands off the United States com-
mitted to this agreement, which by its terms would expire prior to
;he time at which the underlying lcase, as extended by the immedi-
ately preceding paragraph, will expire, 1s bhereby extended beyond
any such term so provided therein so that it shall be continued in
full force and effect for and during the term of the underlying
lease as such term Is herein extended.

(g) Any lease embracing lands of the State of Hew lliexico wiich is
made gubject to this agreement, shall continue In force beyond the
term provided therein as Lo Lthe lands committed hercto until the

termination hercof, subject Lo Lhe provistons of subscetion (¢) ol

Section 2 and subsection (1) of Lhis Sceclion I8,
(h) The segregation of any Federat lease committed to this apree-
ment i{s governed by the following provisons in the fourth parapraph
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of Sce. 17()) of the Mineral Leasing Act, as amended by the Act of
September 2, 1960 (74 Stat., 781-784): "Any (Federal) lease hereto-
fore or hereafter commited to any such (unit) plan cubracing lands
that are in part within and In part outslde of the arca coverced by
any such plan shall be segregated into separate leases as Lo the
lands committed and the lands not committed as of the effective date

of unitizationu: Provided, however, That any such lease as to the

nonunitized portion shall continue in force and effect for the term
thereof but for not less than two years from the date of such seg-
regation and so long thereafter as oll or gas is produced in paying
quantities.”

(1) Any lease embracing lands of the State of New Mexico having
only a portion of its lands committed hereto, shall be segregated
as to the portion committed and the portion not committed, and the
provisions of such lease shall apply separately to such segregated
portions commencing as of the effective date hereof; provided, how-
ever, notwithstanding any of the provisions of this agreement to the
contrary, any lease embracing lands of the State of New Mexico hav-

ing only a portion of its lands committed hereto shall continue in

-y

ull force aud effect beyond the term provided therein as Lo all

lands embraced in such lease

4

if o0il or gas is discovered and is
capable of being produced in paying quantities from sore part of

the lands embraced in such lease at the expiration of the secondary
term of such lease; or if, at the expiration of the secondary term,
the lessee or Unit Operator is then engaged in bona fide drilling

or reworking operations on some part of the lands embraced in such
lease, the same, as to all lands embraced therein, shall remain in
full force and effect so long as such operations arc being diligent-
ly prosecuted, and il they result in the production of oil or pas,
sald lease shall continuc in full force and effect as te axl of the

lands embraced therein, so long thereafter as oil or gas in paying

quantlties I3 being produccd irom any portion of said lands,

(J) Any lease, other than a Federal lease, having only a porlion of

its lands commltted hercto shall be segregated as Lo the porlion
18-
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committed and the portion not committed, and the provisions of such
lease shall apply separately to such segregated portions commen-ing
as of the effective date hercof. 1In the event any such leasc pro-
vides for a lump sum rental payment, such payment shall be prorated
between the portions so segregated in proportion to the acreage of
the respective tracts.
19. COVENANTS RUN WITH LAND. The covenants herein shall be construed
to be covenants running with the land with respect to the interest of the
parties hereto and their successors In interest until this agreement termi-
nates, and any grant, transfer, or conveyance of interest in land or leases
subject hereto shall be and hereby is conditioned upon the assumption of all
privileges and obligations hereunder by the grantee, transferee or other suc-
cessor in interest. No assignment or transfer of any working interest, roy-
alty, or other interest 5ubjeét‘hereto shall be binding upon Unit Operator
until the first day of the calendar month af{ter Unit Operator is furnished
with the original, photostatic, or certified copy of the instrument of trans-
fer.
20. EFFECTIVE DATE AND TERM. This agreement shall become effective upon

approval by the Secretary and Commissioner, or their duly authorized repre-

sentatives and shall terminate five (5) years from said effective date unless:

{a) such date of explration is extended by the Director and Commis-—

sloner; or

(b) it is reasonably determined prior to the expiration of the fixedi

term or any extension thercof that the unitized land is incapable of
production of unitized substances in paying quantities in the forma-
tions tested hereunder and after notice of intention to terminate
the agreement on such ground is given by the Unit Operator to all
partles In Interest at thelr last known addresses, the agreement is

termindted with the approval of the Supervisor and the Commissioner,

4
|
|

i
'

or

(c) a valuable discovery of unltlzed substiances has Leen woade or
accepted on unitized land during sald initial term or any extension
thereof, in which event the agreement shall remain in effect for such:

term and so long as unlbized substances can be produced in quant itices
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sufflcient to pay tfor the cost of producing same from wells on unit-
ized land within any participating areca established hereunder and,
should production cease, so long therealter as diligent operations
are in progress for the restoration of production or discovery of
new production and so long thereafter as unitized substuances so dis-
covered can be broduced as aforesaid, or
(d) it is terminated as heretofore provided in this agreement.
This agreement may be terminated at any time by not less than 75 per centum,
on an acreage basigs, of the working interest owners signatory hereto, with
the approval of the Supervisor and Commissioner; notice of any such approval
to be given by the Unit Operator to all parties hereto.

21. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. The Dircctor is
hereby vested with authority to alter or modify from time to time in his dis-
cretion the quantity and rate of production under this agreement when such
quantity and rate 1s not fixed pursuant to Federal or State law or does not
conform to any statewide voluntary conservation or allocatibn program, which

1s established, recognized and generally adhered to by the majority of opera-

| tors in such State, such authority being hereby limited to alteration or modi-

fication in the public interest, thee purpose thercof and the public interest
to be served thereby {0 be stated in the order of alteration or modification.
Without regard to the foregoing, the Director is also hereby vesied wilh
authority to alter or modify from time to time in his discretion the rate of
prospecting and development and the quantity and rate of production under
this agreement when such alteration or modificaiiur is in the interest of at-
taining the conservation objectives stated in this agreement and is not in

violation of any applicable Federal or Statc law; provided, further, that no

such alteration or modification shall be effective as to any land of the State’

of New Mexlco, as to the rate oi prospecting and developing in the abscence of
the specific written approval thercol by tha Commissioner and as Lo any lands
of the State of New Mexico or privately owned lands subjecl Lo this agrecment
as to the quantity and rate of production {n the absence of specific written
approval thereof by the Commission,

Powers in this section vested in the birector shall only be cxer-

cised after notice to Unit Operator and opportunity for hearing to be held
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not less than 15 days from notice,

22. CONFLICT OF SUPERVISION. Neither the Unit Operator nor the working
interest owners nor any of them shall be subject to auy forfeiture, termina-
tion or expiration of any rights hereunder or under any lecases or contracts
subject hereto, or to any penalty or liability on account of delay or failure
in whole or in part to comply with any applicable provision thereof to the
extent that the Unit Operator, working intcrest owners or any of them are hin-
dered, delayed or prevented from complying therewith by reason of failure of
the Unit Operator to obtain in the exercise of due diligence, the concurrence
of proper representatives of the United States and proper representatives »f
the State of New Mexico in and about any matters or things concerning which it
18 required herein that such concurrence be obtained. The parties hereto, in-
cluding the Commission, agree that all powers and authority vested in the Com-
mission in and by any provisions of this agrecement are vested in the Commis-
sion and shall be cxercised by it pursuant to the provisions of the laws of
the State of New Mexico and subject in any case to appeal or judiciul review
as may now or liereafter be provided by the laws of the State of New Mexico.

23. APPEARANCES. Unit Operator shall, after notice to other parties af-
fected, have ;he right to appear for and on behalf of any and all interests
affected hereby before the Department of the interior, the Commissioner of
Public Lands of the State of New Mexico and the New Mexico 0il Conservation

ommiission and to appeal from orders issued under the regulations of said

(%]

Department, the Commission or Commlssioner or to apply for rclief from any of

sald regulations or in any proceedings relative to operations before the De-

partment of the Interior, the Commiseioner, or Commission, or any other legal-:

ly constituted authority; provided, however, that auy other intercsted party
shall also have the right at his own cxpense to be heard in any such proceed-
ing.

24, NOTICES. All notices, demands or statements required hercuander Lo
be given or rendered to the parties hercto éhall be deemed fully given If
given in writing and personally delivered to the party or sent by postpald
reglstered or certified mail, addressced to such parly or partics at thefir
respective addresses set forth in conncetion with the signactures hercio og

to the ratification or consent hercof or Lo such other address as any such
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party may have furnished In writing to party serding the notice, demand or
statement,

25, NO WAIVER OF CERVAIN RIGHTS. Nothing in this agreement contained
shall be construed as a waiver by any party hercto of the right to assert
any legal or constltutional right or defensce as Lo the validity or invalidity
of any law of the State whercin said unitized fands are located, or of the
United States, or regulations issued thercuader in any way affecting such par-
ty, or as a walver by any such party of any right beyond his or its authority
to waive,

26. UNAVOIDABLE DELAY. All obligations under this agreement requiring
the Unit Operator to commence or contlnue drilling or to operate on or pro-
duce unitized substances from any of the lands covered by this agreement
shall be suspended while the Unit Operator, despite the exercise of due care
and diligence, is prevented from complying with such obligations, in whole or
in part, by strikes, acts of God, Federal, State or municipal law or agencles,
unavoidable accidents, uncontrollable delays in transportation, inalility to
obtain necessary materials in open market, or other matters beyond the rea-
snnable control of the linit Operator whether similar to matters herein enu-
merated or not. No unit obligation which is suspended under this section
shall become due less than thirty (30) days after it has becn determined that
the suspension is no longer anmplicable. Determination of creditable "Unavoid-
able Delay" time shall be made by the Unit Uperater subject to approval of the
Supervisor and Commissiloner.

27. NONDISCRIMINATION. In connection with the performance of work under
this agreement, the Unit Operator agrees to comply with all of the provisions
of section 202 (1) to (7) incluslve of Executive Order 11246 (30 F.R. 12319),
which are hereby Incorporated by relference In thils agreement,

28. LOSS OF TITLE. In the event title to any tract of unitized land
shall fail and the true owner cannot be induced ito juia ln this unit agree-
ment, such tract shall be auvtomatically regavded as not committed hercto and
there shall be such readjustment of luture costs and benefits as may be ro-
qulred on account of the loss of such title. In the cvent of A dispute as
to titie to any royaity, working interest or other ingterests sabjeot Lherelo,

payment or delivery on account thercol miay be withlhicid without FPiability for
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\ interest until the dispute is finally settled; provided, that, as to Federal 1
2 and Stzte land or leases, no payments of funds due the United States or State b2
3 of New Mexico should be withheld, but such funds of the United States shaltl i 3
4 be deposited as directed by the Supervisor and such funds of the State of New 4
5 Mexico shall be deposited as directed by the Commissioner to be held as un- 5
6 earned woney pending {inal settlement of the title dispute, and then applied 6
7 as earned cor returned in accordance with such final settlement, 7
8 Unit Operator as such is relieved from any responsibility for any 8
9 defect or failure of any title hereunder. 9
10 29, NON-JOINDER AND SUBSEQUENT JOINDER. If the owner of any substantial 10
11 interest in a tract within the unit area fails or refuses to subscribe or con-| 11
12 sent to this agreement, the owner of the working interest in that tract may 12
13 withdraw said tract from this agreement by written rotice delivered to the 12
14 Supervisor and the Commissioner and the Unit Operator prior to the approval 14
P ; 15 of this agreement by the Supervisor and Commissioner. Any oil or gas inter-~ 15
: 16 ests in lands within thé unit area not committed hereto prior to submission 16
i 17 of this agreement for final approval may thereafter be commitfed hereto by 17
18 the owner or owners thereof subscribing or consenting to this agreement, and, 18
» 19 if the interest is a working interest, by the owner of such interest also sub-| 19
é ; 20 scribing to the unit operating agreement. Aiier opeiations are commenced 20
E ; 21 hereunder, the right of subsequent joinder, as provided in this section, by 21
22 a working interest owner is subject to such requirements or approvals, if 22
| ‘ 23 any, pcrtaining to such joinder, as may be provided for in the unit operating | 23
24 agreement. After final approval hereof, jolnder by a non-working interest 24
25 owner must be consented to in writing by the working interest owner committed 25
26 hereto and responsible for the payment of any benefits that may ad¢crue here- 20
27 under in behalf of such non-working interest. A non-working interest may not 27
! 28 be committed to this unit agreement unless the correspondiung working interest 28
29 is committed hereto. Jcinder to the unit agrecement by a working Interest 29
30 owner, at any time, must be accompanled by appropriate jolnder to the unlt 30
31 operating agreement, If more than one committed working interest owner ls in- 31
32 l volved, in order for the interest to be vegarded as committed to this unit 32
i3 agreement. Except as may otherwise herein be provided, subsequent joinders 13
34 to this agreement ghall be effective as of the (irst day of the month follow- 34
23 '
|
- |
|
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ing the filing with the Supervisor and the Commissioner of duly executed
counterparts of all or any papers necessary to establish effective commitment
of any tract to this agreement unless objection to such joinde; is duly made
within 60 days by the Supervisor, provided, however, that as to State lands
all subsequent joinders must be approved by the Commissioner.

30. SURFACE AND ENVIRONMENTAL PROTECTION STIPULATIONS. Nothing in this
agreement shall modify any special Federal-lease stipulations relating to
surface and environmental protection, attached to and made a part of 0il and
Gas Leases covering lands within the Unit Area.

31. SURFACE MANAGEMENT STIPULATION. Nothing in this agreement shall
modify any special Federal-lease stipulations relating to surface management,
attached to and made a part of 011 and Gas Leases covering lands within the
Unit Area.

32. COUNTERPARTS. This agreement may be executed in any numbar of
counterparts no one of which needs to be executed by all parties or may be
ratified or consented to by separate instrument in writing specificelly re-
ferring hereto and sghall be binding upon all those pariles wiv nhave executed
such a counterpart, ratification, or consent hereto with the same force and
effect as 1f all such parties had sigiied the same document and regardless of
whether or not it is executed by all other parties owning or claiming an in-
terest i{n the lands within the above described unit area.

33, SURRENDER. Nothing in this agreement shall prohibit the exercise
by any working interest owner of the right to surrender vested in such party
by any lease, sublease, or operating agreement as to all or any part of the
lands covered thereby, provided that each party who will or might acquire
such working interest hy such surrender or by forfeiture as hereafter set
forth, 1s bound by the terms of this agreement.

If as a result of any such surrender the working interest rights as
to such lands becomc vested In any party other than the (ee owner of the
unitized substances, sald party may jorfeit such rights and further benefits
from operation hereunder as to sald land to the party next in the chain of

title who shall be and become the owner of such working Interest.

If as the result of any such surrender or forfeiture working interest

rights become vested in the lee owner of the mnltized substances, such owner

— 2l
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i
1 may : % 1
2 (1) Accept those worklng interest rights subject to this agreement 2
3 and the unit operating agreement; or 3
4 (2) Lease the portion of such land as 1s included in a participating! 4
5 area established hereunder subject to this agreement and the unit 5
6 operating agreement; or 6
7 (3} Provide for the independent operation of any part of such land 7
8 that are not then included within a participating area established 8
9 hereunder, 9
10 If the fee owﬁer of the unitized substances does not accept the 10
11 working interest rights subject te this agreement and the unit operating 11
: 12 agreement or lease such lands as above provided within six (6) months after 12
§ 13 the surrendered-or forfeited working interest rights become vested in the fee 13
14 owner, the benefits and obligations of operations accruing to such lands un- 14
r : ! 15 der this agreement and the unit operating agreement shall be shared by the 15
é 16 remaining owners of unitized working interests in accordance with their re- 16
' 17 spective working interest ownerships, and such owners of working interests 17
18 shall compensate the fee owner of unitized substances in such lands by pay- 18
19 ing sums equai to the rentals, minimum royaltles, and royalties applicable 19
: 20 to such lands under the lease in effect when the lands were unitized. 20
5 21 An appropriate accounting and settlement shall be made for all bene- | 21
22 fits accruing to or payments and expenditures made or incurred on behalf of 22
f 23 such surrendered or forfeited working interest subsequent to the date of 23
24 surrender or forfeiture, and payment of any moneys found to be owing by such 24
25 an accounting shall be made as between the parties within thirty (30) days. 25
26 In the event no unit operating agreement is in exlstence and a mutually ac~ 26
j 27 ceptable agreement between the proper partles thereto cannot be consummated, % 27
. 28 the Supervisor may prescribe such reasomnable and equitaile agreement as he | 28
| 29 deems warranted under the clrcumstances, 29
30 The exercise of any right vested in a working interest owner to re- 30
31 assign such working Interest to the party {rom whom obtained shail be subject 31
32 to the same conditions as set forth in this section In regard ro the exer- V)
33 cise cf a right to surrender. i 33
34 34, TAXES. The working intevest owners shall render aad pay for thelr i 34

|
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19

20

account and the account of the royalty owners all valid taxes on or measured
by the unitized substances in and under or that may be produced, gathered
and sold from the land subject to this contract after the effective date of
this agreement, or upon the proceeds or net proceeds derived therefrom. The
working interest owners on each tract shall and may charge the proper pro-
portion of sald taxes to the royalty owners having interests in said tract,
and may currently retain and deduct sufficiént of the unitized substances or
derivative products, or net proceeds thereof from the allocated share of each
royalty owner to secure reimbursement for the taxes so paid. No such taxes
shall be charged to the United States or the State of New Mexico or to any
lessor who has a contract with his lessee which requires the lessee to pay
such taxes.

35. NO PARTNERSHIP., It 1s expressly agreed tﬁat the relation of the
parties hereto is that of independent contractors and nothing in this agree-
ment contained, expressed or implied, nor.any operations conducted hereunder,

shall create or be deemed to have created a partnership or association be-

tween the parties hereto or any of thenm.

IN WITNESS WHEREQF, the parties hereto have caused this agreement
to be executed and have set opposite their respective names the date of exe-

cution,

CTTIES SERVICE OIL COMPANY

By
(Date) Attorney-in-Fact

Address: P. 0. Box 300
Tulsa, Oklahoma 74102

UNTT OPERATOR

S. P. YATES
Yates Bullding
Artesia, New Mexico 88210

MARTIN YATES, I1%
Yates Bullding
Artesia, New Mexico 88210

MIDWEST OIL CORPORATION

1500 Wilco Building
Midland, Texas 79701
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STATE OF OKLAHOMA )
) sS
COUNTY OF TULSA )

On this

personally appeared

ALLIED CHEMICAL CORPORATION
1300 Wilco Building
Midland, Texas 79701

JACK L. McCLELLAN
P. 0. Box 848
Roswell, New Mexico 88201

EASTLAND OIL COMPANY )
704 Western United Life Building
Midland, Texas 79701

ROBINSON DRILLING COMPANY OF
VEXAS, INC.

306 Permian Building

Big Spring, Texas 79720

ILLABELLE SHANAHAN
P. 0. Box 1272

Salt Lake City, Utah 84110
HAYES OIL COMPANY

1402 Gihls Tower West
Midland, Texas 79701

WORKING INTEREST OWNERS

day of , 1973, before me

, to me known to be the person who

executed the foregoing

instrument as Attorney-in-Fact in behalf of CITIES

SERVICE OIL COMPANY, a Delaware corporation, and acknowledged that he exe-

cuted the same as the free act and deed of sald Cities Service Oil Company.

My Commission Expires:

Notary Public

-27-
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EXHIBIT B

Loafer Draw Unit Area
T-21-S, R~21 & 22-E
Eddy County, New Mexico

Lease
Tract Number Serial No., Basic Royalty
No. Description of Land of Acres _Exp. Date Owner % Lessee of Record Int. Overriding Royalty Owner and zl

1. T-21-S, R-22-E 40.00 NM-0372642 usa 12.5% Robinson Drilling 100%Z None Robij

Section 20: NW/4 NE/4 11/11/74 Company of Texas, Compy
Inc. Inc.

2. T-21-¢, R-21-E 560.00 NM-0452825 USA 12.5% Cities Service 100%Z ©O. Thorm and P. Ijams - 1Z Citi
Sectior 12: N/2 11/30/73 0il Company M. J. Harvey, Jr. - 1Z Compj
Section 13: SE/4, N/2
SW/4

3. T-21-S, R-22-E 40.00 NM-0512118 USA 12.5% Illabelle Shanahan 100% None Iil
Section 20: NE/4 NE/4 2/28/74

4. T~21~-5, R-21-E 80 .00 NM-70 Usa 12.5% Cities Service 1007 Edmund 3. MacDonald, et ux -
Section 13: W/2 NE/S 7/31/76 0il Company

5. T-21-S, R~-21-E 440,00 NM-886 USA 12.5% Cities Service 100Z W. R. Goddard, et ux -
Section 12: SW/4, W/2 11/30/76 0il Company
SE/4, SE/4 SE/4
Section 13: NW/4

6. T-21-S§, R-21-E 40,00 NM-887 USA 12.5% Allied Chemical 100% Jack J. Grynberg - 3
Section 12: NE/4 Sk/4 iif30/786 Corporation Meivin Untermau — 3

7. T-21-S, R-22-E 960.00 NM-4979 UsA 12.5% Cities Service 1004 A. G. Andrikopoulos -
Section 8: SW/4 3/31/78 0il Company

Section 17: W/2
Section 19: NE/4, N/2
SE/4

Section 20: NW/4, S/2
NE/4

e

Exnibit B
Page 1

John G. Andrikopoulos,
et ux -




EXHIBIT B
Loafer Draw Unit Area
T-21-5, R-21 & 22-E
Eddy County, New Mexico

Lease
NumbeYx Serial No., Basic Royalty
of Acres _Exp. Date owner % Lessee of Record Int. Ooverridin Royalty Owmer and % W1 Owner and

40.00 _NH—0372642 USA 12.5% Robinson Drilling 100% None Robinson Drilling
11/11/74 Company of Texas, Company of Texas,
Inc. Inc.

560.00 NM-0452825 Cities Service 100%z ©O. Thorm and P. Ijams - cities Service 0il
11/30/73 0il Company M. J. Harvey, Jr. = Company

NM-0512118 > Illabelle Shanahan 100% None Iilabelle Shanahan
2/28/74

™-/0 A cities Service 100% Edmund B. MacDonald, et ux = Ccities Service 0il
7131776 Oil tompary Company

NM-886 Cities Service 1002 W. R. Goddard, et ux = Cities Service 0il
11/30/76 0il Company Company

NM-887 12.5% Allied Chemical Jack J. Grynberg - Allied Chemical
11/30/76 Corporation Melvin Unterman = Corporation

NM~-4979 12.5% Cities Service A. G. Andrikopoulos - Cities Service 0il
3/31/78 0il Company John G. Andrikopoulos, Company
et ux -~

Exhibit B
page 1
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Lease

Tract Number  Serial No., Basic Royalty .
No. Description of Land of Acres Exp. Date Owner % Lessee of Record Int. Overriding Royalty Owner and % WI Owner
8. T-21-S, R-22-E 320.00 NM-6008 USA 12.5% (Cities Service 100%2 William L. McCullough, et ux - 1% Cities Service
"-Section 9: W/2 5/31/78 0il Company Ray C. Van Tassell - 2% Compzny
9. T-21-S8, R-22-E 520,00 NiH~6008-A UsA 12.5% Cities Service 100Z William L. McCullough, et ux - 3% Cities Service
Section 8: N/2 NE/4, 5/31/78 0il Company Ray C. Van Tassell, Sr. - 2% Company
SE/4
Section 17: E/2 NE/4,
SW/4 NE/4, SE/4
10. T-21-S, R-22-E 40.00 NM-6012 UsSA 12.5%2 Cities Service 100% Aage Madsen, et ux - 3% Cities Service
Qaction 17: NW/4 NE/4 5/31/78 0il Company Company
11, T-21-S, R-22-E 40.00 NM-6707 USA 12.5% Allied Chemical 100% Marion K. Gray - 6.25%2 Allied Chemic:
Section 8: SE/4 NW/4 6/31/78 Corporation Corporation
i2. T-21-S, R-22-E 40.00 N-9532 USA 12.5%Z Jack L. McClellan 100% Jack L. XcCle:
Section 19: SE/&4 SE/4 S/31/79
13. T-21-5, R-22-E 125.00 NH-5532--A veA 12,57 Cities Service 100% Jack L. McClellan, el ux - 5% <Cities Servic.
Section 8: W/2 NW/4, 5/31/79 0il Company Company
NE/4 NW/4
14. T-21-8, R-21-E 40,00 Ni-10765 USA 12.5% Allied Chemical 100%Z Celeste C. Grymberg ~ 6.25% Allied Chemic:
Section 13: SW/4 SW/4 11/30/79 Corporation Corporation
15. T-21S, R-22-E 640.00 NM-10884 USA 12.5% Martin Yates, III 50% Charles R. Wilcox, et ux - 32 Martin Yates,
Section 20: S§/2 12/31/79 S. P. Yates 50% S. P. Yates
Section 21: W/2
16, T-21-S, R-21-E 80.00  NM-12096 USA 12.5% Allied Chemical  100% F, J. Bradshaw, et ux - 5% allied Chemic.
Section 13: NE/4 NE/4; 7/31/80 Corporation Corporation
T-21-S, R-22-E
Section 7: NWE/4 NE
Exhibit B
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Lease

Number Serial No., Basic Royalty
nd of Acres _Exp. Date Cwner 4 Lessee of Record Int, Overriding Royalty Owner and % WI Owner and
320.00 NM-6008 USA 12.5% Cities Service 100%Z William L. McCullough, et ux -~ 1% Cities Service 0il 100%
5/31/78 0il1 Company Ray C. Van Tassell - 2% Company
520.00 NM~6008-A USA 12,5% Cities Service 100% William L. McCullough, et ux - 3% Cities Service 0il 100%
by 5/31/78 0il Company Ray C. Van Tassell, Sr. -~ 2% Company
4
‘ 40,00 NM-6012 USA 12.5% Cities Service 100% Aage Madsen, et ux - 3% Cities Service 0il 100%
B/4 5/31/78 0il Company Company
f 40.00 NM-6707 USA 12.5% Allied Chemical 1007 Marion K. Gray - 6.25% Allied Chemical 100%
fé 6/31/78 Corporation Corporation
[
, 40.00 NM-9532 USA 12.5Z Jack L. McClellan 100% Jack L. YcClellan 100%
E/4 5/31/79
, 120.00 NM-9532-A USA 12.5% Cities Service 100% Jack L. McClellan, et ux - 52 Cities Service 0il 100%
4 5/31/79 ¢il Cempany Company
| 40.00 N-10765 USA 12.5% Allied Chemical 1007 Celeste C. Grynberg - 6.25% Allied Chemical 100%
/& 11/30/79 Corporation Corporation
’ 540.00 NM-1088/ 1S A 12.5% Martin Yates, III  50% Charles R. Wilcox, et ux - 3% Martin Yates, III 50%
; 12/31/79 S. P. Yates 50% S. P. Yates S50%
|
80.00 NM~-12096 USA 12.5% Allied Chemical 100% F. J. Bradshaw, et ux - 54 Allied Chemica: 100%
KE/4; 7/31/80 Corporation Corporation
E/4
Exhibic B
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Lease

Tract Number  Serial No., Basic Royalty _ _
No. Description of Land of Acres Exp. Date Owner 4 Lessee of Record Int. Overriding Royalty Owner and % TF.
17. T-21-S, R-22-E 520.64 NM-12241-A Usa 12.5%Z Cities Service 100%Z Ambrose . Ciano, et ux - 3% Cities

Section 7: Lots 1, 2, B/31/80 0il Company Compan
3, 4, E/2 W/2, W/2 E/2,
SE/4 NE/4, E/2 SE/4
18. T-21-S, R~22-E 802.88 NM=-14459 USA 12.5%2 S. P, Yates 100% None S. P, °
Section 18: Lots 1, 2, 11/30/81
3, 4, Ef2 W/2, E/2
Section 19: lots 1, 2,
3, 4, E/2 W/2
19. T-21-S, R-21-E 40.006 NM-17788 USA 12.5% Allied Chemical 100% Ralph Gray - 6.25Z Allied
Section 13: SE/4 SW/4 2/28/83 Corporation Corpor:
TOTAL FEDERAL LANDS 5,363.52 ( 91.7858%)
20, T-21-3, R-22-E 320.00 L-6421 State 12.57% Midwest 0il 100% None Midwes
Section 16: W/2 7/31/81 Corporation Corpor
21, T-21-5, R-21-E 40.00 L.-7032 State 12.5% The Eastland 0il 100% None The Ea
Ser_‘f'i on 13: SE/Z} N‘E/l‘ 1/31/82 Company ComPan‘
22. T-21-S, R-22-E 40.00 LG-1365 State 12,57 Hayes 0il Company 100%Z None Haves
Section 19: SW/4 SE/4 10/1/83
—_—
TOTAL STATE LANDS 400.00 ( 6.8452%)
23. T-21-8, R-22-E 30.00 Fee Ralph A, 12.5%Z Allied Chemical 1007 David J, Soremson, et ux - 6,25% Allied
Section 8: S/2 NE/4 10/11/79 Vandewart, Corporation Corpor
111 ;
TOTAL PATENTED LANDS 80.00 ( 1.3690%)
TOTAL LANDS 5,843.52 (100.0000%)
Exhibit B
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Lease

Number Serial No., Basic Royalty
of Acres Exp. Date Ovmer % Lessee of Record Int. Overriding Royalty Owner and & W1 Owner and %
520.64 NM-12241-A USA 12.5% Cities Service 100%Z Ambrose M. Ciano, et ux - 3% Cities Service 0il 100%
8/31/80 0il Company Company
802.38  NM-14459 USA 12.5% S. P, Yates 100% None S. P. Yates 100%
11/30/81
40,0C M-17788 UsSA 12.57%7 Allied Chemical 100%Z Ralph Gray - 5.25% Allied Chemical 100%
2/28/83 Corporation Corporation
5,363.52 ( 91.7858%)
320,00 L-6421 State 12.5% ‘idwest 0il 100% Nons Midwest 0il 100%
7/31/81 Corporation Corporation
40.00 L-7932 State 12.5% The Eastland 0il 100%Z XNone The Eastland 0Oil 100%
1/31/82 Company Company
40.00 LG-1365 State 12.5% Bayes 0il Company 100%¥ None Hayes 0il Company 100%
10/1/83
—
400.00 ( 6.8432%)
80.00 Fee Ralph A, 12.5% Allied Chemical 1002z David J. Sorernson, et ux - 6.25%2 Allied Chewmical 100%
10/11/79 Vandewart, Corporation Corvoration
111
80.00 ( 1.3690%)
5,843.52 {(100.0000%)
Exnhibit B
Page 3
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OPERATING AGREEMENT

THIS AGREEMENT, cntered into this. _ 13th  day of October ... . 19.73 | between
_CITIES SERVICE OIL_COMPANY, whoge address is P. O. Box 300, Tulsa, Oklahoma 7410Q2_,
hereafter designated as “Qperatar”, und the signutory parties uther than Operator.

WITNESSETH, THAT:

WHEREAS, the partics to this agreement are owners of ol and gas leases covering and, if so indicated,
unleased mineral interests in the tracts of land duesceibed in Exhibit “A”, und all parties have reached an
agreement to explore and develop these leases and interests for oil and gas to the extent and as hercinaftel
provided:

NOW, THEREFORE, it is ugreed as follows:

1. DEFINITIONS

As used in this agreement, the (ollowing words and terms shall have the meanings here ascribed to
them.

(1) The words “party” and “parties” shall always mean a party, or partics, to this agreement. Under Secuo-

tion 2. A., the words “party" or “parties" shall mean only those participating
in the drilliing ot the proponed well.

(2) The parties to this agreement shall always be referrved to as “it” or “they”, whether the parties be cor-
porate bodies, partnerships, associations, or persons real.

{3) The term “o0il and gas” shall include oil, gas. casinghead gas, gas condensate, and all other liquid or gase-
ous hydrocarbons, unless an intent to limit the inclusivencss of this term is specifically stated.

(4) The term “oi! and gas interests” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by partics to *this agreement.

(5) The term “Unit Area"” shall refer to and include all of the lunds. oil and gas leaschs
and gas interests intended o be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and pas interests are described in Exhibit “A".

(6) The term “drilling unit” shall mean the area fixed for the drilling of one well (or the area which
is necessary to obtain a full allowable for such wcll) under an order or rule of any
_state or federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling

......... w unit on established by the paticin of diilling in the Unit Area or as fixed by ex-
press agreement of the parties.

(7} Al exhibits attached to this agreement are made a part of tie contract as fully as though copied in full
in the contract.

{8) The words “equipment’ and “materials’” as used here are synonymous and shall mean and include all

oil field supplies and personal property acquired for use in the Unit Area.

(9)Unless otherwise agreed upon by Lhe parties participating in & well, "Drillsite”

shall mean the lease and/or oil end gas Interests underlying the proposed well
insofar as lhey arc within the driiling unit.

2. TITLE EXAMINATION, LLOSS OF LEASES AND OIL. AND GAS INTERESTS
A. Title Examination:

Each party hereto shall, as ftn ils runtribation and upon request, turnish ecach oiher party with certi-
“ied or photostalic capirs of all title papers and npinions in 1ts prsscasien.

There shall be  no cxaninatiosn of titl to leases, or Lo oil ard gan interesta, except that title v~
the drillsite shall he examinel on a crmpiat.: abatract record by Oparator's  attorney, and the t4lle to the
irfllsite mist be approved by the examining attoraey, or acceptad by all jartics. A copy of 'he examining
attorney's opinion shall be sent to ecach party; immedistely afiar the opinion Is written, and, also each
party shall be given, as they are written, A copy of all subsequent supplemental attornsy's repnrts. A gocd

faith effort to satisfy the exarining alorney's requirepments shall be made by the perty or partiss (aming
the drillsite.

If title to the proposed drillsite 18 nrt approved Ly the examining attorney or the lease 18 not ac-

- ceptable for a material reascn, and all partics do not =ccept the title, the parties shall sslect & new

drillsite for the first exploratory well; provided, {f the pertiss are unable to agree upon another drili-
site, this agreement shall, in that case, coue to an end and all perties shall then forfeit their rights and
be relieved of obligations hereunder. If & new drillsite is salected, title shall bs examined, and title
shall be approved or accepted or rejected in like manner as provided above concerning the drillsite first
selected. If title to the second cholce drillsite 18 not approved or accepted, other drillsites shall be
succeasively selected and title examined, until a drillsite ta cho.ea to vhich title is approved or accepted,
or unti{l the parties fail to select another drilleite. As in the case of the drillsite first selected, so

_1—
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alao with gucceaslve  chofees 0 the thee cenes that the partles have not approved  title and are unable to
agrce upon an alvernate dyilistte, the eontyast sunll, in that case end at that time, come to an end and ail
parties shall forfeit thetr ripghts il he relieved of cbhlipa tonn under this ~nutraect.,

No well other tinan the tirst  test oladl ve draitled {n the Unit frea nnt 1 after (1) the ti{tle to  the
drillsite haa been examined Ly an stioreecy ior one ot the partic!yatins gavtics, and () the title hes heen
approved by the examining attorncy . the title hus been accepted by all af the parties vhe are to partici-

pate in the drilling of the well.

The examining attorney under :iis Sectlon 2. AL, may accept. Uitle papers and another qualified at-
torney's opinion as the opinion calivi Yor at:we rather than conduct a sepurate title examination.

B. Fuilure of Title:
Should any oil and gas lease, or interest therein, be lost through failure of title, this agreement sha?l,
nevertheless, continue in force as to all remaining leases and interests, and

(1) The party whose lease or interest is affected by the title failure shall bear alone the entire loss and it
shall not be entitled to recover from Operator or the other paftics any development or operating costs
which it may have theretofore paid, but there shall be no mone.tary liability on its part to the other par-
ties hereto by reason of such title failure; and

(2) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation
of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis,
as of the time it is determined finally that title failure has occurred, so that the intcrest of the party
whose lease or interest is affected by the title failure will thereafter be reduced in the Unit Area by the
amount of the interest lost; and

(3) I the proportionate interests of the other parties horols iis any producing well theretofore drilled on
the Unit Area Is increased by reason of the title failure, the party whose tit'e has failed shall receive
the proceeds attributable to the increase in such interests (less operating costs atiributable thereto)
until it has been reimbursed for unrecovered costs paid by it in connection with such well; and

{4) Should any person not a party to this agreement, who is determined to be the owner of any interest in
the title which has failed, pay in any manner any part of the cost of operation, development, or equip-
ment, previously paid under this agreement, such amount shall be proportionately paid to the party or
parties heret:o who In the first instance paid the costs which are so refunded; and .

(5) Any iiability to account to a third party for prior production of oil and gas which arises by reason of title

failure shall be borne by the party whose title failed, or if more than one then by the
parties whose title falled, in the samec proportions in which they shared in such
prior production.

C. Loss of Leases for Cauzzz Other Than Tiiie Failure:

It any lease or interest subject to this agreement be lost through failure to develop or because express
or implied covenants have not been performed, or if any lease bé permitted to expire at the end ¢f its primary
>¢ ITnSiTea oi exiended, or if any lease or interest therein is lost due to the fact that the produc-
tion therefrom Is shut in by reason of lack of market, the loss shall not be considered a failure of title and all
such losses shall be joint losses and shall be borne by sall parties in proportion to their interests and there shall

be no readjustment of interests in the Unit Area. (Joint loss only as to losses occuring after
the effective date hereof by reason of acts performed, or not performed, after said
date.)

3. UNLEASED OII. AND GAS INTERESTS
If any party owns an unleased oil and gas interest in the Unit Area, that interest shall be treated for the
purpose of this agreement as if it were a leased interest under the form of oil and gas lease attached as “Exhi-
bit "D" and for the primary lerm therein stated. As to such interests, the owner shall receive royeily on produc-
tion as prescribed in the form of oil and gas lease attached hereto as Exhibit “Dr'. Such party shall, however,
pe subject to all of the provisions of this agreement relaling to lessees, to the extent that it owns the lessee

Interest. (See Section 30 A.)
4. INTERESTS OF PARTIES

Exhibit “A" lists all of the parties, and thelr respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in uperations under this con-
tract shall be borne and pald, and all equipment and material acquired in operations on the Unit Area shall be
owned, by the partles as their interests are given in Exhibit "A”. Al production of oil and gas from the Unit
Ares, subject to the payment of lessor’s royalties, shall 2lso be cwned by the parties in the same manner.

—_
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I any interest in an oil and gas lease covered by this wrcement s oubloeo Lo
an overriding royalty, production poyment, cr other chovy dver and atove Lhe suald
onc=eighth (1/8) royalty, the party contributiry that  interest i3 the leas.s shall
assume and alone bear all such excess oblipatioms and shall  account for then fo the
owners thereof ocut of its share of the working inter st production of the Unit Area.

5. OPERATOR OF UNIT

.. .. CITIES SERVICE OIL COMPANY . . _____ shall be the Operator of

the Unit Area. and shall conduct and direct and have full control of all operations on the Unit Area as per-

mitted and required by, und within the limits of, this agrecrient. It shall conduct all such operations in a good

and workmanlike manner, but it shall have no liability as Operator to the ~ther parties for losses sustained,
or liabilities incurred, except such as may result from gross ncegligence or from breach of the provisions of

this agreement.
¢. EMPLOYEES

The number of employees and their selection, and the hours of labor and the compensation for services
performed, shall be determined by Operator. All employees shall be the employees of Operator.

7. TEST WELL

Subject to Section ¢ hicrecof, and as snon as  practicable, vperalor chall oonme
cnce the dArilling of & well rfor oil and j;as in the following: location:

1,980 feet from the south line and 1,980 feet from the
east line of Section 17, Township 21 South, Range 22
East, Eddy County, New Mexico,

and shall thereafter continue the drilling of the well with due diligence to 3 depth sufficient to
P test the Morrow formatien or to a depth of 9,200 feet, whichever is the lesser,

unless granite or other praciicaily iinpenctrable substance is encountered at a lesser depthor unléess all parties
agree to complete the well at a lesser depth.
Operator shall make reasonable tesis of all formations encountered during drilling which give indica-
tion of contuining oil and ias in quanlitics sufficient to test, unless this agreement shall be limited in its ap-
| nlication to a specific formation or formations, in which event Operator shall be required to test caly the
formation or formations to which this agreement may apply.
It in Operator's judgment the well will not produce: oil or gax in paying quantitics, and it wishes to
plug and abandon the test as a dry hole, it shall firsl secure the consent of all parties lo the plugging, and the

well shall then be plugged and abandoned us promptly as possible.

8. COSTS AND EXPINSES
Except as herein otherwise specifically provided, Operator shall promptly pay and discharge all costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge each of the parties hereto with thelr respective proportionate shares upon the cost and expense basis
provided in the Accounting Procedure attached hercto and marked Exhibit “C”. If any provision ¢f Ex-
kibit C”" should be inconsistent with any provision contained in the body of this agreement, the provisions in

the body of this agreement shall prevall.

Operator, at its election, siiall have the right from time to time to demand and reccive from the other
parties payment in advance of their respective shares of the estimated wmount of the costs to be incurred in
operations hereunder during the next succeeding month, which right may be exercised oniy by submission to
each such party of an itemized statement of such estimated costs, together with an invoice for its share there-
of. Each such statement and invoice for the payment in advance of estimated cosis shall be submitted on or
before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of
such estimate within lifteen (15) days after such estimate and invoice is received. If any party fails to pay its
_share of said estimate within said time, the amount due shall bear interest at the rate of twelve percent
(12%) per annum or such maximum rate as permitted by law, whichever is the 1lesser,
until paid, Proper adjustmen! shall be made monthly hetween advances and actual cost, to the end

that each party shall Lear and pay its proportionate share of actual costs incurred, and no more,
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9. OPERATOR'S LIEN

Operatar is given a first and preferred Hen on the interest of cach party covered by this contract. and
m cach party's interest in otl and gas produced and the procevds {you the sal ther 0 and acon
cach party!s interest in mat.rial end caulpmont o Lo socae the payrent 07 o L oomg
due from cach such perty to Opcerator.

In the event any palkty fails 1o pay any amount owing by it te Opcrator as its share of such conts and
expense or such advance estimate within the time limited for payment thereof, Operator, without prejudice to
other existing remedies, is authorized. at its election. to collect from the purchaser or purchasets of oil or das,
the procecds accruing to the working interest or interests in the Unit Arca of the delinquent party up to the
amount owing by such party, and cach purchaser of oil or gas is authorized to rely upon Operatlor’s stutemen!
as to the amount owing by such party.

In the event of the neglect or failure of any non-operating party to promptly pay its proportionate part
of the cost and expense of development and operation when due, the other non-operating parties and Ogperator,
within thirty (30) days after the rendition of statements therefor by Operator. shatl proportionately contribute
to the payvment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same lien rights as are granted to Operator in this section,  Upon the payment by such delinquent ov
defaulting party to Operator of any amount or amounts on such delinquent indebledness, or upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-
vovered shall be distributed and paid by Operator to the other non-operating partics and Operalor propor-
tionately in accordance with the contributions theretofore made by them.

10. TERM OF AGREEMENT

This agreement shal! remain in full force and effect for ax long as any of the oil and gas leases subjected
to this ugrcfment remain or are continued in force as to any part of the Unit Area. whether by production, ex-
tension, renewal or otherwise: provided, however, that in the event the first well drilled hereunder results in
 dry hole and no other well is producing oil or gas in paying quantitics from the Unit Area, then at the end
of nincty (90) days after abandonment of the first test well, this agreement shall terminate unless one or
more of the parties are then engaged in drilling a well or wells pursuant to Section 12 hereof, or all parties
have agreed to drill an additional well or wells under this agreement, in which event this agreement shall con-
tinue in force until such well or wells shall have been drilled and completed.  If production results there-
from this agreement shall continue in forece thereafter as if said first test well had been productive in paying
auantities but if production in paying quantitics does not result therefrom this agreement shall terminate
at the end of ninety (80) days after abandonment of such well or wells. It is agreed, however, that the term-
ination of this agreement shall not relicve any party hercto from wny liahility which has acerued or attached
prior to the date of such termination. Subject to Section 20, Paragraph F. 11.

1L LIMITATION ON DXTENDITURES ‘

Without the consent of all parties: {(a) No well shall be deilled on the Unit Area except any well ox-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Scection 12
of this agreement, it being understood that the consent to the drilling of a well shall include cansent to all
necessary expenditures in the drilling, testing, completing, und cquipping of the well, including necessury
tankage; (b) No well shall be reworked, plugged back or deepened except a well reworked, plugpged buck or
deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepening of a well shall include consent to all necessury expenditires in
conducting such operations and completing and equipping of surd well to produce, wcluding necessary tank -
age; (c) Operator shall not undertake any single project reasonably estimated to require an expenditure in
excess of Ten Thousand Dollars ( _$10,000,00 )

except in connection with a well the drilling, reworking. deepenmg, or plugging back of which has been pre-

viously authorized by or pursuant to this agreement; provided, however, that in cause of explosior, fire, fiood,
or other sudden emergency, whether of the same or different nature, Operator may take such steps and incui
such expenses as in its opinion are required to deal with the emergency and to safeguard life and property,
but Opcrator shall, as promptly as possible, report the emergency to the other partics. Operator shall, upon
request, furnish copies of its “Authority for Expenditures” for any single project costing in ex-

cessof $ 5,000.00 , and for any lesser amawsits when prepared for Opcrator's own gc.

——
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12. OPERATIONS Y LESS TIIAN ALL PARTIES*

If all the parties cannot mutually agree upoan the driling of quy well on the Unit Area other than the
test well provided for in Section 7, or upon the rewaorking, deeponing or plugging back of a dry hole drilled
at the joint expense of all parties or a well jointly oweed by i the paities und not then producing in paying
quantitics on the Unit Arvea, any party or pacties wishice o deill revwork, deepen ar plug back such a well
may pive the other parties written nofice of the proposcd opetation, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation.  The parties receiv-
ing such a notice shall have thirty (30) duys (exeept or o rewarking, plugeing back or drilling deeper, where
a drilling rig is on location, the period shall be lmited to forty-ecicht (48) hours exclusive of Saturday or Sun-
day) after receipt of the notice within which to notify the partics wishing to do the wark whether they elect
to participate in the cost of the proposed operation.  Fuilure of a parly receiving such a notice to so reply {o
it within the period above fixed shall constitute an clection by that party not to participate in the cost of the

proposed operalion.

If any party receiving such a notice clects not to participate in the proposed operation (such party or
parties being hercafter referred to as “Non-Consenting Party”), then in order to be entitled to the benefits
of this scction, the party or parties giving the notice and such other parties as shall elect to participate in the
operation (all such parties being hercafter referved to as the “Consenting Parties™) shall, within thirty (30)
days after the expiration of the notice period of thirly (30) days (or as promptly as possible after the expir-
ation of the 48-hour period where the drilling rig is on location, as the case may be) actually commence work

on the proposed operation and complete it with duc diligencee.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A” bear to the total interests of all Consenting
Parties. Consenting Parties shall keep the leaschold estales involved in such operations free and clear of all
icns and encumbrances of every kind ereated by or arising from the operations of the Consenting Parties. 1f
such an operation results in a dry hole, the Consenting Purties shall plug and abandon the well at their soic
cost, risk and expense.  If any well drilled, reworked, decpened or plugped back under the provisions of this
section results in a producer of oil and/or gas in paying quantitics, the Consenting Parties shall complete and
equip the well Lo produce at their sole cost and visk, and the well shall then be turned over to Operator and
shall be operated by it at the expense and for the account of the Consenting Parties.  Upon commencement of
operations f{ov the drilling, reworking, deepening or plugging back of any such well by Consenting Partices
in accordance with the provisions of this section, cach Non-Consenting 1'arty shall be deemed to have relin-
quished to Consenting Partics, and the Consenting Pacties shall own and be entitled to receive, in proportion
{o wen ceapective interests, ol af such Non-Consentingg Parly’s interest in the well, its leaschold operating
rights, and sharce of production thuerefrom tuntil the proceeds or mavket value thereof (after deducting pro-
duction taxcs, royalty, overriding rovally and other interests puyable out of or measured by the production

from such well aceruing with respeet to such mtevest until it reverts) shall egual the total of the following:

(A) 1007 of each such Non-Cousenting Party’s shure of the cost of any newly acquired surface equipment
beyond the wellhead connections (including, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 1007 of cach such Non-Conrenting Parly’s share of the cost of
operation of the well commencing with fivst production and continuing untit each such Non-Consenting
Party's relinquished interest shall revert 1o it under olher provisions of this scetion, it being agreed that
cach Non-Consenting Party’s share of such cost and equipment will be that interest which would huve
been chargeable to cach Non-Consentingd Party had it partiaipated o the well from the beginning of

the operation; and

(B) 200¢; of that portion of the costs and expenses of diilling, veworking, deepening or plugeing back,
testing and completing, after deducting any cash contribulions received under Section 24, and 2007
of that portion of the coxt of newly acquired equipment in the well (to and including the wellnead
connections), which would have been chargeable to sueh Non-Consenling Parly if it had participated

therein.

*Subjeect to Section 30, Paragraphs D, and I'. 6,




In the case of any reworking, plugping back or deeper drilling operation, the Consenting Parties shall
be permitted to use, free of cost, ail casing, tubing and other cquipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such reworking, plugging
back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thereof,

with each party receiving its proportionate part in kind or in value.

Within sixly (80) days after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties shall furnish cach Non-Consenting Party with an inventory of
the equipment in and connected te the well, and an itemized stalement of the cost of drilling, deepening,
plugging back, testing, completing, and equipping the well for produciion; or, at its option, the operating
party, in lieu of an ilemized statement of such costs of operation, may submit a detailed statement of monthly
billings. Each menth thercafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Tarties -with an itemized statement of all
costs and liabilitics incurred in the eperation of the well, together with a statement of the quantity of ail
and gas produced from it and the amount of pracceds rvealized from the sale of the well's working interest
production during the preceding month. Any amount realized from the sale or other disposition of equip-
ment newly acquired in connection with @iy such operation which would have been owned by a Non-Con-
senting Party had it participated therein shall ke credited Lo reimbursement in the same manner as
production is credited, in determining when the interest of such Non-Consenting Party shall revert

to it as above provided; if there is a credit balance it shall be paid to such Non-Consenting Party.

It and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall aiomatically
revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such
well, the operating rights and working interest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owned had it participated in the
drilling, rewerking, deepening or plugging back of said well. Therecafter, such Non-Consenting Party shaii be

charged with and shall pay its proportionate part of the further costs of the operation of said weil in accard-

Notwithstanding the provisions of this Section 12, it is apreed thatl withsut the mutual consent of ali
varties, no wells shall be completed in or produced from a source of supply from which a well located else-
where on the Unit Area is producing, unless such well conforms te the then-existing well spacing pattern

for such source of supply.

The provisions of this section shall have no appiication whatsoever to the drilling of the initial test
well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of the initial test well
after it has been drilled to the depth specified in Seciion 7, if it is, or thereafter shall prove to be, a dry
hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-
posed to be drilled, reworked, deepened, or plugged back, upon the Unil Area subsequent o the drilling of
the initial test well.

13. RIGHT TO TAKE PRODUCTION IN KIND

Each party shall take in kind or separately disposce of its proportionute share of all oil and gas pro-
duced from the Unit Area, exclusive of production which may be used in development and producing oper-
ations and in preparing and treating oil for marketing Yurpos«-s and production unavoidably lost. Each party
except as may otherwise be provided {n Lxhibfe "E "
shall pay or deliver, or cause to be paid or delivercd, all rovaltics, overriding rovalties, or other payments
due on its share of such production, and shall hold the other parties free from any liability therefor. Any
extra expenditure incurred in the taking in kind or scparate disposition by any party of its proportionate

share of the production shall be borne by such party.

Each parly shall execute all division orders and contracts of sale pertaining to its interest in produc-
ilon from the Unit Area, and shall Le entitled lo receive paymcent dircct from the purchaser or purchasers

thereof for ils share of all production.

-
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In the event any purty shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Unit Area, Operator shall have the
right, subject to revocaticn at will by the parly owning it, but not the obligation, to purchase such oil and
gas or scll it to others for the time being, at not less than the market price prevailing in the area, which
shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production tu exercise al any time its right to take in kind, or separately dispose of, its share of
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not
make a sale into interstate commeree of any other party’s share of gas production without first giving such
other party sixty (60) days notice of such intended sale. 011 well and gas well gas production

shall be governed by Gas Storage and Balancing Agreement, attached hereto as Exhibit
"E."
14. ACCESS TO UNIT AREA

Each party shal! have aceess to the Unit Area at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have aceess at reasonable times to information pertaining to the development
or operation thereof, including Operator’s books and records relating thereto.  Operator shall, upon request,
furnish each of the other parties with copies of all drilling reports, well logs, tank tables, daily gauge and
run tickets and reports of stock on hand at the first of each month, and shall muke available Sampics of any

cores or cuttings taken from any well drilled on the Unitl Area.

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled ¢n o competitive contract basis at the usual rates -
prevailing in the area. Operator, if it so desires, may employ its own tools and equipment in the drilling
oi wells, but its chuiges thercfor shaii noi exceed the prevailling rates in the field, and the rate of such
charges shall be agreed unon by the parties in writing hefore drilling operations ‘are commenced, and such

work shall be performed by Operator under the same terms and conditions a5 sholl be customary wnd Gsual

iin 2he field in coniracis of independent contractors who are doing work of a similar nature.

16. ABANDONMENT OF WELLS

No well, other than any well which has been drilled or reworked pursuant to Section 12 herenf for
which the Consenting Parties have not been fully reimbursed as therein provided, which has been com-
pleted as a producer shali be piugped and abandoned without the consent of all parties; provided, however,
if all parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender
to each of the other parlies its proportionate share of the value of the well’s salvable material and equip-
ment, determined in accordanice with the provisions of Exhibit “C", less the estimated cost of salvaping and
the estimated cost of plugging and abandoning.  Eauch abandoning party shall then assign to the non-
ubandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for use
of the equipment and material, all of its interest in the well and its equipment, together with its interest in
the leasehold estate as to, butl only as to, the interval or intervals of the formution or formations then open
to production. The assignments so limited shall encompass the “drilling uait” upon which the well is located.
The payments by, and the assignments to, the assignees shall be in g ralio based upon the velationship of
their respective percentages of participation in the Unit Arca lo the aggregate of the percentages of partici-
pation in the Unit Area of all assignecs. There shall be no readjustment of interest in the remaining portion
of the Unit Area.

After the assignment, the assignors shall have no further rtesponsibility, liabilily, or interest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator shall continue to operute the assigned well for the account of the non-abandoning parties at the
rates and charges conlempluted by this agreement, plus uny additional vost and charges which may arise as

the resuit of the separale ownership of the assigned well.

_— -




bk sr et st

PrEN——

17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Delay rentals and shut-in well payments which may be required under the terms of any lease shall be
paid by the party who has subjected such lease to this agreement, at its own expense.  Proof of cach payment
shall be piven te Operator at least ten (10) days prior to the rental or shut-in well payment date. Operator
shatl furnish similar preof to all other parties concerning payments it makes in connection with its leases. Any
party may request, and shall be entitled to receive, proper evidence of all such payments. If, through mistake
or oversitht, any delay rental ar shut-in well payment is not paid or is crroncously paid, and as a result a lcase
or interest therein terminates, there shall be no monetary liability against the party who fuilc;d ‘o0 make such
payvment.  Unless the party who failed to pay a rental or shut-in well payment secures a new lease covering the
same interest within ninety (90) days irom the discovery of the failure to make proper payment, the interests
of the parties shall be vevised on an acreage basis effective as of the date of termination of the lease invalved,
and the party who failed to make proper payment will no longer be credited with an interest in the Unit Area
on account of the ownership of the lease which has terminated. In the event the party who failed to pay the
rental or the shut-in well payment shall not have been fully reimbursed, at tiie time of the loss, from the pro-
ceeds of the sale of 0il and gas attributable to the lost interest, calculated on an acreage basis, for the develop-
ment and operating costs theretofore paid on account of such interest, it shall be reimbursed for unrecovered
actual costs theretofore naid by it (but not for its share of the cost of any dry hole previously drilled or wells
previously abandaned) from so much of the following ag is necessavy to effect reimbursement:

(1) proceeds of oil and gas, less operating expenses, theretofore acerued to the credit of the lost interest, on
an acreage basis, up to the amount of unrecoverced costs;

(2) proceeds, tess operating expenses thereafter incurred attributable to the lost interest on an acrcage
basis, of that port@nn of oil and gax thereafter produced and marketed (excluding productic n from any
wells thercafter drilled) which would, in the absence of such lease termination, be attributable to the
lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of satd portion of
the oil and gax to be contributed by the ather parties in proportion to their respective interests; and

{3) any moneys, up to the amount of unrecevered costs, that inay be paid by any party who is, or becomes,
the oswnor of the inieresi lost, Jor ihe privilege of participating in the Unit Area or becoming a party to
this contract.

Operator shall promptly notity each other party of any well shut in (and the
reason lhercfore) or placed on production; however , there chell be no liabllily for
inadvertent failurce to give said notice.

18 PREFERENTIAL RIGHT TG rURACHASE

Should any party desirc to sell all or any part of its interests under this contract. or ite righis and n-
ierests in the Unit Area, it shall promptly give written notice to the other parties, with full information con-
cerning its proposed sale, which shall include the name and address of the prospective purchaser (who must
be ready, willing and able to purchase), the purchase price, and all other terms of the offer. The other parties
shall then have an optional prior right, for a period of ten (10) days after receipt of the notice, to purchase
on the same terms and conditions the interest which the other party proposes to sell; aad, if this optional right
is exercised, the purchasing oarties shall shave the purchased interest in the proportions that the interest of
cach bears to the tatal interest of all purchasing parties. However, there shull be no preferential right to pur-
chase in those cases where any parly wishes to mortgagce its interests, or Lo dispose of its inlerests by merger,
reorganization, consolidation, or sale of all of its assets, o a sale or transfer of ils interests to a subsidiary or
pavent company, or subsidiary of a parent compuany, or o any company in which any onc party owns a ma-
jorily of the stock.

Should a sale be made by Operator of its rights and inlerests, the other parties shall have toe right
within sixty (60) days after the date of such sale, by mujority vote in interest, to select a new Operator. If
a new Operator is not so. selected, the transferee of the present Operator shall assume the duties of and act as
Operator. In ecither case, the reliring Operator shall continue lo serve as Operator, and discharge its dulies
in that capacity under this agreement, until its successor Opcerator is selected and begins to function, tut the
present Operator shall not be obligaled to continue the performance of its duties for more than 120 days after

the sale of its rights and interests has been completed,
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19. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by
this contract, and notwithstanding any other provisions 1o the contrary, no party shall sell, encumber, transfer
or make other disposition of its interest in the leases embraced within the Unit Arca and in wells, equipment
and production unless such disposition covers cither:

(1) the entire interest of the party in all leases and equipment wud production: or
(2) an equal undivided interest in oll leases and equipment and production in the Unit Arca.

Fvery such sate, encumbrance, transfor or other disposition made by any party shall be made expressly

subject to this agreement, and shall be made withcut prejudice 1o the rights of the other parties.

If al any time the interest of any party is divided among and owned by four or more co-owners, Opera-
: tor may, at its diseretion, require such co-owners to appoint a single trustee or agent with full authority to re-
' ceive notices, approve expenditures, receive billings for and approve and pay such party's share of the joint
exvenses, and to deal penerally with, and with power to bind, the co-owners of such party’s interests within
the scope of the operalions embraced in thix contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the

Unit Arca and they shall have the right o receive, separately, payment of the sale proceeds thereof.
20. RESIGNATION OF OPERATOR

Operator may resign from ‘ils duties and obligations os Operador at any lime upon written notice of not
less than ninety (90) days given to all other parlies.  In this case, all parties lo this contract shall scleet by
" majority vote in interesi, not in numbers, a new Operator who shall assume the responsibilities aad duties, and
‘ have the rights, preseribed for Operator by this agreement. The retiving Operidor shall deliver 1o its successor

all records and information necessary to the discharge by the new Operator of its duties and obligations.
21. LIABILITY OF PARTIES

The liability of the parties shall be several, not joint or coltective. Each parly shall be responsible
only for its obligations, and shall be Halle only for ils proportionate share of the costs of developing aad
eperating the Unit Area. Accordingly, the lien pranted by cach party toe Operator in Section 9 is given to se-
cure only the debls of cach severally., Tt is nol the intention of the parlics to create, nor shall this agreement

h be construed as creating, a mining or other partnership or assoctation, or to render them liable as partners.

22. RENEWAL OR EXTENSION OF LEASES
If any party secures a renewal of any oil and gas lease subjeet to this contract, cach and all of the other
parties shall be notified promptly, and shali have the vight Lo participate in the owncership of the rencwal lease
by paying to the party who acquired it their several proper proportionate shares of the acquisition cost, which

shall be in proportion to the interests held at that time by the parties in the Unit Area.

If some, but less than all, of the parties elect o participate in the purchase ol o renewad lease, it shall
be owned by the parties who elect to participate therein, in a ralio based upon the relationship of their respec-
tive pereentage of participation in the unit arca to the aggregate of the pereentages of participation in the unit
arew of all parties participating i+ the purchase of such renewal lease. Any rencwad lease in which fess thon
all the parties cleet 1o participate shall nel be subject to this agreement,

Each party who participates i the purchase of a rencwal Tease shall be given an assignment of ats pro-
portionate interest thevein by the acquiring party.

The provisions of this section shadl apply o renewal leases whether they e Tor the entine anterest
covercd by the expiving fease or cover only o portion of it area o an anterest therein, Any venewal jease
taken hefore the expiration of its predecessor feasc, or taken o contracted for within six (6) months atter
the expiration of the existing lease shabl be subject to this provision: but any tease taken ar contiacted 1o
more than stz (6) months after the expiration of an exashing lease chall not he decmed o renewal Teaae andd

shall not be subject to the proviaons of this section

The provisions e this section shall apply alzo and o ke manaer to extencon . af ol ancd g feasen,
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23. SURRENDER OF LEASES

The leases covered by this agreement, in so far as they cmbrace acicage in the Unit Areg, shall not be

surrendered in whole or in part unless all parlies consent.

However, should wny party desire to surrender its interest in any lease or in any portion thereof, and
other parties not agree or consent, the party desiring to surrender shall assign, without express or implied
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment
which may be located thercan and any rvights in production thercafter secured, to the parties not desiring to
surrender it.  Upon such assignment, the assigning party shall be relieved from all obligations thercatter ac-
cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any well there-
on, and the assigning party shall have no further interest in the lease assigned and its equipment and production.
The parties assignee shall pay to the party assignor the reasonable salvage valdae of the latter’s interest in any
wells and equipment on the assigned ucreage, determined in accordance with the provisions of Exhibit “C™,
less the estimated cost of salaging and the estimated cost of plugging and abandcning. If the assignment is in
favor of more than one parly, the assigned interest shall be shared by the parties assignee in the proporiions

that the interest of each bears to the interest of all parties assignee.  The Assignment shall in no
evenl cover any lands out side the Unit Area nnless Ascignor and Assignee m:itually
agree thereto.

Any assignment or surrender made under this provision shall not reduce or chunge the assignors’ or sur-
rendering parties’ interest, as it was immediately before the assignment, in the balance of the Unit Arca; and
the acreage assigned or surrendered, and subscquent operations thercon, shall not thereafter be subject to the

terms and provisions of this agreement.

24. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well er any other operation on the Uit Arca, such contribution shall be paid (o the party whn conducted the
drilling or other operation and shall be applied by it against the cost of such drilling or other operation. If
the conliibution be in the form of ccreage, the party to whom the contribution is made shall promptiy execuie
an assignment of the acreage, without warranty of title, to all parties to this agreement in proportion to their
interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed
by all tie provisions of this contract. Each party shail prompily notify aii olher parties of all acreage or

me.2y contributions it may obtain in support of any well or any other operation on the Unit Area.

25. PROVISION CONCERNING TAXATION

Each of the parties heveto elects, under the authority of Scetion 761(a) of the Internal Revenue Code of
1954. to be excluded from the application of all of the provisions of Subchaptler K of Chapter | of Subtitle A of
the Internal Revenue Code of 1954, 1If the income tax laws of the state or states in which the property covered
hereby is located contain, or may herealter contain, provisions similar to those contained in the Subchapter of
the Internal Revenue Code of 1954 above referred to under which o simitar clection 1s sermitted, cach of the
parties agrees that such election shall be exercised. Each party authorizes and directs the Operator to exeeute
such an clection or clections on its bebulf and to file the clection with the proper governmental office or

agency. I reguested by the Operator so to do, cach pavly sgrees to execute and join in such an ¢leetion.

QOpcerator shall render for ad valorem faxation all properly subject to this agreement which by law
should be returned for such taxes, and it shalt pay all such taxes assessed thereon before they become dehin-
quent.  Operator shall bill all other parties for their proportionate share of all tax payments in the manner

provided in Exhibit “C".

If uny tax assessment is considered unreasonable by Operitor, iU may at its diseretion protest such valua-
tion within the time and manner prescribed by law, and i1 may at ils discretion proseete, ur
nol prosecute, the protest Lo a final delerminalion. When any such protested valuastion shall
have been finally determined, Operator shall pay the assersment for the joint account, together with interest andd
penalty accrued, and the total cost shall then be assessed against the partices, and be paid by them, as provided

in Exhibit “C".




26. INSURANCE

At all times while operations are conducled hercunder, Operator shall comply  with the Workmen's
Compensation Law of the State where the operations are bemg conducted. Operator shall also carry or pro-
vide insurance for the benefit of the joint account of the parties as may be outhned in Exhibit “E7 attached
to and made a part hercol. Operator shall requite all contractors engaped in work on or for the Unit Arca
to comply with the Workmen's Compensation Law of the State where the operations are being conducted and
to muintain such other insurance as Operator may require,

In the event Automobile Public Liability Insurvance is speciticd in said Exhibit 5", or subsequently re-
ceives the approval of the parties, no diveet charge shall be made by Operator for premiums paid for such in-

surance for operator’s fully cwned automotive equipment.
27. CLAIMS AND LAWSUITS

If any party lo this contract is sued on an alleged cause of action arising out of operations on the Unit
Area, or on an alleged cause of aciion involving title to any lease or oil and gas interest subjected to this con-
tract, it ~hall give prompt written notice of the suit to the Operator and all other parties,

The defense of lawsuits shall be under the general direction of a committee of lawyers representing the
parties, with Operator’s attorney as Chairman. Suits may be settted during litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the staff attorneys for any of the
parties, but otherwise all expenses incurred in the defensce of suits, together with the amount paid lo discharge
any final judgment, shall be considered cosls of operation and shall be charged to and paid by all parties in
proportion to their then intevests in the Unit Area.  Attorneys, other than staff attorneys for the parties, shall
be employed in lawsuits involving Unil Arca operations only with the consent of all parties; if outside counsel
is employed, their fees and expendes shalt be considered Unit Area expense and shall be paid by Operator and
charged to all of the parties in proportion to their then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the loss which may result from the suit is treated as an
individual loss rather than a joint loss under prior provisions of this agrcement, and all such suils shall be
handied by and be the sole responsibility of the party or parties concerned.

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac-
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be within the diseretion of Operate: e iang as the amount pind o settivinent of oy one claim does ot exeeed
thirty-five hundred ($3500.00) dollars and, il scttled, the sums paid in settlement

shall be charged as expense to and be paid by all parties in proportion to their in-
terests in the Unit Area,

28. FORCE MAJEURE

If any party is rendered unable, wholly or in parl. by force majeure to carry out its ebligations under
this agreement, other than the obligation to make money pavments, that party shall give to all other parties
prompt wrilten notice of the force majeure with reasonably full particulars concerning it: thercupon, the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected party shall use all possible
ditigence to remove the force majeure as guickly as possible.

The requirement that any force majeure shall be remedicd with all reasonable dispatch shall not require
the settlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to ils wishes: how
all such difficulties shall be handled shall be entirely within the Jdiscretion of the party concerned,

The term “force majeure” as here employed shall mean an act of God, strike. lockout, or other industriul
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosien. gov-
crnmental restraint, unavailabilily of equipment, and any other cause, whether of the kind specifically enum-

crated above or otherwise, which is not reasonably within the control of the paty (‘l:xi‘min;{ suspension.
249. NOTICES

All notices authorized or required between the parties, ond regquired by any of the provisions of this
agreement, shall, unless otherwise specifically provided, be paven in writing by United States mail or Western

Union Telegram, postage or charges prepaid, and addressed to the party to whomn the notice is given at the
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addresses listed on Exhibit “A”. The originating notice to be given under any provision hereof shall be deemed
given only when received by the party to whom such notice is directed and the time for such party to give any
notice in response thereto shall run from the date the originating notice is received. The second or any re-
sponsive notice shall be deemed given when deposited in the United States mail or with the Western Union
Telegruph Company, with postage or charges prepaid. Each party shall have the right to change its address

at any time, and from time to time, by giving written notice thereof to ali other parties.

30. OTHER CONDITIONS, IF ANY, ARE:

A. Unleased oll and gas interests shall be subject to the terms and provisions
of this Agreement only for the term set out in Exhibit "D".

If the assigning party or parties under any appliceble Section in this Agree-
ment shall te the owner or owners of an unleaged oil and gas interest, such party
or parties shall execute an oil and gas lease in lieu of an Assignment as therein
provided, using in so doing, the form of lease atteched hereto as Exhibit "D" which
lease shall be for & primary term of One (1) year from the date of execution thereof
and so long thereafter as oil or gas or either of them 18 produced from seid land
by the Lessee 1in paying quantities.

B. Title fa'lure or loss of e lease or unleased oll and gas interest, shall

not relieve any party from peying its proporticnate share of the cost of (15 drill-

‘ : » testing, completing and equipping or plugging and abandoning the test well, or

9 : (2) operations then being conducted on & well in the Unit Area, provided it has
: rreviously asgreed to participate in said test well or operations.

C. Notwithstanding anything herein to the contrary, if any working interest
owner shall, subsequent to execution of this agreement, create an overriding royalty,
production payment, net proceeds interest, carried interest, or any other interest
out 1f ite working interest (herein called 'subsequently created interest'), such
subsequently created interest shall be specifically made subject to all of the terms
and provisions of this agreewent., If the working interest owner from which such sub-
sequently created interest is created (a) fails td pay, when due, its share of costs
and expenses chargeable hereunder, and its share cf production accruing hereunder is
insufficlent to cover such costs and expenses, or (b) elects to go non-consent under
Section 12., or {(c) elects to abandon z well under Section 16. hereof, elects to sur-
render a lease under Section 24, hereof, or otherwise withdraws from this agreement,
the subsequently created interest shall be chargeable with a pro-rata portion of all
costs and expenses hereunder in the same manner as if such subsequentiy created in-
ceresis were a working Intcrest, and Operntor shall have the right to enforce against
such subsequently created interests the lien and all other rights granted in Section

9. hereof for the purpose of collecting costs and expenses chargeable to subsequently
created interests.

D, Notwithstandirng the provisions of Sections 7, !l aud 12 or auy other provi-
sion contained herein to the contrary, consent to the drilling of any well shall not
bedeemed to be consent to the setting of casing and a completion attempt. After any
well drilled pursuant to this agreement has reached the depth previously agreed upon
by the parties, all testing and logging has been completed and before conducting any
further operations, Operator shall gilve immediate notice to all of the other parties
hereto. The parties recelving such notice shall have forty-eight (48) hours (exclu-
alve of Saturdays, Suadays or legal hollidays) in which to elect whether or not they
desire to set casing and partlicipatc in a completlon attempt. Falilure of the party
receiving such notice to reply wlchin the said forty-eight (48) hour period shall
constitute an election by that party not to partleipate In the cost of the completion
attempt. If all parties elect to plug and abandon the well, Operator shall plug and
abandon the same at the expense of all parties. 1If one or more, but less than all,
of the parties elect to set casing and attempt o completion, ail such operations
shall be conducted subject to al} of the terms and provisions of Sectlon 12.

E. In the performance ol tuls agreement, Operator agrees to comply fully with
the nondiscrimination provisions of Scction 202 (1) to (7) inclusive of Executive
Order 11246, as amended, and Included as Exbiblt "F," which is attached hercto and
made a part hereof. Operator further agrees to comply wlth the provisions of [Lxecu-
tive Order 11701, which {3 Incorporated herein by reference,




F. The partlies hevcto have concurrently herewith entered into that certain Unit
Agreement For the Development and Operation of the lLoafer Wraw Unit Area, (hereinafter
referred to as "Unit Agreement') dated the same date hereof, coverlng the Unit Area
under this agreement. The following provisions are added under this subparagraph F.
of Section 30 to provide for operations consistent with the terms of the Unit Agree-~
ment and, in the event of a conflict between the foregoing provisions of this agree-
ment and the following provisions, the latter shall control.

1. DEFINTTIONS - The definitions contained in the Unit Agreement are hereby
adopted for all purposes of this agreement.

2. TEST WELL - The test well provided for herein is the "initlal test well"
under the Unit Agreement and said test well shall be drilled, tested, completed (in-
cluding plugging and abandomment, if a dry hole) and equipped at the sole cost, risk
and expense of the parties.

3. DRILLING UNITS AND PARTICIPATING AREA - All drilling units for the Unit
Area shall conform to the rules and regulations of the 0il Conservation Commission of
the State of New Mexico. The establishment of participating area under the Unit Agree-
ment shall, subject to approval by the Supervisor, conform to the State Rules in that
each participating area shall consist of the drilling unit for the initial producing
well thereon and each enlargement of such participating area shall include any subse-~
quent producing well or wells and the drilling unit or units therefor.

4. PAYMENT OF ROYALTIES, OVERRIDING ROYALTIES AND OTHER BURDENS - Royalties,
overriding royalties and other burdens payable under interests committed to the Unit
Area shall be paild on a participating area basis as provided in the Unit Agreement.

. 5. SUBSEQUENT TEST WELL - If the test well 1is not completed as a well capa-
ble of producing unitized substances, as defined in Article 9. of the Unit Agreement,
the drilling of any subsequent test well shall be on such terms as the parties may
agree; provided, however, in the absence of Agreement, such well (or wells) may be
drilled by Operator for the account of any party (or parties) hereto who have agreed
to dri1l a subsequent test well under the provisions of Section 12, hereof.

6. DEVELOPMENT OR EXPLORATORY "ILL5 - I[f the Supervisor has approved the
drilling of a well or welle as proposed under Articles 10, and 13. of the Unit Agree-
ment, Operator shall drill such well for the account of the parties hereto subject to
the following:

(a) Any party hereto may propose the drilling of a well on a drilling
unit by glving to each of the other partiles written notice specifying the location,
depth and estimated cost of the proposed well, which location shall conform to the
applicable spacing pattern heretofore adopted.

{(b) Within thirty (30) days after receipt of sucit notice, cach party
shall advige all other parties in writing, wiether or not it wishes to participate
in drilling the propesed well. 1If all parties so advise that they wish to partici-
pate therein, the proposed well shall be drilled by Operator for the account of all
the parties. 1f any party falls to respond to such notice within sald thirty (30)
day pertod, it shall be deemed to have elected nocv to participate in drilling the
proposed well,

(c) Unless all partics agree to participate 1n response to sald notlce,
then within fifteen (15) days after expiratlon of said perfod of thirty (30) days,
each party who then desires to have the proposed well drilled shall give to all other
parties written notice of election to proceed with the drilling of saild well. Fall-
ure to give such notice shall be deemed an =lectfon not to participate in drllling
sald well,

(d) 1If one or more, bul aot all of the parties so elect to proceed,
Operator shall dri1ll the well for the account of such party or parties under the pro-
vigions of Section 12,

7. (a) REQUIRED WELLS - A well shall be deemed a Required Well If the
drilling thereof is vequired by the final order of an authorized representative of
the Department of Interior. Such an order shall be deemed final upon ecxplration of
the time allowed for appeal therefrom without the commencement of approprlate appen!
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proceedings or, if such proceedings are commenced within said time, upon the final
disposition of the appeal. Whenever Operator receives any such order, it shall
promptly mall a copy therof to each of the other parties; if any such order is ap-
pealed, the party appealing shall give prompt written notice thereof to each of the
other parties, and upon final disposition of the appeal, Operator shall give each of
the other parties prompt written notice of the result thereof.

(b) ELECTION TO DRILL - Any party desiring to drill, or participate in
the drilling of, a required well shall give to Operator written notice thereof within
thirty (30) days after the order requiring such well becomes final or within such
lesser time as may be required by such order. If such notice is given within said
perlod, Operator shall drill the required well for the account of the party or parties
owning interests in the drilling unit under the provisions of Section 12.

(c) ALTERNATIVE TO DRILLING ~ If no party elects to drill a required
well within the period allowed for such election, and if any of the following alter-
natives is available, the first such alternative which is available shall be followed:

(1) COMPENSATORY ROYALTIES - If compensatory royalties may be paid
in lieu of drilling the well and if payment thereof receives, within saild period, the
approval of the parties who would be chargeable with the costs incurred in drilling
the well, 1f the well were drilled, Operator shall pay such compensatory royalties
for the account of said parties; or

(2) CONTRACTICN - If the drilling of the well may be avoided, with-
out other penalty, by contraction of the Unit Area, Operator shall make reasonable ef-
fort to effect such contraction with the approval of the Director; or

(3) TERMINATION - If the required well is a subsequent test well,
the parties shall join in termination of the Unit Agreement in accordance with its
provisions.

(d) REQUIRED DRILLING - If none of the foregoing alternatives is avail-
able, Operator shall drill the required well for the account of the parties whn are
obligated to bear the costs therecf in accordance with this agreement,

8. ESTABLISHMENT, REVISION AND CONSOLIDATION OF PARTTCIPATING AREAS -

{a) DPROPDOSAL - QOperator shall initiate each proposal for the establish-
ment or revision of a participating area by submitting the proposal in writing to
each party before filing same with the Director. The date of proposed filing must be
shown on the proposal. 1If the propnsal receives the approval of the parties within
thc propoeed participating area, then such proposal shall be filed on the date speci-
fied in the notice.

(b) OBJECTIONS TO PROPOSAL ~ Prior to the proposed filing date any
party may submit to all other partles written objectlons to such proposal. T, de-
spite such objections, the proposal recelves the approval of the parties within the
proposed participating area, then the party making the objections may renew the same
before the Director,

(c) REVISED PROPGSAL - 1f the proposal does not receive the approval
of the parties within the proposed pavticipating area, then Operator shall submit a
revised proposal taking into account the objectlons made to the first proposal. If
no proposal recelves the approval of the partles within thirty (3Q0) days from the
submission of the first proposal, then Operator shall file with the Director a pro-
posal reflecting as nearly as practicable the varlous views expressed by the parties.

(d) HEJECTION BY DIRECTOR -~ If a proposal filed by Operator, as abhove
provided, 1s rejected by the Director, Operator shall initiate a new proposal in the
game manner as provided above, and the procedure with respect thereto shall be the
same a8 1n the case of an initial proposal.

(e) CONSOLIDATION - Two or more particlpating arcas may be combined as
provided in the Unit Agreement.

9. PLANS OF DEVELOPMENT -

{a) WELLS AND PROJECTS INCLUDED - Fach plan for the development and

—14-




operation of the Unit Area which is submitted by Operator to the Supervisor in ac-
cordance with the Unit Agreement shall make provision only for such drilling, Ceep~
ening and plugging back operations and such other projects as Operator has been
authorized to conduct by the parties owning a werking interest in a drilling unit
and chargeable with the costs incurred.

(b) NOTICE OF PROPOSED PLAN - At least ten (10) days befoie submittlng
any such proposed plan to the Supervisor, Operatcr shall give each party written no-
tice thereof, together with a copy of the proposed plan.

(c) NOTICE OF APPROVAL OR DISAPPROVAL - If and when a proposed plan
has been approved or disapproved by the Supervisor, Operator shall give prompt
written notice thereof to each party. 1In the case of disapproval, Operator shall
state in such notice the reasons therefor.

(d) AMENDMENTS - If any party or parties shall have elected to proceed
with drilling, deepening or plugging back operation in accordance with the provisions
of this agreement, and such operation 1s not provided fcr in the then current plan of
development as epproved by the Supervisor, Operator shall either (a) request the Su-
pervisor to approve an amendment to such plan which will provide for the conduct of

such operation, or (b) request the Supervisor tu consent to such operation, if his
consent is sufficient.

(e) CESSATION OF OPERATIONS UNDER PLAN - If any such plan as approved
by the Supervisor provides for the cessation of any drilling or other operations
thereir provided for on the happening of a contingency and if such contingency oc-
curs, Operator shall promptly cease such drilling or other operations and shall not

or other operations are again authorized in accordance with this agreement Hy the
parties owning working interest in the drilling unit and chargeable with such costs.

10. COMPEMSATORY ROYALTIES -

(a) NOTICE - Whenever demand is made in accordance with the Unit Agree-
ment for the payment of compensatory royalties, Operator shall give written notice
theresf toc each party affected by ihe demand.

{b) FAILURE TO DRILL A DEVELOPMENT WFLL - If the demand for compensa-
tory royalty results from the fallure to drill a development well and such well Iis
not drilled, then Operator shall pay such compensatory royalty. Such payment will
be charged to the account of the parties owning lInterests subject to such demand as
costs incurred in operations within the drilling unit for such well.

11, TERM - Notwithstanding the provisions of Section 10. hereof, the term of
this agreement shall be the same as the term of the Unit Agreement and shall terminate
concurrently therewith; provided, however, the termination of this agreement shall not
operate to relieve any party of any obligation then accrued either hereunder or under
the Unit Agreement.

12, RATIFICATION AND JOINDER -

(a) PRIOR TO THE COMMENCEMENT OF OPERATIONS - Prior to the commencement
of operations under the Unit Agreement, all owners of working interests in the Unit
Area who have joined in the Unit Agrcement shall be privileged to execute or ratify
this agreement,

(b) AFTER COMMENCEMENT OQF OPERATIONS - Aftcer commencement of operations
under the Unit Agreement, any working {nterest in land within the Unit Acca which is
not then committed hereto may be committed to this agreement and to the Unit Agreement
upon such reasonable terms and conditions as may rcceive the approval of the parties.

This agreement may be signed in counterpart, and shall be binding upon the par-
ties and upon their heirs, successors, representatlves and assigns, upon cxecution
of all parties, and shall be effective as of the date (irst nereinabove written;
provided, however, this agreement shall not become binding or effective unless {t
18 executed by all parties and recturned to Operalor within ninety (90) days after
sald date unless such time is extended by agreement of all partles.
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CIT1ES SERVICE OIL COMPANY

By

Attorney-in-Fact

OPERATOR

S. P. YATES
Yates Building
Artesia, New Mexico 88210

MARTIN YATES, III
Yates Building
Artesia, New Mexico 88210

MIDWEST OIL CORPORATION
1500 Wilco Building
Midland, Texas 79731

ALLIED CHEMICAL CORPORATION
1300 Wilco Building
Midland, Texas 79701

JACK L. McCLELLAN
P. 0. Box 848
Roswell, New Mexico 88201

EASTLAND 011, COMPARY
704 Western United Life Building
Midland, Texas 797Gl

RORINSON DRILLING COMPANY
OF TEXAS, INC.

306 Permian Building

Big Spring, Texas 79720

ILLABELLE SHANAHAN
P. 0. Box 1272
Salt Lake City, Utah 84110

HAYES OIL COMPANY
1402 Gihls Tower West
Midland, Texas 79701

NON-OPERATORS

STATE OF OKLAHOMA
) sS
COUNTY OF TULSA )

On this day of i , 1973, beforc me
personally appeared ", to me known to be the purson who exe-
cuted the foregoing instrument as Attorney-in-Fact in behalf of CITIES SERVICE OTL
COMPANY, a Delaware corporation, and acknowledged that he executed the same as the
free act and deed of said Cities Service 0Ll Company.

Notary Public
My Commisslon Expires:
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EXHIBIT "A" - Attached to and made a part of Operating Agreement dated October 15,
1973, between CITIES SERVICE OIL COMPANY, as Operator, and S. P.

(1)

(2)

(3)

YATES, et al, as Non-Operators,

LANDS SUBJECT TO CONTRACT (Unit Area):

All of Sections 2 and 13, Township 21 South, Range 21 East;
All of Sections 7 and 8, the W/2 of Section 9, the W/2 of
Section 16, all of Sections 17, 18, 19, 20, and the W/2 of
Section 21, all in Township 21 South, Range 22 East, Eddy

County, NeWw Mexico.

CONTRIBUTIONS AND INTERESTS OQF THE PARTIES:

Parties

Cities Service 0il Company

S. P, Yates

Martin Yates, IIL

Midwest 01l Corporation

Allied Chemical Corporation

Jack L. McClellan

Eastland 0il Company

Robinson Drilling Company of
Texas, Inc.

I1labelle Shanahan

Hayes 0il Company

Acreage Percentage
3,560.64 60.93313%
1,122.88 15.21582%

320.00 5.47615%
320.00 5.47615%
320.00 5.47615%
40.00 .68452%
40.00 .68452%
40.00 .68452%
40.00 .68452%
40.00 .68452%
5,843.52 100.002000%

ADDRESSES OF PARTIES TO WHICH NOTICES SHOULD BE SENT:

Allied Chemieal Corporation
1300 Wilco Building
Midland, Texas 79701

Attn: Mr. Doun F. Dow

Citles Service 0il Company
P. 0. Box 300
Tulsa, Oklahoma 74102
Attn: Manager, Land Department

Eastland 0il Company
704 Western United Life Building
Midland, Texas 79701

Hayes 011 Company
1402 Gihls Tower West
Midland, Texas 79701

Attn: Mr, James C, Hayes

Mr. Jack L. McClellan
P, 0. Box 848
Roswell, New Mexico 88201

Midwest 0il Corporation

1500 Wilco Building

Midland, Texas 79701
Attn: Mr, Tom Coleman

Robinson Drilling Ccmpany of
Texas, Inc.

30% Permian Building

Big Spring, Texas 79720

Ms. Illabelle Shanahan
P. 0. Box 1272

Salt Lake Ciiy, Ucah 34110

Martin Yates, III
Yates Building
Artesia, New Mexico 88210

5. P. Yates
Yates Building
Artesia, New Mexico 88210
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EXHIBIT "B" |

Attached to and made a part of Operating Agrcement dated October 15, 1973,
between CITIES SERVICE GIL COMPANY, as Operator, and S. P. YATES, et al,
as Non-Operators,

INSURANCE

Operator shall also purchase or provide for the benefit of the

parties hereto:

Type ~f Coverage Liability Limits of Not Less Than
(a) Employers' Liability and - $100,000 each accident

extension of Workmen's
Compensation and Employers'
Liability to cover marine
operaticns where annlicable,

(b) Comprehensive General Bodily Injury $100,000 each person
Liability (excluding under- 300,000 each accident
grourd property damage but Property Damage 100,000 each accident
including operation of water-
craft where applicable),

Al

(c) Comprehensive Automobile Bodily Injury $100,000 each person
Liability 300,000 each accident
Property Damage 100,000 each accident

]

It is further understood and agreed that the Operator is nnt a
warrantor of the fiuancial responsibility of the insurer with whom such insur-
ance 1s carried, and that except for willful negligence, Operator shall not be
liable to Non-operator for any loss suffered on account of the insufficiency
of the insurance carried, or of insurer with whom carried. Operator shall not
he lisble to Non-operator for anv loss accruing by reason of Operator's inabil-
ity to procure or maintain the insurance ahnve mentioned. Operator agrees that
if at any time during the life of this agreement it is unable to obtain or
maintain such insarance, it shall immediately notify Non-operator in writing

of such fact,
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Recommanded bLy the
Countil  of  Petrateum

EXHIBIT " C " :ii‘::ﬂ;u:‘!:'gzcimmol

Attached to and made a part of Operating Agreement dated
October 15, 1973, between CITIES SERVICE OIL COMPaNY, as
Operator, and S. P. YATES, et al, as Non-QOperators.

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

I. GENERAL PROVISIONS

Definitions

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

“Joint Operations” shall mear: all operations necessary or proper for the development, operation. protection und
mairtenance of the Jomnt Property.

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

“Non-Operatms”™ shall mean the nonoperating pinties, whether one or move.

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

“Parties” shall mean Operator and Non-Operitors.

“Material” shall mean personal property, cquipment or supplics acquired or held for use on the Joint Property.
“Controlluble Material”’ shail mean material which al ihe time is so ciassilied in ihe Maieriat Classification Manual
as most recently recomnmended by the Council of Petroleuim Accountants Societies of North America.
Conflict with Agreement

I the event of a conflict between the provisions of this Accounting Procedure and the provisions of the agree-
ment to 'which this Accounting Procedure is attached, the provisions of the agreement shall control

Statements and Billings

Operator shall bill Non-Opcrators on or before the last day ot cach month for their proportionate share of costs and

expenses, for the preceding month.  Such Litlh will he accompanied by statements reflecting the total charges

and credits as set forth under Subparagraph C below:

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

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

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

Payment and Advances by Non-Operalors
Each Non-Operator shall pay its prapottion of all such bills within [ifteen (15) days after receipt thereof. If pay-

ment is not made within such time, the unpatd balance shall beur interest at the rate of twelve percent (12%)

per annui Or such maximum rate as permitted by law, whichever is the lesser, until paid.
Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operators to protest or question the correctness
thereof: provided however, all bills and slatements rendered to Non-Operators by Operator during any calendar
vear shall conclusively be presumed to be true and correci aficr iweniy-four (24) months following the end of any
such calendar year. unless within the said twenty-four (24) month period a Non-Operator takes written excep-
tion thercto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made
unless it is made within the same prescribed period. The provisions of this paragraph shall nol prevent adjust-
ments resuliing fram 2 physical inventory of the Joint Proverty as vrovided for in Section VIIL

Audits

A Non-Operator. upon notice in writingf to Operator and all other Non-Operators, shall have the right to audit
Operator's accounts and records relating to the accounting hercunder {or any calendar year within the twenty-four
(24) month period following the end of such calendar year: provided however, the making of an uudit shall not ex-
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Paragraph
6 of this Seetion 1. Where there are two or more Non-Operators, the Neon-Operators shall make every reasonoble
effort 1o conduct joint or simultancous audits in a manner which will result in a miatmum of inconvenience to
the Operator.

11. DIRECT CHARGES
Sudject to limitations hereinafter prescribed, Operater shall charge the Joint Account with the following items:

Rentals and Royalties

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

of the Parties.

Lahor

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

B. Operator's cost of holiday, vacatien. sickness and disability benefits and other customary allowances paid to the
emblovees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 11
and Paragraph 1 of Section I1I; except that in the case of those employees only a pro rata poction of whose
salaries and wages are chargeable to the Joint Account under Paragraph 1 of Section ITI, not more than the same
pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint Acccunt. Cost
under this Paragraph 2B may be charged on a “when and as paid basis” or by '“‘percentage assessment” on the
amount of salaries and wages chargeable te the Joint Account under Paragraph 2A of this Section I and Para-
graph | of Section IIl. If percentage assessment is used, the rate shall be based on the Operator's cost experience,

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

[D. Reasonabtle persoral expenses of those employees whose saiaries and wages are chargeabie to the Joint Account
under Paragraph 2A of this Section 1! and for which expenses the employees are reimbursed under Operator’s
usuzl practice.
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3. Employee Benefits
Operatar's carrent cost of estabhished plans for cmployees’ proup hife insmance, hospitalization, pension, rebire-
tient, stock proachase, theitt, bonus, and athier benetit plans ot a hike vature, applicable to Qperator's labor cost: pro-
vided however, the total of sach charges shall not exceed fifteen percent (1870 of Opetator’s ahot costs charyeable
o the Jdoint Account under Parvagraphs 2A and 28 of thus Section I uand Piovapraph 1 of Section HI
1. Matcerial
Materind purchased or fuentshed by Operator oy ase on the Jaint Property. So far as it is rveasonably practi-
cat and copsistent with ¢ificient and ceanomicat operation, only such Material shall ne puichared for or transferred
1 the Joint roperty as may be veguired tor inecdiate nees and the cecumntation of surplus stocks shall be avoided.
3 Treansportation
Transportation of caployces and Materal neceszany for the Jomt Opetations bat sabject ta the following limitations
A1 Materind is moved 1o the Joint Property trom the Opetator s wirchowse or other proaperties. no chat e shall
be made 1o the Joint Aceount for aodetance prester than Yhe abtarce Drom e nearest yehable supply store or
vatlway receiving point where ke matenia! o available except by arreement with Non-Operators
BB osueplus Materal is moved to Operatocs waicbow e ar olber stanee patat, ta chavpe shall be made 1o the
Joint Account for o distance greater than the detanee o the nearest teliable supply stove ar raillway receiving
point, except by areement with Non-Opevators No chioee shatt be made to Joint Account far movinge Material
tu ather propeties belonginge 1o Operatar, except by anteenunat waithe Non-Operators,
Con o the apphcihon of subporagraphs A and B oabove there Jhobl bee nocgiiatizatton of aetuad gnoss trackng costx
af 1M o less,
6. Seevices
A The cost of contraet services amd utititios procured irom outside sonrees other than services covered by Para-
craph B o) tas Sechon 1 and Parazeaph 2 of Scecton 111
U Use and service af equipment and facilities Turaished by Operator as provided e Pacagraph  of Seetion TV,
7. Damnges and Losses (o Jaint Property
Al rosts or expenses necessary for the repar or replacement of Joint Property made necessary because of damages
or losser mewreed by Giee, Tlood, storm, thett, accdent, or any ather cause, except o the extent that the damage or
loss conld have been avaded thraungh the exercise of reasonabte diligence i the part of Operutor.  Operator shall
fitenish Non-Opevatars wettten notiee af demnges of losses incarred as soon as practicable aflter a repart thereof
has been received by Operator,
8. Legal Expense
Al costs and expenses of hoadlione, inveatentog and sotthng tggadion or claime, asies by veasan of the Jonn
Qperations or necessary (o protect oF recover the deint Property, inchading, but nat Tissted o, attorneys’ fees,
. : caurt costs. cost of anvestrmbion o procuring evidenee and aononuds paid in settlement or sausfaction of any
such Bigation or clanos, prouded, G no charee shall e made for the serviees of Operator’s legal stadf or other reg-
ularly emploved personnel (such services being constidered 1o he Admimsteative Overhead ander Seetion 1), ex-
cept by agreement with Noa-tvperators, amd (h) oo charge shadl be made for the fees and expenses of oulside at-
. Aovnevs unless the eiiploy nwent of <uch attornevs sooeeed e by Operator and Non-Operadars,
4 o i 9. Taxes
Al taxes af every kind and natove gssessed or levied epon o i cannection with the Joint Property, the operation
thereat, or the pradaction theretrome and whieh tases have been paid by the Operitor for the benefit of the Partics,
1. Jusurance Premivms
Premiums paid for insuranee requived to be carried on the Jomt Propety Tor the protection of the Parties.
1. Other Rupenditures '
Any other expenditure not covered or dealt with m the Joregoing provisions of this Section {1, or in Section III,
ad which is incurred by the Opervator for the necessary and proper conduct of thie Joint Operations.
HL INDIRECT (CHARGES
Operator may charge the Joint Account for indireet costs cither by use of in pllocation of district expense items plus a
fixed rate for administrafive overbiead, and plas the warchonsing charges, ofl os provided for in Paragraphs 1 2, and 3 of
thiz Seefion T OR by combining all three of said ttems under the fixed vate provided for in Paragiaph 4 of this Seetion
L as indicited next below:

OPERATOR SHALL CHARGE TUHE JOINT ACCOUNT UNDER THE TERMS OF;
{7 Paragraphs 102 and 30 (Allocation ol dedriet expense plus fixed rate for administrative overhead plas
warchousing.)
{xd Paragraph 4. (Combined fixed rate)
1. Dlstrict Fuoense
Operalor shall chiatse the Jomt Acconni wath oo oot norticn of the salires, wages and expenses of Operator's
production superiatendent and other ciplovees serving the Jomnt Property and ot preperties of the Qperator in
the same operating arva, whose time is not aliocated divectly to the properties, and a pro rata portion of the cosi of
mmntaining and eperatine o prodaction aftice ktown as Operator’s
alfice fovated a1 o neay {or o comparable olliee 3 location changed), and neces-
sary sub-ofnices OF anv), muantawed for the conventenee of the above-deseribted office, and all necessary camps.
inchuding houstnye faclities foe eny fovees o requitved, ased i conmection with the operations of the Jaint Property
and ather propertes in the sime opecitiong anea The experee of, less any cevenue feam, such facilities may, at the
aption of Opevator, mclude depreciation of nvestnuent -0 o fane monthiy rental e hea of depreaiation. Such
charzes <hatl be apportioned to all properties served on sone vquilable basis consistent with Qperafor’s accounting
practice.

20 Administeative Overhead
Opevitor shall charee adnimstrative ovethiend to the dont Nceonnt ot the followrie e rates, which ohargee shall be in
licw of the cart and expense of ali offices of the Operator not covered by faramraph 1 oaf thit Section T including
safaries. woue<nud expenses of peraomne] asaenod o saeh ot he Such ehi s Shadb beown saebdivyon o Yhe calbirses,

wiazes aud expenses of cmplovec. of Opecalor athonaed Yo be chirped oo dieeet ehon g on provuled g Paragraphs
2omd B ool Sechon 1

WELL BASIS (RATE PER WELL PER MONTID
PRODUCING WIELL RATE

DRILLING WELL RATE {Use Currgnt Producing Depthi
(Use Totoel Depth) All Wells
Well Depth Each Well first Fave N-at Five Qver Ton
The cost and expense of soovices foam oulsude sourees 1 cornection aoth aatho s of Yaxation, traffic, accounting, or

matters before oranvolving gosermmnental acencies shall be concprheed oo rochaded e the overheard rates provided for n
o Povadraph 2o Sevtien B cales sark co b o cvper e e weteed upan between Operator and Non -Operators

as adnect choe e to the ot Accone
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1-0 ei‘ntprf.s Fully Qwaned Wnehoue‘_()pentlh( and Maintcriance Expemse
{Describe fully the agreed procedure to be followed by the Operator.)
.NONE

i. Combined Fixed Rates

Operator shall charge the Joint Account for the setvices covered by Paragraph 1, 2 and 3 of this Section 111, tke
fallowing fixed per well rates:

fos : WELL BASIS (RATE PER WELL PER MONTH)
Producticn
Drilling Wells All Wells~All Depths

L $1,460 L $205

Saud fixed rate (shall) ORNIOBGL) include salaries and expenses of production foremen.

3. Application of Administrative Overhead or Combined Fixed Rates .

» The following fimitations, instructions and charges shull apply in the application of the per well rales as provided

under cither Puragraph 2 or Paragraph 4 of this Section 1l .

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

. B, The stalus of we}ls shall be as follows:

© 1Y Produting gas wells, injection wells for recovery operations, water supply wells utilized for wiater floading

" operations and sult water disposal-wells shall be considercd the same as producing wells.
" (2) Wells permanettly shiit down but on which plugging operations are deferred shall be dropped srom the
" well schedu'e st the time the shuidown is effected. When such a well is plugged a charge shall be made

' i at the Praduding well rates.

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

¢4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar month, -

: shall net bé included in the wetl schedule, provided however, welis shut in by governmental regulatory
body shall be tncluded in the well schedule only in the event the allowable production is teansferred to some
other:well or wells on the Joint Property. In the event of 4 unil allowable, all wells capable of producing
will be counted in determining the charge. .

(3} Gas wells shall be included in the well schedule f divectly connected to a permanent sales outle! even
though.temporarily shut in due to overproduction er failure of purchaser 1o take the allowed production.

. 18) Wells completed in multiple harizons, in which the production is not commingled down hole, shall he can-

... sidered as a mroducing well for each separstely producing horizon.

C."The well rates shall apply to the.total number of wells being drilled or operated under the agrec-
ment to which this Accqunting Procedure is attached, irrespective of individual leases.

D. The well ratés shall be adjusted on the first day of Aprif of each ycar following the effective date of the agree-
ment to which this Accounting Procedure is attached. The adjustment shall be computed by mulliplying the
rate currently in use By the percentage Inerease or decrease in the average weekly earnings of Crude Petroleum
end Gas Production Workers for the last calendar year compared to the preceding calendar ycar as shown by
*The Index of Average Weckly Earnings of Crude Petroleum and Gas Production Workers” as published by the
United States Department of Labor, Bureau of Labor Statistics, The adjusted rates shall be the rates currently
in use, plus or minus the computed adjustment.

8. For the construction of compressor plants, water stations, secondary recovery systems, salt water disposal facili-
tiay, and other such projects, as distinguished from the more usual drilling and producing operations, Operator
in_addition lo the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this
Secction: 11T .shall chargm the Joint Aceount wilk an additional overhead charge as follows:

. A. Tote! cost less than $25,000, no gharge .

B Total cost mare than $25.000 but less than $100,000, . 3. <% of tota) cost.

C. Total cost of $100.000 or move,. 3 9 of the first $100,000 plus _2 <. of all over $100,000 of total cost.
Total cost shall mean the total gross cost of any vne pirojcet, For the purpase of this Paragraph the component parts
of 3 single project shall not be treated separalely and the cost of drilling wells shall be excluded.

7. The specific rales provided for in this Section Il may be amended from lime to time by mutual agreement between
the Parties hereto if, in practice, the rates are { : ;e insufficient or excessive.

V. BASIS €. CHARGES TO JOINT ACCOUNT
Subject ‘o the further provisions of " is Section 1V, Operator will procure ... Material and se:. ices for the Joint Prop-
erty. At the Operalor’s optior, Non-Operator mav supply Material or services fer the Joint Property.
1. Purchases
Material purchased and service procured shall be charged at the price paid hy Operator after deduction of all dis-
counts actually received. ]
2. Material furnished from Operator's Warehouse or Other Propertles
A. New Material (Condition “A")
(1) Tubular geods, two inch (2} and over, shall be priced on Eastern Mill hase (i. c. Youngstown, Ohiu; Lorain,
Ohio; and Indiana Harbor, Indiana) on a minimum carload basis effective at date of mover.ent and f. o, b.
vailway receiving pcint nearest the Joint Pronerty. regardless of quantity. In cqualized hauling charges,
Operator is permitted to include ten cents (10c¢) per hundred-weight on all tubddar goods furnished from
his stocks in lieu of loading and unjoading costs sustained.
" (2) Other Material sha!l be priced at the current replacement cost of the same kind of Material, effective at date
-~ of movement and f. 0. b. the supply store or railway receiving point nearest the Joint Property where
Material of the same kind is available.
{3) The Joint Account shall not be credited with cast discounts applicable to prices provided for ir this Para-
graph 2 of Section IV.
B. Used Material {Condition “B" and nCy
(1) Materia) in sound and serviceable condition and svitable for reuse without reconditioning, shall be classified
as Condition "B"” and priced at seventy-five per cent (75 ) of the current price of new Material.
(2) Material which cannot be classified as Condition “B" but which,
(4) After reconditioning will be further serviceable for griginal function as good secondhand Macerial
(Condition “B"}, or
{b) Iz serviceable for original function but substantially not suitable for reconditioning, shall be classifi-~
ed as Condition “C" and priced at fifty per ceat (5077 ) of curyvent new price.
(3) Obsclete Material ar Matertal which cannot be classified ss Condition “B” or Condition “C” shall be priced
at 8 value commensurate with its use. Materizl no longer sutiable for its original purpose hbut usable for
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sorpe othey purpose, shall be priced on u basis comparable with that of items normally used for such other
purpose. 1, -
t4) Mutpeona! invalving erection custs shall be charged at applicable percentage of the current knocked-down
price of new Material.
1. Premium Prices .
Whenever Material Is not readily obtainable at prices specified in Paragraphs | and 2 of this Section IV hecause of
nitiorial emetgendies, steikes or nther unusual causes over which the Operator has no contrel, the Operator may
charge thée Joint Acconnt for the requili‘ed Material at the Operator's actual cost incurred in procuring such Material,
it making it sultabie fur use, and n moving it to the Joint Property, provided, that notice in writing is
furnished tc Non-Operators of the proposed charge prior to billing Non-Operators for such Material. Each Nea-
Operatsr-shall have the right, by 56 electing and notifying Operator within 10 days after receiving notice from
Operatat; ty futnish fif Kind alf br part of his share of such Material suitable for use and scceptable 1o Operator.
4. Warranty of ‘Matetial Farnished by Operator
Operattr does ndt wartant' thd Material furnished. In case of defective: Material, credit shall not he passed to the
Tawnt Afcoutit untll -adjustment has been received by Operator from the manufacturers or their agents.
5. Fyuipmeni.and Faciljties Furnished By Qperator
A Opcrator shall cherge the Joint Agcount for use of equipment and fyvilities ot rates commensurate with cost of
owncrship and pperation. Such rates shall include cost of maintenance, repairs, other operating c¢xpense, in-
suranee, tuxes, depregiation and mterest ua investment nat o exceed six per cent (6, ) per annum. provided
such' pates shall pat excepd those currently prevailing in the immediate arey within which the Joun Property is
lodoted. Rates for sutomative equipment shall generally be in line with the sehedule of rates adapted by the
Petr.qleum, Motor .Tr,an:spoi'f. Association, or some other recognized arganization, as recommeded uniform charges
. ,gg@ipsi Joint Property operations. Hates for luboratory services shall not exceed those cutvently prevailing if
‘performed by outside servige lahovatories. Rates for trucks, tractors and well service ynits may include wages
and vxpenses of operalor. Lo
B. Whenevet requested. Operatoy shall inform Non-Operators in advance of the rates it propeses {v charge.
C. Rutes shall be revised und adjusted rom {ime to time when found to be either excessive o1 insufficient.
. N . i -

o _ _ ) ~ V. DISPOSAL OF MATERIAL )
"Thé Qperator may pucchuse, but shall be under no obligation to purchase, interest of Non-Operators m surplus Cendi-
tion A" ar "B” Qlate‘rinl‘ The disposition of surplus Controllable Materiul, not purchased by Operator. shall be subject
to agreement between Qpetator snd Non-Opevators, provided Operator shall dispose of normal accumulations of junk
and serap Matevial either by transter or sale frpm the Jaint Property.
1. ,Matqrhl Purchased by the Opsialss. or Non-Operators
Material purchnsed by either the Operator or Non-QOperators shell be credited by the Operator to the Jaint Account
for the .month in-which the Material is removed by the purchaser. : v
2. Divisien In.Kind. - . foa
. Division of Materinl in kind. if mude between Operator and Non-Operators, shall be in proportion to the respective
interests in such Materialhi The Parties will thereupon be charged individually with the value of the Material re-
cejved.or receivable. Proper ceedits shall be made by the Operator in the monthly statement of operations.
Salts to Ovteiders o P
Sales: to butsiderd of Materidl from the Joint Property shall be credited by Operator to the Joint Account at the net
amoun! eollected by Operator ‘from Vendee. Any claim by vendee related to such sale snuall be charged back to the
Joint-Account i€ and when peid by Operator. o

' i, .. V1 BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNTY
~ Bigigrial puechased by, gither Operator or, Non-Operators or divided in kind, unless otherwise agreed to between
Ozrnt‘nr‘ and Non-Operators ajialf be vriced on the following basis:
New ul’;}ga Defined . - .
New price as <~ ' _, this Section V1 shall be.the price specified for New Material in Section 3V.
2. New Material VL L . .
New Material (Condition “A"), being new Material procured for the Joint Property but never used, at one hundred
per cent (100¢.) of current new price {plus sales tax if any).
Good Used Materia} ' o '
Good used Material (Conditioii-""B"), being used Material in sound and serviceable condition, suitable for reuse
withhout reconditioning: J )
A. At sevénty-five per cent (757 ) of current new price if Malerial was charged to Joint Accouni as new, or
B. At siviyafive per cent (859/) of current new price if Material was originally charged to the Joint Account as
secontihand at seventy-five percent {757 ) of new price.’
4. Other Used Mnterisl ' _
Used Muaterial [Condition “C™). at fifty per cent (80%) of curreni new price, being used Material which:
A. Is not in scund and serviceable condition but suitable for reuse after reconditioning, or
B. Is servicéable fiit briginé! function but not suitable for reconditioning.
Bad-Order Material -
'Materifl.‘ Condftion "D"), nq longer suitable for its original purpose withoul excessive repair cost hut usable for
some & }\erkpu;‘pbse at g price comparable with that of items normally used for such other purpose
. Junk Maferial . } .
Junk Materlal (Condition “E"), being obsoiete and scrap Material, at prevailing prices
Temporarlly Used Material :
-When the use of Meterial is.temporary and its service to the Joint Property does not justify the reduction in price as
provided for in Paragraph 3 B of this Section VI, such Material shall be priced on a basis that will leave 2 net charge
to the Joint Account consistent with the value of the service rendered.

. l ) PR . VIi. INVENTORIES
The Operator shall maintain detailed records of Material generally considered controlluble by the Industry.
1. Periodic Inventories, Natice and Representation
At reasanable jntgnt)als, inventories shall he taken by Operator of the Juint Account Material, which shall include
a!l such Material as’is ordinarily considesred controllable. Written notice of intention to take inventory shall be
given by Operator at least thirly (30) days before any inventory is to begin so that Non-Operators may be repre-
sented when any inventoty is taken. Failure of Non-Opecators (o be represented at dn inventory shall bind Non-
‘(;permfors to accept the inventory taken by Opervator, who shall in that event furnish Non-Operators with a copy
ereof.
2. Reconciliation and Adjustmens of Invéntories
Reconcllimion of inventory with charges to the Joint Account shall be made, and a list of overages and shortages
_shail be jointly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator
+  with the Joint Account far averages and shortages, but Operator shall be held accountable to Non-Operator only
for shorts ges due to lack of reasonable diligence.
3. Sperial Inventories

Special inventories may })e teken whenever there is any sale or change of interest in the Joint Property. It shall be
. Ahe duty of the party selling to notify:all other Parties as quickly a3 posaible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall he governed by such inventory.

»

-

¢

L od

w

[~

=3

P



EXHIBIT "D" - Attached to and made a part of

October 15, 1973, between CITIES SERVICE OIL COMPANY, as
Operator, and S. P. YATES, et al, as Non-Operators.

Operating Agreement dated
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EXHIBIT "E" - Attached to and made a part of Operating Agrecment dited October 15,
1973, between CITIES SLRVICE O[L COMPANY, as Operator, and S. b,
Yates, et al, as Non-Operuators,

GAS STOKAGE AND BALANCUNG AGREEMENT

The parties to the Operating Avreement to which this gas storage agree-
ment {s attached own the workling luterest in the gas rights underlying the Unit
Area covered by such agreement In accordance with the percentages of participation
as set forth in Exhibit "A" to the Operating Agrecment.

In acccrdance with the terms of Lhe Operating Agrecment, cach party there-
to has the right to take i{ts share cf gas produced from the Unit Arca and market the
same. In the event any of the parties herecto is not at any time taking or marketing
its share of gas or has contracted to sell its share of gas produced from the Unit
Area to a purchaser which {s unable at any time while this agrcement is in effect to
take the share of gas attributable to the interest of such party, the terms of this
storage agreement shall automatically become effective.

During the period or perlods when any party hereto s not taking or market-
ing its share of gas produced from the btnit Area, or its purchaser ls unable to take
its share of gas produced from the Unit Arca, the other parties shall be entitled to
produce each month one hundred percent (100Z) of the allowable gas production as-
signed to guch Unit by the New Mexlco 0il Conservation Commission and shall be en-
titled to take and deliver to its or thelr purchaser all of such gas production;
however, no party shall be entitled to take or deliver to a purchaser gas production
in excess of three hundred percent (3007) of its current share of the volumes cap-
able of being delivered or of the allowable gas production if assigned thereto by
the New Mexico 0il Conservation Commission unless that party has gas in storage.

All parties nereto shall share in and own the liquid hydrocarbons recovered from
such gas by lease equipnent in accordance with thelr respective interests and sub-
ject to the Cperaring &greement to which this gas storage agreement 1s attached,
but the party or parties taking such gas shall own all of che gas delivered to {its
or their purchaser. On an accumulative basis, each party not taking or marketing
its share of the gzas produced shall be credited with gas In storage equal to its
share of the gas produced uader thls agrecment, less its share of gas used in lease
operations, vented or lost,

Each party taking gas shall furnish the Operator a monthly statement cf
gas taken. The statement shall show the volume and value of gas utilized (other
than for unit cperations), the volume of gas sold and the procceds thevefrom, the
production taxes due on such gas, and the basic royalty due on such gag. ('Basic
royalty" as used herein shall mean the usual one-eighth (1/8) royalty and "excess
royalty” as used herein chall mcan any voyaliy in excess of the usual one-eighth
(i/8; but not including overriding royalty, production payment, or similar inter-
est.} Each party shall pay or make arrangements to have the basic royalty attrib-
utable to the production it receives paid to the Uperator. The Operator will make
settlament with royalty owners for basic rovalty and excess vreovalty., Each party
nhaving an interest burdened with an excess royalty shall reimburse QOperator for
such excess royalty upon being invoiced theretfor. Each party having an interest
burdened with any overriding voyalty, »roduction payment, or similar interest shall
be responsible for the payment ot such overriding royaluy, production payment, orv
similar interest. Each party taking sas shall pay or cause to be paid all produc-
tion taxes due on the zas taken. ‘'the QOperator will maintain a current account of
the gas balance between tne parties and wiill furnish all parties a monthly state-
ment showing the total quantity of gas taken and/or sold by each party and the
monthly accusnulative over and under delivered of each party. Pach party taking
gas aprees to hold each other party harmless from any and all claims for Lasic
royalty asserted by rovalty owners on such gas,

After notice to the Operator, any party at any Cime may begin taxiag or
delivering to its purchaser its share of the gas preduced from the Unit Arca. Ia

additlon to i3 siare, each party, tvocludine the Uperator, uetil 1t hes pocoverod
its gas in storage and baltanced the gas account as to irs interest, shall b on-
titleo to tare vr deliver to a purchaser a volume of gas equal to fifty percent
(507) of the osverproduced party or parties' share of gos produced froem the Unit
Arva, T twa or pore sarcies are encitled fo Tilty percent (500) oF rhoe coosees e
duced party or parties  share of pas produced, they shall divide such I'ifoy por-
cent (504) in accordance with their porcentage of participation in the init

Should production of gas bhe discontinued before the wzas account {s bal-
anced, a monetary settlement will be rade between the amderproduced and overproddus s




EXHIETT "B
Page Two

parties. In meking such scttlement, each overproduced party shall remit to the
Operator an "wount of money that such party received for {ts overproduction, less
royalty and taxes therctofore paild, such amount being at the price herelnafter de-
fined for its last sales and for a volume of gas equal to Llts overproduction. As
to gas sold in interstate commerce, the price basis shall be the rate ceollected,
which is not subject to possible refund, as provided by the Federal Power Commis-
slon pursuant to final order or settlement applicable to the gas sold, plus auy
additional collected amount which is not ultimately required by said Commission

to be refunded, such addlitional collected amount to be accounted for at such time
as final determination is made with respect thereto. The Operator shall distribute
the total of such amounts among the underproduced parties in the proportion that
the underproduction of ecach bears to the underproduction of all parties.

Nothing herein shall be construed to deny any party the right, from time
to time, to produce and take or deliver to its purchaser the full well stream for a
period not to exceed seventy-two (72) hours to meet the deliverability test required
by its purchaser. Each party shall, at all times, use its best efforts to regulate
its takes and deliveries from said Unit so that said Unit will not be shut in for
overproducing the allowable or for cancellation of allowable because of underpro-
ducing the allowable assigned theretoc by the state regulatorv body.

The provisions of this agreement shall be applied to each well and/or
formation completion as if each well or formation completion were a separate well
and covered by a separate but identical gas storage and balancing agreement and
shall be and remzin iu force and effect for a term concurrent with the term of the
Unit Operating Agreement between the parties.

This agreement shall become effective in accordance with its terms and
shall remain in force and effect as long ac the Cperating Agreement to which it is
attached remains in effect, and shall inure to the benefit of and be binding upon
the parties hereto, their successors, legal representatives and agaigng.




EXHIBLT "t - Attached to and wade a part of Opevating Agreement dated
October 15, 1973, belween CITEES SERVICE OTL COMPANY, as
Operator, and 5§, P, YATUS, c¢v al, as Non-Operators.

LQUAL EMPLOYMENT OPPORIUN (1Y PROVISION

During the performance of this contract, the Operator aprees as follows:

1. The Operator will not discriminate apainst any employee or applicant
for employment because of race, color, religion, sex or national origin. The Qpera-
tor will take affirmative action to ensure that applicants are employed, and that
employees are treated during employment, without regard to their race, color, re-
liglon, sex or national origin. Such action shall include, but not be limited to
the following: Employment, upgrading, demotion, or transfer, recruitment or re-
cruitment advertising; layoff or termination; rates of pay or other forms of com-
pensation; and selection for trainlng, including apprenticeship. The Operator a-
grees to post in conspicuous places, available to employees and applicants for em-
ployment notices to be provided for the conrracting officer setting forth the pro-
visions of this non-discrimination clause,

2. The Operator will, in all solicttatlons or advertisements f[or employees
placed by or on behalf of the Operator, state that all qualified applicants will re-
ceive 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 it has a collective bargalning agreement or other contract or understand-
ing. a notice to be provided by the agency contracting officer, advising the labor
union or workers' representative 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 relevent 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
its books, records, and accounts by the contracting agency and the Secretary of
Labor for purposes of investigatlon to ascertain compliance with such rules, regu-
lations, and orders,

6. In the event ol Operator's won-complisuce withh the non-discrimination
clauses of this conlract or with any of such rules, regulatlons, or orders, this
contract may be cancelled, terminated or suspended in whole or im part and the Op-
erator miy be declared ineligible for further Government contracts in accordance
with procedures authorized in Executlve Order 11246 of September 24, 1965, and such
cther sanctlions may be imposed and remedies Invoked as provided in Executive Order
11246 of September 24, 1965, ovr by rules, regulaticas, or order of the Secrectary of
Labor, or as otherwise provided by law.

7. The Operator will Include the provislons of paragraphs (1) through
(7) in every subcontract or purchase order unless exempted by rules, regulations,
or orders of the Secretary of Labor fssu~d pursuant to Sectioan 204 of Ixecutive
Order 11246 of September 24, 1965, so that such provisfons will be binding upon

each subcontractor or vendor. “he Opcrator will take such actlon with respect to
any subcontract or purchage order as the contracting agency may dircect as a means
of enforcing such provisions including sanctions for noa-compliance:  Provided,

however, that 1in the event the Operator becomesz luvolved In, or Is threatened with,
lit{gation with a subcontractor or vendor as a result of such dlrection by the con-
tracting agency, the Operator may request Lhe United States to enter into such 11ti-

gation to protect the intcrests of the Uaited States.

Operater acknowledges that it may be required to file Standard Form 100
(B10-1) promulgat.d jointly by the Offlee of Foderal Contract Compliance, the Equal

. - . l
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Employment Opportunity Commission and Plans for Progress with the appropriate
agency within thirty (30) days of the date of coatract award 1f such report has
not been filed for the current year and otherwise ¢ mply 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 it may be required to develop a writ-
ten 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 Non-Operators with a copy of such program if they so request.

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not maintain or
provide for its employees any segregated facilities at any of its establishments,
and that it does not and wiil not permit its employees to perform thelr services
at any location, under its control, where segregated faciiities are maintained.

For this purpose, it 1s understood that the phrase "segregated facilities' includes
facilities which are in fact segregated on a basis of race, color, religion, or
national origin, because of habit, local custom or otherwise. It is further under-
stood and agreed that maintaining or providing segregated facilities for its em-
ployees or permitting its employees to perform their services at any location under
its control where segregated facilities are maintained is a violation of the equal
opporturity clause required by Executive Order 11246 of September 24, 1965.

Operator further understands and agrees that a breach of the assurance
herein contained subjecis it to the provisions of the Order at 41 CFR Chapter 60
of the Secretary of Labor dated May 21, 1968, and the provisions of the equal op-
portunity clause enumerated in contracts between the United States of America and
Non-Operators,

i he

Whoever knowingly and willfully makes any false, fictitious or fraudulent
representaticn may be liable to criminal prosecution under 18 U.$.C § 1001.




EXHIBIT B (
Loafer Draw Unit Area
T-21-S, R-21 & 22-E Go"‘)'
Tddy County, New Mexico
Lease A
Tract Number Serial No., Basic Royalty
Wo. Description of Land of Acres Exp. Date Owvmer % Lessee of Record Int. Overriding Royalty Owner and Z
1. T-21-S, R-22-E 40.00 WM~0372642 USA 12.5%4 Robinson Drilling 100%Z None Robin
Section 20: NW/& NE/f4 117117764 Company of Texas, Compa
Inc. Inc.
Z. 1i-21-8, R-21-E 560,00 NM-0452825 USA 12.5% Cities Service iG0% O. Thorn and P. Ijaws - 1Z Citie
Sectiorn 12: N/2 11/30/73 0il Company M. J. Harvey, Jr. - 1% Comp
Section 13: SE/4, N/2
_ SW/4
3. T-21-S, R-22-E 40.00 NM~0512118 USA 12.5%2 1llabelle Shanahan 100% None Iilab
Section 20: NE/4 NE/4 2/28/74
4, T-21-S, R-21-E 80.00 N-70 USA 12.5% Cities Service 100Z Edmund B. MacDonald, et ux - 3% Citie
Section 13: W/2 NE/4 7/31/76 0il Company Compa-
5. T-21-S, R-21-E 440,00 NM-886 USA 12.5Z Cities Service 100% W. R. Goddard, et ux - 37 Citie4
Section 12: SW/4, W/2 11/36/7¢6 il Coipany Compa
SE/4, SE/4 SE/4
Section 13: NW/4
6. T-21-S, R~21-E 40,00 NM-887 USA 12.5% Allled Chemical 160% Jack J. Grymberg - 3.1252 Allie
Section 12: NE/4 SE/4 11/30/76 Corporation Melvin Unterman - 3.125% Corpoq
7. T-21-S, R-22-E 960.00 NM-4979 USA 12.5%4 Cities Service 100% A, G. Andrikopoulos - 2%% " Citde
Section 8: SW/4 3/31/78 0il Company John G. Andrikopoulos, Compa:
Section 17: W/2 et ux - % of 12
Section 19: NE/4, N/2
SE/4
Section 20: NW/4, S/2
NE/4
‘ Exhibit B
Page 1




EXHIBIT B

Loafer Draw Unit Area
T-21-S, R-21 & 22-E
Eddy County, New Mexico

507

c

Lease
Number Serial No., Basic Royalty
Land of Acres Exp. Date Owner % Lessee of Record Int. Overriding Royalty Owner and % WI Gwmer and %
40.00  NM-0372642 USA 12,54 Robinson Drilling 100% None Robinson Drilling  100%
INE/4& 11/11/74 Company of Texas, Company of Texas,
Inc. Inc.
560 .00 NM-0457825 SA 12.5Z CcCities Service 100% 0. Thorm and P. Ijams - 1Z Cities Service 0il 100%
11/30/73 0ii Company M. J. Harvey, Jr. = 1% Company
N/2
40.00 NM-0512118 rsa 12.5%2 1Illabelle Shanahan 100% None Illabelle Shanahan 100%
INE/4 2/28/74
58G.00 NM-70 USA 12.5% Cities Service 1002 Edmund B. MacDonald, et ux - 3% Cities Service 0il 100%
RE/4 7/31/76 0il Company Company
) 440,00 NWi-886 usa 12.5% Cities Service 100Z W. R. Goddard, et ux - 3% Cities Service 0il 100%
, W/2 11/30/76 011 Company Company
]
] 43.00 NM-887 usa 1z2,.3% Ailled Chewical 100% Jack J. Crynberg - 3.125Z Allied Chemical 1007
SE/4 11/30/76 Corporation Melvin Unterman - 3,125%Z Corporation
|
960.00 NM-4979 USA 12.5% Cities Service 1002 A. G, Andrikopoulos -~ 2%%Z - Cities Service 0il 100%
3/31/78 0il Company John G. Andrikopouloes, Company
et ux - L of 1%
, N/2
b S/2

Exhibit B
Page 1
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Lease

Tract Number  Serial No., Basic Royalty .
No. Description of Land  of Acres Exp. Date Owner yA _Lessee of Record 1Int. Overriding Royalty Owner and kIAS
8. T-21-S, R~22-E 320.00 NM-6008 USA 12.5%2 Cities Service 100%Z William L. McCullough, et ux - Cities Se¢
‘Section 9: W/2 5/31/78 0il Company Ray C. Van Tassell - Company
9. T-21-S8, R~22-E 520.00 NM-6008-A USA 12.5% Cities Service 100Z William L. McCullough, et ux - Cities Se
Section 8: N/2 NE/4&, 5/31/78 0i1 Company Ray C. Van Tassell, Sr. - Company
SE/4
Section 17: E/2 NE/4,
SW/4 NE/4, SE/4
10. T-21-S, R-22-E 40,00 NM-6012 USA 12.5%2 Cities Service 100% Aage Madsen, et ux - Cities Se
Section 17: NW/4 NE/4 5/31/78 0il Company . Company
11. T-21-S. R-22-E 40.00 NM-6707 USA 12.52 Allied Chemicai i00% GHlarion K. Gray - 6.25%7 Allied CH
Section 8: SE/4 NW/4 6/31/78 Corporation Corporati
1z. T-21-5, R-22-E 40,00 NM-9532 USA 12.5%2 Jack L. McClellan 100%Z Jack L. :
Section 19: SE/4 SE/&4 5/31/79
13. T-21-S, R-22-E 120.00 NM-9532-A Usa 12.5% Cities Service 100%Z Jack L. McClellan, et ux - Cities Se
Section 8: W/2 NW/4, 5/31/79 011 Company Company
NE/4 NW/4
14, T-21-S, R-21-E 40.00 NM-1G765 USA 12.5% Allied Chemical 100% Celeste C. Grynberg - 6.25%2 Allied Ct
Section 13: SW/4 SW/4 11/30/79 Corporation Corporati
15, T-218, R-22~-E 640.00 N¥-10834 Usa 12.5% Martin Yates, IIL 50%Z Charles R. Wilcox, et ux - Martin Y:
Section 20: S/2 12/31/79 S. P. Yates 50% S. P. Yat
Section 21: W/2 ‘
16. T-21-S, R-21-E 80.00  NM-12096 USA 12.5% Allied Chemical 100% F. J. Bradshaw, et ux - Allied Ct
Section 13: NE/4 NE/4; 7/31/80 Corporation Corporat]
T-21-S, R~22-E
Section 7: NE/4 NE/4
™, Exhibit B
Page 2




Lease
Number Serial No., Basic Royalty

| of Acres _Exp. Date Owner % Lessee of Record Int, Overriding Rovalty Owner and % I Cwner and &
320.00 NM-6108 USA 12.5% Cities Service 1002 William L. McCullough, et ux - 1% Cities Service 0il 100%
5/31/78 011 Company Ray C. Van Tassell - 27 Company
520.00 NM-~-6003-A USA 12.5% Cities Service 1002 Willjam L. McCullough, et ux - 3% Cities Service 0il1 100%
5/31/78 0il Company Ray C. Van Tassell, Sr. - 2% Company
40,00 NM-6012 USA 12.5%Z Cities Service 1007 Aage Madsen, et ux - 3%Z Cities Service 0il 100%
5/31/78 0il Company X Company
; 40.00 NM-6707 USA 12.5%2 Ailied Chemical 100Z Marion K. Gray - 6.25% Allicd Chemical 100%
! 6/31/78 Corporation Corporation
40.00 WNM-9532 _ USA 12,5% Jack L. McClellan 100% Jack L. YcClellan  100%
5/31/79
120.00 NM-9532-A USA 12.5% Cities Service 100%Z Jack L. McClellan, et ux - 5% Cities Service 0il 100%
\ 5/31/79 011 Company Companay
1 40.00 NM-10765 USA 12.5%2 Allied Chemical 100% Celeste C. Grynberg - 6.25% Allied Chemical 100%
L 11/30/79 Corporation Corporation
645G.00  NM-10884 USA 12,54 Martin Yates, III  50% Charles R. Wilcox, et ux - 3% Martin Yates, IIT . 50%
? 12/31/79 S. P. Yates 50% S. P. Yates 507%
\
; 80.00 NM~-12096 USA 12.5% Allied Chemnmical 106%Z F. J. Bradshaw, et ux =~ 5% Allied Chemical 1007
' 7/31/80 Corporation Corporation
}
", Exhibit B
Page 2
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Lease

Tract Number Serial No., Basic Royalty .
No. Description of Land of Acres Exp. Date Owner % Lessee of Record Int. Overriding Royalty Ownet and % Wi
17. T-21-S, R-22-E 520.64 NM-12241-A USA 12.5% Cities Service 100Z Ambrose M. Ciano, et ux - 3% Cities
Section 7: Lots 1, 2, 8/31/80 011 Company Company
3, 4, E/2 W/2, W/2 E/2,
SE/4 NE/4, E/2 SE/4
18. T-21-S, R-22-E 802.88 NM-14459 USA 12,52 S. P. Yates 100Z None
Section 18: Lots 1, 2, 11/30/81
3, 4, E/2 w/2, E/2
Section 19: Lots 1, 2,
3, 4, E/2 4/2
19, T-21-S, R-21-E 40.00 NM-17788 UsA 12.5%2 Allied Chemical 100% Ralph Gray - 6.257 Allied
Section 13: SE/4 SW/4 2/28/83 Corporation Corpora]
4‘
TOTAL FEDERAL LANDS 5,363.52 91.7858%) I
|
|
20. T-21-S, R-22-E 320.00 L-6421 State 12,57 ‘ridwest 0il 1007 None Midwest
Section 16: W/2 7/31/81 Corporaticn Corporat
21. T-21-5, R-21-E 40,00 L-7032 State 12.5% The Eastland 0il 100Z None The East
Section 13: SE/4 NE/4 1/31/82 Company Company
22. T-21-S, R-22-E 40.00 LG-1365 State 12,57 Hayes 01l Company 100% None Hayes Ofi
Section 19: SW/4 SE/4 10/1/83
—_—
TOTAL STATE LANDS 400.00 6.8452%)
23. T-21-S, R-22-E 80.00 Fee Ralph A, 12.52 Allied Chemical 100Z David J. Soremson, et ux - 6.25%7 “Allied C
Section 8: S/2 NE/4 10/11/79 Vandewart, Corporation Corporat
ITX '
TOTAL PATENTED LANDS 80.00 ( 1.3690%)
TOTAL LANDS 5,8643.52 (100.0000%)
Exhibit 8

Page 3
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Lease
Number Serial No., Basic Royalty
of Acres _Exp. Date Owner % Lessee of Record Int. Overriding Royalty Owner and % WI Owner and %
520.64 NM-12241-A USA 12.5%2 Cities Service 1004 Ambrose M, Ciano, et ux - 3% Cities Service 0il 100z
8/31/80 0il Company Company
802.88  NM-14459 USA 12,54 S. P, Yates 100% None S. P. Yates 100%
11/30/81
40.00 NM-17788 USA 12.5% Allied Chemical 100%Z Ralph Gray - 6.25% Alljed Chemical 1002
2/28/83 Corporation Corporation
5,363.52 ( 91.7858%)
320.00 L-6421 State 12 .54 Midwest 0il 100% None Midwest 01l 100%
7/31/81 Corporation Corporation
40,00 L-7032 State 12.5% The Eastland 0il 100 None The Eastland 0il 100%
1/31/82 Company Company
40.00 LG-1365 State 12.5% Hayes 01l Company 100%Z None Hayes 0il Company 100%
10/1/83
—_—
400.00 ( 6.8452%)
80.00 Fee Ralph A. 12.5Z Allied Chemical 100%Z Dpavid J. Suvrenson, &t ux - 6.25%7 “Allied Chemical 100%
10/11/79 Vandewart, Corporation Corporation
I1Y
80.00 ( 1.3690%)
5,843.52 (100.0000%)
Exhibit B
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EXHIBIT "A" - Attached to and made a part of Operating Agreement dated October 15,

(2)

(3)

1973, between CITIES SERVICE OIL COMPANY, as Operator, and S. P.

YATES, et al, as Non-Operators.

LANDS SUBJECT TO CONTRACT (Unit Area):

All of Sections 12 and 13, Township 21 South, Range 2} East;
All of Sections 7 and B8, the W/2 of Section 9, the W/2 of
Section 16, all of Sections 17, 18, 19, 20, and the W/2 of
Section 21, all in Towmship 21 South, Range 22 East, Eddy

County, New Mexico.

CONTRIBUTIONS AND INTERESTS OF THE PARTIES:

Parties

Cities Service 0il Company

S. P. Yates

Martin Yates, I1T

Midwest 011 Corporation

Allied Chenmical Corporation

Jack L. McClellan

Eastland 01l Company

Robinson Dri1lling Company of
Texas, Inc.

Illabelle Shanahan

Hayes 01l Company

Acreage Percentage
3,560.64 60.93313%
1,122.88 19.215827%

320.00 5.47615%
320.00 5.47615%
320.00 5.47615%
40.00 684527
40.00 .684527
40.00 .68452%
40.0C .68452%
40.00 - .684527
5,843.52 100.00000%

ADDRESSES OF PARTIES TO WHICH NOTICES SHOULD BE SENT:

Allied Chemical Corporation
1300 Wilco Building
Midland, Texas 797G1

Attn: Mr. Don F. Dow

Cities Service 0il Company
P, 0. Box 3UU
Tulsa, Oklahoma 74102
Attn: Manager, Land Department

Eastland 0il Company
704 Western United Life Building
Midland, Texas 79701

Hayes 0il Company
1402 Gihls Towar West
Midland, T:xas 79701

Aten: e, James C. Hayes

Mr. Jack L, McClellan
P. 0. Box 848
Rogwell, New Mexico 88201

Midwest 0il Corporation
1500 Wilco Building

Midiand, Texas 79701
Attn: Mr. Tom Coleman

Robinson Drilling Company of
Texas, Inc.

306 Permian Bullding

Big Spring, Texas 79720

Ms. Illabelle Shanahan
P. 0. Box 1272
Salt Lake City, Utah 84110

Martin Yates, III
Yates Building
Artesia, New Mexico 88210

S. P. Yates
Yates Building
Artesia, New lMexico 88210

5095
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BEFORE THE

OIL CONSERVATION COMMISUION OF NBEW MEXICO

IN THE MATTER OF THE APPLICATLON
OF CITIES SERVICE OIL COMPANY FOR
APPROVAL OF A UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO

APPLICATION

COMES NOW CITIES SERVICE Ol1L COMPANY and applies to
the 01l Conservation Commission of New Mexico for approval
of the Loafer Draw Unlt Agreement, Eddy County, New Mexico,

and in support thereof would show the Commission:

1. Applicant proposes the formation of thc Leoafer
Draw Unit as an exploratory unit. The proposed unit will
38¢3,52
consist of 5,842.52 acres, consisting of »,363.52 acres
of Federal land, or 51.7858 per cent; 80 acres of fee
lands, or 1.3690 per cent; ana 400 acres of State of New

Mexice land, or 5.8452 per cent.

Lands t¢ be included in the unit are more specifi-

no

cally described as follows:

Township 21 South, Range 21 Bast, N M.P.M., Eddy County

Section 12 -~ A1l
Section 13 - All

Townsnip 21 South, Range 22 bast, N.id.P.M., bkddy County

Section T -~ All
Section 8 -~ All
Seetion 9 - W/2
Section 10 - /2
Section 17 - A1l
Section 18 - All

Section 19 ~ All
section 20 - All
Section 21 vi/2

!

3. splicant proposed an initial test w D
3 Appli t pre d a tial test well to pe

drilled to a deptn of approximately &,8,2 feet, or suffi-

clent deptn to test tue «orrow formation. oala well to be




located 1980 feet from the South line and 1980 feet from

the kast line of Section 17, Township 21 South, Range"
22 kast.

4, The proposed unit, as an exploratory unit, is in

the interests of conservation, will prevent waste, and

the correlative rights of all owners affected will be

protected.

WHEREFORE applicant requests that this application
be set for hearing before the Commission or the Commission's

duly appointed examiner, and that after notice and hearing

as required by law, the Commission enter its order approv-

ing the Loafer Draw Unit agreement.

Respectfully submitteq,

CITIES SERVICE OIL COMPANY

. .

B ‘ . vLLLOJK—,L
KELLAHIN & FOX

P. 0. Box 1769
Santa Fe, New Mexico 87501

ATTORNEYS FOR APPLICANT




BEFORE THE

OIL CONSERVATION COMMISSION OF NEW MEXICO

o \/-«d
D
IN THE MATTER OF THE APPLICATION (i;ﬂ;zj

OF CITIES SERVICE OIL COMPANY FOR
APPROVAL OF A UNIT AGREEMENT
EDDY COUNTY, NEW MEXICO

APPLICATION

COMES NOW CITIES SERVICE OIL COMPANY and applies to
the 011 Conservation Commlssion of New Mexico for approval
of the Loafer Draw Unit Agreement, Eddy County, New Mexico,

and in support thereof would show the Commission:

1. Applicant proposes the formation of the Loafer

Draw Unit as an exploratory unit. The proposed unit will

of Federal land, or 91.7858 per cent; 80 acres of fee
lands, or 1.3690 per cent; and U00 acres of State of New
Mexico land, or 6.8452 per cent.

2. Lands to be included in the unit are more specifi-
cally described as follows:

Township 21 South, Range 21 East, N.M.P.M., Eddy County

| Section 12 - All
1 Section 13 - All

Township 21 South, Range 22 East, N.M.,P.M., Eddy County

Section T - All
‘ Section 8 - All
| Section 9 - W/2
‘ Section 16 - W/2
Section 17 - All
Section 18 - Al1l
, Section 19 - All
: Section 20 - All
Section 21 - W/2

3. Applicant proposed an initial test well to be
drilled to a depth of approximately 8,850 feet, or suffi-

clent depth to test the lMorrow formation. Sald well to be

7 &




located 1980 feet from the South line and 1980 feet from
the East line of Section 17, Township 21 South; Range
22 East.

4, The proposed unit, as an exploratory unit, is in
the interests of conservation, will prevent waste, and
the correlative rights of all owners affected will be

protected.

WHEREFORE applicant requests that thls application
be set for hearing before the Commission or the Commission's
duly appolnted examiner, and that after notlice and hearing
as required by law, the Commission enter 1ts order approv-

ing the Loafer Draw Unit agreement.

Respectfully submitted,
CITIES SERVICE OIL COMPANY

By -

P. 0. Box 1769
Santa Fe, New Mexico 087501

ATTORNEYS FOR APPLICANT



BEFORE THE
OIL CONSERVATION COMMISSION OF NEW MEXICO

5 X //
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IN THE MATTER OF THE APPLICATION

OF CITIES SERVICE OIL COMPANY FOR

APPROVAL OF A UNIT AGREEMENT

EDDY COUNTY, NEW MEXICO

APPLICATION

COMES NOW CITIES SERVICE OIL COMPANY and applies to
the 011 Conservation Commission of New Mexico for approval
of the Loafer Draw Unit Agreement, Eddy County, New Mexico,

and 1n support thereof would show the Commission:

1. Applicént proposes the formation of the Loafer
Draw Unit as an exploratory unit. The proposed unit will
consist of 5,842.52 acres, consisting of 5,363.52 acres
of Federal land, or 91.7858 per cent; 80 acres of fee
lands, or 1.3690 per cent; and U00 acres of State of New
Mexico land, or £.8452 per cent.

2. Lands to be included in the unlit are more spelifi-
£21lvy described as follows:

Township 21 South, Range 21 East, N.M.P.M,, Eddy County

Scetion 12 - All
Section 13 -~ Al11

Township 21 South, Range 22 East, N.M.P.M., Eddy County

Section T - All
Section 8 - All
Section 9 - W/2
Section 16 ~ W/2
Section 17 - All
Section 18 - All
Seetion 19 - All
Section 20 - All
Section 21 - W/2

3. Applicant proposed an initial test well to be
drilled to a depth of approximately 8,850 feet, or suffi-

clent depth te test the ilorrow formation. Sald well to be



>

located 1980 feet from the South line and 1980 feet from
the East line of Section 17, Township 21 South, Range
22 East.

4, The proposed unit, as an exploratory unit, is in
the interests of conservation, will prevent waste, and
the correlative rights of all owners affected will be

protected.

WHEREFORE applicant requests that this application
be set for hearing before the Commission or the Commission's
duly appointed examiner, and that after notice and hearing
as required by law, the Commisslon enter 1ts order approv-

ing the Loafer Draw Unit agreement.

Respectfully submitted,

CITIES SERVICE CIL COMPANY

A

KELLAHIN & FCX
P. O, Hox 1769

Santa Fe, New Mexico 87501

ATTORNEYS FOR APPLICANT
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SEFORE THE OIL CONSERVATION COMMISSION
dr/ OF THE STATE OF NEW MEXICO

IN THE MATTER CF THE HEARING N
CALLED BY THE OIL CONSERVATION

COMMISSION OF NEW MEXICO FOR

THE PURPOSE OF CONSIDERING:

CASE No. 5095
Oorder No. R- YLl

APPLICATTON OF CITIES SERVICE OIL COMPANY

FOR APPROVAL OF THE __LOAFER DRAW
UNIT AGREEMENT, EDDY | COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 o'clock a.m. on

October 31 ' 19673, at Santa Fe, New Mexico, before Examiner
Richard L. otamets

NOW, on this day of _ November ., 196/3 . the Commission,
a guorum being present, having considered the testimony, the record,
and the recommendations of the Examiner, and being fully advised
in the } enmises,

FINDS:

(1) That due public notice having been given as required by
law, the Commission has jurisdiction of this cause and the subject
matter thereof.

(2) That the applicant, Cities Service 0il Company .
seeks approval of the Loafer Draw Unit Agreement
State,
covering 5843, 53~ acres, more or lesg, of Federal lands
and Fee

described as follows:

EDDY COUNTY, NEW MEXICO
TOWNSHIF _21 SOUTH, RANGE _21 EAST , NMFM

S:;’%iws /A “FEFET Gl 18 B

} TOWNSHIP 21 SOUTH, RANCE 22 EAST, NMPM

3"""7‘?‘7"‘—% Sec¥orns Pand & ’?//
I 7 R O L > W2

SecHvon

S, P 7 - "'177‘2: 5. Feowg /7 n’my,ua R
SeEETTr T Sectiom &) W w2

o % S




(3) That approval of the proposed unit agreement should
promote the prevention of waste and the protection of correlative
rights within the unit area.

IT IS THEREFORE ORDERED:

B MEPE-IE Y Tl

(1) That the Loafer Draw Unit Agreement
is hereby approved.

(2) That the plan contained in said unit agreement for the
development and operation of the unit area is hereby approved ia
principle as a propss sonsayvation measure; provided, however,
that notwithstanding any of the provisions contair 2@ in said unit
agreement, this approval shall not be considered as waiving or
relinquishing, in any manner, any right, duty, or obligation which
is now, Or may hereafter be, verted in the Commission to supervise
and control operations for the exploration and developmeri: of any
lands committed to the unit and production of oil or gas therefrom.

(3) That the unit operator shall file with the Commission
an executed original or executed counterpart of the unit agreement
within 30 days after the effective date thereof; that in the event
of subsequent joinder by any party or expansioa or contraction of
the unit area, the unit operator shall file with the Commission
within 30 days thereafter counterparts of the unit agreement
reflecting the subscription of those interests having joined or
ratified.

(4) That this order shall become effective upon the approval
of said unit agreement by the Commissioner of Public Lands for the
State of New Mexico and the Director of the United States Geologi-
cal Survey; tna. G.iz order shall terminate ipso facto upon the
termination of said unit agreement; and that the last unit opera-
i€+ tha Commission immediately in writing of such
termination.

(5) That jurisdiction of this cause is retained for the

entzy of such further orders as the Commission may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year herein-
above designated.
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EXHIBIT B

Loafer Draw Unit Area
T-21-S, R-21 & 22-E

tddy County, New Mexico

Lease
Tract Number  Serial No., Basic Royalty
No. Description of Land of Acres Exp. Date Owmer Z Lessee of Record Int. overriding Royalty Owner and Z X W
1. T-21-S, R-22-E 40.00 NM-0372642 USA 12.5% Robinson Drilling 100Z None Robins
Section 20: NW/4 NE/4 11/11/74 Company of Texas, Compan
Inc. Inc.
2. T-21-S, R-21-E 560.00 NM-0452825 USA 12.5% Cities Service 160% O©. Thora and P, Ijams - 1Z Cities
Sectior 12: NJ/2 11/30/73 011 Company M. J. Harvey, Jr. - 1% Compan
Section 13: SE/4, N/2
SW/4
3. T-2i-8, R-22-E 40.90 N{-0512118 USA 12,5% 1Illz2belle Shanahan 1007 None IlTabel
Section 20: NE/4 NE/4 2/28/74
4. T-21-S, R-21-E 80.00 NM-70 USA 12.5% Cities Service 100%Z Edmund B. MacDonald, et ux - 3% Cities
Section 13: W/2 NE/4 7/31/76 0il Company ' Compan
5. T-21-S, R-21-E 440.00 NM-886 USA 12.57 Cities Service 100Z W. R. Goddard, et ux - 3% Cities
Section 12: SW/4, W/2 11/30/76 0il Company Compan
SE/4, SE/4 SE/&
Section 13: NW/4
6. T-21-S, R-21-E 40,00  NM-887 Usa 12.5% Allied Chemical 100Z Jack J. Grynberg - 3.125% Alliled
Section 12: NE/4 SE/4 . 11/30/76 Corporation Melvin Unterman - 3.125Z Corpor
7. T-21-S, R-22-E 960.00  NM-4979 USA 12.5%4 Cities Service 100%Z A. G, Andrikopoulos - 2%% " Cities
Section B: SW/4 3/31/78 0i1 Company John G, Andrikopoulos, Compan
Seckion 17: W/2 et ux - Ls of 12
Section 19: NE/4, N/2
SE/4
Section 20: NW/4, S/2
NE/4
Exhibit B

Page 1
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EXHIBIT B

Loafer Draw Unic Area
T-21-S, R-21 & 22-E

Eddy County, New Mexico

Lease
Number  Serial No., Basic Royalty
Land of Acres Exp. Date Owner Z Lessee of Record Int. Overriding Royalty Ownmer and Z W1 Owner and %
40.00 NM-0372642 USA 12.5% Robinson Drilling 1007 Non=z Robinson Drilling  100%
NE/4 11/11/74 Company of Texas, Company of Texas,
Inc. Inc.
560.00 NM~0452825 USA 12.5% Cities Service 100¥ 0. Thorn and P. Ijams - 1Z Cities Service 0il 100%
11/30/73 01l Company M. J. Harvey, Jr. - % Company
, N/2
40,00 NM-0512118 GsA 12.5% 1Iilabelle Shanahan 100¥ None I1labelle Shanahan 100%
NE/4 2/28/74
80.00 MWMM-70 USA 12.5%Z Cities Service 100% Edmund B. MacDonald, et ux - 37 Cities Service 0il 100%
NE/4 7/31/76 011 Cowpany ' Coxpany
t
K 440.00 MM-886 USA 12.5% Cities Service 100Z W. R. Goddard, et ux - 3% Cities Service 0il 1007
, W/2 11/30/76 0il Company Company
)
40.00 NM-887 USA 12.5% Allied Chemical 1002 Jack J. Grynberg - 3.1257 Allied Chemical 100Z
'SE/4 - 11/30/76 Corporation l'elvin Unterman - 3.1252 Corporation
960.00 NM-4979 USA 12.5%2 Cities Service 1002 A. G. Andrikopoulos - 2%%~ Citles Sexvice 0il 1007
3/31/78 0il Company John G, Andrikopoulos, Company
et ux - % of 1%
, N/2
)
. §/2

Exhibit B
Page 1
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Lease

T-21-S, R-22-E
Section 7: NE/4 NE/4&

Exhibit B
Page 2

Tract Number Serial No., Basic Royalty ) .
No. Description of Land of Acres _Exp. Date Owner % Lessee of Record Int. Overriding Royalty Owner and %
8. T-21-S, R-22-E 320.00 NM-6008 USA 12.5%4 Cities Service 1002 William L. McCullough, et ux - 12
“-Section 9: W/2 5/31/78 0il Company Ray C. Van Tassell - 2%

9. T-21-S, R-22-E 520.00 NM-6008-A USA 12.5% Citles Service 100%Z William L. McCullough, et ux - 3%
Section 8: N/2 NE/4&, 5/31/78 0il Company Ray C. Van Tassell, Sr. - 2Z
SE/4
Section 17: E/2 NE/4,
Sw/4 NE/4, SE/4

10. T-21-S, R-22-E 40.00 NM-6012 USA 12.57 Cities Service 100% Aage Madsen, et ux - 32
Section 17: NW/4 NE/4 5/31/78 0il Company )

11. T-21-S, R-22-E 46.00 NM-6707 ngaA 12.5%2 Allied Chemical 100Z Marion K. Gray - 6.25%
Scction 8: SE/4 WW/4 6/31/78 Corporation

12. T-21-S, R-22-E 40.00 ¥M-9532 USA 12.5% Jack L. McClellan 100%
Section 19: SE/4 SE/4 5/31/79

13. 1-21-S, R-22-E 120.00  NM-9532-A USA 12.5%2 Cities Service 100%Z Jack L. McClellan, et ux - 5%
Section 8: W/2 NW/4, 5/31/79 0il Company
NE/4 NW/4

1/ T™21..¢ R-21_1 L0 NN PI_I1NTAS ng 12 § A113A2 Mhamiasl TNnNnw Aot oo ol Stuuuy U £ arcw

v e AaTLATSy ASATLLTOS VRV aaTAv S Ve e s Ak s Lio 4rha AUl waladaCaa FIVIVIRY LELCBLE Le ULyUDCLY T Vel
Section 13: SW/4 SW/4 11/30/79 Corporation

15. T-21S5, R-22-E 640.00 NM-10834 Usa 12,58 Martin Yates, III 50% Charles R. Wilcox, et ux - 3%
Section 20: S$/7 12/31/79 S. P, Yates 50%
Section 21: W/2

16, T-21-S, R-21-E 80.00 NM-12096 USA 12.5% Allied Chemical 100z F. J. Bradshaw, et ux - 5%
Section 13: NE/4 NE/4; 7/31/80 Corporation



Lease
Number Serial No., Basic Royalty
d of Acres Exp. Date Owner % Lessee of Record Int. Overvriding Royalty Owrer and % \'I Owner and %
320.00 NM-6008 USA 12.5Z Cities Service 100% William L. McCullough, et ux - 1% Cities Service 0il 100%
5/31/78 0il Company Ray C. Van Tassell - % Company
520.00 NM-6008-A USA 12.5% Cities Service 1602 William L. McCullough, et ux - 3% Cities Sexrvice 0il 100%
4, 5/31/7¢ 0il Company Ray C. Van Tassell, Sr. - 2% Company
/4,
40.,0¢  NM-6012 USA 12.5%Z Cities Service 100% Aage Madsen, et ux - 3%Z Cities Service 0il 100Z
E/4 5/31/78 0il Company Company
| 40,00 NM-6707 USA 12.52 Allied Chemical 100Z Marion K. Gray - 6.25%2 Allied Chemical 1007
/4 6/31/78 Curporaiion Corparation
40.00 WM-9532 USA 12.5%7 Jack L. McClellan 100% Jack L. *cClellan 100%
3E/ & 5/31/79
: 120.00  NM-9532-A USA 12.5%4 CcCities Service 1002 Jack 1.. McClellan, et ux - 5% Citles Service 0il 100%
f&4, 5/31/79 Oi1i Cowpany Company
) 40.00 Ni-10765 Usa 12.5%4 Allied Chemical 100% Celeste C. Grynberg - 6.25% Allied Chemical 100%
W/ 4 11730779 Corperatiun Corporation
} 640.00 NM-10884 Usa i2.5% Martin Yates, III 50% Charles R, Wilcocx, et ux - 3% Martin Yates, III . 50%
12/31/79 S. P, Yates 50% S. P. Yates 50%
80,00 NM-12096 USA 12.5% Allied Chemical 100% F. J. Bradshaw, et ux - 5% Allied Chemical 1607
NE/4; 7/31/80 Corporation Corporation
E/4

Exhibit B
Page 2

s e




Lease

Number  Serial No., Basic Royalty
Description of Land of Acres Exp. Date Owner A Lessee of Record Int. Overriding Royalty Owner and X _HI
T-21-S, R-22-E 520.64 NM-12241-A UsAa 12.5% Cities Service 100Z Ambrose M. Ciano, et ux - 3% Cities
Section 7: Lots 1, 2, 8/31/80 0il Compauy Company
3, 4, Ef2 w/2, W/2 E/2,
SE/4 NE/4, E/2 SE/4
18. T-21-8, R-Z2-E 802.88 NM-14459 USA 12.5%Z S. P. Yates 100Z None S. P. Y
Section 18: Lots 1, 2, 11/30/81
3, 4, E/2 W/2, E/2 1
Section 19: Lots 1, 2,
.3, &, E/2 W/2
10 T-21-¢, B-2! 7 4.0 NM=-17/88 USA 12.5%2 Allied Chenical 100% Ralph Gray - 6.25% Allied C
Section 13: SE/4 SW/4 2/28/83 Corporation Corporat
TOTAL FEDERAL LANDS 5,363.52 ( 91.7358%)
20. T-21-S, R-22-E 320.00 L-6421 State 12,52 Iidwest 0il 100% None Midwest
Section 16: W/2 7/31/81 Corporation Corporat
21, T-21-5, R-21-E 40,00 L-7032 State 12.5%2 The Eastland 0{1 166% None The East
Section 13: SEF4 NEJ& 1/31/82 Company Company
22, T-21-S, R-22-E 40.00 LG-1365 State 12.5% Hayes 01l Company i00%Z None Hayes Oi
Section 19: SW/4 SE/4 10/1/83
—_—
TOTAL STATE LANDS 400.00 ( 6.8452%)
23. T-21-S, R-22-E 80.00 Fee Ralph A, 12.5%2 Allied Chemical 1002 David J. Sorecoson, et ux - 6,257 “Allied C
Section 8: $/2 NE/4 10/11/79 Vandevart, Corporation Corporat
ITT ’
TOTAL PATENTED LANDS 80.00 ( 1.36907)
TOTAL LANDS 5,843.52 {100.0000%)
Exhibit B

Page 3




Lease

Number Serial No., Basic Royalty
Land of Acres Exp. Late Owner Z Lessee of Record Int. Overriding Royalty Owner and % WI Owner and %
520.64 NM-12241-A USA 12.5% Citiles Service 1002 Ambrose M. Ciano, et ux - 3% Cities Service 0il 100%
1, 2, 8/31/80 0il Company Company
f2 /2,
E/&
802.88 NM~14459 USA 12.5%2 S. P. Yates 100Z None S. P. Yates 100%
1, 2, 11/30/81
/2
i, 2,
: 40.00 NM-17788 USA 12.5% Allied Chemical 100% Ralph Gray - 6.25%2 Allied Chemical 100%
SW/4 2/28/83 Corporation Corporation
NDS 5,363.52 ( 91.7858%)
320.00 L-6421 State 12.5% Midwest 0il 1007 None Midwest 011 100%
7/31/81 Corporation Corporation
!
40.00 L-7032 State 12.5% The Eastland 0il 100% 1Mone The Eastland 0il 100Z
NE/4 1/31/82 Company Company
}' 40,00 LG-~1365 State 12.5% Hayes 0il Company i0O0Z None Haves 011 Company 100Z
}SE/4 10/1/83
}
S a4y .00 6.8452%)
80.00 Fee Ralph A. 12,52 Allied Chemical 1007 David J. Soremson, et ux - 6,257 “Allied Chemical 100%
E/ 4 10/11/79 Vandewart, Corporation Corporation
‘ 111
ns 80.00 1.3690%)
5,843.52 (100.0000%)
Exhibit B
Page 3
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EXHIBIT “A" - Attached to and made a part of Operating Agreement dated October 15,
' 1973, between CITIES SERVICE OIi COMPANY, as Operator, and S. P.
i YATES, et al, as Non-Operators.

(1) LANDS SUBJECT TO CONTRACT (Unit Area):

All of Sections 12 and 13, Township 21 South, Range 21 East;
All of Sections 7 and 8, the W/2 of Section 9, the W/2 of
Section 16, all of Sections 17, 18, 19, 20, and the W/2 of
Section 21, all in Township 21 South, Range 22 East, Eddy
County, New Mexico.

(2) CONTRIBUTIONS AND INTERESTS CF THE PARTIES:

Parties Acreage Percentage
Citiee Service 011 Company 3,560.64 60.93313%4 —
S. P. Yates 1,122.88 19.215827Z —-
Martin Yates, III 320.00 5.47615% —
Midwest 011 Corporation 320.00 5.47615% —
Allied Chemical Corporation 320.00 ~5.47615%4 — ., L
Jack L. McClellan 40.00 .684524 7 e
Eastland 011 Company ) 40.00 .68452%
Robinson Drilling Company of 40.00 .68452%
Z Texas, Inc. '
L . [1labelle Shanahan 40.00 684527
' { Hayes 0il Company 40.00 .68452%
- ; 5,843.52 100.00000%
5 (3) ADDRESSES OF PARTIES TO WHICH NOTICES SHOULD BE SENT:
Allied Chemical Corporation Midwest 0il Corporation
1200 Wilce Rudlding 1500 Wilco Building
Midland, Texas 79701 Midland, Texas 79701
Attn: Mr., Don F. Dow Attn: Mr. Tom Coleman
Citles Service 01l Company Robinson Drilling Company of
P. 0. Box 300 Texas, Inc.
'Tulsa, Oklahoma 74102 306 Permian Bullding
Attn: Manager, Land Department Big Spring, Texas 79720
Eastland 01l Company Ms. Illabelle Shanahan
704 Western United Life Building P. 0. Box 1272
ridiland, Texas 79701 Salt Lake City, Utah 84110
k Hayes 011 Company Martin Yates, III
| 1402 Gihls Tower West Yates Buillding
Midland, Texas 79701 Artesia, New Mexico 88210
Attn: Mr, James C, Uayes
S. P. Yates
Mr, Jack L. McClellan Yates Building
P. 0. Box 848 Artesla, New Mexico 88210

Roswell, New Mexico 88201

¢

v //f >
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BEFORE. THE
NEW MEXICO OIL CONSERVATION COMMISSION
L CONSERVATION COMMISSION CONFEREMCE ROOM
STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO
Wednesday, October 31, 1973

01

IN THE MATTER OF:

Application of Cities Service
0il Company for a Unit Agreement,
Eddy County, New Mexicc, Leafcr
Draw Unit Area of Township 21
South, Ranges 21 and 22 East,
Eddy County, New Mexico.

Case No. 5095

Tt Rl gt N W Samt S Nl Nl Nt

BEFORE ¢

RICHARD L. STAMETS
Examiner

TRANSCRIPT OF EXAMIMER HEARING
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MR. STAMETS: Call Case 5095.

MR. DERRYBERRY: Application of Cities Service
0il Company for a Unit Agreement, Eddy County, New
Mexico.

MR. KELLAHIN: Tom Kellahin, Kellahin and Fox of
Santa Fe, New Mexico appearing on hehalf of the
Applicant and I have one witness to be sworn,

MR. STAMETS: Are there any other appearances?

(No response.)

MR. STAMETS: Witness will stand and be sworn.

FRAMK RINEY,
2 witness, having been first duly sworn according to law,

upon his oath testified as follows:

DIRECT EXAMINATION
BY MR. ZELLAHIN:
0 Would you please state vour name, by whom vou are
employed, and in what capacity?
A Frank Riney, Cities Service il Company. as a land man.
0 Mr. Riney, have you vreviously testified before this
Commission and had yvour qualifications as an expert
accepted and anproved?
A I have. |
0 Are you familiar with the facts surrounding this particulaF
apnlication?
LA A ]
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Would you please state briefly for the examiner what
the Applicant is seeking?
We are seeking to unitize, form a Federal type unit
which includegs fee and state land plus the Federal,
and the driliing of a 2,200 foot Morrow test.

MR. KELLAHIN: The Examiner please, are the
witness's qualifications as an expert acceptable?

MR. STAMETS: They are.
Will you please refer to what has been marked as
Applicant's Exhibit Number 1 and identify that for us,
please?
This is a 1968 reprint of the form recommended by the
éfélc.é. for the formaticn of a Federal type unit,
Would you please refer to what has heen marked as Exhibit
Number 2 and identifv that for us, please?
That is the Form 610 Standard Operating Agreement form.
W.1ll you now refer to what has been marked as Puhibit
Nunber 37 Would you identify this for ue, nlease?
This is Exnhibit A to the lLoafer Draw Unit. Tt is a
plat showing the area covered by our oproposed unit.
It also shows what type of acreage, either Tederal,
state, or fee. It shows the working interest owner and
the lease numbers and the tract numbers. 1 bhelieve that

covers it all,

NDoes your exhihit reflect the nercentases of fee lanrd,
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'Federal land, and state land that composes the unit?

It does. It covers Federal land 5362.5 acres or
91.7858 percent, 80 acres of fee land amount to 1.3690
percent and 400 acres of state land which amounts to
6.8452 percent.

Mr. Riney, have you obtained preliminary approval from
the USGS for this proposed unit?

We have by letter dated September 18, '73.

What percentage of participation do you have signed

up to your unit?

The unit we have 21.10125 percent signed up and another

5.47 percent is committed to the unit, total 96.57

percent.

wWould you identify for the Examiner what particular areas

of your proposed unit have not either executed or
ratified the agreement?

Yes, Tract 21 Eastern 0il Company. They have not
ratified it, Tract 1 in Section 20 Robinson Drill
Company, they have not committed themselves, and Tract
22 in Section 19 Hayes 0il Company. Fach of those own
5.68452 percent.

What is to be the unitized formation?

Morrows.

You have referred to bxhibit Number 2 as being your

Operating Agreement. That is a part of this agrcement.




tes

y, meier & associa

dearnle

NEW MEXICO 871023

BANK BLOG, EASTeALBUQUERQUE, NEW MEXICO 87103

.0, BOX 1097 e PHONE 243-6891e ALBUQUERQUE,

Rl

wL DG

ORI I SEV AN

DN AL

(RST MAT

e v

10

11

12

13

[ Sl
‘n

16

17

18

19

21

22

23

24

25

Who is designated as operator?
Cities Service 0il Company.
Would you please refer to what has been marked as
Exhibit Number 4 and identify that for us, please?
This is Exhibit A to the Operating Agreement that set
out the parties, the working interest parties, the
amount of acreage they have, and the percentage they
own in the Unit Area.
Are there any additions or corrections to this exhibit?
Not at this time. We are in the process of acquiring
several of these 40-acre tracts, but we are in no
position to make any definite commitment at this time.
Would you please refer to what has been marked as
Exhibit Number 5 and identify that, please?
This is Exhibit A to the Loafer Draw Unit Area. It sets
out a description of each tract, the number of acres,
the lease.

MR, STAMETS: Are mine numbered backwards? 1 have
this 4 and this 5. This is Exhibit 4 and 57

MR, KELLAHIN: Yes, ixhibit 5.
Mow, would you please vefer to that, Mr. Riney?
This is an Ixhibit B to the Loafer braw Unit, gives the
number of tracts, the description of the land, the

number of acres, the lease number or serial aumber,

expiratijon date, the royalty owncer, lessec ©f rocord
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what interest they have, the overriding royalty owner,
and interest. and also the workina interest owner and
percentage.
Will you state briefly for the examiner what will be
your initial procedure for development of this unit?
We propose to drill a 1,920 foot Morrow test in Secticn
16 and lLocation 1,980 from the South line and 1,980
from the East.
In your opinion, Mr. Riney, will the approval of this
application result in the prevention of waste and
protect relative rights of cthsrs?
I do.

MR, KELLAHIN: Examiner please, we move for
admission 1 through 5.

MR, STAMETS: Without objection, these exhibits
will be admitted.

(Whereupon, Exhibits 1 throuagh 5 were offered

and admitted.)

MR, KELLAHIN: That concludes our witness.

MR, STAMETS: Do you have anvythiung further in this

MR. KELLAHIN: Nothing further,
MR, STAMIETS: Take the case under advisement.,
The hearing will be adjcurned untii 1:00 o'clock

at which time either the Amini Case or Belco Case will
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be taken 1p.

{Whereupon, the noon recess wasa taken.)

* k & * %

I, PEGGY COLLAROS, a Court Reporter, in and for the
County of Bernalillo, State of New Mexico, do hereby certify
that the foreqgoing and attached Transcript of Hearing before
the New Mexico 0il Conservation Commission was reported by me:;
and that the same is a true and correct reccord of the =aid

proceedings to the best of my knowledge, skill and abilitv.
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MR. STAMETS: Call Case 5095,

MR, DERRYBERRY :

....... E Application of Cities Service
0il Company for a tUnit Agreement, Eddy County, New
Mexico.

MR. KELLAHIN: Tom Kellahin, Rellahin and Fox of
Santa Fe, New Mexico appearing on behalf of the
Applicant and ¥ have one witness to be sworn.

MR. STAMETS: Are there any other appea.ancr.2?

(No response.)

MR. STAMETS: Witnees will etand and ba zwcin.

FRANK RINEY,

a witness, having been first duly sworn according to law,

Upon his ocath testified as follows:

DIRECT EXAMINATION

BY MR, KELLAHIN:

Q Would you please state your name, by whom you ara
employed, and in what capacity?

A Frank Riney, Cities Service 0Oil Company, as a iand man.

Q Mr, Riney, have you previously testified before this
Commission and had your agualifications asg an expert
accepted and approved?

A I have,.

Q Are you familiar with the facts surrounding this parcicular

application?

A T am,
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Would you please state briefly for the examiner what

Alnan RwernVd mamte o maa
it A Adivdile 43 IS

We are seeking to unitize, form a Federal type unit
which includes fee and state land plus the Federal,
and the drilling of a 9,200 foot Morrow test.

MR. KELLAHIN: The Examiner please, are the
witness's gualifications as an expert acceptable?

MR, STAMETS: They are.
Will you please refer to what has been marked as
Applicant's Exhibit Number 1 and identify that for us,
pleasne?

This is a 1968 reprint of the form recommended by the

U.5.G6.8. for the formation of

LA ) R SOy, S S P N )
SRUMMIIC L & allU LuUSil Wi

That is the Form 610 Standard Operating Agreement form.
Will you now refer to what has been marked as Fxhibit
Number 3? Would you identify this for us, please?

This is Exhihit A to the Loafer Draw Unit. It is a
plat showing the area covered by our proposed unit,

It also shows what type of acreage, either Federal,

state, or feedt showa the working interest owner and

he lease numbers and the ¢ract numbers., I believe that

covera it ali,

Does your exhibit reflect the percentages of fee land,
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Who is desienated ns operator?

Citiec Service 011 Companv,

Would von please refer to what has heen marked as
Exhirit Namher 4 and identifv that for us, please?
This ir Exhibhit A to the Qperatine Agreemant rhat set
out the parties, the workine interest parties, the
amonnt of acreage they have, and the percentage they
own in the Unit Area.

Are there any additions or corrections to this exhibit?

.y

Hot at this time. We are in the nraovess of acquiriag
sevaral ot these 40~-acre hracts, bnt we are i no

gociftion to wak

[¢/]

any definite commitment at this time.

Wonld woun please refer to what has heen marked as

%)

xhibit tiumber 5 an? {dentify that, please?

This is Exhibit A to the Loafer Draw Unit Area. It scts
ount 2 desexintion of each tract, the number 2% acrzs,
the lesnse.

M, STAMETS: Ace wie »vinhoered backworde? L have
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what interest they have, the overriding royalty owner,
and interest, and also the working interest owner and
percentage.

0 Will you state briefly for the examiner what will be
your initial procedure for development of this unit?

A We propose to driil a 1,920 foot Morrow test in Section
16 and Location 1,980 from the South line and 1,980
from the East.

Q In your opinion, Mr. Riney, will the approval of this

»
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application resulit in the prevention cf waste and

protact relative rights of others?

A I do.
MR, XELLAHIN: Examiner please, we move for
admigaion 1 through 5.
Mp, amaMRTS: Without objection, these exhibits
will be admitted.
(Whereupon, Exhibits 1 through 5 were offered
and admitted.)
MR, KELLAHIN: That conclundes our witness.
MR, STAMETS: Do you have anything further in this
casa?
MR, EELLAHIN: MNMothing further.
MR, STAMETS: Take the case under advisement.
Tha hearing will be adjourned until 1:00 o’clock
;
Lmnwmhuﬁﬁmgﬁjfﬁvnimo cither the amind Caae or&?f?co case wi}l
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be taken up.

(Whereupon, the noon recess was taken.)
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I, PEGGY COLLAROS, a Court Reporter, in and for the
Comty of Bernalillo, State of New Mexico, do hereby certify
that the foregoing and attached Transcript of Hearing before
the Naw Mewien 0il Conservation Commission w&s reported by me:;
and that the same is a true and correct record of the =aid

proceedings to the best of my knowledge, skill and abilitv.
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