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BEFORE THE
NEW MEXICO OIL CONSERVATION COMMISSION
: Santa Fe. New Mexico
April 20, 1977
EXAMINER HEARING

_._...._...._...._.__......;..._........._......_.‘.__...,...._........._.-_._..__..__..

IN THE MATTER OF: )
)
Application of Amoco Production Company ) CASE
for a unit agreement, Eddy County, ) 59072
New Mexico. )
)

_—-——-———--—.._—.._..———..——_-.-—-...--...-—...........—xe..——.-._.__.._—._.._

BEFORE: Richard L. Stanets, Examiner

TRANSCRIPT OF HEARING

APPEARANCES

Lynn reschendoxrf, Esqg.

Legal Counsel for the Commission
State Land Office Building
Santa Fe, New Mexico

For the New Mexico 0il
Conservation Commission:
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MR, STAMETS: We will call next Case 5902.

~ MS. TESCHENDORF': Case 5902, application of Amoco
Production Company for a unit agreement, Eddfrcéuhﬁy;

New Mexico.

The applicant has requested that we dismiss the

case.

MR. STAMETS: Case 5902 will be dismissed.
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( [\D N 0 n( s \i Amoco Production Company

o o 500 Jefferson Building
evv”rvart('ﬂﬂ"- P.0. Box 3002
- Houston, Texas 77001

RN ;_A% e . 1\ (\N

\.n

. - -
7 3 : J. M. Brown
i Division Enganeering
Manager

.
E
£
:"-.

April 18, 1977

File: HHR-986.51NM-1754

R Re:  Case 5902
~ April 20, 1977 Examiner Hearing Docket ;
Apple Draw Unit Area :

New Mexico 0i) Conservation Comission (3)
P. 0. Box 2088 {
Santa Fe, New Mexico 87501 E
Attention: Mr. Joe D. Ramey

Gentlemen:

Amoco Production Company respectfully requests that Case 5902 -
April 20, 1977 Examiner Hearing Docket - for approval of the

Apple Draw Unit in Township 25 South, Range 27 East, Eddy County,
New Mexico be dismissed.

| We plan to form a voluntary working interest unit covering a
portion of the above avea.

Very truly yours,

j;242x7.%34g1~1§£f

JEP:sam




J Amoco Production Company
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500 Jeflerson Building
P.0. Box 3092
Houston, Texas 77001

.

oy ",\1 ’)H f’)h N

i
i
f
i
X

J. M. Brown - s |"
Division Erginaering
Nanagar

April 18, 1977

File: HHR-986.51NM-1754

ot Re: Case 5902
N April 20, 1977 Examiner Hearing Docket
Apple Draw Unit Area

New Mexico 0il Conservation Commission (3)
_P. 0. Box.2088 .
Santa Fe, New Mex1co 87501

23 . Attention: Mr. Joe D. Ramey

Gentlemen:

Amoco Production Company respectfully requests that Case 5902 -
April 20, 1977 Examiner Hearing Docket - for approval of the
Apple Draw Unit -in Township 25 South, Range 27 East, Eddy County,
New Mexico be dismissed.

We plan to form a voiuntary working interest unit covering a
portion of the above area.

Very truly yours,

v

JEP:sam , : S
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J. M. Brown L TEETRRE
Onsion Engnaenng e
Manager

April 18, 1977

File: HHR-986.51NM-1754

Re: Case 5902

April 20, 1977 Examiner Hearing Docket

Apple Draw Unit Area

New Mexico 01l Conservat1on Commission {(3)

- n nnv DHQQ e
Santa Fe, New Mex1co 87501

Attention: Mr. Joe D. Ramey

Gentlemen:

Amoco Production Company
500 Jithe rsm[hn'rhnq

PO B 2092

Housta, Toxas 27001

Amoco Production Company respectfully requests that Case 5902 -
April 20, 1977 Examiner Hearing Docket - for approval of the
Apple Draw Unit in Township 25 South, Range 27 East, Eddy County,

New Mexico be dismissed.

We plan to form a voiuntary working interest unit covering a

portion of the above area.

Very truly yours,

L7 Grorpy

JEP:sam




OI1L CONSERVATION COMMISSION

R STATE OF NEW MEXICO
B P. 0. BOX 2088 - SANTA FE l ‘a h‘
87501 '

WDIRECTOR LAND COMMISSIONER STATE GEOLOGIST
JOE D. RAMEY FHIL R. LUCERD o BRERY . ARNGLE
p April 28, 1977
E : Re: CASE NO. 5902
: . Mr. J, M. Browm ORDER NoO._R-3542%

Division Engineering Manager
Amoco Production Company

P. 0.Box 3092 Applicant:
Houston, Texas 77001

oy ey

Amoco Production Company !

! Dear Sir: é

Enclosed herewith are two copies of the above-referenced
Commission order recently entered in the subject case.

Copy of order also sent to:

Hobbs OCC X
Artesia OCC X
Aztec 0CC

Other
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BEFORE THE OIL CONSEKVATION COMMLISS1ON
OF THE STATE OF NEW MEXICO

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE OF COMNSIDERING:

CASE NO. 5902
Order No. R—-5424

APPLICATION OF AMOCO PRODUCTION COMPANY

¢t FOR APPROVAL CF THE APPLE DRAW UNIT
't AGREEMENT, EDDY COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on April 20, 1977,
at Santa Fe, New Mexico, before Examiner Richard L. Stamets.

NOW, on this 26th day of naprii , 1977, the Commission,
a guorum being present, having considered the record and the
recommendations of the Examiner, and being fully advised in the
premises,

FINDS:

That the applicant's request for dismissal should be
granted.

IT IS THEREFORE ORDERED:

That Case No. 5902 is hereby dismissed.

DONE at Santa Fe, New Mexico, on the day and year herein-
above designated.

STATE OF NEW MEXICO
OIL CONSERVATION COMMISSION

SEAL




Docket No. 15-77

Pockets Nos. 15-77 and 16-77 are tentatively set for hearing on May 11 and May 25, 1977. Applications for
hearing must be filed at least 22 days In advance of hearing date,

DOCKET: EXAMINFR MFARING - WELNESDAY - APRIL 20, 1977

9 A M. OIL CONSERVATION CQCAISSION CONFERENCE ROQH,
STATE LAKD OFFICE BUILDING, SANTA FE, HEW MEXICO

ALLOWABIE:

CASE 5872:

CASE 5888

CASE 5901:

e
CasE 5902:

e

CASE 5903:

CASE 5639:

CASE 5904:

i

The Tollowlng cases will be heard bofore Hichard L. Slameis, EXAMINET, OF LDANLEL o, hubiir, ALwooiars Fyaninirs

(1)} Consideration of the allowable production of gas for May, 1977, from seventecn prorated
pools in lLea, Eddy, Chaves, and Roosevelt Counties, New Mexico,

{2) Consideration of the allowable production of gas for May, 1977, from four prorated pools
in San Juan; Rio Arriba, and Sandoval Counties, Hew Mexico.

{Reopened )

In the matter of Case 5872 being recopened pursuant to the provisions of Order No. R-5373 which
order suspended Rules 15(A) and 15(B)} of the General Rules for Prorated Gas Poole as promulgated
by Order No. R-1670, as arended, to permit overproduced wells tc continue to produce gas during
the present severe weather conditions without danger of being shut in for overproduction. All
Interested parties may appear and show cause why said suspension should not rescinded. Also to
be considered will be the matter of final disposition of overprcduction accrued during the
period f suspension of Rules 15(A) and 15(B), and what, 1f any, special consideration should be
given to underproduction accrued to gas wells during the period of suspension of sald rules.

(Continued from March 23, 1977, Examiner Hearing)
Application of Dalport Cil Corporation for an unorthodox gas well locatlon, lea County, New Yexico.

ipplicant, in the above-styled cause, seeks approval for the unorthodox locatlon of its A. L.
Christmas Well No. 3 to be drilled 330 feet from the South line and 2310 feet from the East line

of Section 25, Township 22 South, Range 36 East, Jalmat Gas Pool, Lea County, New Mexico.

Application of Gulf 0il Corporation for a non-standard proration unit and sirultaneous dedication,
Lea County, New Mexico. Appliecant, in the above-styled cause, seeks approval for a 400-acre non-
standard gas proration unit comprising the SE/4 of Section 8, and the E/2 NW/4 and NE/4 of Section
17, Towmship 20 South, Range 37 East, Ewsont Gas Pool, Lea County, New Mexico, to be simultanecusly
dedicated to applicant's Theodore Anderson Wells Nos. 1 and 4, lccated at unorthodex locations

in Unit O of said Section 8 and Unit B of said Section 17, respectively.

Applicaticn of Amoco Production Company for a unit agreement, Eddy County, New Mexico. Applicant,
in the above-styled cause, seeks approval for the Apple Draw Unit Area comprising 23840 acres,
nore or less, of Federal, State, and Fee lands in Township 25 South, Rarge 27 East, Eddy County,
¥ew lexico.

Application of Maddox Energy Corporation for an unorthodox location, Eddy County, New Mexico.

- Applicant, in the above-styled cause, seeks approval for the uncrthodox locaticn of a gas well

t0 be drilled at a point 2310 feet from the South line and 1650 feet from the West line of Section
9, Tovnship 18 South, Range 26 East, Atoka-Pernsylvanian Gas Pool, Eddy County, New Mexico.

(Reopened )

In the matier of Case 5639 being reopened pursuant to the provisions of Order No. R-5173, which
order established temporary special pool rules for the South Maljamar-Strawn Pool, Lea County,

Mew Mexico. All interested parties may appear and show cause why sald pool should not be developed
on 40-acre spacing units.

{This Case will be continued to the May 11, 1977, Fxaminer Hearing)

Application of Palmer Cil & Gas Company for compulsory pooling, San Juan County, New Mexico.
Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the
Fruitland and Pictured Cliffs formations underlying the NE/4 and/or SE/4 of Section 20, Township
32 North, Range 6 West, San Juan County, New Mexico, arnéd in the Mesaverde and Dakota formations
underlying the E/2 of said Section 20, the above-described lands to be dedicated to a well to
be drilled at a standard location thereon. Also to be considered will be the cost of drilling
and completing said well and the allocation of the cost thereof, as well as actual operating
costs and charges for supervision. Also to be considered will be the designation of applicant
a8 operator of the well and & charge for risk involved in drilling said well.
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CASE 5905:

CASE 5906:

CASE 5907:

CASE 5908:

CASE 5909:

’

CASE 5910:

CASE 5898:

CASE 5911:

(This Case will be continued to the May 11, 1977, Examiner Hearing)

Application of Palmer Ol & Cas Company for compulsory pooling, San Juan County, Mew Mexlco.
Applicant, in the ubove-styled cause, seeks sn order ling all ﬂinelul interests in the
Mesaverds and DaRola Tovmallons underiyliy Ve W2 3E/4 end e £/2 SN/ of Section 3, and the
Ni/4 of Section 10, and all minersl interests in the Pictured Cliffs and Fruitland formations
underlying the IW/4 of Section 10, a1l in Township 31 North, Renge 7 West, San Juan County,
New Mexico, to be.dedicated to a well to be drilled 1800 feet from the Horth line erd 850 feet
from the West line of sald Section 10. Also to be considered will be the cost of drilling sarnd
corpleting said well and the allocation of the cost thereof, as well as actusl operating costs
and charges for supervision. Also to be considered will te the designation of applicant as
operator of the well and a charge for risk involved in drilling said well.

(This Case will be continued to the May 11, 1477, Examiner Hearing)
Application of Palmer Oil & Gas Company for compulsory poocling, San Juan County, lew Mexico.

Applicant, in the above-styled cause, seeks an order pooling all mineral interests in the
Mesaverde and Dekota formations underlying the W/2 SW/4 of Section 2, the E/2 SE/4 of Section

3, and the NE/, of Section 10, all in Township 31 North, Range 7 West, San Juan County, New

Mexico, to be dedicated to a well to be drilled 1525 feet from the North line and 1850 feet
from the East line of said Section 10, Also to be considered will be the cost of drilling and
completing said well and the allocation of the cost thereof, as well as actual operating costis
and charges for supervision. Alsc to be considered wiil bte the designation of applicant as
operator of the well and a charge for risk involved in drilling said well.

Application of Dome Petroleum Corporation for a special depth bracket allowable, MeKinley
County, New Mexico. Applicant, in the above-styled cause, seeks .the establishient of a §pecial
depth bracket allowable of 750 barrels of oil per day for the Papers Wash-Entrada 0il Pool,
MceKinley County, New Mexico.

Application of Dome Petroleum Corporation for & special depth bracket allowable, M:Kinley County,
New Mexico. Applicant, In the above-styled cause, seeks the establishment of a special depth
bracket allowable of 750 barrels of oil per day for the 0Ojc Encino-Entrada 0il Pool, MeKinley
County, New Mexico.

Application of Dome Pstroleum Corporation for pool creation and special depth bracket sllowabdle,
San Juan County, New Mexico. Applicant, in the above-styled cause, seeks the creation of the
Snake Eyes-Entrada 0il Pool in Section 20, Township 21 North, Range 8 West, San Juan County,
New Mexico, and the establishment of a special depth bracket allowable of 750 barrels of oil
per day for said pool.

Application of Yates Petroleum Corporation for gas pool creations and downhole cormingling,

Eddy County, New Mexico. Applicant, in the above-styled ca\.se, seeks the creation of three
Ponneylvanian gos pocle in Townships 17 and 12 Scuth, Rangec 24, 25, and 26 East, Eddy County,
New Mexico, including the Richard Knob- and Esst Eagle Creek-Lower Penn Gas Pools with provisions
in each for commingling Strawn, Atoka, and Morrow production in the wellbores of wells drilled
therein, and the Eagle Creek Permo-Penn Gas Pool with provision for commingling Wolfcamp, Ciseco,

Canyon, and Strawn production in the wellbores of wells drilled therein.
(Continued from April 6, 1977, Examiner Hearing)

Application of Chace 0il Company for downhole commingling, Rio Arriba County, New Mexice.
Applicant, in the above-styled cause, seeks approval for the downhole commingling of Ballard-
Pi{ctured C1liffs and South Lindrith Gallup-Dakota production in the wellbore of its Jicarilla
70 Well No. 3 located in Unit C of Section 33, Township 24 North, Range 4 West, Rio Arriba
County, New Mexico. In the alternative, applicant seeks authority to commingle said proguc-
tion at the surface without prior measurement and waiver of the gas-oil ratio test requirement.

Application of Odessa Natural Gas Company for special pool rules, Rio Arriba County, New Mexico.
Applicant, in the above-styled cause, seeks the adoption of special pool rules for the Chacon-
Dakota 0il Pool, Rio Arriba County, New Mexico, to provide for 160-acre spacing for oil welis
and for reclassification of wells from oil to gas and the removal of such gas wells to the
Basin-Dakota Pool.




Examiner Hearing - Wednesday - April 20, 1977 ., Docket Ne, 13-77

3=~

CASE 5629:

CASE 5889:

(Reopened )

In the matter of Case 5629 being reopened pursuant to the provisions of Order No. R-5192, which
order established temporary special pool rules for the Chacon-Dakota 01l Pool, Rio Arridba and
Sandoval Counties, New Mexico. Al) interested parties may appear and show cause vhy said pool
should not be developed on A0-nove eopacing units.

(Continued & Readvertised)

Application of Saturn Cil Company for compulsory pooling, Lea County, New Mexico. Applicant,

in the above-styled cause, seexs an order pooling ail mineral interests down to and including
the Abo formation underlying the NE/4 SE/4 of Section 11, Township 23 South, Range 37 East, lLea
County, New Mexico, to be dedicated to its Lineberry Well Ho. 1 located in Unit I of said Section;
and underlying the NW/4 SE/4 of said Section 11 to be dedicated to its Lineberry Well No. 2
located in Unit J of said Section. Im the event re-entry into efther well is unsuccessful,
applicant propcses to drill a replacement well at a standard location on its tracts. Also to
be considereu will be the costs of recompletion or drilling and completing said wells and the
allocation of the costs thereof, as well as actual operating costs and charges for supervision.
Also to be considered will be the designstion of applicant as operator of the wells and a charge
for risk invelved in recompletion or drilling of said wells.




Amoco Production Company

500 Jelferson Building
: ; P.Q. 8Box 3092
| . o Houston, Texas 77001

J. M. Brown

Division Engireering
Manager
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File: TBM-986.51NM-1593

k
1 Re:  Application for Hearing
b O Apple Draw Unit
£ ; T-25-S, R-27-E
g ; Eddy County, New Mexico

TN T 0

e
©oaiE

New Mexico 0il Conservation Commission (3)

S ' P. 0. Box 2088
Santa Fe, New Mexico 87501

Attention: Mr. Joe D. Ramey

Gentlemen:

Amoco Production Company respectfully requests a hearing for the
purpose of obtaining approval of the Apple Draw Unit. The Unit
comprises 3840 acres, more or less, of Federal, State and Fee
Lands all in T-25-S, R-27-E, Eddy County, New Mexico.

A copy of the proposed unit agreement is attached. If you have
any questions, please direct them to Mr. Jim Pease (713-652-5461)
or Mr. Greg Allen (713-652-5249).

Very truly yours,

P77 Brocy,

JEP:sam
Attachment
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L R. LUCERO ' P. O. BOX 1148
PHCIOMMQSNONER I mSANTA FE, NEW MEXICO 87501
<
| E £ SEJ
Amoco Production Company —t -
500 Jeffarson Building
P. 0. Box 3092 ;

Houston, Texas 77001

“Re: Apﬁie Draw Unit
Eddy County, New Mexico

ATTENTION: Mr. Joe W, Durkee

Gentlemen:

In reply to your letter of March 9, 1977, please be advised
that the Commissioner of Public Lands designates the Apple Draw unit
area embracing 3,840,00 acres, more or less, Eddy County, New Mexico,
as a logical area for exploration and development.

Upon submitting the unit for preliminary approval please submit
your initial form of unit agreement, engineering report, and Geological
data available.

Upon submitting the unit for final approval the following are re~-
quired by this office.

1. Applicatior for final approval stating all tracts committed
and tracts not commuitted,

2. Two executed copies of Unit Agreement-one must be an original.
One copy of Operating agreement.

Two copies of all ratifications from Lessees of Record and
Working Interest Owners. One must be original signatures,

Filing fee in the amount of Sixty ($60.00) Dollars.
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Amoco Production Company
March 14, 1977
Page 2,

"f’ﬁ. Order of ihe New Mexico 01l Conservation Commission,

i i i AR, S A

" C. Very truly yours,

PHIL R, LUCERO

CoMMI NER}T PUBgC LANDS
BY: qa»‘

RAY D, GRAHAM, Ditector
! 0Oil and Gas Divisicn
PRL/RDG/s
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United States Department of the Interior

GEOLOGICAIL SURVEY
Denver Federal Center -
Denver, Colorado 80225
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Amoco Fic: . .. 2mnzany
LAND L. 3y o F
HOUQTON TEXAS

IN REPLY REFER TO

Ti

TR YR T

Amoco Production Company
Attention: Mr. C.N. Menninger
500 Jefferson Building

P. 0. Box 3092

Houston, Texas 77001

EnT7T7

: Gentiemen:

: Your application of January 25, 1977, filed with the Assistant Area 0il
and Gas Supervisor, Roswell, New Mexico, requests the designation of

the Apple Draw unit area, embracing 3,840.00 acres, more or less, Eddy
County, New Mexico, as Togically subject to exploration and development
under the unitization provisions of the Mineral Leasing Act as amended.

Pursuant to unit plan regulations 30 CFR 226, the land requested as out-

Tined on your plat marked "Apple Oraw_unit area, Eddy County, New Mexico"

is _hereby desianated as a logical unit area.

The unit agreement submitted for the area designated shouid provide for
a well to test the Strawn formation or to a depth of 11,200 feet. Your
proposed use of the Form of Agreement for Unproved Areas (1968 reprint)
will be accepted with the modifications requested in your application
provided it is further modified as follows:

Add the words "as amended" after (30 F.R. 12319) in Section
26, Nondiscrimination.

If conditions are such that further modification of said standard form
is deemed necessary, three copies of the proposed modifications with
appropriate justification must be submitted to this office through the
Assistant Area 0il and Gas Supervisor for preliminary approval.




2

In the absence of any other type of land requiring spectal provisions or
of any objections not now apparent, a duly executed agreement identical

with said form. modified as outlined above. will be approved if submitted

. T S ¥ ZRS D8

in approvable status within a reasonabie period of time. However, notice
is hereby given that the right is reserved to deny approval of any
executed agreement submitted which, in our opinion, does not have the
full commitment of sufficient Tands to afford effective control of
operations in the unit area.

When the executed agreement is transmitted to Roswell, New Mexico for
the Supervisor'’s approval, include the latest status of all acreage.
In preparation of Exhibits "A" and "B", follow closely the format of
the sample exhibits attached to the 1968 reprint of the aforementioned

form.

Inasmuch as this unit agreement involves State land, we are sending a
copy of the letter to Commissicner of Public Lands in Santa Fe. Please
contact the State of New Mexico before soliciting joinders regardiess
of prior contacts or clearances from the State.

/4

- \J,¢¢4( ./6/?/"'7"1

- Reg1ona1 uonservat1on Manager
For the Director
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Pursuant to the authority vested in the Secretary of Interior, under
the act approveq Februgry 25, 1920, 41 Stat. 437, as amended, 30 U. S. C.
secs. 181, et séq., and\delegated to the)d%] and Gas Supervisor of the
Geological Survay (33 F.R\4812), I do héreby:

A. Approve the attacgég agreemeqé for the development and operation
of the Pavo Mesa Unit Area, Séé;e of Néw Mexico.

B. Certify anddetermine tﬁat 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, progucing,;rental,
minimum royalty, and royalty requirements of all Feoccral leases committed
to said agreement are hereby e;tab]ished. altered, changed, or revoked

to conform with the terms and conditions of this agreement.

Dated: .

011 and Gas Supervisor,
United States Geological Survey

Contract Number:

A




UNIT AGREENENT FOR YTHE DEVELOPMENT

s’ AND OPERATION OF THE APPLE DRAW UNIT
COUNTY OF EDDY, STATE OF NEW MEXICO
!
| INDEX.
Section Title Page
3 Preliminary Recitals 1
R 1 ENABILING ACT AND REGULATIONS 2
2 UNIT AREA 2
3 UNITIZED LAND AND UNITIZED SUBSTANCES 5
i 4 UNIT OPERATOR 5
5 RESIGNATION OR REMOVAL OF UNIT OPERATOR 6
: 6 SUCCESSOR UNIT OPERATOR 7
] 7 ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT 8
§ 8 RIGHTS AND OBLIGATIONS OF UNIT OPERATOR 8
ﬁ 9 DRILLING TO DISCOVERY 9
gf 10 PLAN OF FURTHER DEVELOPMENT AND GPERATION 10
5 11 PARTICIPATION AFTER DISCOVERY 11
3 12 ALLOCATION OF PRODUCTION 13
: 13 DEVELOPMENT OR OPERATION OF NON-PARTICIPATING
LAND OR FORMATIONS 14
14 ROYALTY SETTLEMENT 15
15 RENTAL SETTLEMENT 16
16 CONSERVATION 17
17 DRAINAGE 17
18 LEASES AND CONTRACTS CONFORMED AND EXTENDED 17
19 COVENANTS RUN WITH LAND 20
20 EFFECTIVE DATE AND TERM 21
21 RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION 22
22 APPEARANCES 22
23 NOTICES 23
24 NO WAIVER OF CERTAIN RIGHTS 23
25 UNAVOIDABLE DELAY . 23
26 NONDISCRIMINATION 24
27 LOSS OF TITLE : 24
28 NON-JOIHNDER AND SUBSEQUENT JOINDER : 24
29 COUNTERPARTS 25
30 SURRENDER 26
31 TAXES 27
32 NO PARTNERSHIP 28
33 SURFACE MANAGEMENT STIPULATION , 28

Exhibit "A" (Map)

Exhibit "B" (Description of interests subject to agreesment)
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UNIT AGREEMENT
FOR THE DEVELOPMENT ANDO OPERATION
OF THE
APPLE DRAW UNIT AREA
COUNTY OF EDOY
STATE OF NEW MEXICO

NO.

THIS AGREEMENT, entered into as of the2nd. day of May, 1977 , by
and between the parties subscribing, ratifying, or consenting hereto and
hevein referred to as the "parties nereto,"

WITNESSETH:

WHEREAS the parties hereto are the owners of working, royalty,
or other 0il and gas interests in the unit area subject to this agree-
ment; and

WHEREAS the Mineral leasing Act of February 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 Gthers, in co11éctive1y adopting and operating a cooperative or
unit plan of development orvoperation of any oil or gas pool, field,
or like area, or any part tﬂereof for the purpose of wure properly
conserving the natural resources thereof whenever determined and certified
by the Secretary of the Interior to be neccssary or advisable in the
public interest; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico
is authorized by an Act of the Legislature (Sec. 1, Chap. 88, Laws 1943 as
amended by Sec. 1 of Chapter 162, Laws of 13951), (Chap. 7, Art. 11, Sec. 39,
N.M. Statutes 1953 Annot.j, to consent to and approve the dovelopment or
operation of State lands under agreements wade by lessees of State land
jointly or severally with other lessees where such agreements provide for
the unit operation or development of part of or all of any oil or gas pool,
field or area; and

WHEREAS, the Commissioner of Public lLands of the State of New Mexico
is authprized by an Agt.of the Legislature (Sec. 1, Chap. 162, Laws of

1951, Chap. 7, Art. 11, Sec. 41 N.M. Statutes 1953 Annotated) to amend
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: with the approval of lessee, evidenced by the lessee's execution of such
! agreement or otherwise, any oil and gas lease embracing State lands <o
f that the length of the term of said lease may coincide with the term of
s’ g such agreemenis for the umt operaticn and dzvalopment of part or all of
any oil or gas pool, field or area; and

WHEREAS the 011 Conservation Commission of the State of New Mexico
is authorized by an Act of the Legislature (Chapter 72, Laws of 1935, as
amended by Chapter 193, Laws of 1937; Chapter 166, Laws of 1941; and
\; Chapter 193, taws of 1937; Chapter 166, Laws of 1941; and Chapter 168,
Laws of 1949) to approve this agreement and the conservation provisions
S hereof; and
WHEREAS the parties hereto hold sufficient interests in theApple Draw

- Unit Area covering the land hereinafter described to give reasonably

effective control of operations therein; and

Rk PRI

WHEREAS, it is the purpose of the parties hereto to conserve

natural resources, prevent waste, and secure other benefits obtainable

TN

through development and operation of the area subject to this agreement

1

under the terms, conditions, and limitations herein set forth;

NOW, THEREFORE, in consideration ¢f the premises and the promises
herein contained, the parties hereto commit to this agreement cheir res-

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

R TR SOETNEAGR AN e,

among themselves 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 thereunder
or valid, pertinent, and reasonable regulations, heretofore 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 0il and gas operating regulations in effect

as of the effective date hereof governing drilling and producing operations,

not inconsistent 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 agreement,

2. - UNIT AREA. The area specified on the map attached heretoumrkez::::::::

Exhibit "A® is hereby designated and recognized as constituting the unit

area, containing 3840 acres, move or less.
Exhibit "A" shows, in addition tc the bcundary of the unit

area, the boundaries and identity of tracts and leases in said area

P D P e aiia . w oS L a
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; 1 to the extent known to the Unit QOperator. Exhibit "B" attached hereto
g 2 is a schedule showing to the extent known to the Unit Operator the
; 3 acreage, percentage, and kind of ownership of ail and gas interests
4 in a1l lang v the urit area. However, nothing herein or in said schedule
5 or map shall be construed as a representation by any party hereto as
6 to the ownership of any interest other than such interest or interests
7 as are shown in said map or schedule as owned by such party. Exhibits
& "A" and "B" shall be revised by the Unit Operator whenever changes
R 9 in the unit area render such revision necessary, or when requested
10 by the (i1 and Gas Supervisor, hereinafter referred to as "Supervisor"
J 1 and not Yess than five copies of the revised exhibits shall be filed
? 12 with the Supervisor, and two copies with the Commissioner of Public Lands
§ 13 of the State of New Mexico, hereinafter referred to as the "Commissioner",
E 14 and one copy with the New Mexico 0il Conservation Commission, hereinafter
| 15 referred to as "State Commission".
16 4 The above-described unit area shall when practicable be expanded
17 to include therein any additional lands or shall be contracted to exclude
i Jands whenever such expansion or contraction is deemed to be necessary
19 or advisable to conform with the purpases of this ag;eement. Such
20 expansion or contraction shall be effected in the following mannér:
21 {a) Unit Operator, on its own motion or on demand of the
.E 22 . Director of the Geological Survey, hereinafter referred
;23 to as "Director,” or on demand of the Commissioner
24 ' after preliminary concurrence by the Director, shail
q; 25 prepare a notice of proposed expansion or contraction
é 26 describing the contemplated changes in the boundaries
? 27 of th2 upit area, the reasons therefor, and thekproposed
g 28 effective date thereof, preferably the first day of
g 29 a month subsequent to the date of notice.
,§ 30 {b) Said notice shall be delivered to the Supervisor and
31 the Commissioner and copies thereof mailed to the last |
32 known address of each working interest owner, lessee, and lessor '
"33 whose interests are affected, advising that 30 days will be
34 allowed for submission to the Unit Operator of any objections.
35 (c) Upon expiration of the 30-day period provided in the
38 preceding item (b) hereof, Unit Operator shall file

-3-
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(d)

(e)

vith the Supervisor and the Comaissiorer evidence of
mailing of the notice of expansion ar contraction and

a copy of any objections thereto which have been filed

with the Unit Operator, together with an application
sufficiont nunber, for approval of such expansion

or contraction and with appropriate joinders.

After due consideration of all pertinent information,

the expansion or contraction shall, up:n approval by

the Supervisor and the Comuissioner, become effective

as of the date prescribed in the notice thereof.

A1l legal subdivisions of tands (i.e., 40 acres by Govern-
ment survey or its nearest 1ot or tract equivalent;

in instances of irregular surveys unusuaily large lots

or tracts shall be considered in multinles of 40 acres

or the nearest aliquot equivalent thereof), no parts

of which are entitled to be in a participating area

on or baefore the fifth anniversary of the effective

date of the first initial participating area established
under this unit agreement, shall be eliminated automatically
from this agreement, effective as of said fifth anniversary,
and such lands shall no longer be a part of the unit

area and shall no longer be subject to this agreement,
unless diligent drilling operations are in progress

on unitized lands not entitled to participation on said
fifth anniversary, in which event all such lands shall
remain subject hereto for so long as such drilling operations

are continued diiigently, with not more than 90 days®

‘time elapsing between the completion of one such well

and the commencement of the next such well. All legal
subdivisions of lands not entitled to be in a.participating
area w%thin 10 years after the effective date of the

first initial participating area approved under this
agreement shall be automatically eliminated from this
agreement as of said tenth anniversary. All lands provgd
productive by diligent drilling cperations after the
aforesaid 5-year period shall become participating in

-4-
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] the same manner as during said S-year period. However,

when such diligent drilling operaticns cease, all nonpartici-

[}

3 pating lands shall be automatically eliminated effactive
4 as of the 915t day thereafter. The unit operator shall
5 within 90 days after the effective date of any elimination
€ hereunder, describe the area so eliminated to the satisfaction
7 of the Supervisor and Cormissioner and promptly notify
. 8 211 parties in interest. '
9 If conditions warrant extension of the ‘C-year period
10 : specified in this subsection 2{e), a single extension
777777 no ~ of not to exceed Z years may be actomplished by consent - B
12 of the owvers of 90% of the worki;g interests in the
13 current nonparticipating unitized lands and the owners
14 of 607 of the basic royalty interests (exclusive of
15 the basic royalty interests of the United States) in
16 _ nonparticipating unitized lands with approval of the
| 17 Director and Commissioner, provided such extension application
18 is submitted to tha Director and the Commissfoner not
19 later than 60 days prior to the expiration of said 10-
20 year period.
] 21 Any expansion of the unit area ﬁursuant to this section
g 22 which embraces lands theretofore eliminated pursuant
f 23 to this subsection 2{e} shall not be considered automatic
24 ' commitment or recommitment of such lands.
25 3. UNITIZED LAND AND UNITIZED SUBSTANCES. A1l land committed
26 to this agreement shall constitute land referred tb herein as "unitized
27 land" or "land subject to this agreement." All oil and gas in any
28 and all formations of the unitized land are unitized under the terms
29 of this agreement and herein are called "unitized substances."
3¢ 4. UNIT OPERATOR. Amoco Production Company is hereby designated
3 as Unit Operator and by signature hereto as Unit Operator agrees and
32 consents to accept the duties and obligations of Unit Operator for
_ 33f the discovery, development, and production of unitized substances as
;? 34 herein provided. Vhenever reference is made herein to the Unit Operator,

K_



: ] _ such reference means the Unit Qperator acting in that capacity and
' 2 not as an owner of interest in unitized substances, and the term "working
; s” 3 interest owner" when used herein shall include or reter to Unit Gperaior
? . ¢ as the owner of 2 working interest when such an interest is owned by
g 5 it.
6 5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Cperator sh$1l
N 7 have the right to resign at any time prior to the establishment of
S a participating area or areas hereunder, but such resignation shail
9 not become effective so as {o release Unit Operator from the duties
10 and obligations of Unit Operator and terminate Unit Operator's rights
11 as such for a period of 6 months after notice of intention to résign
‘12 " has been served by Unit Operator on 2l! working interest cwners, the
13 " Supervisor and Commissioner, and until all wells then drilled hereunder
14 - are placed in a satisfactory condition for suspension or abandonment
15 whichever is required by the Supervisor or Commission:r, unless a new
16 Unit Operator shall have been selected and approved and shall have
17 | taken over and assumed the duties and obiigations of Unit Opérator
i8 prior to the expiration of said period.
19 Unit Operator shall have the right to resign in like manner
20 ‘ and subject to like limitations as above provided at any time a partici-
21 pating area established hereunder is in existence, but, in all inséances
22 of resignation or removal, until a successor unit operator is selected
« . 23 and approved as hereinafter provided, the working interest owners shall
24 be jointly reéponsib1e for performance of the duties of unit operator,
T 25 and shall not later than 30 days before such resignation or removal
26 ~ becomes effective appoint a common agent to represent them in any action
27 to be taken hereunder.
28 The resignatibn of Unit Operator shall not release Unit Operator
29 from any liability for any default by it hereunder occurring prior
30 to the effective date of its resignation,
-~ 31 T The Unit Operator may, upon default or failure in the perform-
32 ; ance of its duties or obligations hereunder, be subject to removal
; 33 by the same percentage vote of the owners of working interests as herein
f 34 provided for the selection of a new Unit Operator. Such removal shall
5 35 be effective upon notice thereof to the Supervisor and the Commissioner.
-6~
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The resignation or removal of Unit Operator under this agreement
sha]irnof tefmfnaté ifs right, titfe, or 1nferést as the owner of a
working interest or other interest in unitized substances, but upon
the resignation or removal of Unit Operator becoming effective, such
Unit Operator shall deliver possession of all wells, equipmeﬁt, materié]s,
and appurtenances used in conducting the unityoperations to the new
duly qualified sﬁccessor Unit Operator or to the common agent, if no
such new Unit Operator is elected, to be used for the purpose of con-
ducting unit operations hereunder. MNothing herein shall be construed as
authorizing removal 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 as Unit Operator or shall be removed
as hereinabove provided, or a change of Unit Operator is negotiated
by working intefest owners, the owners of the workinc interests in
the participating area or areas according to their respective acreage
interests in such participating area or areas, or, until a participating
area shall have been estabiished, thz ¢cwners of the working interest
according to their respective acreage interests in all unitized land,
shall by majority vote select a successor Unit Operator: Provided,
That, if a majority but less than 75 percent of the working interests
qualified to vote are ownad by one party to this agreement, a concurring

vote of one or more aaditional working interest owners shall be required

to select a2 new cperator. Such selection shall rot become effective until:

(a) A Unit Qperator so selected sh$11 accept in writing
the duties and responsibilities of Unit Cperator, and
(b) The selection shall have been approved by the Supervisor
and Cormissioner.
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.
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7. ACCOUNTILG PROVISIGNS AND UNIT QPERATING AGPIMENT. 1 the
Unit Operator is not the sole owner of working interests, costs and
expenses incurred by Unit Operator in conducting unit operaiions here-
under shall be paid and apportioned among and burpe by the
working interests, all in accordance with the agreement or agreements
entered into by and between the Unit Operator and the owners of working
interests, whether one or more, separately or collectively. Any agreement
or agreements entered into between the working interast owners and
the Unit Operator as provided in this section, whether one or more,
are herein referred to as the "unit operating agreement." Such unit
operating agreement shall also provide the manner in which the working
interest owners shall be entitled to receive their respective proportionate

and allocated share of the benefits accruing hereto in conformity with

‘their underlying operating agreements, leases, or other independent

contracts, and such other rights and obligations as tetween Unit Operator

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

and the working interest owners; however, no such unit operating agreement
shal) be deemed either to modify any of the terms and conditions of

this unit agreement or to relieve the Unit Operator of any right or
cbligation established under this unit agreement, énd in case of any
inconsistency or conflict between this unit agreement and the unit

operating agreement, this unit agreement shall govern. Three true

copies of any unit operating agreement executed pursuant to this section
should be filed with the Supervisor and two true copies with the Commissioner,

prior to approval of this unit agreement.

8. RIGHTS AND COBLIGATIONS OF UNIT OPERATOR. Except as otherwise
specifically provided herein, the exclusive right, priviiege, and duty
of exercising any and all rights of the parties hereto which are neces-
sary or convenient for prospecting for, producing, storing, allocating,

and distributing the unitized substances are heredy delegatad to and shall




he oxercicad by the tinie Q
of title to said rights shall be deposited with said Un't Operator
and, together with this agreement, shall constitute and define the
rignts, privileges, and obligations of Unit Operator. Nothing herein,
nowever, snhall be construed to transfer titic tc any land or to any
lease or operating ag?eement, it being understood that under this agreement
the Unit Operator, in its capacity as Unit Operator, shall exercise the
rights of possession and use vested in the parties hereto only for the
purposes herein speacified.

9. DRILLING TO DISCOVERY. Within 6 months after the effective
date hereof, the Unit Operator shall begin to drill an adequate test
well at a location approved by the Supervisor, if on Federal land and if
upon State land, such location shall be approved by the Commissioner or
State Commission unless on such effective date a well is being drilled
conformably with the terms hereof, and thereafter continue such
drilling diligentiy unti) all of the formations of Pennsylvanian Age
have 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 drillirg, completing, and produéing
operations, with a reasonable profit) or the Unit Operator shall at
any time establish to the satisfaction of the Supervisor, if on Federal
land or to the Commissioner and the State Commission as to wells on State
land, that further drilling of said well would be unwarranted or im-
practicable, provided, however, that Unit Operator shall not in any
event be required to drill said well to a depth in excess of ]2,5ooféet.
Until the discovery of a deposit of unitized substances capable of ;;lng(i::::::::::
produced in paying quantities, the Unit Operator shall continue drilling
diligently one we11-at'a time, allowing not more than 6 months between
the completion of one well and the beginning of the next well, until
a well capable of producing unitized substances in paying quantities
is completed to the satisfaction of said Supervisor, if it be on Federal
land and if upbn State land to the satisfaction of the Commissioner
or the State Commission, or until it is reasonably proved that
the unitized land is incapable of producing unitized substances in

paying quantities in the formations drilled hereunder. Nothing in this
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section snall be deemed to limit the right of the Unit Operator to resign
as provided in Section 5, hereof, or as reguiring Unit Cperator to commence
or continue any drilling during the period pending such resignation becoming
cffeative in order to comply yith the requirenents of this section. The
Supervisor and the Commissionér may wodify the drilling requirements of this
section by granting reasonable extensions of time when, in his opinion,
such action is warranted,

Upon failure to cemmence any well provided for in this section
within the time allowed, including any extension of time granted by the
Supervisor and the Commissioner, this agreement will automatically

terminate; upon failure to continue drilling diligently any well cormenced

hereunder, the Supervisor and Commissioner may, &fter 15=days’ notice to

the Unit Operator, declare this unit agreement termirated.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within 6 months
after completion of a well capadle of producing unitized substances

in paying quantities, the Unft Operator shall submit for the approval

of the Supervisor, the Commissioner and the State Commission an acceptable
plan of development and cperation for the unitized land which, wheﬁ
approved by the Supervisor, the Commissioner and the Siate Commission
shall constitute the further drilling and operating obligations of tne
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, the
Commissioncr and the Sta*- Commission a plan for an additional specified
period for the develooment and operation of the unitized land.

Any plan submitted pursuant to this section sha?l-provide for
the exploration of th: unitized area and for the diligent éfTTT%ng necessary
for datermination of the area or areas thereof capable of producing
unitized substances in paying quantities in each and every productive
formation and shall be as complete and adequate as the Supervisor, the
Commissioner and the State Commissicn may determine to be necessary'for
timely development and proper conservation of tne oil and gas resources

of the unitized area and shall:

-10-
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{a) specity tne number and locations of any wells to be
drilied and the proposed order and tfime for such
drilling; and

(b) to the extent practicable specify the operating
practices regarded as necessary and advisable for proper
conservation cf natural resources.

Separate plans may be submitted for separate productive zones, subject
to the approval of the‘Supervisor, the Cormissioner and the State
Commission. '

Plans shall be modified or supplemented whe . necessary {o

-meet changed conditions or to protect the interests of all parties to

thisragreement. Reasonabie diiigance shall be exercised in complying

with the otligations of the approved plan of development. The supervisor
and the Comaissioner are authorized to grant a reasonable extension

of tne 6-month period herein prescribad for submission of an initial

pian of development where sucin action is justified tecause of unusual
conditions or circumstances. After completion hersunder of a well capable
of producing any unitized substance in paying quantities, no further wells,
except such as may be necessary to afford prétection against operations

not under this acreement and such as may be specifically approved by the
Supervisor and the Commissicner, shali be drilled except in accordance

with a plan of development approved as herein provided.

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a wel)
capable of producing unitized substances in paying guantities or as
sgon thereafier as required by the Supervisor and the Commissionar,
the Unit Operator shall submit for approval by the Supervisori the
Commissioner and the State Commission a schadule, based on subdivisions
of the public-land survey or aliguot paris thersof, of all land then
regarded as reasonably provad to be productive in paying quantities;
all lands in said schédu?e on approval of the Supervisor, the Commissioner
and the State Commission tc constitute 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 acreagas of both Federal
and non-federal lands shall be based upern appropriate compuiations

from the courses and distances snown on the last approved public-land

-}1-
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survey as of tne effective date of each initial participating area.

Said schedule shail also set forth the percentage of unitized substances
to be allocated as nerein provided to each tract in the participating
area 50 established, and shall govern the allocation of production
comrencing with the effective date of the participating area. A separate
participating area shali be established for each separata pool or deposit
of unitized substances or for any group thereof which is produced as

a single pool or zone, and any two/or more participating areas so established
may be combined into one, on approval of the Supervisor, the Commissioner
and the State Commission. When production from two or more participating
areas, so established, is subsequently found to be from a commorn 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, the Commissioner and the State Commission, The participating
area or areas so established shall be revised from time to time, subject
to 1ike approval, to include additicnal land then regarded as reasonably
proved to be productive in paying quantities or necessary for unit
aperations, or to exclude land then regarded as reasonably proved not

to be productive in paying quantities and the schedule of allocation
percentages shall be revised accordingly. The effective date of any
revision shall be the first of the month in which is obtained the knowledge
or information on which such revision is predicated, provided, however,
that a more appropriate effective date may be used if justified by

the Unit Operator and approved by the Supervisor, the Commissioner

and the State Commission. No land shall be excluded from a participating
area on account of depletion of the unitized substances, except that

any participating area estabiished under the provisions of this unit
agreement shall terminate automatically whenever all completions in

the formation on which the participating area is based are abandoned.

It is the intént 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, nothing herein contained shall be construed as requiring any
retroactive adjustment for production obtained prior to the effective

date of the revision of the participating area.
-12-
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In the absence of agreement at any time between the Unit
Operator and the Supervisor, the Commissioner and the State Commission
as to the proper definition or redefinition of a participating area,
or until a participating area has, or areas have, been established
as provided herein, the portion of all payments affected thereby shall
be impounded in a manner mutually acceptable to the owners of working
interests and the Supervisor and Commissioner. Royalties due the United
States and the State of New Mexico shall be détennined by the Supervisor
and Commissioner and the amount thereof shall be deposited, as directed
by the Supervisor and the Commissioner, respectively, to be held as unearned
money until a participating areé is finally approved and then applied
as earned or returned in accordance with a determination of the sum
due as Federal and State royalty on the basis of such approved par-
ticipating area. |

Whenever it is determined, subject to the approval of the
Supervisor as to wells on Federal land, the Commissioner as to wells
on State lands, that a well drilled under this agreement is not capable
of production in paying quantities and inclusion of the ]and.on which it is
situated in a participating area is unwarranted, production from such
well shali, for the purposes of settlement among all parties other than
viorking interest owners, be allocated to the land on which the well is
Jocated unless such land is already within the participating area established
for the pool or deposit from which such production is obtained. Settiement
for working interest benefits from such a well shall be made as provided

in the unit operating agreement.

12. ALLOCATION OF PRODUCTION. A1l unitized substances producad
from each participating area estabiished under this agreement, except any
part thereof used in conformity with good operating practices within the
unitized area for drilling, operating, camp and other production or
development purposes, for repressuring or recycling in accordance with
a plan of development approved by the Supervisor, the Commissioner and
the State Commission, or unavoidably lost, shall be deemed to be produced
equally on an acreage basis from the several tracts of unitized land of

the participating area established for such production and, for the




R e R e A

(98]

wy

(s3]

o

purpose of determining any benefits accruing under this agreement,
gaciv such tract of unitized Tand shall have allocated to it such percentage

Lk

of said production as the number of acres of such tract included in

- said participating area bears to the total acres of unitized land in

said participating area, except that allocation of production hereunder
for purposes other than for settlement of the royalty, overriding royalty,
or payment out of production obligations of the respective working
interest owners, shall be on the basis prescribed in the unit operating
agreement whether in conformity with the basis of allocation herein

set forth or otherwise. It {s hereby agreed that production of unitized
substances from a participating area shall be allocated as provided
herein regardless of whether any wells are drilled on any particular
part or tract of said participating area. If any gas produced from

one participating area is used for repressuring or recycling purposes

in another participating area, the first gas withdrawn from such last-
mentioned participating area for sale during the life of this agreement
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 in any
unitized land having thereon a regular well location may with the approval
of the Supervisor, the Commissioner or the State Comnission, at such
party's sole risk, costs, and expense, drill a vell to test any formation
for which a participat1n9 area has not been established or to test
any formation for which a participating area has been established if
such lacation 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 1ike manner as other wells are drilled by the Unit Operator under
this agreement.

-14-
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If any well drilled as aforesaid by a working interest owner

“results in production such that the land unoa which it s Sityated

may properly be included in a participating area, such participating
area shall be established or enlarged as provided in this agreement
and the well shall theraafter be operated by the Unit Operator in accordance
with the terms of this agreement and the unit operating agreement.

If any well dirilled as aforesaid by a working interest owner
obtains production in cuantities insufficient to justify the inclusion
of the land upon which such well is situated in a participating area,
such well may be operated and produced by the party drilling the same
subject to the conservation requirements of this agreement. The royalties
in amount or value of production from any such well shall be paid as

specified in the underlying lease and agreements affected.

14, ROYALTY SETTLEMENT. The United States and the State of New

Mexico and all royalty owners who are entitled to take in kind a share
of the substances now unitized hereunder shall hereafter be entitled
to the right tc take in kind its share of the unitized substances,
and liait Operator, or the working interest owner in cise of the operation
of a well by a working interest owner as herein provided for in spacial
cases, shall make deliveries of such royalty share taken in kind in
conformity with the applicable contracts, laws, and regulations. Settlement
for royalty interest not taken in kind shall be made by working interest
ovners responsible therefor under existing contracts, laws 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; provided,
however, that rothing herein contained shall overate to relieve the
lessees of any land from their respective lease obligations for the
payrment of any royaities due under their ieases.

If gas obtained from lands not subject to this agreement
is inﬁroduced into any participating area hereunder, for use in repres-

suring, stimulation of production, or increasing ultimate recovery, in

-15-
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~gonformity with o plan of operations approved by the Supervisor and

the Commisuioner, o like amount of gas, after settlement as heredn
provided for any gas transferred from any other participating area
and with appropriate deduction for loss from any cause, may be withdrawn

from the formation into which the gas is introduced, royalty free as

‘to dry gas, but not as to any products which may be extracted therefrom;

provided that such withdrawzl shall be at such time as may be provided
in the approved plan of operations or as may otherwise be consented
to bty the-.Supervisor, the Commissicner and the State Commission as
conforming to good petrcleum engineering practice; and provided further,
this unit agreement.
Royalty due the United States shall be compﬁted as provided
in the operating regulations and paid in value or delivered in kind
as to all unitized substances on the basis of the amounts thereof allocated
to unitized Federal land as provided herein at the rates specified
in the respective Federal leases, or at such lower rote or rates as
may be authorized by law or regulation; provided, that for leases on
which the royalty rate depends on the daily average production per
well, said average production shall be determined in accordance with
the operating regulations as though each participating area were a
single consolidated lease.
Royalty due as to non-Federal lands under the respective
leases shall be computed and paid on the basis of all unitized substances

allocated to such lands hereunder,

15. RENTAL SETTLEMENT. Rental or minimum royaltiés due on leases
committed hereto shall be paid by working interest owners responsible
therefor under existing contracts, laws, and regulations, provided that
nothing herein contained shall operate to relieve the lessees of any
land from their respective lease obligations for the payment of any
rental or minimum rcoyalty due under their leases. Rental or minimum
royalty for lands of the United States subject to this agreemeni shall

be paid at the rate specified in the respective ieases from the United

-}6-
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States unless such rental or minimum royalty is waived, suspended,

or reduced by Taw ur Uy appiroval of the Secrastary or his duly authorized

£

representative. Rentals on State of New Mexico lands subject io this
agreement shall be paid at the rates specified in the respective leases,
or may be reduced and suspended upon the order of the Commissioner
pursuant to applicable laws ahd requlations.

With respect to any lease on non-Federal land containing
provisions which would terminate such lease unless drilling operations
are commenced upon the lard covered thereby within the time therein
specified or rentals are paid for the privilege of deferring such drilling
operations, the rentals required thereby shall, notwithstanding any
other provision 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 are commenced upon the land covered thereby

or until some portion of such land is included within a participating

area.

16, - CONSERVATION. Operations hereunder and production of unitized
substances shall be conducted to provide for the most economical and
efficient recovery of said substances without waste, as defined by

or pursuant to State or Federal law or regulation.

17. DRAINAGE. The Unit Operator shall take such measures as
the Supervisor and the Commissioner deem appropriate and adequate to
prevent drainage of unitized substances from unitized land by welis

on land not subject to this agreement,

18. LEASES AND CONTRACTS CONFORMED AND EXTENOED. The terms, con-
ditions, and provisions of all leasas, subleases, and other contracts
relating to exploration, drilling, deveiopment, or operation for oil or
gas on lands committed to this agreement are hereby expressly modified
and amended to the extent necessary tao make tha same conform to the
provisions hereof, but otherwise to remain in full force and effect; and

the parties hereto hereby consent that the Secretary as to Federal leases

-17-



1 and the Commissioner as to State of New Mexico leases shall and by

¢ his approval hervof, or by the approval hereof by his duly authorized

3 representutive, does hereby estabiish, aiier, ciunge. oF vevoke the
f 4 drilling, producing, rental, minifirum royalty, and royalty requirements
) of Federal leases and State of New Mexico leases committed hereto and
6 the regulations in respect thereto to conform said rejuirements to
7 the provisions of this agreeient, and, without limiting the generality
. e of the foregoing, all leases, subleases, and contracts are particularly
9 modified in accordance with the following:
10 (a) The development and operation of lands subject to this
11 | agreement under the terms hereof shall be deemed full
12 performance of all obligations for deveiopment and opera-
13 tion with respect to each and every separately owned
14 tract subjegt to this agreement, regardless of whether
- : 15 there is an& development of any particular tract of
8 .16 - the unit area.
j 57 (b) Drilling and producing operations performed hereunder
; 18 upon any tract of unitized lands will be accepted and
) o oo * deemed to be performed upon and for the benefit of each
%7 .20 _ and every tract of unitized 1and, and no lease shall
§ H be deemed to expire by reason of failure to drill or
22 : produce wells situated on the land therein embraced.
23 (c) Suspension of drilling or producing operations on all
24 : unitized lands pursuant to direction or consent of the
; 25 Secretary or his duly authorized representative and
. } 26 _ on all unitized lands of the State of MNew Maxico pursuant
3 27 to the consent of the Commissioner, or his duly recognized
;j 28 representative, shall be deemed to constitute such suspension
i{ 29 pursuan; te such direction or consent as to each and
ff' 30 every tract of unitized land. A suspensfon of drilling
;,‘ 31 or producing operations limited to specified lands shaill
% . 32 be applicable only to such lands.
%f 33 (d) Each lease, sublease or contract relasting tovthe exploration,
; 34 drilling, development or operation for oil or gas of lands
v‘ 35 other than those of the United States committed to this
? ‘ ‘ 36 agreement, which, by its terms might expire prior to the

—18-
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(e)

(f)

termination of this egrocment, is heroby oxtended beyond
ahy such terms so provided theretn st that 3t shall le
continued in full force and effect for and during the
term of this agreement.

Any Federal lease for 2 fixed term of twenty (20) years
or any renewal thereof or any part of such lease which
is made subject to this agreement shall continue in force
beyond the term provided therein until the termination
hereof. Any other Federal lease committed hereto shall
continue in force beyond the term so orovided therein or
by law as to the land committed so long as such lease
remains subject hereto, provided that production

is had in paying quantities under this unit agreement
pfior to the expiration date of the term of such lease,
or in the event actual drilling operations are commenced
on unitized lard, in accordance with the provisions 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 o0il or gas is produced in paying
quantities in accerdance with the provisions of the Mineral
Leasing Act Revision of 1960.

Each sublease or contract relating to ihe operation and
development of unitized substances from lands of the United
States committed to this agreement, which by its terms
would expire p}ior to tne time ai which the un:e%lying
lease, as extended by the immediately preceding paragragﬁ,
will expire, 1s hereby extended beycnd 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

Tease as such term is herein extendeZ.

-19-




] (g) The segregation of any Federa) iease committed to this

y agreement is governred by the following provision in the
, 3 - fourth paragraph of Sec. 17(j) of the Minerai Leasing Aci,
~ & as amended by the Act of September 2, 1960 (74 Stat. 781-784):
5 "Any [Federal] lease heretofore or hereafter committed to
6 any such “unit] plan embracing lands that are in part |
7 within and in part outside of the area covered by any
> 8 such plan shall be segregated into separate leases as to
9 the lands committed and the lands not committed as of the
i0 effective date of unitization: Provided, however, That
[ any such lease as to the nonunitized portion shall continue
12 in force and effect for the term thereof but for not
13 less than two years from the date of such segregation and
; 14 so long thereafter as oil or gas is produced in paying
; 15 ‘ quantities."
g 16 (h) Any lease, other than a Federal lease, having only a
g V7 portion of its Yands comnitted hereto shall be segregated
f 16 as to the portiOn cormitted and the portion not committed,
g f 19 and the provisions of such lease shall apply separately to
ZC such segregated portions commencing a: of the effective
21 date hereof. In the event any such lcase provides for a
22 lump-sum rental payment, such payment shall be prorated
23 between the portions so segregated in proportion to the
24 : acreage of the respective tracts.
25 : 19. COVENANTS RUN WITH LAND. The covenants “erein shall be con-
26 strued to be covenants running with the land with »espect to the interest
27 of the parties hereto and their successors in interest until this agree-
" 28 ment terminates, and any grant, transfer, or conveyance, of interest in
1
-20-
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land or leases subject hereto shall be and hereby is conditioned upon

the assumption of all privileges and obligations hereunder by the grantee,
tfansferree,ror other successbr fn interest.r No assfgnment or transfer
of any working interest, royalty, 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 transfer.

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

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

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

(¢} a valuable discovery of unitized substances has been
made or accepted on unitized land during said initial
term or any extension thereof, in which event the agreement
shall remain in effact for such term and so long as
unitized substances can be produced in quantities suf-
ficient to pay for tne cost of preducing same from wells
on unitized land within any participating area established
nereunder and, should production cease, $o long thereafter
as diligent operations are in progress for the restoration
of production or discovery of new production and so
long thereafter as unitized substances so discovered
can be produced as aforesaid, or

(d) it is terminated as heretofore provided in this agreement.
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This agreement may be terminated at any time by not less than 75 percentum,
on an acreage basis, of the working interest owners signatory hereto,
with the approval of the Supervisor and the Cormissioner; notice of
any such approval to be given by the Unit Operator to all parties hereto.

21. RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The Director
is hereby vested with authority to alter or modify from time to time
in his discretion the quantity and rate of production under this agreement
when such quantity and rate is not fixed pursuant to Federal or State
Taw or daes not conform to any state-wide voluntary conservation or
allocation program, which is estabiished, recognized, and gener
adhered to by the majority of operators in such State, such authority
being hareby limited to alteration c¢r modificaticn in the public interest,
the purpose thereof and the public interest to be served thereby to
be stated in the order of alteration or modification. Without regard
to the foregoing, the Director is alsc hereby vested with 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 modification is in the
interest of attaining the conservation objectives stated in this agreement
and is not in violation of any applicable fedasral or State law; provided,
furthar, no such a]tération or modification shall be affective as to
any land of the State of New Maxico as to the rate of prospecting and
development in the absence of the specific written approval thereof
by the Commissioner and as to lands of the State of New Mexico or privately
o#ned lands subject tc this agreement as to the quantity and rate of
production in the absence of specific written approval thereof by the
Comissioner.

Powers in this section vested in the Director shall only

be exercised after notice to Unit Operator and opportunity for hearing
to be held not Tess than 15 days from notice.
22 APPEARANCES. Unit Operator shall, after notice to other parties
affected, have the 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 Conservation

Céommission and to appeal from orders issued under the regulations of said
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Department, the Comnission or Commissioner or to apply for relief from

any of said regulations or in any proceedings relative to operations before

the Department of the interior, the Commissioner or Commission or any oiher

legally constituted authority; provided, however, that any other interested
party shall also have the right at his own expense to be heard in any

such proceeding.

23, NOTICES. All notices, demands or statements required hereunder
to be given or rendered to the parties hereto shall ba deemed fully given
if given in writing and personally delivered to the party or sent by
postpaid registered or certified mail, addressed to siich party or parties
at their respective addresses set forth in conmnestion with the signatures
hereto or to the ratification or consent hereof or to such other address
as any such party may have furnished in writing to party sending the

notice, demand or statement.

24. NO WAIVER OF CERTAIN RIGHTS. Nothing in this agreement contained
shall be construed as a wiaver by any party hereto of the right to assert
any legal or constitutional right or defense as to the validity or in-
validity of any law of the State wherein said unitized lands are located,
or of the United States, or regulations issued thereunder in any way
affecting such party, or as a waiver by any such party of any right

beyond his or its authority to waive.

v25. UNAYOIDABLE DELAY. A1l obligations under tnis agreement requiring

the Unit Operator to commence or continue drilling or to operate on or
produce unitized substgnces from any of the lands covered by this agree-
ment 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 agencies, unavoidable accidents, uncontrollable delays in trans-
portation, inability to ubtain necessary materials in open market, or other
matters beyond the reasonable control of the Unit Operator whether similar
to matters herein enumerated or not. No unit obligation which is suspehded

under this section shall become due less than thirty (30) days after it



P i has been determined that the suspension {s no longer applicable. Deter-
é ; ;i-_'f » mination of creditable “Unavoidable Delay” time shall be made by the unit
S -3 operator subject to approval of the Supervisor and Commissioner,
Cg 26. NONDISCRIMINATION. In connection Qith the performance of work
j 5 under this agreement, the operator agrees to comply with all the provisions‘
. ;’ 6 of section 202 (1) to (7) inclusive of Executive Order 11248 (30 F.R. 12319),
é!; | 7 which are hereby incorporated by reference in this agreament.
v 8 27. LOSS OF TITLE. In the event title to any tract of unitized
9 land shall fail and the true owner cannot be induced to join in this
j 1¢ unit agreement, such tract shall be automatically regarded as not committed
f n hereto and there shall be such readjustment of future costs and benefits
: 12 as may be required on account of the loss of such title. In the event
‘ﬁf 13 of a dispute as to title as to any royalty, working interest, or other
14 . interests subject thereto, payment or delivery on account thereof may
- 15 be withheld without liability for interest until the dispute is finally
';_ 1L settled; provided, that, as to Federal and State lanc or leases, no
%j 1f payments of funds due the United States or the State of New Mexico
_ 18 should be withheld, but such funds shall be deposited as directed by
ff‘,* | " 19 . the Supervisor and the Commissioner, respectively, to be held as unearned
- f 20 . money pending final settlement of the titie dispute, and then applied
é 21 as earned or returned in accordance with such final settlement.
22 Unit Operator as such is relieved from any responsibility
| : 23 for any defect or failure of any title hareunder.
24 28. NON-JOINDER AND SUBSEQUENT JOINDER. If the owner of any
25 substantial interest in'a tract within the unit area fails or refuses
26 to subscribe’or consent to this agfeement, the owner of the working

interest in that tract may withdraw said tract from this agreement
by written notice delivered to tha Supervisor, the Commissioner and
the Unit Operator prior to the approval of this agreement by the Supervisor
and the Comﬁissioner. Any 0i1 or gas interests in lands within the

unit area not committed hereto prior to submission of this agreement
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for finai approval may therafter be committed hereto by the owner or
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owners thereot subscribing or consenting to this ayreement, and,
the interest is a working interest, by the owner of such interest alse
subscribina 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 requiremehts
or approvals, if an&. partaining to such joinder, as may be provided

for in the unit operating agreement. After final approval hereof,
Joinder by a non-working interest owner must be consented to in writing

by the working interest owner committed herato and responsible for

the payment of any benefits that may accrue hereunder in behaif of

such non-working interest. A non-working interest may not be committed
to this unit agreement unless the corresponding working interest is
committed herete. Joinder to the unit agreement by a working-interest
owne%, at any time, must be accompanied by appropriate joinder to the
unit operating agreement, if more than one committed working-interest
owner is involved, in order for the interest to be regarded as committed
to this unit agreement. Except as may otherwise herein be provided,
subsequent joinders to this agreement shall be effective as of the

first day of the month following 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
anless objection to such joinder is duly made within 60 days by the

Supervisor or the Commissioner.

29. 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 referring hereto and shall be binding upon all those parties
who have executed such a counterpart, ratification, or consent hereto
with the same force and effect as if a1l such parties had signed the

same document énd regardiess of whether or not it is executed by all
other parties owning or claiming an interest in the lands within the

above-described unit area.

-25-
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30. SURRENDER. Nothing in this agreement shall prohibit the

sunreotan bu ame
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working interest cwner of the rioht to surrender vested

(Y]

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 by such surrender or by
forfeiture as hereafter set forth, is bound by the terms of this agree-
ment.

If as a resuit of any such surrender the working interest rights
as to such lands become vested in any party other than the fee owner of
the unitized substances, said party may forfeit 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 fee owner of the unitized substances,
such okner may:

(1) Accept those working interest rignts subject to this

agreement and the,unit operating agreanent; or

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

participating area establishad hereunder subject to this
agreement and the unit cperating agreerment.

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

land that are not then included within a participating A
aiea established hereunder.

If the fee owner of the unitized substances does not accept
the working interest rights subject to this agreement and the unit
cperating agreement or lease such lands as above provided within six (6)
months after the surreandered or forfeited working interest rights become
vested in the fea owner, the benefits and obligations of opeiations
accruing to such lands under this agreement and the unit operating
agreement shall be shared by the remaining cwners of unitized working

{nterests in accordance with their raspective working interest ownerships,



1 and such owners of working interests shall compensate the fee owner

£

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

mininum royalties, and voyaltics appliicabl

!

5 4 lease in effect when the lands were unitized.
. ‘3 An appropriate accounting and settlement shall be made for

) ‘ ali benefits accruing to or payments and expenditures made or incurred

7 on behalf of such surrendered or forfeited working interest subsequent

8 to the date ¢f surrender or forfeiture, and payment of any monies found
19 ' to ba owing by such an accounting shall be made as between the parties

10 within thirty (30) days. In the event no unit operating agreement

1 is in existence and a mutually acceptable agreement between the proper

12 parties thereto cannot be consummated, the Supervisor and Commissioner

i3 may prescribe such reasonable and equitable agreement as he deems warranted

14 under the circumstances.

15 The exercise of any right vasted in a workirg interest owner

Ié ) “to reassign such working interest to the party from whom obtained shall

17 be subject to the same conditions as set forth in this section in regard

i8 to the exercise of a2 right to surrender.

19 31. TAXES. The working interest owners shall rander and pay for their

20 account and the account of the royalty owners all valid taxes on or

21 measured by the unitized substances in and under or that may be produced,

22 gathered and scld from the land subject to this contract after the effec-
;23 tive date of this agreement, or upon the proceeds or net proceeds derived
E 24 therefram. The working interest owners on each tract shall and may
| 25 charge the proper proportion of said taxas to the roya1ty owners having

26 interests in said tract, and hay currént]y retain and deduct sufficient

27 of the unitized substances or derivative products, or net proceeds thereof

28 from the allocated share of 2ach royalty owner to secure reimbursement

29 for the taxes so paid. WNo such taxes shall be chargad to the United

30 Statas or the State of New Mexico or to any iessor who nas a contract

31 with his lessee which reguires the lassze to pay such taxes.

27~




It is expressly agreed that the relation

32. HO PARTNERSHIP,
of the partieé hereto is that of independent contractor; and nothing

e 14 AA PN Y U P
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in this agreement contained, expressed o is
conducted hereunder, shall create or be deemed to have created a partner-

P |
;f
| ship or association between the parties hereto or any of them,
33. SURFACE MANAGEMENT STIPULATION. Nothing in this agreement shall
\ madify any special Federal-lease stipulations relating to surface
management, attached tc and made a part of 0i1 and Gas Leases covering
. . lands within the Unit Area.: |
Ey ' IN WITNESS WHEREQGF, the parties hereto have caused this agreement
3 to be executed as of the date first above written and have set opposite
their respective names the date of execution.

UNIT OPERATOR

Amoco Production Company s ot e e+
< {k?Paovse}
}
F B <

kA
L i Ph U §

| 8y . ] .
Aztorney-in-Fact .

WORKING INTEREST OWNERS .

I S

-~




STATE OF TEXAS |

. : /
COUNTY OF HARRIS  } ;

The foregoing instrument was acknowledged before fle this _23

day of lud » 1979, by __ @ ¥. MEXNTUGE ,

as Attornijlin—Fact on behalf of AMOCO PRODUCTION /COMPANY.

AN

> - \Qu:&u At

My Commission Expires:
, e Notary Public In and for
b-/- 75 Harris County, Texas

e
S IRENE HALDAS
fotary Public in znd for Harrs Caunty, Texas

L
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THIS AGREEMENT entered into as of the 1s£ day of March,

1574, by and between the parties who have signed the original of this
instrument, a counterpart thereof, or other instrument agreeing to be
bound by the provisions hereof.

WITNESSETh:

WHEREAS, the parties hereto as working interest owners have entered
into, as of the date hereof, a Unit Agreement for the Developrment and
Operation of theApple Draw Unit Area, Eddy County, New Mexico, herein-
after referred to as the "Unit Agreement", which among other things,
provides for a "Unit Operating Agreement", to be ertered into by and
between the working interest owners for the purpose of providing for the
allocation of costs of operation and development of the unit area and
the production of unitized substances therefrom among the working
interest owners, and to otherwise provide for the development and
operation of the unit area as set forth in said unit agreement.

NOW, THEREFORE, it is mutually agreed by and between the parties
nereto aé follows:

ARTICLE I
CONFIRMATION OF UNIT AGREEMENT

1.1 The aforesaid unit agreement and all exhibits attached thereto

are hereby confirmed and made a part of this agreement. Said unit agreement

.and this unit operating agreement, therefore, shall be effective as to all

of the tracts described and identified in Exhibits "A" and "B" of said

unit agreement.

ARTICLE 11
TITLE EXAMIMNATION
Ai)_LOSS OF LEASES

2.1 Title Examination: The parties hereto shall, as soon as

practicable, submit to unit operator copies of their respective leases




embracing iards committed to the unit area, terthor with a1l rentals
receipts and copies of any and al!l title opinions covaring said lands,
é and shall loan to unit operator for examination all abstracts whizh they
may have covering said lands. Unit operator shall procure all supplemental
abstracts and other title papers which may be.necessary‘or required to
| examine title to the ]easehbld interests pertinent to any drillsite and
all expenses incurred in ex?mining title shall be charged as an expense
to tha parties participating in the driiling of any test well in proportion
to their respective interests,

2.2 Failure of Title: Should any oil and gas lease, or irterest

therein, be 1ost through failure of title, this agreement shall neverthelece

continue in force as to all remaining leases and interests; and

(1) Each party whose lease or interest therein is affected
by the failure of title shall bear alone the entire loss resulting from
failure of titie to such party’s Tease or interest therein, and it shalt
not De entitled to recover from operator or the cther parties any deveiopment
or operating cests which it may have theretofore paid, but there shall be .
no monstary ifability o+ its part to the othes (}rt?es hereto by reason
of such title failure; and

(2)  There shall be no retroactive adjustment of expenses in-
curred or revenues received from the operation of the interest vhich has
teen lost, but the interests of the parties shall be revised on an acreage

basis, as of the time it %3, finally determined that title failure has

occurrad, so that the interest of the party or partles whose lease or ; Vé
interest is affected by the title failure will thereatter be reduced |
in the unit area by the amount of the interest lost; and

(3) IT the proportionate interests of the other par;ies hereto
ir any producing well theretofore <rilled on the unit area is increased by

reason of the title failure, the party whose title has failed shall receive

the proceeds attributéble to the jncrease in such ihterests (Tess
operating costs attributable thereto) unti) it has beeu reimbursed for

uarecovered costs paid by it in connection with such well; and

(4) - Should any person not a party to this ayreement, who is

determined to be the vwner of any interest in the title which has failed,
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pay {n any manner any part of the cost of operalion, development or

equipment previously paid under this agreement, such amount shall bé
proportionately paid to the party or parties heieto who in the first
instance paid the costs which are so refunded; and

(5) Any liability to account to a third party for prior pro-
duction of oil and gas which arises by reason of title failure shall be
”bgrne by the parties in the same proportion in which they shared in such f
prior production. |

2.3 Loss of Leases for Couses Other Than Title Failure: If any

lease or interest subject to this agreemenf be lost through failure to
develop or because express or implied covenants have not been performed,
o; if any lease be permitted to expire at the end of its primary term
and not be renewed or extended, or if any lease or interest therein is
lost due to the fact that the production therefrom is shut in by reason
of lack of market, the loss shall not be ccﬁsidered a failure of title
and 211 such losses shall be jbint losses and shall be borne by all
parties in proportion to their interests and there shall be no readjust-

ment of the participating interesis of the parties hereto on account thereof.

ARTICLE 111~
MANAGEMENT OF UNIT

E 3.1 Unit Operator and Employees: Amoco Production Company, a

Delaware corporation witn an operating officg in Houston, Texas, the

party hereto named as unit opzrator of the‘unit area under the provisions
of the unit agreement, or its duly appointed successor unit operator,

snall have the exclusive right tb deve]ép and operaie the unit area

subject to the provisions of this agreement and the unit agreement., All
individuals employed by unit operator in the conduct of operations hereunder

shall be the employees of unit operator alone and their working hours, rates

of compensation and all other matters relating to taeir employment shall

be determined solely by unit operator.

5?‘ ; 3.2 lnit Operator - Duties: Unit operator shall in the conduct
‘f . ‘ g o |

of operations hereunder:




{a) Conduct the operations in a govd workmanlike manner,

and in the exercise of its judgment and discretion, acting in geod faith;
- (b) Consuylt freely with workine interest owners concerning

| ' unit orerations, and keep working interest owners informed of all matters
arising during the operation of the unit area which unit operator, in the

exercise of its best judgment, considers important;

S
e

(c) Keep full and accurate records of all costs incurred,
rentals and royalties paid, and controllable materials and equipment, which

records, receipts and vouchers in support thereof shall be available for

jnspection by authorized representatives of the working interest owners
at reascnable intervals during usual business hours, at the office of éhe
unit operator;

(d} Permit the working interest owners, each through their
duly authorized representatives, but at their sole risk and expense, to hawv:
access to the unit area at ail! times, and tb the derrick floor of each wei!
drilied or being drilled hereunder, fer thg purpost. of observing opérations
conducted hereunder and inspecting jointly owned materials, equipment and
other prcverty, and tec have access at reasonable times to information and
data in the possession of unit operator concerning the unit area;

{(e) Furnish to each of the other parties who make timely

written request therefor copies of all drilling reports, well lugs and

saisples of cores or cuttings taken from wells drilled hereunder,.containers
therefor to be furrished by the party requesting such samples;

(f) Comply with the terms and conditicns of the unit agreement
and all valid applicabie federal and state laws and ragulations; and

(g) Xeep the land in the unit area free from liens and
encumbrances occasioned by its operations, except such liens as the working
interest owners elect to contest, and save only the lien granted the unit

operator under this agreerent.

3.3 Unit Ogerator - Restrictions. The unit operator shall not

do any of the fo1!owing things without the consent of the working interest

owners obtained as herein provided:




(a) locate, drill, deepen or plug back any wetil or iet any
contract thérefor. The approval of the drilling, deepening or plugging back
of any well shall be construad to mean and include the approval o7 any
necessary expenditures incurred in completing and equipping such well,
including flow lines, separators and necessary tankage if a producer, and
: | if a dry hole, thg plugging and abandonment thereof, except as otherwise
| provided in Article V hereof;

(b} Make any expenditures in excess of Fifteen Thousand
Doilars (%15,000.C0) for any one single project. Operator shall furnish
copies of its "Authority for Expenditures" for any such items.

(c) Make any expenditure for expert technical advice, in-

cluding any extra services rendered by unit operator's technical staff,
not contemplated by the provicions of Exhibit "D" attached hereto, and not
covered by the ovgrhead, district and camp expenses therein authorized,
; which overhead in Exhibit “D" is intended to cover only normal development
and operations; _

(d) Make any partial relinquishment ¢f the rights of the
unit operator;

(e) Abandon any well which has been completed as a producing
well or dispose of any major items of surplus material or equipment, other

than junk, having an original cost of Three Thousand Dollars (3$3,000.00)

or mere (any such item or items of less cost may be disposed of without
such approval), except as may otherwise be provided herein;

(f) Designate the lands tc be included in any participating
area or enlargement thereof, or submit for approval any plan for the
development and operation of the unit area or any participating area or
sugp]ement}or amendment Ehgreto in accordance with the provisions of the
unit agreement;

(g) Determine whether to drill a demanded offset well or
pay compehs}tory royalty;

(h) Drill or abandon any injection wells or convert any

well into an injection well; and
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(1) Determine not to pay the annval rental, advance rental
or delay realal under any lease. '

In case of blaweut, explosion, fire, flood or other sudden emergency,
unit operator may take such steps and incur such expense as, in its opirion,
are required to deal with the emergency and to safeguard life and property;
provided that, un't operator shall, as promptly as possible, report the
emergency to the other parties and shall endeavor to secure apy sanction
that might otherwise.have teen required.

Subject to the provisiong of this agreement, unit operator shall have
fuli control of the premises subjected hereto and shall coaduct and manage the
development and operation of unitizea lands for the production of unitized
substances therefroq for the account of the parties hereto.

3.4 Desigration of Representatives: Each working interest owner

\

sha]1‘in writing inform unit operator of the names and addresses of its
representative and alternate who are authorized to represent
such working interest owner with respect to unit oparations., The repre-
sentative or alternate may be changed from time to time by written notice
to unit cperator,

3.5 Meetings: A1l meetings of working interest owners shall be
called by unit operator upon its own motion or at the request of two (2)
cr more working interest owners., No meeting shall be called on less than
fourteen (14) days advance written notice, with agenda for the meeting
attached. Working interest owners wno attend tne heeting shall nct be
prevented from amending items fncluded in tne agenda or from deciding-
the amended item or other items presented at the meeting. The representative
of unit gperator shall be chairman of each meeting.

3.6 Voting Procedure: Working interest ownevs shall decide all

matters coming before them as follows: '

3.6.1 Voting Interest: Each werking interest owner shall

nave a voting interest equal to its percentage of pérticipation as set

out in Columné of Exhibit "C" hereof,

3.6.2 Vote Reguired: Working interest awners shall act

upon and determine all matters coming before taem by an affirmative vote
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of 75% of the voting power of the working interest owners having leaséhold in-
terests committed to the unit agreement; pfovided, however, should any one workisg
interest owner have 75% or mdre voting interest its vote must be supported

by the vote of one or more working interestowners having a combined vote

of at Jeast 5%.

3.6.3 Vote st ieeting by Nonattending Working Interest Owner:

Any working interest owner who is not represented at a2 meeting may vote
either by written proxy or by letter or telegram addressed to the representativc
of the unit operator, provided such letter or telegram is received prior
to the cubmission of such item to vote. If the vote is by letter or telegram
such vote shall not be counted with respect to any item on the agenda whick
has been materially changed at the meating.

3.6.4 Poll Votes: Working interest owners may vote on and
decide, by letter cr telegram, any Eatter submitted in writing to working
interest owners, if no meeting is requested as provided in Section 3.5
within seven (7) days after the proposal is sent to working interest
cwners. Unit operator shall give prompé notice of the results of the
voting to all working'interest oviners.

3.7 Unit Operator - Liabilities: Unit operator shall not be

liable to any of the working interest owners for anything done or omitted
to be done Ey it in the conduct of operations hereunder while acting in
compliance with Sectjon 3.2(a) hereof. The provisions of this section
shall not relieve opo,w.or of its duty to obtain the.ccnsent of the
working 1nterest owners in accordance with the provisions of Section 3.6.

3.3 Resignation or Change of Operator: Operator may resign from its

duties and obiigations as Operator at any time upon written notice of not less
than six (6) months giver to all other parties.

In the event of either sale of its interest or resignation of Operator,
all partiés to this ccatract shall select, by majority'vote in interest, a
new Operator who shall assume the responsibilities and duties and .have the
rights prescribed for Operator by this agreement; provided that, shou?d gne
party to this agreement then own more than a majority of the working in-

terest within the-Unit Area, a concurring vote of one additional party




shall be nacessary for selection nf a new Operator. Tnhe retiring Jperator

shall deliver to its successor all records and infermation necessary to
the discharge by the nzw Operator of its duties and obligations.

The resignation or change ¢f Operator under this agreement shall
aot terminate its right, title or interest as the owner of a working interest
under this agreement, but upon the resignation or change of Operator becoming
effective and the designation of a successor Operator, such {perator shall
deliver possession of all equipmant, material and appurtenances used in

conducting the Unit operations and owned by the working interest owners

to the newly designated successor Operator or to the owners thereof if no




such new Ouerator is selected, to be used for the purposes of conducting

Unit operations heveunder. Nothing herein shall be construed as authorizing
remroval of any material, equipment or appurtenances needed for the preser-

vation of any wells,

RTICLE I

COST OF QPERATIONS

{=<

4.1 Cost of Cperations and Accounting Procecure: Except as
herein otherwise specifically provided, operator shall promptly pay and
discharge all costs and expenses incurred in the deveiopment and operation
of the unit area pursuant to the unit agreement and this agreement and
shail charge, in accordance with the appticable percentages set Torth in
Exhibit "C", each of the parties hereto with its respective propor-
tionate share upon the cost and expense basis provided in the Accounting
Procedure attached hereto and marked Exhibit "0". If any provisions of
Exhibit "D" should be inconsistent with any provision containeé in the
body of this agreement, the provisions of this agreement shall prevail.
4.2 Advances: Operator, at its election, shall have the right
from time to time to demand and receive from the other parties which are
participating in the unit operation then being carried on payment in
advance of their respective shares of the estimated amount of the costs

to be incurred in operations hereunder during the next succeeding month,

vhich right may be exercised only by submission to each such party of an
jtemized statemant of such estimated costs, together with an invoice for

its share thereof. Each such statement and invoice for the payment in

advance of estimated costs 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 fificen (15) days after such
estimate and invoice is receivad. If any party fails to pay its share
of said estimate within said time, the amount due shall btear interest at
the rate of ten percent (10%) per annum until paid. Proper adjustment
shall be made monthly between advances and actual cost, to the end that
such party shall bear and pay its proportionate part of actual costs
incurred, and no more.

4,3 Taxes: A1l of the jointly owned personal property within the

unit area shall be rendered by the unit operator for ad valorem




taxes 17 necessavy.  Yhe unit operator shall nay all ad valorem taxes

vendered or assessel against said properties, and ail such arounts so

paid by the unit operatcr shall be charged to tie 31irt account of Lhe
carties hereto. Al other taxes which may be levied upon or against

the respective leaschold interests or measured by the production of

N unitized substances allocated ta the respective tracts under the terms

of the unit agreemant and this agreement shall be paid by the respective
working interest owners having interests in such tracts. In the event

any party h2reto auns less than the entire seven-eighths leasehold interest
coverec by this agreement, the obligation of such party hereunder shall

be adjusted so as to reflect a credit for payments based upon values

assigned to and made on the basis of outstanding excess royalties,

overriding royalties and production payments.

4.4 Insurance:

The unit operator shall carry insurance for the benefit of

the joint account covering operations upon the unit area subject to the

LAMERELL ICH, ISR

unit vssrating agreement 2s follows:

(a) Workmen's compensation insurance: In compliance with the
viorkmen's compensation laws of the State of New Mexico,
including employer's liability.

(b) Comprenensive general liability insurance, excluding
products: A single combined 1imit of $500,000 each
accident for bodily injuries or death and property damage.

(¢) Automobile public liability and property damage insurance
- with a single combined 1imit of $500,000.00 each accident
for bodily irjuries or death and property damage.

If under the iaws of tne jurisdiction in which cperations are con-

ducted Operator is authorized to be a self-insurer, Operator may elect to
§ be a self-insurer under such lawe and in such event Operator shall charge
to the jocint account, in liev of any premiums for such insurance, a
premium equivalent limited to amounts cdetermined by applying manual in-
surance rates to the pay;o1l. The Operator.sha1l not be required ta carry
any other insurance fov the-joint account. Operator shall require all
third party contractors perfofming work in or on the premises covered

! - hereby to carry such insurance and in such amounts as Operator shall deem

necessary.
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preferred Tien on the interest of each party covered by this agreement,
and in each party's interest in oil and gas pfoduced and the proceeds
thereof, and upon each party's interest in material and equipment, to
secure tne payment of all sums due from each such party to unit operator.

In the event any party fails to pay any amount owing by it to
unit operalor as ire skare of such costs and expenses or such advance
estimate within the time limited for payment thereof, unit operator,
without prejudjce to other existing remedies, is authorized at its
election (unless there is a bona fide dispute) to collect from the
purchaser or purchaserc of 011 or gas, the proceeds accruing to the
working interest ér interests in the unit area of the delinquent party
up to the amount owinag by such party, and each purchaser of o0il or gas
js autnorized to rely upon unit operator's statement as to the amount
ewing ty such party.

4.6 ngg_gfﬁﬂgg;pggyggﬁggz tach Non-Operator shall have a lien on
the working interest of Operator in the Unit Area and on the 0il and gas
produced therefrom and on the proceeds thereof to secure the payment of
any amount that may at any time beccme due and payable by Operator to

such Non-Operator under the terms of this agreement, together with

irterest thereon as herein provided.

ARTICLE V
WELLS
5.1 Initial Test Well: Within six (6) months after the effective

~ .

date of the unit agreement, unit operator shall commence operations upon
the initial test well which is required to be drilled pursuant to the

provisions of Section 9 of the unit agreement, unless sucn test well is
commenced prior to the effective date of the unit agreement. Said test
well shall be located in the Northeast Quarter (NE/4) of Section28 ,

Township 25 Souéh, Range 27 East, M.M.P.M., Eddy County, New Mexico and
shall be drilled in compliance with Section_9 of the unit agreement and

applicable regulations of the New Mexico 0il1 Conservation Commission;

SIS & PR
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{vaid weld shail be drilled to a depth «ufficient to tebt Lo the base of
1
the Pennsylvanian Age, but in no event below a depth of 12,500 feet.)

A - The drillina of said test well may be discontinued at = iesser depth i€

granite or other practically impenetrabie.subsuance should be encountered,
or if all of the parties hereto agree to complete the well at a lesser
depth; provided that, in the event difficulty should be encountered in
drilling wnich results in the loss of the hole, making it necessary that
the hole be abandoned, a substitute well may be conmenced within thirty
2= ; (30) days after such abandonment, and such substitute well shail be

‘ ﬁé g considered the same as the initial test well, and all provisions hereof
applicable to the initig] test well shall be applicable to the substitute
well, Notwithstanding any other provision herein coatained relating to
the substitute well, it is agreed that when the above conditions are
encountered that would make it necessary for the initial test well to be
abandoned, Operator shall give written notice to all parties {participating

in the initial well) regarding details ot the proposed substitute well

ot sy e meae oL

ard such parties shall have a 48»hour period, exclusive of Saturday,

Sundays and holidays, in which to elect to join ir the drilling of said

substitute weil, and any such party electing not to participate shall be

considered for all purposes, as to said substitute weli, as a "non- %

consenting party" under Article 5.5 hereof, ;
Unit operator shall make reasonable tests of all formations encountered

during drilling which give indication of containing 0il or gas in sufficient

guantities to warrant testing.

A1l costs incurred in drilling, completing and placing said well on

production, if completed as a producer, and of plugging and abandoning

the same, if completed as a dry hole, shall be borng only by the parties

gi , . hereto as shown in Column 5 of E£xhibit "C" attached hereto and made a

part hereof.

In the event of the discovery of unitized substances in paying

quantities, the initial test well shall be completed and placed on pro-

duction as such wells are usually and customarily completed in accordance

with good 0il field practices and all casing, tubinrg, wellhead connections,

] : flow lines, tanks and other equipment which may be installed in or used

in connection with said well shall be owned by the parties participating

- in the cost of drilling said well in the proportions showr in Column 5
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of said Exhibit "C" until said well shall have paid out as herein provided.

T

? For the purpose of this agreement the initial test well, or the substitute

well therefor, shall be considered as being paid out




as of 7:00 A. i, on tho first day following tho day in which
the‘parties hereto have recovered out of production'aftgr deducting all
royalty, overriding royalty, or any other payments out‘of production,
severance, ad valorem and production taxes apportionalle thereto, that
portion of the actual cost of drilling, completing, testing and equipping
said well {including necessary wellhead connections, flow lines, tanks,
pumping and other equipment in connection with said well), together with
all costs of operating said well during the payout period. Unit operator
shall furnish to all of the parties hereto, as soon as possible, and in
any event within sixty (60) days from the date of the completion of said
well, an jtemized statement of the cost of dxilling, testing, completing
and placing the well on production, and the unit operator shall also
furnish to the parties hereto monthly reports showing the unitized sub-
stances produced, saved and marketed from said well and the operating
costs incurred in connection therewith. A1l costs incurred in connection
with said well shall be in accordance with the Accounting Procedure attached
hereto as Exhibit "D". ‘
From and after the.time of payout of the initial test well as herein
provided, the overriding royalties herein prdvided for»to bé paid to
, Rodman and fuber shall terininate, and Rodman and Huber shall thereafter
be entitled to receive their proportionate part of the production of
unitized substances from said well on the basis of their respective interest
as shown in Column 6 of Exhibit "C" énd the parties hereto shall own their
proportionate parts of all equipment installed in or used in connection
with production from said well the same as if said parties had participtéd
in the cost of drilling and complefing the initial test well according to
the percentage set forth in Column 6 of said Exhibit “C",
Costs for the drilling of the initial or substitute test well shall

be billed on the ownership as set forth in Columa 5 of Exhibit “"C".

5.2 Modification of Drilling Reguirements of Unit Agreement: The
unit operator may apply for and obtain an extension or extensions of time
within which to comply with the drilling requirements as provided for in
séid unit agreement, and any such application or applications may be made
without the'consent of any of the working interest owners subscribing hereto
as parties hereto; however, operator shall advise a1l working interest owners

of any such application at least ten (10} days prior to filing same.
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5.3 Drilling Contracts: A1l wells drilled on the unit area shall
be 4rilled on a competitive contract basis at the usual rates prevailing
4 in the area. Unit operator, if it so desires, may employ its own tools
s and equipment in the drilling of wells, but its charges therefor shall
not exceed theyprevai1ing rapes in the Tield, and th: rate of such

charges shall be agreed upon by the participating parties in writing

before drilling operations are commenced, and such work shall be per-
formed by unit operator under the same terms and conditions as shall be
customary and usual in the field in contracts of independent contracters

who are doing work of a similar nature.

5.4 Development.and Operation Subsequent to Discovery of

~ Substances in Paying Quantities: After the discovery of unitized sub-

stances in paying quantities on the unit area, unit operator shall oniy

dei” 1 such wells as may be provided for in any plan of development anq
operation for the unit area or amendment of supplement thereto filed and
approved as provided by Section 9 of the unit agreement after approval
by the narties hereto as provided by Section 3.3 hereof, and all such
wells shall ve drilied for the joint account of the parties hereto and

*he production of unitized substances therefrom shall be allocated to

said parties as provided on Column 6 or Column 7 of Exhibit C, depending

upon the ownership interval to which the well is projected. Provided

however, the drilling, deapening, completing, plugging back or rewocrking

of any such well shall be subject to the nonconsent provisions of Section

5.5 hereof.
5.5 Operations_by Less Than Ali Paurties: .If all of the parties
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cannot mutually agree upon tne drilling of any well on the unit area

(other than the initial test well provided for iﬁ Section 5.1), or upon

the reworking, deepening, or plugging back of a dry -hole drilled
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at the joint expense of all parties or a well juintly owned by all the
parties and rct then producing wn paying quantities un the unit area,

any party or parties wisning to drill, rework, deepen, ar plug back

such 2 well may give the other parties written notice of the proposad
operation, specifying the work to be performed, the location, proposed
depth, objective formation and the estimated cost of the operation.

The parties receiviny such a notice shall have thirty (20) days {except
where a drilling »ig is on location the period shall be limited to forty-
eight (48) hours exclusive of Saturdays, Sundays, holidays) after receipt
of the notice within which to notify the pérties wishing te do the work
whether they elect ts participate wn the cost of the proposed operation.
Failur2 of a party receiving such a notice to reply to it within.the
period atove fixed shall constitute an election by that party not to
participate in the cost of the proposed operation.

[V any parfy rezeiving such 5 notice elects not to participate
in the proposed opgration {such party or parties being hereafter referred to
as "ron-consenting par‘y”), then in.order to be en-itled to the benefits of
tnis section, the party or parties giving the notice and such other parties
as shall elect to participate in the operation (all such parties being
hereaiter referred to as the “"consenting parties") shall, within thirty (30)
days after the expiration of the notice period of thirty (30) days (or
as promptly as possible after the expiration 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 due diligence.

The entire cost and risk of conducting such operaticns shall be
borne by the consenting parties in the proportions :hét their respective
jnterests bear to the aggregate interests of the consenting parties. Con-
senting parties shall keep the leasehold involved in such operations free
and clear of all liens and encumbrances of every kiﬁd created by or arising
from the operations of the consenting parties. If such an operation results
in a dry hole, the consenting parties shai] pluy and abandon the well at
their sole cost, risk and expense. If any well drilled, reworked, deepened

o> plugged bdck under the provisions of this section results in a producer




ey

of ofl or gas in paying quantities, the consenting parties shall complete
and egquip the well to produce at their sole cost and risk, and the well
shall then be turned over to unit operator and shall be operated at the
expense and for the account of the consenting parties. Upon commencement
of operations for the drilling, reworking, deepening or plugging back

of any suck well dy consenting parties in accordance with the provisions
of this section, each non-consenting party shall bg deemed to have re-
linquished to consenting parties, &and consenting parties shall own and be
entitled to receive, in proportion to their respective interests, all of
such non-consenting party's interest in the well, its leasehnld cperating
rights, and share of production therefrom until the proceeds or markét
value thercof (after deducting production taxes, royalty, overriding
royalty and other interests payable out of or measured by the prbductiOn
from such well aécruing with respect to such interest until it reverts)
shall equal the total of tha following: '

{a} 100% of each such non-consenting party’s share of the cost
of any newly acquired surface equipment beyond the wellhead connections
(including, but not limitad to, stock tanks, separators, treaters,
pumping equipment and piping), plus 100% pf each such non-consenting party's
share of the cost of operation of the well commencing with first production
and centinuing until each such non-consenting party’s relihquished interest
shall revert to it urnder other provisions of this section,.it being agreed
that each non-consenting party's share of such costs and equipment will be
that interest which would have been chargeable to eacn non-consenting party .
had 1t participated in-the vell from the beginning of the operation; and

(b)  300% of that porticn of the costs and expenses of drilling,
veworking, deepening or plugging back, testing and completing, after
deducting any cash contributions received undsi Section 9.2, and 300%
of that portion of the cost of newly acquired equipment in the well (to
find including the weIlhéad connections), which would have been chargeable
to such non-conseating party if it had participctea therein.

In the case of any reworking, pTuggihg oack or deeper drilling

operation, the consenting parties shall be permittea to use,free of cost,
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all cozing, tubing and other equipment in the well, but the ownership of
all such equipment shall remain unchanged, and upon abandcnment nf a welld
after such reworking, plugging back or deeper drilling, the consenting
parties shall account for all such eqhipment to the owners thereof, with
¢ach party receiving its proportionate part in kind or in value, |

Within sixty (60) days after the completion of any operation
under this section, the party conducting the operations for the consent{ng
parties shall furnish each‘non~consent1ng party with an inventory c¢f the
equipment in and connected to the well, and an itemized statement of tine
cost ¢f drilling, deepening, plugging back, testing, compleiing and
equipping the well for production; or, at its option, the operating party,
in lieu of an itemized stztement of such costs of operation, may submit
a détaiied statement of monthly billings. Each month thereafter, during
the time the consenting parties are being reimbursed as above provided,
the consenting parties shall furnish the non-corsenting parties with an it¢»
statement of all costs and liabilities incurred in the operation of the wal:,
tegether with a statement of the gquantity of oil and gas produced  froam it
and the amount of prcceeds realized from the sale of the well's working
interest production during the preceding~month. Any amount realized
from the saie or other disposition of equipment newly acquired in con-
rection with any such operation which would have been owned by a non-
consenting party had it participated therein shall be creditéd against
the total unreturnad costs of the work done and of the =2quipment purchased,
in deternmining wher the interest of such non-consenling party shall revert
to it as above provided. If there is a credit balance it shd]] be paid
to such non-consenting party. ‘

If and when the consenting parties recover from a non-con-
senting party's relinquished interest the amounts provided for above, the
relinguished interests of such non-consenting party shgll automatically
revert to it and from and after such reversicn such non-cons:nting party
shall ewn the same interest in guch well, the operatini rights and
working interest therein, the-materia] and equipnent inzbr pertaining
therto, and the prod&ction therefrom as su;h non-consegting party\

would have owned had it participated in the drilling, reworking,



deepening or plugying back of said well. Thereafter, said non-consenting
party shall be charged with and shall pay 1ts proportionate part of the

further costs of the operation of said well in accordance with the terms

of this agreemeni and the Accounting Procedure; Fxhibit “D", attached heretod.

No well drilled by tess than all parties pursuant to the provisions
of this Section 5.5 shall be completed as a gas wel) in the same formation
as any other gas well then producing, or capable of producing, gas in
paying quantities from the unit area unless the same be located on a
regular well spacing or proration unit established for the area by the
New Mexico 01l Conservation Commission so that the well density in the
same formation will not be greater than that established or prescribed
by the Commission ;or said area. No well drilied cr completed ty less
than all of the parties pursuant to the provisions of this Section 5.5
shall be completed as an o1l well in the same formation as any other
0il well then producing from the unit area if, as a reusult of the
completion of said well, there would exist on the unit area a well
density in the same formation of more than one producing 011 well to
a proration unit.

If any party hereto shall hereafter create any overriding royalty,
production payment or other burden against its working interest production,
and if any other party or parties should conduct non-conseiit bperations
pursuant to the provisions of this Section 5.5 and as a result become
entitled to receive the Qorking interest production otherwise belonging
to the non-participating party, the party or parties entitled to¢ receive
the working interest production of the non-participating party shall receive
such production free and clear of burdens against such production which may
have been &reated subsequent to this agreement and the non-participating
party creating such burdens shall save the participating party or parties
harmless with respect to the receipt of such working interest'production.

Consont to the drilling of a well shall > be deemed as consent to ihse
setting of casing and a completion attempt. After any well Hri]?ed pursuant
to this agreement has reached its = .thorized depth, Operator shall give

immediate notice to Non-Operators. The parties receiving such notice
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shall have forty-eight (48} heurs {exclusive ol Saturday or Sunday or
holiday) in which to elect whether or not trey desire to set casing

and to pacticipate in a completion attempt. Failure of a party receiving

such notice so to repiy within the period above fixed shall constitute

an election by that party not to participate in the cost of a completion

Yo —ryT

attempt. If all of the parties elect to plug and abandon the well, Operator
- | shall plug and abandon same at the expense of all of the parties. If one

or more,but less than all, of the parties elect to set pipe and to

attempt a completion, the provisions of this Article 5.5 shall apply to
the operations thereafter conducted by less than all parties. The pro-
t' . visions of this paragraph shall anot be available to any party who shall have

elected to be a non-consenting party in drilling the well.

If any party elects to become a non-consenting party hereundar then
no consenting party shall be required to carry its proportionate share

of the non-consenting party's interest unless it has agreed to do so.

5.6 Abandonment of Producing Wells: No well, other than any well

which has been driliad or reworked pursuant to Section 5.5 hereof
for which the consenting parties have not been fully reimbursed as therein

provided, which has been completed as a producer shall be plugged 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 parties its
proportionate share of the value of the well's salvageable material

and equipment, determined in accordance with the provisions of Exhibit "p",
less the estimated cost of $a1vaging and the estimated cost of plugging
and abandoning. Each abandoning party.shall then assign to the
non-abandoning parties, without warrantj, express or implied, as

to title or as to quantity, quai%ty or fitness fof 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, but only as to, the
interval or intervals of the formation or formatiéns then open to
production. The assignments so limited shall encompass the "drilling
unit” upon which the well is located. The payments by, and assignments
to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participation in the unit area to the
aggregate of the percentages of participation in the unit area of all
assignees. There shall be no readjustment of interests in the remaining

portion of the unit area.
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After the as.aqguneat, the assignors shall have no further res-

;; """"" : m~u»~§ ponsibility, liability or intesrnl in the ofperation of or production
from the well in the interval or intervals then opan.  Upon reyuest of
the assignees, unit operator shatl continue to operate the assignad wel)
for the account of the non-abandoning parties at the ratas and charges

_ contemplated by this ayreement, plus any additional costs and charges

; which may arise as the result of the separate ownership of the assigned

well.

ARTICLE VI

gas lease subject to this agreement shall, before tha due date, pay all
rentais wnich may become due under the lease or leases contributed by

it, and each party paying such rentals or royalties shall within ten

(10) days after the payment thereof, but at least ten (10) days prior to
the due date, notify unit operator of such payment. Unit operator shall
furnish similar information as to its leases to the other parties hereto
Upon reguesy. Thé financial burden of paying reﬁtals éhal] falt entiré1y.}
upon the party holding the record title and required to make the particular

payment. Rental payments shall not be charged to the joint account, but

asny other party hereto, other than the record title holder, having an
interest therein, snall reimburse the party paying such rentals for such

party's proportionate part thereof. In the event of failure to make

proper payment of any rental through mistake or oversight, whére such
paymert is required to continue a lease in force (it being understood

that any such failure shall not be regarded as a title failure within

the meaning of any cther provision of this agreement), there shall be no
monetary liability on the part of the party charged with the responsibility
of making such payment, but such party shall make a bona fide effort to
secure (at its sole cost and expense) a new lease covering the same
interest and in the event of failu}e to secure a naw lease within a
reasonable time the interests of the parties shall be revised so that

the party or parties charged with the responsibility of bearing the

particular payment will not be credited with the ownership of their

lease which was lost because of failure properly to make a required

rental payment.
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3 area pursuent to the unit agreemant as a gas well and is shut-in due to

the lack of a market or for dny other reason, unit operator shall notify

all of the parties hereto ard thereof and shall make a bona fide effort
to pay any shut-in royaities which may become due and payable on account
of such well and charge"the same to the joint account of the part{es
hereto in proportion to their respective righis to participate in the
production from such well pursuant to the provisions of this agreement;

provided that, unit operator shall suffer no liability for inadvertent

failures to pay shut-in gas well royalties hereunder.

ARTICLE VII
RIGHT_TO_TAKE PRODUCTION IN KIND

7.7 Each party sha)l take in kind or separately dispose of its

proporticnate share, as set out in Column 2 of Exhibit "C", of all oi}

and gas produced from the unit area, exclusive of prcduction which may
be used in development and preducing»operations and .n preparing and

treating o0il for marketing purposes and production-unavoidably Tést. §
Each party shall pay or deliver, or cause to be paid or delivered all :

royalties, overriding royaities or other payments due on its share of

e e et e et i b e o s et s mr e e 5.

such production and shall hold the other parties free from any liability i

therefor. Any extra expenditure incurred in taking in kind or separate
disposition by any party of iis proportionaté share of the production
shall be borne by such party. A '

Each party shall execute all d1v1s1on orders and contracts of sale
pertaining to its lnterest in product1on from the unit area, and shall
be entitled to receive payment direct from the purchaser or purchasers
thereof for its share of all production.

In the event any pért& shall fail to make the arrangements
necessary to take in kind or separately dispose of its proportionate
share of the o0il and qas produced from the unit area, unit operator
shall have the right, subject *o revocation at will by the party
5: owning it, but not the obligation, to purchase such 0il and gas or sell
it to others for fﬁe time being, at not less than the market price

prevailing in the area, which shall in no event be less than the price which unit




operator reccives for its portion of the 0il and gas produced from

the unit area. Any 5uch-purcha§e or sale by unit operator shaii be
subject always to the rijht of the owner of the prod:ction to exercise

at any time i:s right to take in kind, or separately dispose of, its
share of all cil and gas not previously delivered to a purchaser.
Notwithstanding the foregoing, unit operator shall not make a sale

into interstate commerce of any other party's share of gas production
without first giving such other party sixty (60) days notice of such
intended sale, and without first securing the prior written authorization
of such sale by such ather party. Any such purchases or sale by Operator
shall be for such reasonable periods of time only as is consistent

With the minimum needs of the industry and shall in no event exceed one year.
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ARTICLE VIIT

P
SR CHANGE UF_ QWRERSHIP

1 8.1 Maintenance of Unit Ownership: For the purpose of maintainiﬁg

lf o uniformity of ownership in the oil and gas leasehold interests covered

E | by this agreement, and notwithstanding any other provisions to the
contrary, no party shall sell, encumber, transfer or make other disposition

of its interest in the leases embraced within the unit area and in wells,

equipment and production unless such disposition covers either:
(a) the entire interest of the party in all leases and

equipment and production; or
(») an equal undivided interest in ail leases and equipment

and production in the unit area.

e
kox-

! Every sale, encumbrance, transfer or other disposition made

? by any party shall be made expressiy subject to this agreement, and shall

be made without prejudice to the rights of the other parties.
If at any time the interest of any party as set forth in
Column 6 or Column 7 of Exnibit "C" is divided ambng and owned by four or more
A%ﬁ{ o co-owners, unit operator may, at its discretion, require such co-owners
to appoint & single trustee or agent with full authority to receive

notices, approve expenditures, receive billings for and approve and pay

such party's share of the joint expenses, and to deal generally with and
with power to bind the co-owners of such party's interest within the
scope of the operations embraced in this agreement; however, all such
co-owners enter into and execute all contracts or agreements for the

disposition of their respective shares of the oil and gas produced from

the unit area and they shall have the right to receive, separately,

payment of the sale proceeds thereof.

Should a sale be made by unit operator of its rights and
interests, the other parties shall have the right within §ixty (60) days
after the date of such sale, by majority vote in interest, to select a

new unit opefatbr;‘ 1f a new unit operator is not so selected, the

transferee of the present unit operator shall assume the duties of and

~23-
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act as unit operator. In either case, the retiring unit operator shal)
continue to serve as unit operaior, and 4ischa
capacity under this agreerent until its successor unit operator is selected
and bégins to function, but the present unif operator shall not be obligated
to ccntinue the performince of its duties for more than 120 days after

the sale of its rights and interests has been completed,

8.2 Termination of Intercst and Withdrawal of Party: Should any

party at any time desire to surrender any lease committed to the unit
agreement and the other parties should not agree thereto the party desiring
to surrender shall assign, without express or implied warrenty of title,
subject to the approval of the Bureau of Land Manayement as to federal
lands and the Commissioner of Public fands as to state lands, all of
such party's interest in such lease to the other parties hereto in pro-
portion to the interests then severally held by them on an acreage basis
in the unit erea. If all of the parties are not willing to accept the
assignment of such interest, the assignment shall be made to those willing
to accept such interest in the proportions that their respective interests
bear to the aggregate of their interests in the unit area on an acreége
basis. Such assignment shall be.free and clear of all liens and encumbrances
except all lease burdens eszting.as of the effective date of the unit
égreement and upon delivery thereof the assigning party shall be relieved
of all further obligations with respect té the lease -or leases so assigned.
Likewise, if any party hereto so desires it may withdraw
from this agreement by assigning, without warranty either express or
implied, all of such party's interest committed to the unit agreement
to the other parties hereto or 1f all of said parties are not}wil1ing
to accept the assignment, to those who are willing to atcept such
assignment upon the same terms and conditions as hereirabove set fortn.
A1l assigrments made pursuant to the provisions of this
Section 8.2 shall include all of the assignor's intsrest in a]]'wé]!s,
casing, material, equipment, fixtures and otﬁer person§1 property belonging
to the joint account. Such assignment shail not reiieve assignor from

any obligation or liability accruing or incurred prior.to the date thereof;




provided, however, the assignees shall pay the assignor ’o; its interest
in such casing, material, eaquipment, fixtures and cther rersonal property
owned by the joint account on the basis of the salvage value thereof
determined in accordance with the Accounting Procedure attached hereto
as Exhibit "D".

8.3 Subseguent Joinder: Prior to commencement of operations under
the unit agreement, all owners of working interests in the unit area who
have joined in the unit agreement shall be privileged to join in this
agreement By subscribing to the unit agreement and this agreement.

After commencement of operﬁtions under the unit agreement, howevevr, sub-
sequent joinder in the unit agreement and fﬁis agreement by any party
o4ning a working interest in the unit area shall be on such reasonable
terms and conditions as the parties who are then comitted to the unit
agreement and tﬁis agreemeht may require in view of the circumstances
existing at the time such subsequent joinder is sought.

ARTICLE IX

. MISCELLANEOUS PROVISIONS

9.1 Overriding Royelties and Other Lease Burdenst Ali overriding

"royalties, production payments or other lease burdens payable out of the

worxing intsrest producticn from the respective leasshold interests come
nitted to the unit Azreement shall be paid by the owner or owmers of

such leass or leases out of the unitized substancss allocated to the
respsctive tracts comnitted to the vnit agresmwent mnd the percentages of
participation of the parties hersto shown in Columns 5, 6, and 7 of
Exaibit "C" attached hereto shall be subject to the payment of all such
overriding royalties, production payments mnd other lease burdens. XXk
egneedoand xxiiarkake xkRrix kkrxrernidingx nenadbyodnbesaadk o xkxod x R e%
KOPHODHBRITK XeH& XXox & XX ¥ds X Lrx prx ey domc ik e dndbdadk ash el xprkax xk
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NDNEAGOS BOFRIKKAR X XRRAAN S 2 Rx PRVBERPE RG0S e durdaxa xask
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9.2 Contributions Toward Drilling: Any contribution, either in

money or property interest, toward the drilling of any well dri11ed on
the unit area pursuant to the provisions of this agreement shall be
shared by the parties hereto in proportion to their participating
fnterest; in suéh 1e11; provided, however, participation in acreage

contributions shall be optional with the respective parties.

L
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2.3 Provisions Conforued with Laws and Requlations: A11 of the
provisions of this agreement are hereby expressly made subject to all valid,
enforceable and applicable federal o~ state laws, orders, rules and re-
gulations, and in the event this contract or any provisions hereof are
found to be inconsistent with or contrary to any such law, order, rule

or regulations, the latter shall be deemed to control, and this contract
shall bde regarded as modified accordingly and as so modified shall continue
in full force and effect.

9.4  Motices: Al) notices authorized or required by any of the
provisicns of this agreement shall, unless otherwise specifically provided,
be given in writing by United States mail or Western Union telegram,
postage or charges prepaid, and addressed to the party to whom the noticé
is given at the addresses shown opposite the signatures of the respective
parties hereto. The originating notice to be given under any provision
hereof shall be deemed given only vihen received by the party to whom
such notice is_directed and the timé for such party to give any notice
in response thereto shall run from the date the originating notice is
received. The seccnd or any responsive notice shall be deemed given when
deposited in the United States mail or with the Western Union Telegraph
Company, with postage or charges prepaid. Each barty shall have the
right to change its address at any time, and from time to tiwe; by giving
written notice thereof to all other parties. |

9.5 Liability of Parties: The liability of the parties shall

be several, not joint er collective. Each party shall be responsible

only for its obligations, and shall be liable only for its‘proportionaté
share of the costs of developing and operating the unit area. Accordingly,
the lien granted by each party to unit operator in Section 4.5 is given

to secure only the debts of each severally. It is not the intention of
thevpartics to create, nor shall this agreement be construed as creating,

a mining or other partnership or association, or to render them 1iab1e

as partners. - .

9.6 Income Tax Election, Subchapter K, of Chapter 1, Subtitle’

A, Internal Reveniic Code: Notwithstanding any provisions herein that the

rights and 1iabilities of the parties hereto are several and.not joint




or collective, or that this agreement and the operations hereunder shall
not constitute a partnership, if for tederal income tax purboses this
'agreement and the operations hereunder are regarded as a partnership,
then each of the pérties hereto hereb} elects that it be excluded from
the application of all of the provisions of Subchapter K, Chapter 1,

Subtitle A of the Internal Revenue Code of 1954, as permitted and authorized

N § by Section 761 of said Code and the regulations promulgated thereunder.
Operator is hereby authorized and directed to execute such evidence of
this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, 1nc1udiﬁg specifically,
but not by way of limitation, all of the returns, statements and data
required by the,Code and applicable rébu]ations. Should there be any

requirement that each party hereto further evidence this ejection, each

party hereto agreces to execute such documents and furnish such other
evidence as may be required by the Federal Internal Revenue Service or

as may be ne;essary to evidence this election. Each party hereto further
agreesvnot to give.any notices or take any'other action_inconsiﬁtént |
wfth the election made hereby. If any present or future income tax laws
of the State of New Mexico, or any future income tax law of the United
States, contain, or shall hereafter confa{n. provis1ons_similaf to those

éohtained in Subchapter K, Chapter 1, Subtitle_A,'of the Internal Revenue

Code of 1954, under which an election similar to that provided in Section
_ 761 of said Subchaﬁtef K is permitted, each of the parties hereto hereby
makes such election or agrees to make such election as may be permitted
| by such laws. In making this election, each of the parties heretoc hereby
ﬁ - states that the income derived by it from the operations under this
agreement can be adequately determined without the combufation of partner&hip
taxable income, .

9.7 Force Majeure: If any party is rendered unable, wholly

or in part, by Yorce majeure to.carry out its obligations under this agree-
ment, other than the obligatién to.make mOnej payments, that party shall

" give to all other parties prompt written notice of the force majeure with '

‘reasonable full particulars cdncerning it; -thereupon, the obligations




af the party dgiving thé notice, so far as they are affr.cted by the force
majeure, shall be suspended during, but no longer than, the continuance
of the force majeure. The affected party sha?i use all possible diligence
to remove the force majeure as quickly as possible.

The requirement that any force majeure shall be remedied
with all reasonable dispatch shall not require the settlement of strikes,

lockouts, or other labor difficulties by the party involved, contrary to

its wishes; how all such difficulties shal) be handled shall be entirely

within the discretion of the party concerned.

The term “force majeure" as here employed shall mean an

et o s s

act of God, strike, lockout or other industrial disturbance, act of
rublic enemy, war, blockadge, public riot, lightning, fire, storm, flood,
explosion, governmental restraint, unavailability of equibment. and

any other cause, whether of .the kind specifically enu.erated above or

otherwise, which is not reasonably within the control of the party

claiming suspension,

9.8 Effective Date and Term: This agreement shall become

f effective as of the effective date of the unit agreement and shall remain
in full force and effect during the term of said unit agreement and any
and all extensions or renewals thereof, and in the event of the termination

of the unit agreement for any reason, this agreement shall continue in

full force and effect as to all wells which have not been plugged and
abandoned as of the time of the termination of the unit agreement, and

the rights and interests of the partias hereto in such wells and their
participation in the production therefrom and in the cost of the operation
thereof shall be governed by the provisions hereof and this agreement with
respect thereto shall remain in full forca and effect so long as any such well
is capable of producing oil or gas in paying qgantities and thereafter

until al? accounts hereunder are closed.

9.9 Gasg Stornge Azresmeats Attached hersto as Exhibit "E" end
mads a part hereof 1s a Cas Storags Agrsemarnt whica, subject to the
terms hereof, shall be applicable to the gas produced from tha Unit

Area hereunder.




99 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 separaie insivu
specifically referring hereto, and shall be binding upon all those
parties who have executed such a counterpart, ratificatior ov consent
hereto with the same force and effect Ss if all such parties had signed
the same document and regardless of whether or not it is executed by all

other parties owning or claiming an interest in the lands within the

above described unit area.

IN WITNESS WHEREOF, this agreement is executed by the undersigned parties

hereto as of the day, month and year first hereinabove written.

AMOCO PRODUCTION COMPANY

APPROVYZID

e

By

Attorney-in-fFact &
Address: P. 0. Box 3092
Houston, Texas 77001

UNIT OPERATOR AND WORKING INTEREST OWNER

WORKING INTEREST OWNERS
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EXHIBIT "E"
(Consisting of 2 Pages)

GAS STORAGE AGREEMENT
Attached to and made a part of the FPuvo Msza Unit
Operating Agreement, dated Mercn 1, 1974,
Eddy County, New Mexico

The parti2s to the Operating Agreement to which this gas
storage agreement is attached own the working interest in the gas rights
underlying the Unit Area covered by such agreement in accordance with
the percentages of participation as set forth in Exhibit “C" to the
Uperating Agreement. , ,

In accordance with the terms of the Opera.ing Agreement, each
party thereto has the right to take its share of gas produced from the
Unit Area and market the same. In the event any of the parties hereto
is not able to market its share of gas or has contracted to sell its
share of gas produced from the Unit Area to a purchaser which is unable
at any time while this agreement is in effect to take the share of gas
attributable to the interest of such party, the terms of this storage
agreemant shall automatically become effective.

During the period or periods when any party hereto has no
market for its share of gas produced from the Unit Area, or its purchaser
is unable to take its share of gas produced from the Unit Area, the
other parties shall be entitled to produce each month one hundred percent
of the allowable gas producfion assigned to such Unit by the New Mexico-
0i1 Conservation Commission and shall be entitled to take and deliver
to its or their purchaser all of such gas producticn. All parties
hereto shall share in and own the liquid hydrocarbons recovered from
such gas by lease equipment in accordance with their respective interests
and subject to the Operating Agreement to which this gas storage agreement
is attached, but the party or parties taking such gas shall own all of
the gas delivered %o its or their purchaser. Each party unable to
market its share of the gas produced shall be credited with gas in
storage equal to its share of the gas produced under this agreement,
less its share of gas used in lease operations, vented or lost. The
Operator will maintain a current account of the gas balance between the
parties and will furnish all parties hereto monthly statements showing
the total quantity of gas produced, the amount used in lease operations,
vented or lost, and the total quantity of liquid hydrocarbons recovered
therefroni.

At all times while gas is produced from the Unit Area, each
party producing and/or delivering gas to its purchaser shall pay any and
a1l production taxes due on such gas and the lessor's royalty in accordance
with the Unit Agreement described in Article I of the Operating Agreement
to which this Exhibit "E" is attached and each such party. producing
and/or delivering gas shall furnish or cause to be furnished to the Unit
Operator a monthly statement of its gas sales. Each party hereto agrees
to hold each other party harmless from any and all claims for royalty
payments asserted by royalty owners t: whom each party is accountable.

£fter notice to the Operator, any party st any time .-y begin -
taking or dellvering to its purctaser its thare of the gauy yroducad
from the Unit Area, In addition to its shars, each perty, including the
Operator, until it has rscovered its gas in storage and balsnced the gas
account es to 1ts interést, shall be entitled to taks or deliver to a
purchaser & volums of gas equal to twenty five percent of its share

of gas produced,

.
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GAS STORAGE AGREEMENT
Attached to and made 3 part of the Puvo Maea Unit
Operating Agreement, dated Mercn 1, 1974,
Eddy County, New Hexico
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the gas rights

underlying the Unit Area covered by sych agreement in accordance with
the i ] ibit "C" to the

R i TR
w
(nd
(=)
3
[+Y]
[Te]
(1]
[o¥3
(V=)
-
3]
1]
3
1]

o |

oFr
—
wv
[V
pus
[ad
[

- (]
>
(34
o
o
x
=)
o
o
o
x
(=)
ns
x*
-
=)
V)

-
3
P
1}
-3
1]
w
o+
—bo
>

Operating Agreement.
¢ with the terms of the Opera .ing Agreement, eack

In accordanc
party thereto has the right to take its share of gas produced from the
Unit Area and market the same, In the event any of the parties hereto
IS not able to market its share of gas or has contracted to sell its

share of gas produced from the Unit Area to a purchaser which is unable
i ] is i F to take the share of gas

attributable to the interest of sych party, the terms of this storage
agreemant shall automatically become effective.
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of the allowable g9as production assigned to such Unit by the New Mexico -
] 0 take and deliver—

0i1 Conservation Commissfon and shall be entitled t

Lo Its or their purchaser 311 of such gas production. A11 parties

hereto shall share in and own the 1iquid hydrocarbons recovered from

such 93s by lease equipment in accordance with their respective interests
and subject to the Operating Agreement to which this gas storage agreement
i 1s attached, but the party or Parties taking such gas shall own all of

! the gas delivered to its or their purchaser. Each party unable to

! market its share of the gas produced shall be credited with gas in
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Storage equal to its Share of the gas produced urder this agreement,
Tass its share of gas used in lease operations, vented or 1ost. The
Operqtor will maintain a ~urrent account of the gas balance betwsen the
parties and will furnish a1} parties hereto monthly statements showing
the total Quantity of gas produced, the amount used in lease operations,
vented or lost, and the tota] quantity of 1iquid hydrocarbons recovered

therefrom.

At‘a71 times while 93s is produced from the Unit Area, each

party producing and/or delivering Sas to its purchaser shall pay any and
all production taxes due on sych G3s and the lessor's royalty in accordance
with the Unit Agreement described jp Arti
to which this Exhibit "g" s attached and each such pariy producing
and/or delijvering 9as shall furnisa op cause to be furnished to tha Unit
Operator a monthly statement of its gas sales. Each party hereto agrees
to hold each other party hearmlass 7gn any and all claims for royalty
pPaymenls asserted by royalty owners to whem each party is accountabla,

After notice ¢ the Opsrator, Sty party at sny iima may begin -
taking or dolivering to itg Furctazsr i4a shars of ths £a3 rroduced
from the Unit Area. In 2ddition < its shure, each pariy, including the
Opsrator, unt:) 4 has rocovered i-s ga3 in storags and dalanced the gas
accourt ag 4o itg intarést, shall s sntitled ta teke or deliver %o a
Purchaser & volurs of gas °qual S iuanty five percent of its ghare

of gas produced,
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In the cvent producition of jas

Tom
ceases prior ta the time that the accouats o

¥
f the parties bave been balanced,
it is aprced that a complete bvalancing will be accomplished by a money scttle-
ment as between the pacties, Such settlement shall be based upon the price
recelved by the overproduced party or parties for the cverproduced gpas which
was sold by such party in the order of accrual.

This agrecment shall become ¢ffective in accordance with its terms
and shall yomafn in force and effcect as lomg as the Operating Aprceement to
which it is attached remains in cffect, and shall inure to the hevefit of and
be binding upon the parties hércto, their successors, legal repreuentatives

and assignu.
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DRAFT

dr/ BEFORFE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO

iN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
COMMISSION OF NEW MEXICO FOR
THE PURPOSE O CONSIDERING:

CASE NO. 5902

Oorder No. R- 7424

APPLICATION OF AMOCO PRODUCTION COMPANY
FOR APPROVAL OF THE APPLE DRAW UNIT
AGREEMENT, EDDY COUNTY, NEW MEXICO.

ORDER OF THE COMMISSION

BY THE COMMISSION:

This cause came on for hearing at 9 a.m. on April 20 , 1977,

at Santa Fe, New Mexico, kefore Examiner Richard L. Stamets

NOW, on this day of April ;, 19 77, the Commission,
a quorum being present, having considered the record and the recom-
mendations of the Examiner, and being fully advised irn the premises,

FINDS:

That the applicant's request for dismissal should be
granted.

IT IS THEREFORE ORDERED:

That Case No. 5902 is hereby dismissed.

DONE at Santa Fe, New Mexico, on the day and year hereinabove
designated.
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