
STATE / FEDERAL / FEE 
WATERFLOOD UNIT 

UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION 

OF THE 

NORTH DAGGER DRAW UPPER PENN UNIT 

EDDY COUNTY, NEW MEXICO 

NO. 

BEFORE THE OIL CONSERVATION DIVISION 

Santa Fe, New Mexico 

Case Nos. 13227 /1 3228 Exhib i t No. 3 

Submi t ted by. 

Yatps Pet r " ipum Corpora t ion 

R e V . 1 / 9 2 Hear ing Date-. M j y x h j L - 2 0 0 4 



STATE/FEDERAL/FEE 
WATERFLOOD UNITS 

UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION 

OF THE 
NORTH DAGGER DRAM UPPER PENN UNIT 

EDDY COUNTY, NEW MEXICO 

TABLE OF CONTENTS 
Page 

SECTION 1. KM Am I M P pcni n tTtnus , , 1 

SECTION 2. UNIT AREA AND nFFTNTTTONS 1 

SECTION 3. EXHIBITS .' 3 

SECTION 4. F.YPANSION 3 

SECTION 5. UNTTTZEn TANn 3 

SECTION 6. IINTT OP.F.R.ATOR 4 

SECTION 7. RF.STONATION OR RFMOVAI.OF IINTTOPERATOR 4 

SECTION 8. ST RXF.SSOR I INIT OPERATOR. 4 

SECTION 9. A r m ! TNTTNO PROVISIONS AND I TNTT OPFR ATTNO AfiRFFMFNT 4 

SECTION 10. RmHTS ANnOmiOATTONS OF UNIT OPFR ATOR _ 4 

SECTION U . PI AN OF OPER ATIONS .'. 5 

SECTION 12. I ISF OF SI TRFAPF ANF> I ISF. OF WATFR 5 

SECTION 13. TRACT PARTICIPATION .'. 5 

SECTION 14. TR A(~TS QI IAI IFTFTl FOR PARTiriPATION 5 

SECTION 15 : 6 

A. A T T OOATTON OF ITNTTT7.Fr) SI IRSTANORS 6 

B RXCFSS TMP1 rTF.n NF.WT Y DISOOVFR FD ORI THF. On, 6 

C. EXCESS TMPT rTF.n STRTPPER CRT IDF. OIL, 6 

D. TAKING I FNTTT7F.D SI IRSTANPFS IN KIND 6 

SECTION 16. OT lTSIDEST IRSTANCF.S 7 

SECTION 17. ROYAI TV SFTTI RMFNT 7 

SECTION 18. R RNTAT SF.TTT FMFNT 7 

SECTION 19. (-ONSP.RVATIQN , g 

SECTION 20. DRAIN AOF. „ 8 

Rev. 1/92 



SECTION 21. mSSOFTTTTE •. 8 

SECTION 22. T B A ^ F < ! A N n CONTRACTS CONFORMED AND EXTENDED 8 

SECTION 23. COVENANTS Rl TN WITH 1 AND 9 

SECTION 24. pFFFrnVF, PATE AND TERM 9 

SECTION 25. RATE OF PROSPFCTrNr,, DPVF.T OPMENT Rt. PRODI ICTION 10 

SECTION 26. NQMnrerpTMrMATlON 10 

SECTION 27. APPEARANCES .' 10 

SECTION 28. NOTICES 10 

SECTION 29. NO WATVF.R OF CF.RTAIN RICiHT 10 

SECTION 30. F.QI TTPMFNT AND FAC1T .rTTFS NOT FTXTI TRRS ATTAOHPn TO RP AI TV 10 

SECTION 31. T TN AVOTPAR1 .P. PET .AY 10 

SECTION 32. NONJOINDER AND ST JRSEQ1 [ENT IOINPF.R 10 

SECTION 33. COUNTERPARTS 11 

SECTION 34. TOTNDF.R TN PI TAT CAPACITY U 

SECTION 35. TAXES. \\ 

SECTION 36. NO PARTNERSHIP U 

SECTION 37. PRODI TCTTON AS OF THF. FFFFOTTVP DATE .'. U 

SECTION 38. NO SHARTNOOFMARKFT JJ 

SECTION 39. STATUTORY TTNTTI7ATION 

EXHIBIT "A". MAP OF I TNTT AREA 14 

EXHIBIT "B". SCHFDT n F OF OWNERSHIP • 1 5 

EXHJBIT "C". SCHFDT TT F. OF TRACT PARTICIPATION 16 

Rev. 1/92 

2 



STATE/FEDERAL/FEE 
WATERFLOOD UNITS 

UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION 

OFTHE 
NORTH DAGGER DRAW UPPER PENN UNIT 

EDDY COUNTY, NEW MEXICO 

THIS AGREEMENT, entered into as of the 1s t day of October, 2003, by and between the parties subscribing, ratifying, or consenting 
hereto, and herein referred to as the "parties hereto," 

WITNESSETH: 

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

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

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is authorized by an Act of the Legislature (Section 1, Chapter 
88, Laws 1943, as amended by Section I of Chapter 176, Laws of 1961) (Chapter 19, Article 10, Section 45, New Mexico Statutes 1978 Annotated), 
to consent to and approve the development or operation of State lands under1 agreements made 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 Lands of the State of New Mexico is authorized by an Act ofthe Legislature (Section 1, Chapter 
88, Laws 1943, as amended by Section 1, Chapter 162, Laws of 1951) (Chapter 19, Article 10, Section 47, New Mexico Statutes 1978 Annotated) to 
amend with the approval of lessee, evidenced by the lessee's execution of such agreement or otherwise, any oil and gas lease embracing State lands so 
that the length of the term of said lease may coincide with the term of such agreements for the unit operation and development of part or all of any oil 
or gas pool, field or area; and 

WHEREAS, the Oil Conservation Division of the State of New Mexico (hereinafter referred to as the "Division") is authorized by an Act 
of the Legislature (Chapter 72, Laws of 1935 as amended) (Chapter 70, Article 2, Section 2 et seq., New Mexico Statutes 1978 Annotated) to approve 
this Agreement and the conservation provisions hereof; and 

WHEREAS, die Oil Conservation Division of the Energy and Minerals Department of the State of New Mexico is authorized by law 
(Chapter 65, Article 3 and Article 14,N.M.S. 1953 Annotated) to approve this Agreement and the conservation provisions hereof; and 

WHEREAS, the parties hereto hold sufficient interest in the Unit Area covering the land hereinafter described to give reasonably effective 
control of operations therein; and 

WHEREAS, it is the purpose of the parries hereto to conserve natural resources, prevent waste, and secure other benefits obtainable 
through development and operation of the area subject to this Agreement under the terms, conditions, and limitations herein set forth; 

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

SECTION 1. FN ART INfi ACT AND RECTI II ATIONS. 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 hereafter issued thereunder are accepted and made a part of this Agreement as to Federal lands, provided such regulations are not 
inconsistent with the terms of this Agreement; and as to non-Federal lands, the oil and gas operating regulations in effect as of the Effective Date 
hereof governing drilling and producing operations, not inconsistent with the terms hereof or me laws ofthe state in which the non-Federal land is 
located, are hereby accepted and made a part of this Agreement. 

SECTION 2. UNIT AREA AND nFFTNTTJONS. For the purpose of this Agreement, the following terms and expressions as used 
herein shall mean: 

(a) "Unit Area" is defined as those lands described in Exhibit "B" and depicted on Exhibit "A" hereof, and such land is hereby designated 
and recognized as constituting the Unit Area, contammgJS412̂ 5_acres, more or less, in RrfHy County, New Mexico. 

(b) "Land Commissioner" is defined as the Commissioner of Public Lands of the State of New Mexico. 

(c) "Division" is defined as the Oil Conservation Division of die Department of Energy and Minerals ofthe State of New Mexico. 
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(d) "Authorized Officer" or "A.O." is any employee of the Bureau of Land Management who has been delegated the required authority to 
act on behalf of the BLM. 

(e) "Secretary" is defined as the Secretary of the Interior of the United States of America, or his duly authorized delegate. 

(f) "Department" is defined as the Department ofthe Interior ofthe United States of America. 

(g) "Proper BLM Office" is defined as the Bureau of Land Management office having jurisdiction over the federal lands included in the 
Unit Area. 

(h) "Unitized Formation" shall mean that interval underlying the Unit Area, the vertical limits of which extend from an upper limit 
described aa the top of the Canyon Carbonate formation found at a depth of 7,680 feet, to • tower limit of the bate ef the Upper Canyon 
pay at a depth ef 8,076 feet w shown on the GWCNULDT/PHF and OR/DUAL LATBROLOO in (ho Yates Petroleum Corporation Vann 
"APB" #1 weii ftated ai 660 feet FNL arid 660 feet FWL of Ssetidh 21, T-19-S, R-25-B, Eddy County, New Mexico). 

(i) "Unitized Substances" are all oil, gas, gaseous substances, sulphur contained in gas, condensate, distillate and all associated and 
constituent liquid or liquefiable hydrocarbons, other than outside substances, within and produced from the Unitized Formation. 

(j) "Tract" is each parcel of land described as such and given a Tract number in Exhibit "B". 

(k) "Tract Participation" is defined as the percentage of participation shown on Exhibit "B" for allocating Unitized Substances to a Tract 
under this agreement. 

(1) "Unit Participation" is the sum of the percentages obtained by multiplying the Working interest of a Working Interest Owner in each 
Tract by the Tract Participation of such Tract 

(m) "Working Interest" is the right to search for, produce and acquire Unitized Substances whether held as an incident of ownership of 
mineral fee simple title, under an oil and gas lease, operating agreement, or otherwise held, which interest is chargeable with and obligated 
to pay or bear, either in cash or out of production, or otherwise, all or a portion of the cost of drilling, developing and producing the 
Unitized Substances from the Unitized Formation and operations thereof hereunder. Provided that any royalty interest created out of a 
working interest subsequent to the execution of this Agreement by the owner of the working interest shall continue to be subject to such 
working interest burdens and obligations. 

(n) "Working Interest Owner" is any party hereto owning a Working Interest, including a carried working interest owner, holding an 
interest in Unitized Substances by virtue of a lease, operating agreement, fee title or otherwise. The owner of oil and gas rights that arc free 
of lease or other instrument creating a Working Interest in another shall be regarded as a Working Interest Owner to the extent of seven-
eighths (7/8) of his interest in Unitized Substances, and as a Royalty Owner with respect to his remaining one-eighth (1/8) interest therein. 

(o) "Royalty Interest" or "Royalty" is an interest other than a Working Interest in or right to receive a portion ofthe Unitized Substances or 
the proceeds thereof and includes the royalty interest reserved by the lessor or by an oil and gas lease and any overriding royalty interest, oil 
payment interest, net profit contracts, or any other payment or burden which does not carry with it the right to search for and produce 
unitized substances. 

(p) "Royalty Owner" is the owner of a Royalty Interest 

(q) "Unit Operating Agreement" is the agreement entered into by and between the Unit Operator and the Working Interest Owners as 
provided in Section 9, infra, and shall be styled "Unit Operating Agreement, North nagg«r Draw Uppw Pm Unit, FMy 
County, New Mexico". 

(r) "Oil and Gas Rights" is the right to explore, develop and operate lands within the Unit Area for the production of Unitized Substances, 
or to share in the production so obtained or the proceeds thereof. 

(s) "Outside Substances" is any substance obtained from any source other than the Unitized Formation and injected into the Unitized 
Formation. 

(t) "Unit Manager" is any person or corporation appointed by Working Interest Owners to perform the duties of Unit Operator until the 
selection and qualification of a successor Unit Operator as provided for in Section 7 hereof. 

(u) "Unit Operator" is the party designated by Working Interest Owners under the Unit Operating Agreement to conduct Unit Operations. 

(v) "Unit Operations" is any operation conducted pursuant to this Agreement and the Unit Operating Agreement 

(w) "Unit Equipment" is all personal property, lease and well equipment, plants, and other facilities and equipment taken over or otherwise 
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acquired for the joint account for use in Unit Operations. 

(x) "Unit Expense'' is all cost, expense, or indebtedness incurred by Working Interest Owners or Unit Operator pursuant to this Agreement 
and the Unit Operating Agreement for or on account of Unit Operations. 

(y) "Effective Oate" is the date determined in accordance with Section 24, or as re-determined in accordance with Section 39. 

SECTION 3. pYHrRiTR The following exhibits an (neorporatrt hereto, oy raftrmoi Exhibit *A" attached hanto Ii a map 
showing the Unit Area and the boundaries and identity of tract) and leases In said Unit Area to the extent known to the Unit Ooerator. Exhibit "B" 
attached hereto is a schedule showing, to the extent known to the Unit Operator, the acreage comprising aaah Trasti perctnUiei and Kind of 
ownership ef oil and gaa Interests in all land In tha Unit Ana. and Trut Psrtlolpallon or nab Tract. However, nettling h«nin 8r In (lid (Mi le « 
map shall ba construed U a reprasanlation by any patty hereto at to the ownership of any interest other than such interest or interests ss are shown m 
said map or schedule as owned by such party. The shapes and descriptions of Ihe respective Tracts have been established by using the best information 
available. Each Working Interest Owner is responsible for supplying Unit Operator with accurate information relating to each Working Interest 
Owner's interest If it subsequently appears that any Tract, because of diverse royally or working interest ownership on the Effective Oate hereof, 
should be divided into more than one Tract, or when any revision is requested by the AO., or any correction of any error other than mechanical 
miscalculations or clerical is needed, then the Unit Operator, with the approval of the Working Interest Owners, may correct the mistake by revising 
the exhibits to conform to the facts. The revision shall not include any reevaluation of engineering or geological interpretations used in determining 
Tract Participation. Each such revision of an exhibit made prior to thirty (30) days after the Effective Date shall be effective as of the Effective Date. 
Each other such revision of an exhibit shall be effective at 7:00 am on the first day of the calendar month next following the filing for record of the 
revised exhibit or on such other date as may be determined by Working Interest Owners and set forth in the revised exhibit Copies of such revision 
shall be filed with the Land Commissioner, and not less than four copies shall be filed with the AO. bi any such revision, there shall be no retroactive 
allocation or adjustment of Unit Expense or of interests in the Unitized Substances produced, or proceeds thereof. 

SECTION 4. EXPANSION. The above described Unit Area may, with the approval of the AO., Land Comrrrissioner̂ iid the 
Working Interest Owner ofthe tract of land to be included, when practicable be expanded to include therein any additional Tract or Tracts regarded as 
reasonably necessary or advisable for the purposes of this Agreement provided, however, in such expansion there shall be no retroactive allocation or 
adjustment of Unit Expense or of interests in the Unitized Substances produced, or proceeds thereot Pursuant to Subsection (b), the Working Interest 
Owners may agree upon an adjustment of investment by reason ofthe expansion. Such expansion shall be effected in the following manner 

(a) The Working Interest Owner or Owners of a Tract or Tracts desiring to bring such Tract or Tracts into this unit, shall file an application 
therefor with Unit Operator requesting such admission. No expansionof the Unit shall be permitted unless the owner of the tract to be 
included makes application and is in support of an amendment to die Unit Agreement providing for the inclusion of such additional tract, 
and, 

(b) Unit Operator shall circulate such application requesting the proposed expansion to each Working Interest Owner in the Unit Area and 
in the Tract proposed to be included in the unit, setting out the basis for admission, the Tract Participation to be assigned to each Tract in 
the enlarged Unit Area and other pertinent data. Alter negotiation (at Working Interest Owners' meeting or otherwise) if at least three 
Working Interest Owners having in the aggregate sevenly-fivn pmml (75%) of the Unit Participation then in effect have agreed to 
inclusion of such Tract or Tracts in the Unit Area, then Unit Operator shall: 

1. After obtaining preliminary concurrence by the AO., Land Commissioner and the Working Interest Owner ofthe tract of 
land to be included into the Unit, prepare a notice of proposed expansion describing Ute contemplated changes in the boundaries of the 
Unit Area, the reason therefor, the basis for admission of the additional Tract or Tracts, the Tract Participation to be assigned thereto and 
the proposed effective date thereof; and 

2. Deliver copies of said notice to Land Comrnissioner, the AO. at the proper BLM Office, each Working Interest Owner and 
to the last known address of each lessee and lessor whose interests are affected, advising such parties that thirty (30) days will be silowed 
for submission to the Unit Operator of any objection to such proposed expansion; and 

3. File, upon the expiration of said thirty (30) day period as set out in (2) immediately above with the Land Commissioner and 
AO. and the Working Interest Owner of the tract of land to be included into the Unit, the following: (a) evidence of mailing or delivering 
copies of said notice of expansion; (b) an application for approval of such expansion; (c) an instrument containing the appropriate joinders 

' in compliance with the participation requirements of Section 14, and Section 34, infra; and (d) a copy of all objections received along with 
the Unit Operator's response thereto. 

The expansion shall, after due consideration of all pertinent information and approval by the Land Comrnissioner and the AO., become 
effective as of the date prescribed in the notice thereof, preferably the first day of the month subsequent to the date of notice. The revised Tract 
Participation of the respective Tracts included within the Unit Area prior to such enlargement shall remain the same ratio one to another. 

SECTION5. lfNm7Fn,IANn. All land committed to this Agreement as to the Unitized Formation shall constitute land 
referred to herein as "Unitized Land" or "Land subject to this Agreement". Nothing herein shad be construed to unitize, pool, or in any way affect the 
oil, gas and other minerals contained in or that may be produced from any formation other than the Unitized Formation as defined in Section 2 (h) of 
this Agreement 
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SECTION 6. T rNTT OPFR ATOR Vatec Pi»rml«rm Cnrpnraiinn is hereby designated the Unit Operator, and by signing this 
instrument as Unit Operator, agrees and consents to accept the duties and obligations of Unit Operator for the operation, development, and production 
of Unitized Substances as herein provided. Whenever reference is made herein to the Unit Operator, such reference means the Unit Operator acting in 
that capacity and not as an owner of interests in Unitized Substances, when such interest are owned by it and the term "Working Interest Owner" when 
used herein shall include or refer to the Unit Operator as the owner of a Working Interest when such an interest is owned by it. 

Unit Operator shall have a lien upon interests of Working Owners in the Unit Area to the extent provided in the Unit Operating 
Agreement. 

SECTION 7. PFSIONATTON OR RFMOVAT. OF T rNTT OPFRATOR Unit Operator shall have the right to resign at any time, 
but such resignation shall not become effective so as to release Unit Operator Irom the duties and obligations of Unit Operator and temlnatt Unit 
Qfwwn rights at sueh far a period of tix (6) months after written notice of intention to resign has been given by Unit Operator to all Working 
Interest Owners, the Land Commissioner and the A.O. unless a new Unit Operator shall hava taken over and assumed tho duttaa and obttsattcma of 
Unit Operator prior to the expiration of said period. 

The Unit Operator shall, upon default or failure in the performance of its duties and obligations hereunder, be subject to removal by 
Working Interest Owners having in the aggregate eighty percent (80%) or more of the Unit Participation then in effect exclusive of the Working 
Interest Owner who is the Unit Operator. Such removal shall be effective upon notice thereof to the Land Commissioner and the A.O. 

In all such instances of effective resignation or removal, until a successor to Unit Operator is selected and approved as hereinafter 
provided, the Working Interest Owners shall be jointly responsible for the performance of the duties of the Unit Operator and shall, not later than thirty 
(30) days before such resignation or removal becomes effective, appoint a Unit Manager to represent them in any action to be taken hereunder. 

The resignation or removal of Unit Operator under this Agreement shall not terminate its right, title or interest 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, equipment, books and records, materials, appurtenances and any other assets used m connection with the Unit 
Operations to the new duly qualified successor Unit Operator or to the Unit Manager if no such new Unit Operator is elected. Nothing herein shall be 
construed as authorizing the removal of any material, equipment or appurtenances needed for the preservation of any wells. Nothing herein contained 
shall be construed to relieve or discharge any Unit Operator or Unit Manager who resigns or is removed hereunder from any liability or duties accruing 
or performable by it prior to the effective date of such resignation or removal.' 

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender its resignation as Unit Operator or 
shall be removed as hereinabove provided, the Working Interest Owners shall select a successor Unit Operator as herein provided. Such selection shall 
not become effective until (a) a Unit Operator so selected shall accept in writing the duties and responsibilities of Unit Operator, and (b) the selection 
shall have been approved by the Land Commissioner and the AO. If no successor Unit Operator or Unit Manager is selected and qualified as herein 
provided, the Land Commissioner and/or the AO., at their election, may declare this Agreement terminated. 

fa selecting a successor Unit Operator, the affirmative vote of three or more Working Interest Owners having a total of sixty-five percent 
(65%) or more of the total Unit Participation shall prevail; provided that if any one Working Interest Owner has a Unit Participation of more than 
thirty-five percent (35%), its negative vote or failure to vote shall not be regarded as sufficient unless supported by the vote of one or more other 
Working Interest Owners having a total Unit Participation of at least five percent (5%). If the Unit Operator who is removed votes only to succeed 
itself or fails to vote, the successor Unit Operator may be selected by the affirmative vote of the owners of at least seventy-five percent (75%) of the 
Unit Participation remaining after excluding the Unit Participation of Unit Operator so removed. 

SECTION 9. ACCOI INTTNCi PROVISIONS AND TTNTTOPFRATTNO AOREFMPNT 

Costs and expenses incurred by Unit Operator in conducting Unit Operations hereunder shall be paid, apportioned among and bome by the Working 
Interest Owners in accordance with 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 contracts and such other rights and obligations as between Unit Operator and the Working 
Interest Owners as may be agreed upon by the Unit Operator and the Working Interest Owners; however, no such Unit Operating Agreement shall be 
deemed either to modify any ofthe terms and conditions of this Agreement or to relieve the Unit Operator of any right or obligation established under 
this Agreement, and in case of any inconsistency or conflict between this Agreement and the Unit Operating Agreement, this Agreement shall prevail. 
Copies of any Unit Operating Agreement executed pursuant to this Section shall be filed with the Land Cornmissioner and with the AO. at the Proper 
BLM Office as required prior to approval of this Agreement. 

SECTION 10. RICiHTS AND ORI.IGATTONS OF UNIT. OPERATOR Except as otherwise specifically provided herein, the 
exclusive right, privilege and duty of exercising any and all rights of the parties hereto including surface rights which are necessary or convenient for 
prospecting for, producing, storing, allocating and distributing the Unitized Substances are hereby delegated to and shall be exercised by the Unit 
Operator as herein provided. Upon request, acceptable evidence of title to said rights shall be deposited with said Unit Operator, and together with this 
Agreement, shall constitute and define the rights, privileges and obligations of Unit Operator. Nothing herein, however, shall be construed to transfer 
title to any land or to any lease or operating agreement, 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 specified. 
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SECTION 11. pt AN DF OPERATIONS It is recognized and agreed by the parties hereto that all of the land subject to this 
Agreement is reasonably proved to be productive of Unitized Substances and that the object and purpose of mis Agreement is to formulate and to put 
into effect an improved recovery project in order to efTect additional recovery of Unitized Substances, prevent waste and conserve natural resources. 
Unit Operator shall have the right to inject into the Unitized Formation any substances for secondary recovery or enhanced recovery purposes in 
accordance with a plan of operation approved by the Working Interest Owners, the AO., the Land Ctoinmissioner and the Division, including the right 
to drill and maintain injection wells on the Unitized Land and completed in the Unitized Formation, and to use abandoned well or wells producing 
from the Unitized Formation for said purpose. Subject to like approval, the Plan of Operation may be revised as conditions may warrant. 

The initial Plan of Operation shall be filed with the AO., the Land Commissioner and the Division concurrently with the filing of the Unit 
Agreement for final approval. Said initial plan of operations and all revisions thereof shall be as complete and adequate as the A.O., the Land 
Commissioner and the Division may determine to be necessary for timely operation consistent herewith. Upon approval of this Agreement and the 
initial plan by the A.O, end Cornmiaaloner, taid plan, and aU subsequently approved, plana, than constitute the operating obUgsto uf till Unit 
QpefttW Uflte thl§ Ajpefnent fer fe8 pfteu §peifl8u thereto. Thereafter, ffofrl time to toe before me expiration of any existing plan, the Unit 
Operator shall submit for like approval a plan for an additional specified period of operations, After Strait opontttorw an eommeneed, nwaonable 
diligence shall be exercised by the Unit Operator in complying with the obligations of the approved Plan efOpeffttifm 

Notwithstanding anything to the contrary herein contained, should the Unit Operator fail to commence Unit Operations for the secondary 
recovery of Unitized Substances from the Unit Area within eighteen (18) months after the effective date of mis Agreement, or any extension thereof 
approved by the A.O., this Agreement shall terminate automatically as ofthe date of default 

SECTION 12. 1 ISF. OF ST IRFACF, AND I ISF, OF WATER. The parties to the extent of their rights and interests, hereby grant to 
Unit Operator the right to use as much of the surface, including the water thereunder, of die Unitized Land as may reasonably be necessary for Unit 
Operations. 

Unit Operator's free use of water or brine or both for Unit Operations, shall not include any water from any well, lake, pond or irrigation 
ditch of a surface owner, unless approval for such use is granted by the surface owner. 

Unit Operator shall pay the surface owner for damages to growing crops, fences, improvements and structures on the Unitized Land that 
result from Unit Operations, and such payments shall be considered as items of unit expense to be bome by all the Working Interest Owners of lands 
subject hereto. 

SECTION 13. TRACT PARTICIPATION. In Exhibit "B" attached hereto there are listed and numbered the various Tracts within 
the Unit Area, and set forth opposite each Tract are figures which represent the Tract Participation, during Unit Operations if all Tracts in the Unit 
Area qualify as provided herein. The Tract Participation of each Tract as shown in Exhibit "B" was determined in accordance with the following 
formula: 

Tract Participation = 70% A + 30% B 

A = the Area Ratio based on the ratio of the total acreage within the Tract divided by the total acreage within the Unit Area. 

B = the Reserves Ratio based on the ratio of the total Remaming Primary Barrels of Oil Equivalent as of January 1, 
2003 for wells within the Tract divided by the total Remaining Primary Barrels of Oil Equivalent as of January 1, 
2003 for wells within the Unit Area. Here Barrels of Oil Equivalent (BOE) is calculated as gas volume in Mcf 
divided by 6 plus oil volume in STBO. (BOE = STBO + MCF/6) 

In the event less than all Tracts are qualified on the Effective Date hereof, fhe Tract Participation shall be calculated on the basis of all such 
qualified Tracts rather than all Tracts in the Unit Area. 

SECTION 14. TRACTS QTTAT.TFTFD FOR PARTICIPATION. On and after the Effective Date hereof, the Tracts within the Unit 
Area which shall be entitled to participation in the production of Unitized Substances shall be those Tracts more particularly described in Exhibit "B" 
that comer or have a common boundary (Tracts separated only by a public road or a railroad right-of-way shall be considered to have a common 
boundary), and that otherwise qualify as follows: 

(a) Each Tract as to which Working Interest Owners owning one hundred percent (100%) of the Working Interest have become parties to 
this Agreement and as to which Royalty Owners owning seventyrfive percent (75%) or more ofthe Royalty Interest have become parties to 
this Agreement. 

(b) Each Tract as to which Working Interest Owners owning one hundred percent (100%) of the Working Interest have become parties to 
this Agreement, and as to which Royalty Owners owning less than seventy-five percent (75%) ofthe Royalty Interest have become parties 
to this Agreement, and as to which (1) the Working Interest Owner who operates the Tract and Working Interest Owners owning at least 
seventy-five percent (75%) of the remaining Working Interest in such Tract have joined in a request for the inclusion of such Tract, and as 
to which (2) Working Interest Owners owning at least seventy-five percent (75%) of the combined Unit Participation in all Tracts that 
meet the requirements of Section 14 (a) above have voted in favor of the inclusion of such tract 

(c) Each Tract as to which Working Interest Owners owning less than one hundred percent (100%) of the Working Interest have become 
parties to this Agreement, regardless of the percentage of Royalty Interest therein that is committed hereto; and as to which (1) the 
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Working Interest Owner who operates the Tract and Working Interest Owner owning at least seventy-five percent (75%) of the remaining 
Working Interest in such Tract who have become parties to this Agreement have joined in a request for inclusion of such Tract, and have 
executed and delivered, or obligated themselves to execute and deliver an indemnity agreement indemnifying and agreeing to hold 
harmless the other owners of committed Working Interests, their successors and assigns, against all claims and demands that may by made 
by the owners of Working Interest in such Tract who are not parties to this Agreement, and which arise out of the inclusion of the Tract; 
and as to which (2) Working Interest Owners owning at least seventy-five percent (75%) ofthe Unit Participation in all Tracts that meet 
the requirements of Section 14 (a) and 14 (b) have voted in favor of the inclusion of such Tract and to accept the indemnity agreement 
Upon the inclusion of such a Tract, the Tract Participation which would have been attributed to the non-subscribing owners of Working 
interest in such Tract, had they become parties to this Agreement and the Unit Operating Agreement, shall be attributed to the Working 
Interest Owners in such Tract who have become parties to such agreements, and joined in the indemnity agreement, in proportion to their 
respective Working Interests in the Tract 

en the Effective Date of this Apesment Aim is any Tragi er Traets vvhigh have net been effectively eammi«ed to or made subject to this 
AgT66ffiffll by Qualifying a§ above provided, then such Tract or Tracts shall not be entitled to participate hereunder. Unit Operator shall, when 
submitting this Agreement for final approval by the Land Commissioner and the A.O., file therewith a schedule of those tracts which have been 
committed and made subject to this Agreement and are entitled to participate in Unitized Substances. Said schedule shall set forth opposite each such 
committed Tract the lease number or assignment number, the owner of record of the lease, and the percentage participation of such tract which shall 
be computed according to the participation formula set forth in Section 13 (Tract Participation) above. This schedule of participation shall be revised 
Exhibit "B" and upon approval thereof by the Land Commissioner and the AO., shall become a part of this Agreement and shall govern the allocation 
of production of Unitized Substances until a new schedule is approved by the Land Commissioner and AO. 

SECTION 15A. AUOCATION OF ITNllTOn SIIRSTANCFS. All Unitized Substances produced and saved (less, save and 
except any part of such Unitized Substances used in conformity with good operating practices on unitized land for drilling, operating, camp and other 
production or development purposes and for injection or unavoidable loss in accordance with a Plan of Operation approved by the AO. and Land 
Commissioner) shall be apportioned among and allocated to the qualified Tracts in accordance with die respective Tract Participations effective 
hereunder during the respective periods such Unitized Substances were produced, as set forth in the schedule of participation in Exhibit "B". The 
amount of Unitized Substances so allocated to each Tract, and only that amount (regardless of whether it be more or less than the amount of the actual 
production of Unitized Substances from the well or wells, if any, on such Tract) shall, for all intents, uses and purposes, be deemed to have been 
produced from such Tract 

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

No Tract committed to this Agreement and qualified for participation as above provided shall be subsequently excluded from participation 
hereunder on account of depletion of Unitized Substances. 

If the Working Interest and/or the Royalty Interest in any Tract are divided with respect to separate parcels or portions of such Tract and 
owned now or hereafter in severalty by different persons, the Tract Participation shall in the absence of a recordable instrument executed by all owners 
in such Tract and furnished to Unit Operator fixing the divisions of ownership, be divided among such parcels or portions in proportion to the number 
of surface acres in each. 

SECTION 15.B. EXCESS IMP!ITED NEWT Y nismvFRRn PRTmP nn. Each Tract shall be allocated any excess imputed 
newly discovered crude oil in the proportion that its Tract Participation bears to the total of the Tract Participations of all Tracts not previously 
allocated the total number of barrels of crude oil allocable to these Tracts out of unit production in accordance with the Tract Participations of such 
Tracts; provided, however, that excess imputed newly discovered crude oil allocated to each such Tract, when added to the total number of barrels of 
imputed newly discovered crude oil previously allocated to i t shall not exceed, in any month, the total number of barrels of oil allocable to it out of 
unit production in accordance with its Tract Participation. 

SECTION 15.C. EXCESS TMPT fTF.n STRIPPER CRI TOE PIT, Each Tract shall be allocated any excess imputed stripper crude oil 
in the proportion that its Tract Participation bears to the total ofthe Tract Participations of all Tracts not previously allocated the total number of crude 
oil barrels allocable to these Tracts out of unit production in accordance with the Tract Participations of such Tracts; provided, however, that excess 
imputed stripper crude oil allocated to each such Tract when added to the total number of barrels of imputed stripper crude oil previously allocated to 
it, shall not exceed, in any month, the total number of barrels of oil allocable to it out of unit production in accordance with its Tract Participation. 

SECTION 15.D. TAKTNfi \ INTTTOD ST TRSTANCF.S TN KINO The Unitized Substances allocated to each Tract shall be delivered 
in kind to the respective parties entitled thereto by virtue of the ownership of oil and gas rights therein. Each such party shall have the right to 
construct, maintain and operate all necessary facilities for that purpose within the Unitized Area, provided the same are so constructed, maintained and 
operated as not to interfere with Unit Operations. Subject to Section 17 hereof, any extra expenditure incurred by Unit Operator by reason of the 
delivery in kind of any portion of the Unitized Substances shall be bome by the party taking delivery. In the event any Working Interest Owner shall 
fail to take or otherwise adequately dispose of its proportionate share of the production from the Unitized Formation then so long as such condition 
continues, Unit Operator, tor the account and at the expense of the Working Interest Owner of the Tract or Tracts concerned, and in order to avoid 
curtailing the operation ofthe Unit Area, may, but shall not be required to, sell or otherwise dispose of such rjroduction to itself or to others, provided 
that all contracts of sale by Unit Operator of any other party's share of Unitized Substances shall be only for such reasonable periods of time as are 
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consistent with the minimum needs of the industry under the circumstances, but in no event shall any such contract be for a period in excess of one 
year, and at not less than the prevailing market price in the area for like production, and the account of such Working Interest Owner shall be charged 
therewith as having received such production. The net proceeds, if any, ofthe Unitized Substances so disposed of by Unit Operator shall be paid to the 
Working Interest Owner of the Tract or Tracts concerned. Notwithstanding the foregoing, Unit Operator shall not make a sale into interstate commerce 
of any Working Interest Owner's share of gas production without first giving such Working Interest Owner sixty (60) days' notice of such intended 
sale. 

Any Working Interest Owner receiving in kind or separately disposing of all or any part of the Unitized Substances allocated to any Tract, 
or receiving the proceeds therefrom if the same is sold or purchased by Unit Operator, shall be responsible for the payment of all royalty, overriding 
royalty and production payments due thereon, and each such party shall hold each other Working Interest Owner harmless against all claims, demands 
and causes of action by owners of such royalty, overriding royalty and production payments. 

If, after the Effective Date of this Agreement, there is any Tract or Tracts that are subsequently cornmined hereto, as provided in Section 4 
(Expansion) hereof, or any Tract or Tracts within the Unit Area not committed hereto as of the Effective Date hereof but which are subsequently 
cornmitted hereto under the provisions of Section 14 (Tracts Qualified for Participation) and Section 32 (Non-joinder and Subsequent Joinder); or if 

any Tract is excluded from this Agreement as provided for in Section 21 (Loss of Tide), the schedule of participation as shown in Exhibit "B" shall be 
revised by the Unit Operator; and the revised Exhibit "B", upon approval by the Land Commissioner and the A.O., shall govern the allocation of 
production on and after the effective date thereof until a revised schedule is approved as hereinabove provided. 

SECTION 16. OUTSIDE ST IRSTANCF.S. If gas obtained from formations not subject to this Agreement is introduced into the 
Unitized Formation for use in repressuring, stimulating of production or increasing ultimate recovery which shall be in conformity with a Plan of 
Operation first approved by the Land Commissioner and the A.O., a like am6unt of gas with appropriate deduction for loss or depletion from any 
cause may be withdrawn from unit wells completed in the Unitized Formation royalty free as to dry gas, but not royalty free as to the products 
extracted therefrom; provided that such withdrawal shall be at such time as may be provided in the approved Plan of Operation or as otherwise may be 
consented to or prescribed by the Land Commissioner and the AO. as conforming to good petroleum engineering practices and provided further that 
such right of withdrawal shall terminate on the termination date of this Agreement 

SECTION 17. ROYA1 ,TY SFTTT FMENT. The State of NewMexico and United States of America and all Royalty Owners who, 
under an existing contract, are entitled to take in kind a share of the substances produced from any Tract unitized hereunder, shall continue to be 
entided to such right to take in kind their share-of the Unitized Substances allocated to such Tract, and Unit Operator shall make deliveries of such ' 
Royalty share taken in kind in conformity with the applicable contracts, laws and regulations. Settlement for Royalty not taken in kind shall be made 
by Working Interest Owners responsible therefor under existing contracts, laws and regulations on or before the last day of each month for Unitized 
Substances produced during the preceding calendar month; provided, however, that nothing herein contained shall operate to relieve the lessees of any 
land from their respective lease obligations for the payment of any Royalty due under the leases, except that such Royalty shall be computed on 
Unitized Substances as allocated to each Tract in accordance with the terms of this Agreement With respect to Federal leases committed hereto on 
which the royalty rate depends upon the daily average production per well, such average production shall be determined in accordance with the 
operating regulations pertaining to Federal leases as though the committed Tracts were included in a single consolidated lease. 

If the amount of production or the proceeds thereof accruing to any Royalty Owner (except the United States of America) in a Tract 
depends upon the average production per well or the average pipeline runs per well from such Tract during any period of time, then such production 
shall be determined from and after the effective date hereof by dividing the quantity of Unitized Substances allocated hereunder to such Tract during 
such period of time by the number of wells located thereon capable of producing Unitized Substances as of tile Effective Date hereof, provided that 
any Tract not having any well so capable of producing Unitized Substances on the Effective Date hereof shall be considered as having one such well 
for the purpose of this provision. 

All Royalty due the State of New Mexico and the United States of America and the other Royalty Owners hereunder shall be computed 
and paid on the basis of all Unitized Substances allocated to the respective Tract or Tracts cornmitted hereto, in lieu of actual production from such 
Tract or Tracts. 

With the exception of Federal and State requirements to the contrary, Working Interest Owners may use or consume Unitized Substances 
for Unit Operations and no Royalty, overriding royalty, production or other payments shall be payable on account of Unitized Substances used, lost, or 
consumed in Unit Operations. . 

Each Royalty Owner (other than the State of New Mexico and the United States of America) that executes this Agreement represents and 
warrants that it is the owner of a Royalty Interest in a Tract or Tracts within the Unit Area as its interest appears in Exhibit "B" attached hereto. If any 
Royalty Interest in a Tract or Tracts should be lost by title failure or otherwise in whole or in part, during the term of this Agreement then the Royalty 
Interest of the party representing himself to be the owner thereof shall be reduced proportionately and the interest of all parties shall be adjusted 
accordingly. 

SECTION 18. RENTAL SETTIEMENX Rentals or minimum Royalties due on the 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 Royalty in lieu thereof, due under their 
leases. Rental for lands of the State of New Mexico subject to this Agreement shall be paid at the rate specified in the respective leases from the State 
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of New Mexico. Rental or minimum Royalty for lands of the United States of America subject to this Agreement shall be paid at the rate specified in 
the respective leases from the United States of America, unless such rental or minimum Royalty is waived, suspended or reduced by law or by 
approval ofthe Secretary or his duly authorized representative. 

SECTION 19. 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 Federal and State laws and regulations. 

SECTION 20. nR A IN AOF. The Unit Operator shall take all reasonable and prudent measures to prevent drainage of Unitized 
Substances from unitized land by wells on land not subject to this Agreement 

The Unit Operator, upon approval by the Working Interest Owners, the AO. and the Land Commissioner, is hereby empowered to enter 
into a borderline agreement or agreements with working interest owners of adjoining lands not subject to this Agreement with respect to operation in 
the border area for the maximum economic recovery, conservation purposes and proper protection ofthe parties and interest attested, 

§EC*fi6N i t . {ASS fit? TrTIfi. in the event title to any Tract of unitized land shall fail and the true owner cannot be induced to 
join in this Agreement, such Tract shall be automatically regarded as not committed hereto, and there shall be such readjustment of future costs and 
benefits as may be required on account ofthe loss of such title. In the event of a dispute as to title to any Royalty, Working Interest, or other interests 
subject thereto, payment or delivery on account thereof may be withheld without liability for interest until the dispute is finally settled; provided, that, 
as to State or Federal lands or leases, no payments of funds due the United States or the State of New Mexico shall be withheld, but such funds shall 
be deposited as directed by the A.O. or Land Commissioner (as the case may be) to be held as unearned money pending final settlement of the title 
dispute, and then applied as earned or returned in accordance with such final settlement 

If the title or right of any party claiming the right to receive in kind all or any portion of the Unitized Substances allocated to a Tract is in 
dispute, Unit Operator at the direction of Working Interest Owners shall either: 

(a) require that the party to whom such Unitized Substance are delivered or to whom the proceeds thereof are paid furnish security for the 
proper accounting therefor to the rightful owner if the title or right of such party fails in whole or in part, or 

(b) withhold and market the portion of Unitized Substances with respect to which title or right is in dispute, and impound the proceeds 
thereof until such time as the title or right thereto is established by a final judgement of a court of competent jurisdiction or otherwise to the 
satisfaction of Working Interest Owners, whereupon the proceeds so impounded shall be paid to the party rightfully entitled thereto. 

Each Working Interest Owner shall indemnify, hold harmless, and defend all other Working Interest Owners against any and all claims by 
any party against the interest attributed to such Working Interest Owner on Exhibit "B". 

Unit Operator as such is relieved from any responsibility for any defect or failure of any title hereunder. 

SECTION 22. I.F.ASF.S AND CONTRACTS PONFORMFD ANI") FYTFNnFn The terms, conditions and provisions of all 
leases, subleases and other contracts relating to exploration, drilling, development or operation for oil or gas on lands committed to this Agreement are 
hereby expressly modified and amended to the extent necessary to make the same conform to the provisions hereof, but otherwise to remain in full 
force and effect and the parties hereto hereby consent that the Secretary and the Land Commissioner, respectively, shall and by their approval hereof, 
or by the approval hereof by their duly authorized representatives, do hereby establish, alter, change or revoke the drilling, producing, rental, minimum 
Royalty and Royalty requirements of Federal and State leases cornmitted hereto and the regulations in respect thereto to conform said requirements to 
the provisions of this Agreement 

Without limiting the generality of the foregoing, all leases, subleases and contracts are particularly modified in accordance with the 
following: 

(a) The development and operation of lands subject to this Agreement under the terms hereof shall be deemed full performance of all 
obligations for development and operation with respect to each Tract subject to this Agreement, regardless of whether there is any 
development of any Tract ofthe Unit Area, notwithstanding anything to the contrary in any lease, operating agreement or other contract by 
and between the parties hereto, or their respective predecessors in interest, or any of them 

(b) Drilling, producing or improved recovery operations performed hereunder shall be deemed to be performed upon and for the benefit of 
each Tract and no lease shall be deemed to expire by reason of failure to drill or produce wells situated on the land therein embraced. 

(c) Suspension of drilling or producing operations within the Unit Area pursuant to direction or consent of the Land Commissioner and die 
A.O., or their duly authorized representatives, shall be deemed to constitute such suspension pursuant to such direction or consent as to 
each Tract within the Unitized Area. 

(d) Each lease, sublease, or contract relating to the exploration, drilling, development, or operation for oil and gas which by its terms might 
expire prior to the termination of this Agreement is hereby extended beyond any such term so provided therein, so that it shall be 
continued in full force and effect for and during the term of this Agreement. 
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(e) Any lease embracing lands of the State of New Mexico which is made subject to this Agreement shall continue in force beyond the 
term provided therein as to the lands committed hereto until the termination hereof. 

(f) Any lease embracing lands of the State of New Mexico having only a portion of its land cornrnitted hereto shall be segregated as to that 
portion committed and that not committed, and the terms of such lease shall apply separately to such segregated portions commencing as 
of the Effective Date hereof. Provided, however, that notwithstanding any of the provisions of this Agreement to the contrary, such lease 
(including both segregated portions) shall continue in full force and effect beyond the term provided therein as to all lands embraced in 
such lease if oil or gas is, or has heretofore been discovered in'paying quantities on some part of the lands embraced in such lease 
committed to this Agreement or, so long as a portion of the Unitized Substances produced from the Unit Area is, under the terms of this 
Agreement, allocated to the portion of the lands covered by such lease committed to this Agreement, or, at any time during the term hereof, 
as to any lease mat is then valid and subsisting and upon whleh the leatea or tha Unit Operator fa than «ngag«d In BQna Mt 4r1Uln|> 
reworking, or improved recovery operations on any part ofthe \9ftdS embraced th Wen then ftt IBfflS I I all lands eWbracetl thereM 
Shall remain In ftlll force and effect S3 long as such operations are diligendy prosecuted, and if they result in the production of oil or gas, 
said lease shall continue in full force and effect as to all of the lands embraced therein, so long thereafter as oil or gas in paying quantities 
is being produced from any portion of said lands. 

(g) The segregation of any Federal lease committed to this Agreement is governed by the following provision in the fourth paragraph of 
Section 17 (j) of the Mineral Leasing Act, as amended by the Act of September 2,1960 (74 Stat 781-784): "Any (Federal) lease heretofore 
or hereafter committed to any such (unit) plan embracing lands that are in part within and in part outside of the area covered by any such 
plan shall be segregated into separate leases as to the lands committed and the lands not committed as ofthe effective date of unitization; 
provided, however, that any such lease as to the non-unitized portion shall continue in force and effect for the term thereof but for not less 
than two years from the date of such segregation and so long thereafter as oil or gas is produced in paying quantities." 

SECTION 23. COVENANTS RUN WITH LAND. The covenants herein shall be construed to be covenants running with the land 
with respect to the interest of the parties hereto and their successors in interest until this Agreement terminates, and any grant transfer or conveyance 
of interest in land or leases subject hereto shall be and hereby is conditioned upon the assumption of all privileges and obligations hereunder by the 
grantee, transferee or other successor in interest No assignment or transfer of any Working Interest subject hereto shall be binding upon Unit Operator 
until the first day of the calendar month after Unit Operator is furnished with the original, or acceptable photostatic or certified copy, of the recorded 
instrument or transfer; and no assignment or transfer of any Royalty Interest subject hereto shall be binding upon fhe Working Interest Owner 
responsible therefor until the first day of the calendar month after said Working Interest Owner is furnished with the original, or acceptable photostatic 
or certified copy, of the recorded instrument or transfer. 

SECTION 24. EFFECTIVE OATE ANT) TERM This Agreement shall become binding upon each party who executes or ratifies 
it as of the date of execution or ratification by such party and shall become effective on the first day of the calendar month next following the approval 
of this Agreement by the AO., the Land Commissioner and the Commission. 

If this Agreement does not become effective on or before , it shall ipso facto expire on said date 
(hereinafter call "Expiration Date") and thereafter be of no further force or effect unless prior thereto this Agreement has been executed or ratified by 
Working Interest Owners owning a combined Participation of at least seventy-five percent (75%); and at least seventy-five percent (75%) of such 
Working Interest Owners committed to this Agreement have decided to extend Expiration Date for a period not to exceed one (1) year (hereinafter 
called "Extended Expiration Date"). If Expiration Date is so extended and this Agreement does not become effective on or before the Extended 
Expiration Date, it shall ipso facto expire on Extended Expiration Date and thereafter be of no further force and effect 

Unit Operator shall file for record within thirty (30) days after the Effective Date of tins Agreement, in the office ofthe County Clerk of 
—Eddy— County, New Mexico, where a counterpart of this Agreement has become effective according to its terms and stating further the effective 
date. 

The terms of this Agreement shall be for and during the time that Unitized Substances are produced from the unitized land and so long 
thereafter as drilling, reworking or other operations (including improved recovery operations) are prosecuted thereon without cessation of more than 
ninety (90) consecutive days unless sooner terminated as herein provided. 

This Agreement may be terminated with the approval of the Land Corrirnissioner and the AO. by Working Interest Owners owning eighty 
percent (80%) ofthe Unit Participation then in effect whenever such Working Interest Owners determine that Unit Operations are no longer profitable, 
or in the interest of conservation. Upon approval, such termination shall be effective as of the first day of the month after said Working Interest 
Owners' determination. Notice of any such termination shall be filed by Unit Operator in the office of the County Clerk of Frirfy County„New 
Mexico, within thirty (30) days ofthe effective date of termination. 

Upon termination of this Agreement, the parties hereto shall be governed by the terms and provisions of the leases and contracts affecting 
the separate Tracts just as if this Agreement had never been entered into. 

Notwithstanding any other provisions in the leases unitized under this Agreement, Royalty Owners hereby grant Working Interest Owners 
a period of six months after termination of this Agreement in which to salvage, sell, distribute or otherwise dispose of the personal property and 
facilities used in connection with Unit Operations. 
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SECTION 25. RATF DF PRnsPFriw., nFVFiriPMRNT^ PRODUCTION. All production and the disposal thereof shall be 
in conformity with allocations and quotas made or fixed by any duly authorized person or regulatory body under any Federal or State Statute. The 
A.O. is hereby vested with authority to alter or modify from time to time, in his discretion, tile rate of prospecting and development and within the 
limits made or fixed by the Division to alter or modify the quantity and rate of production under this Agreement, such authority being hereby limited 
to alteration or modification in the public interest, the purpose thereof and the public interest to be served thereby to be stated in the order of alteration 
or modification; provided, further, that no such alteration or modification shall be effective as to any land of the State of New Mexico as to the rate of 
prospecting and development in the absence of the specific written approval thereof by the Land Commissioner and as to any lands in the State of 
New Mexico or privately-owned lands subject to this Agreement or to the quantity and rate of production from such lands in the absence of specific 
written approval thereof by the Division. 

Powers in this Section vested in the A.O. shall only be exercised after notice to Unit Operator and opportunity for hearing to be held not 
leu than fifteen (15) days (rom notice, and thereafter subject to administrative appeal before becoming final. 

SECTION 26. NONDISCRIMINATION, Unit Operator in connection with the p«rteBnaf\ee ef wafte under this Ap%mSnt 
relating to leases of the United States, agrees to comply with all of die provisions of Section 202 (1) to (7) inclusive of Executive Order 11246, (30 
F.R. 12319), which are hereby incorporated by reference in this Agreement 

SECTION 27. APPEARANCES. Unit Operator shall have the right to appear for or on behalf of any interests affected hereby 
before the Land Commissioner, the Department and the Division, and to appeal from any order issued under the rules and regulations of the Land 
Commissioner, the Department or the Division, or to apply for relief from any of said rules and regulations or in any proceedings relative to operations 
before the Land Commissioner, the Department or the Division or any other legally constituted authority, provided, however, that any other interested 
party shall also have the right at his or its own expense to be heard in any such proceeding. 

SECTION 28. NOTICES, All notices, demands, objections or statements required hereunder to be given or rendered to the parties 
hereto shall be deemed fully given if made in writing and personally delivered to the party or parties or sent by postpaid certified or registered mail, 
addressed to such party or parties at their last known address set forth m connection with the signatures hereto or to the ratification or consent hereof 
or to such other address as any such party or parties may have furnished in writing to the party sending the notice, demand or statement 

SECTION 29. NO WAIVER OF CERTAIN BIGHT. Nothing in tins Agreement contained shall be construed as a waiver by any 
parry hereto of the right to assert any legal or constitutional right or defense as to the validity or invalidity of any law of the-State wherein said Unitized 
Lands are located, 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; provided, however, each party hereto covenants that it will not resort to any action to partition the unitized land or the Unit 
Equipment. 

SECTION 30. F.QI rrPMRNT AND FACITITWR NOTFTYTI IRES ATTACHF.n TO RF.AI TV Parh W^tr jng t n f r r r f r > m I m 

heretofore placed and used on its Tract or Tracts committed to this Agreement various well and lease equipment and other property, equipment and 
facilities. It is also recognized that additional equipment and facilities may hereafter be placed and used upon the Unitized Land as now or hereafter 
constituted. Therefore, for all purposes of this Agreement, any such equipment shall be considered to be personal property and not fixtures attached to 
realty. Accordingly, said well and lease equipment and personal property is hereby severed from the mineral estates affected by this Agreement, and it 
is agreed that any such equipment and personal property shall be and remain personal property of the Working Interest Owners for all purposes. 

SECTION 31. UNAVOIDABLE DEI AY, All obligations under this Agreement requiring the Unit Operator to commence or 
continue improved recovery operations or to operate on or produce Unitized Substances from any ofthe lands covered by this Agreement shall be 
suspended while, but only so long as, 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 bw or agency, unavoidable accident, uncontrollable delays in 
transportation, inability to obtain necessary materials or equipment in open market, or other matters beyond the reasonable control of the Unit 
Operator whether similar to matters herein enumerated or not 

SECTION 32. NONJOINDER AND SI TRSEQl1ENT IOTNDFR Joinder by any Royalty Owner, at any time, must be 
accompanied by appropriate joinder of the corresponding Working Interest Owner in order for the interest of such Royalty Owner to be regarded as 
effectively committed. Joinder to this Agreement by a Working Interest Owner, at any time, must be accompanied by appropriate joinder to the Unit 
Operating Agreement in order for such interest to be regarded as effectively cornmitted to this Agreement 

Any oil or gas interest in the Unitized Formations not committed hereto prior to submission of this Agreement to the Land Commissioner 
and the A.O. for final approval may thereafter be committed hereto upon compliance with the applicable provisions of this Section and of Section 14 
(Tracts Qualified for Participation) hereof, at any time up to the Effective Date hereof on the same basis of Tract Participation as provided in Section 
13, by the owner or owners thereof subscribing, ratifying, or consenting in writing to this Agreement and, if the interest is a Working Interest by the 
owner of such interest subscribing also to the Unit Operating Agreement 

It is understood and agreed, however, that from and after the Effective Date hereof the right of subsequent joinder as provided in this 
Section shall be subject to such requirements or approvals and on such basis as may be agreed upon by Working Interest Owners owning not less than 
eighty percent (80%) of the Unit Participation then in effect and approved by the Land Commissioner and AO. Such subsequent joinder by a 
proposed Working Interest Owner must be evidenced by his execution or ratification of this Agreement and the Unit Operating Agreement and, where 
State or Federal land is involved, such joinder must be approved by the Land Commissioner or AO. Such joinder by a proposed Royalty Owner must 
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be evidenced by his execution, ratification or consent of this Agreement and must be consented to in writing by the Working Interest Owner 
responsible for the payment of any benefits that may accrue hereunder in behalf of such proposed Royalty Owner. Except as may be otherwise herein 
provided, subsequent joinder to this Agreement shall be effective as of the first day of the month following the filing with the Land Commissioner and 
AO. of duly executed counterparts of any and all documents necessary to establish effective commitment of any Tract or interest to this Agreement, 
unless objection to such joinder by the Land Commissioner or the AO., is duly made sixty (60) days after such filing. 

SECTION 33. rnrrMTFPPARTS This Agreement may be executed in any number of counterparts, no one of which needs to be 
executed by all parties and 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 all 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 land within the described Unit Area. 
Furthermore, this Agreement shall extend to and be binding on the parties hereto, their successors, heirs and assigns. 

SECTION 34. iniNnRR TN, HI fAt, CAPACITY. Execution as herein provided by any party as either a Working Interest Owner or 
a Royalty Owner shall commit all interests owned or controlled by sueh ponyt provided) that If the party la the owner of a Working {ntoregf, he must 

al§8 mm® fcs Unit §peratm| ApeerTierit: 

SECTION 35. TAXES. Each party hereto shall, for its own account, render and pay its share of any taxes levied against or 
measured by the amount or value of the Unitized Substances produced from the unitized land; provided, however, that if it is required or if it be 
determined that the Unit Operator or the several Working Interest Owners must pay or advance said taxes for the account of the parties hereto, it is 
hereby expressly agreed that the parties so paying or advancing said taxes shall be reimbursed therefor by the parties hereto, including Royalty 
Owners, who may be responsible for the taxes on their respective allocated share of said Unitized Substances. No taxes shall be charged to the United 
States or to the State of New Mexico, nor to any lessor who has a contract with a lessee which requires his lessee to pay such taxes. 

SECTION 36. NO PARTNERSHIP. The duties, obligations and liabilities of the parties hereto are intended to be several and not 
joint or collective. This Agreement is not intended to create, and shall not be construed to create, an association or trust, or to impose a partnership 
duty, obligatioti or liability with regard to any one or more of the parties hereto. Each party hereto shaU be individually responsible for its own 
obligation as herein provided. 

SECTION 37. PROni ICTION AS OF THE ErWCTTVE r)ATB. Unit Operator shall make a proper and timely gauge of all leases 
and other tanks within the Unit Area in order to ascertain the amount of merchantable oil above the pipeline connection, in such tanks as of 7:00 am 
on the Effective Date hereof. All such oil which has been produced in accordance with established allowables shall be and remain the property of the 
Working Interest Owner entitled thereto, the same as if the unit had not been formed; and the responsible Working Interest Owner shall promptly 
remove said oil from the unitized land. Any such oil not so removed shall be sold by Unit Operator for the account of such Working Interest Owners, 
subject to the payment of all Royalty to Royalty Owners under the terms hereof. The oil that is in excess of the prior allowable of the wells from which 
it was produced shall be regarded as Unitized Substances produced after Effective Date hereof. 

If, as of the Effective Date hereof, any Tract is overproduced with respect to the allowable ofthe wells on that Tract and the amount of 
over-production has been sold or otherwise disposed of, such over-production shall be regarded as a part ofthe Unitized Substances produced after the 
Effective Date hereof and shall be charged to such Tract as having been delivered to the parties entitled to Unitized Substances allocated to such Tract. 

SECTION 38. NO SHARING. OF MARKET. This Agreement is not intended to provide and shall not be construed to provide, 
directly or indirectly, for any cooperative refining, joint sale or marketing of Unitized Substances. 

SECTION 39. STATl 1TORY I lNm7AT10N. If and when Working Interest Owners owning at least seventy-five percent (75%) 
Unit Participation and Royalty Owners owning at least seventy-five percent (75%) Royalty Interest have become parties to this Agreement or have 
approved this Agreement in writing and such Working Interest Owners have also become parties to the Unit Operating Agreement, Unit Operator may 
make application to the Division for statutory unitization of the uncommitted interests pursuant to the Statutory Unitization Act (Chapter 65, Article 
14, N.M.S. 1953 Annotated). If such application is made and statutory unitization is approved by the Division, then effective as of the date of the 
Division's order approving statutory unitization, this Agreement and/or the Unit Operating Agreement shall automatically be revised and/or amended 
in accordance with the following: f 

(1) Section 14 of this Agreement shall be revised by substituting for the entire said section the following: 

"SECTION 14. TRACTS QUAT.IFTFT) FOR PARTICIPATION. On and after the Effective Date hereof, all Tracts within the Unit 
Area shall be entitled to participation in the production of Unitized Substances." 

(2) Section 24 of this Agreement shall be revised by substituting for the first three paragraphs of said section the following: 

"SECTION 24. F.FFF.CTTYF, DATE AND TERM. This Agreement shall become effective on the first day of the calendar month 
next following the effective date ofthe Division's order approving statutory unitization upon the terms and conditions of this Agreement, as amended 
(if any amendment is necessary) to conform to the Division's order, approval of this Agreement, as so amended, by the Land Commissioner; and the 
A.O. and the filing by Unit Operator of this Agreement or notice thereof for record in the office of die County Clerk of _ E d d y _ County, New 
Mexico. Unit Operator shall not file this Agreement or notice thereof for record, and hence this Agreement shall not become effective, unless within 
ninety (90) days after the date all other prerequisites for effectiveness of this Agreement have been satisfied, such filing is approved by Working 
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Interest Owners owning a combined Unit Participation of at least sixty-five percent (65%) as to all Tracts within the Unit Area. 

"Unit Operator shall, within thirty (30) days after the Effective Date of this Agreement, file for record in the office of the County Clerk of 
PHHy County, New Mexico, a certificate to the effect that this Agreement has become effective in accordance with ils terms, therein identifying 

the Division's order approving statutory unitization and stating the Effective Date." 

(3) This Agreement and/or the Unit Operating Agreement shall be amended in any and all respects necessary to conform to the Division's 
order approving statutory unitization. 

Any and all amendments of this Agreement and/or the Unit Operating Agreement that are necessary to conform said agreements to the 
Division's order approving statutory unitization shall be deemed to be hereby approved in writing by the parties hereto without any necessity for 
further approval by said parties, except as follows: 

(a) if any amendment of this Agreement has the effect of reducing any Royalty Owner's participation in the production of Unitized 
Substances, such Royalty Owner shall not be deemed to have hereby approved the amended agreement without the necessity of further 
approval in writing by said Royalty Owner; and 

(b) If any amendment of this Agreement and/or the Unit Operating Agreement has the effect of reducing any Working Interest Owner's 
participation in the production of Unitized Substances or increasing such Working Interest Owner's share of Unit Expense, such Working 
Interest Owner shall not be deemed to have hereby approved the amended agreements without he necessity of further approval in writing 
by said Working Interest Owner. 

Executed as ofthe day and year first above written. 

STATE OF NEW MEXICO) 
)ss. 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me this 24lh day of October, 2003, byRandy G. Patterson, Attomey-in-Fact 
for Yates Petroleum Corporation, a New Mexico corporation , on behalf of said corporation. 

My Commission Expires: 

/)w-C< « ̂  -J. JJ^C-T-jo-tC--

YATES PETROLEUM 

By 

Attomey-in-Fact 

Date of Execution: 

Notary Public 
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