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KYI&S UMCUE-rumi UNIT 

UU COUNTY, NEW MEJICO 

Itatt el hv Mexico Ho. 

THIS AGMQCNT, entered loco *> of tbe lit day of January, 

1173, by and between tha partial •ubscrlblnf, ratifying or contenting 

hereto, and herein referred to ee "partial hereto", 

WIIMSSETH: 

VKEUAS, th* partle* hereto ere the owner* of working, royalty 

or other el l or tea lat*r**tf In the Unit Arc* lubjrct te tht* at'eoaent; 

and ! • 

VHXUAI, th* Coaaluloner of Public Landi of tha ftat* of Nev 

Mexico l l authorlaed by an Act of the LegKlatur* (lec. 1, Chap. ««, 

U m it*3, aa aneaded by lec. 1 of Chap. 1*2, l a n of 1151, chap. 7, 

Art, l l , fee, 31, H.M.I. 1»5J anno.) ta conaant to or approve thl* 

asreeaent on behalf of the Itate of Hew Mexico, la*ef»r I t cover* aad 

include* land* and alneral lateraat* ef th* Itate of Hav Mexico; and 

VHXUAS, thi CoauilMloner o*-P»bii*-Ur»*» of the Itate of 

Nov Mexico 1* authorlaed by aa Act of the Ullalatur* (S.c. ] , chap. I I , 

Uwi of \V>J, ft aaended by lec. I , Chap. 1*3, Uwi of }tSl, Chap. 7, 

Art. 11, lac. Al, N.M.8. 1*53 anno.) to amd, with the approval of the 

lea***, any oil and (a* leaae eabrsclni Itat* land* *o that the lenith 

ef the tera of aaid leaae will coincide with the tera of en aireanent *• 

to the nnltlped development and operation of Itate lende; and 

VHXIEAS, the Oil Conservation Coaalialon of tha Stat* of Mew 

Mexico i i authorlaed by law (Art. U l , Chap. AS, Vol. t, Part 2, New 

Mexico Itptutee, 1153 Annotated) to approve thla agreotKnt, end th* 

conservation provialoni hereof; and 

WHEUAI, the Hlperal laa*ln| Act of February 23, 1120 (el Itet, 

A37, a* aaended 30 U.S.C. Section* IM *t aeo,.) authorise* Federal 

and their rrpreacntatlve* te unite with each other er Jointly or sepa

rately with ether* ln collectively adoptta| end operatlai a cooperatlvr 

• r unit Plan of developaent or operation of any oil or fee pool, rla 1.1 or 

tike are* or any part thereof for the purpoa* af BOM properly coneervtnf the 
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Mtural resourcrs thereof whenever determined and caretftad by the Secretary «1 

th* Interior to b« necessary or advisable In the public tntertat; and 

VHEUAS, (he parties hereto hold sufficient iateraata ID th* Myers 

Unille-Kattlx Unit Area, covering th* land hereinafter described to jive 

reasonably affective control of operation* therein; and 

WHEUAS, it la the purpose of th* parties hereto te snebl* institution 

and consiaeaatlen ef secondary recovery operations, conserve natural r«sourc*s, to 

prevent waste and secure the ether benefit* obtalnabl* through development end 

operation of the aree subject te this agreement under th* terms, condition* end 

limitations herein pet forth. . 

MOV, TMllIFCaU, ia consideration el the premises and the prnaisas harcin 

contained, the pertles hereto commit te this agreement their respectlv* interest 

tn the "Unit Area" aod the "OQitlsed formatloe" lying thereunder (as those farms 

ar* defined hereinafter), aad «gr*« severally among themselves as follows; 

SICTlOa 1. m m i C ACT AMP alCUUJICW. Th* Mineral teasing Act of 

February 25, 1J20, as amended. Supra, and #11 valid pertinent regulations, 

Includtng operating and unit plan regulations, heretofore issued thcraumler and 

valid, pertinent and reasonable regulation* hereafter latuei thereunder ere 

accepted and mad* a part ef this agreement a» to Federal lands, provided such 

regulations are not Inconsistent with th* t"raa of this agreement; and as to 

pon-Fedcral land*, the oil and ja* operating regulation* in effect a* ef th* 

effective date hereof governing drilling and producing operations, not Incon

sistent with the term* hereof at th* laws th* State in which tha non-Ffi«rnl 

lead ia located, ara hereby accepted and aa.le a part of this agreement. 

SECTION 2. ptTIT AJUU AHP DCTIHITIOHS. For the surpoa* of tnis s crc -

ment, tbe ioilowing term* and expreeslone as used herein shall maaa: 

( J ) "Unit Aree" I* defined a* th.- area described by tracts ln txhthlt 

"t" and deplete! en tohlblt "A" attached hereto, containing t,l23.bn acres 

mora ur ta**, or to which it may be extunde.l e* herein provided. 

(I>) "Ceanlesloimr" 1* .Ufinrd a* the Ca"a>l**ion*r ef I'uhlU Land* 

of the Stare of N u li.mlci, 

(c) "OimmUston" l« dofli'*J e* th« oil Conssrvatlon Cwrnlssli<n of rhr 

Itfte ef Mew Mexico. 



(d) "Director" 1» defined as th* Director of the United States 

Ceo logic*I Survey. 

(e) "Secretory" 1* defined ea th* Secretery of th* Interior of 

the United Stttet of Ant.rU* or any other pereoa duly authorised to 

exerclae power* veitcd ln thet office, 

(f) "Department*' 1* defined a* the Department of the Interior 

of tha United State* of America. 

(g) "Supervisor" 1* defined «« the Oil and Ca* Supervisor of the 

United States Geological Survey heving Jurisdiction over oil and gat operation 

on federal lands in the Unit Atea. 

(h) "Unlttsed Formation" magna that Interval underlying the Unit 

Aree the vertical limits of which extend from • point 100 feet ebove the ease 

of the Seven livers formation to the base of the Quean formation; said Interval 

having been heretofore found to occur In Taxes feciflc Oil Company's lllntbry 

" I " Nn. 3 well (located 2310 feet from the weat tine and 330 feet from the north 

line of Sectioa 34, Tovaehlp 23 South, xenge 1? East, Ue County, New Mexico) 

at aa indicated depth Interval of 3160 (eat to 3370 feet, ..« recorded on the 

Schlumberger Ilectricallog *un_No. 1 taken-December 2a, 1132, aaid leg being 

measured from * derrick floor elevation of 3300 feat above #s* lcv*l. 

(i) "UnltlteJ Substances" aaan* all o i l , gaa, gss*oui aubataacas, 

aulphur contained in ces, condenaate, distillate and .all associated and 

conatituent liquid or Uquaflable hydrocarbons within and produced from the 

Unltlaed formation underlying rhe lands unitised hereunder. 

(3) "Tract" la defined aa eech percel ef land described as such 

and given « tract number ln exhibit " I " . 

(k) "tract Participation" 1* defln S as tha percentage ef Unitised 

Swhitgncee te be ellocated to a Tract qualified for participation under this 

agreement, at Shown on Exhibit "C". 

(1) "Unit Participation" of each Working Intareat Owner means the 

sua ef tha product! obtained by multiplying the Working Interest share of anch 

Working Interest Owner ln each Tract by th* Tract Participation of auch Tract. 

(m) <Verklng Interest" 1* defined as tha right to March for, 

produce and acquire Unitlaad Sub*tancea whether held a* aa incident of owner

ship af miaaral f*« simple title, under *n oil or g*s leeae, or otherwise, and 
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lactases any Internet which t» ehergeebte with and obligated to pay nr bear, 

•lthor ln caeh or out of •reduction, or otherwise, all or s portion of rhr cost 

ef drl 111*4, developing and producing operations. 

(n) "Vorking Interest Owner" la defined a* and ahall mean any party 

hereto awning t working interest. Tha owner ef el l and gas rights which are 

free of leases pr ether Instruments conveying the Working Interest to another 

ahall be regarded ae a Working Interest Owner te the extent of aaven-alghts 

(7/1) af kit latarest la Onltlaed tubtancss, and aa a loyalty Owner with 

respect to his remaining ene-slghth (1/1) interest therein. 

(e) "Record Owner" la defined a* the holder of the record title to 

g leap* covering federal land* according to the applicable records of the 

gapartaaat ef the Interior of the United Itetes of America. 

(p) "loyalty Interest" or "loyalty" Is defined as an Interest other 

than a Working interest la or g right to receive a portion af the Uaitlaad 

Substances *r tha proceeds thereof and Includes th* royalty Interest reaerved 

hy tha lessor by aa oil and gap lease aad any overriding royalty Intereet, oil 

payment interest, net profit eemtract, or any other payment ar burden which 

de*f pet cary vlth lt tha right te search for and produce Unitised substances. 

(q) "loyalty Owner" ia defined as and shall mean the owner of a 

*>y*l*7 Inttreit. 

(r) "Voting Interaat" af each Harking Interest Owner, unless other

wise apeclftcglly defined her*in, thall equal its Unit Participation in effect 

§t tha tlae g vote is taken. 

(I) "Viable Well" ahall aeen a veil which, in accordance with good 

•11 m i d practice, la adequately equipped and la condition with casing in 

aped raptlr (hereinafter referred to as "Dsabl* Condition") te perait production 

of 0*1tlead Substance* from the Onltlaed formation to the surface by conven

tional p red action aehtoda. 

(t) "Unit Operating Agreement" la defined ee and ahall mean any 

agreement or agreeaent* (whether one or more entered into separately nr collec

tively) by and between the Bait Operator and the Working Interest Owners es 

provided in Section 9, Accounting Provision* and Unit Operating agreement, 

lafre, gad ahall be styled "Van Operating agreeaent, Myer* Unglle-Mattlx Unit, 

Wa County, Nov Heslco". 

-A-
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(u) "Unit Hsnagi'r" tt dvfln.-.l at tli« rrriun nr corporation appointed 

by tho Working Interest Owners to perform the duties of tho Unit Operator until 

tha selection and qualification of a auecessor Unit Operator aa provided for In 

taction I hereof, 

SECTION 3, EXXU1TS. Exhibit "A" attached hereto la a nap showing 

the Unit Area and tha boundaries and identity of Tracts and leases In said Unit 

Area to the extent known to the Unit Operator, Exhibit S attached hereto la 

a schedule shoving, to-the extent known to the Unit Operator, tha acreage 

comprising each Tract and the percentage ownership ef each Working interest 

Owner. Exhibit "C" attached hereto is a schedule (hawing the pcrtlclpetlon of 

each Tract during Phases j and I I . However, nothing herein or in said schedule 

or aap ahall he construed aa a rearescntetion by any party hereto as to th* 

earner ship of any intaraat other than »uch interest or interest* aa are shown 

ia seld aap or schedule as owned by juch party. 

Whenever reference herein or in the Unit Operating Agreeaent Is aade 

te an Exhibit, the reference is te tha Exhibit a* originally attached or, i f 

revieed, te the latest approved revision. 

Tha description and ownership ef the respective Tract* have keen 

•Ogbllehed by a*Ing the best interaction available, i f i t *ube*euently 

gppear* that clerical error*, including errors te Tract Ownership or mtchan-

ieal atipcplculatlons hav* b*aa aad*, Dolt Operator shall revise the Exhibits 

go conform with the facts. The revision shall not Include aay re-eveluatlon 

of engineering or geological interpretation* used in determining Tract Parti

cipation*. Error* and alacglcelation* dlacovered prior to the effective date 

of thla agreeaent shall ho corrected by Unit Operator in the first revision 

of Exhibits following the effective date and aaid flrat revision* ahall be 

affective *e of the effective date ef thie agreement. Tbe correction of eny 

error other than the correction af a clerical or mechanical error shall be 

•ueie by Unit Operetor only after flrat having obtained approval of Working 

Jataraat Owner*, the Supervisor and the Commissioner, 

Exhibits Ai I . *°d C thall b* revived hy Unit Operator whenever changes 

tender such Mvlslan nectssary or when requ**ttd by th* Supervisor or th* 

CoeaxUlUner, I f an Exhibit U revieed pursuant ta tht* agreement, unit 

Operator shall certify and f l l * the required numbar ef coal** of tha revlaad 

1 
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Exhibit vlth th« Commits toper and tha Supervisor, and one (1) cony for recoct 

vlth th* Couaty Clark, Laa County, Mew Mexico, Except ai *p*clfled above, a 

revlaed Exhibit ahall bacoaw affactiva oa *uch date aa aay b* determined by 

tha work lot Intaraat Ownera with tha approval pf the Supervisor and the Com

missioner, aad shall be set fartb en said revloed Exhibit, 

SECTION 4. OFANSIOU. The Unit Ares aay, when practicable, be 

expanded te Include therein any additional tract or tracts regarded aa reaaonably 

nectssary or adriaable for the purposes of tblt agreeaent. Such expansion shall 

he effected ln the following aannars 

(e) The Working Interest Owner or Ownera of a Tract or Treeta desiring 

to commit such Tract or Tract a to thla Agreement, ahall file an application 

therefor vlth Unit Operator requesting admission. 

(b) Unit Operator ahall circulate e notice te each Working Intereat 

Owner pf the propeeed expansion, setting out the heals for admission, the 

recommended fract participation ta ha assigned to such Tract pr Tracts, and 

•that pertinent data. After negotiation (at Working Interest Owners' aeetlng 

or othgrvlts) i f three or aore Working Intereat Owners having in the aggregate 

-eighty percent (M2)~Jh*e* I I Unit Participation -have agreed to inclusion of 

tuch tract or tracts in th* Unit area, then unit Operator ahall: 

(1) after preliminary concurrence by the Director and th* 

CommitsIon*r prepare a notice nf proponed expansion describing tbe contemplated 

change* in the boundaries of the Unit Area, the raeaon therefor, the besls for 

admission pf the additional tract ar tract*, rhe Tract Participation to be 

assigned thereto god the proposed effective dat* thereof; and 

(2) Deliver cepio* af aaid notice to th* Commissioner, the 

Supervisor, each Working Interest Owner and to each leasee aad lessor whose 

intereat* Ke affected, advising pitch parti** that thirty (X) day* will be 

allowed for submission to th* Unit Operator of any objection to such proposed 

expension; and 

(3) Pile, upon the expiration of aaid thirty (30) day period 

aa s*t eut la (2) iasnedlately peeve with the CesmUir.loa*r and Supervisor the 

following; (g) Evidence of pulling ar delivering copies ef teld none nf 

expansion; (b) An applicatioa tar such expanalon; (c) Aa instrument containing, 

the appropriate Jelndera tn compliance vlth th* participation requirement* of 
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Section IS, Tracts Qualified for Participation, hereof; end H) Copti a of 

any objection! received, 

Th* expansion shell, ifter due consideration of s l l prrtinent lnforme-

tlon and epproval by the Cosaalaslener, the Coanitelon, and the Supervisor, bee01. 

affective as of the data prescribed In the notice thereof, preferably the firat 

day af a aenth subsequent to the dete oi notice or on such other date ** may be 

asreed apoa by the Working Interest Owners and approved by the Coaxilaeioner, the 

Cnmmlaelon, and the Supervlosr, The revised Tract Participations of those 

Tract* which ware coenltted prior to such expansion shall remain ln th* earn* 

ratio one fe another. 

SECTION 5. UKITIEEB UKP AHD UX1TUE0 SUBSTANCES, a l l land coenltted 

to this agreement shall constitute land referred to herein as "unitised land" 

ar "land subject te this egreeaent". I l l "unitised land" and Qnlttserf Subitancss 

*r* unit lead under the terms ef this agreement, teeth!** h*r*i« shall be 

tenstrued te enltlta, pool, ar In gny way affect th* oi l , gat god other minerals 

epatglaed in ar that may be produced from any formation other than tha Unitised 

formatioa *• defiaad under taction 1 ( h ) , 

SECTION «. UkTIT OPERATOR. Skelly Oil Company te hereby designated 

** Unit Operator, and b/ signing this agreement a* Unit Op*r*tor lt agrees and 

COM*ntl Ee geeppt th* duties and ebllgation* ef Unit Operator tot the operation, 

developMnt and production ot Unitltad Substances *s herein provided. When

ever reference is made herein te the Unit Operator, auch reference mean* the 

Unit Operator acting in that capacity aad not aa an owner ef intereatt in 

Unitla*d gubttaar**, and th* tarn "Working Interest Owner" when used herein 

ahall include or refer to the Unit Opereter aa tha owner ef a Working Intereat 

whan such an intereat is owned hy i t . 

SECTION 1. LreiGMaJlOW OR REMOVAL Of WIT OPEnATO*. Unit Operetor 

ahall have the right to reelgn at eny time, but auch reelgnatlon shall not 

become effective ao •* to r*l***e Unit Operator from the dutle* emi obligation* 

af Unit Operator and terminate Unit Operetor'e rights •• auch for a parted of 

• tx (() months eff.ir written notice af Intention to reaign ha* been given by 

Unit Operator to al l Working Inter**! Ownera, th* Cnmmlastoner and th« Super

visor, gad until a l l wait well* are placed in e satisfactory toadltlon lur 

—*u*p*n*ion, abandon**ill,' or continued nprixttona,-*t required by the S>*>rrvlaot 

a* t* federal leads and th* Commissioner es to Statu land*, unless a new Unit 

-7 -
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Operetor ehell have taken over (nd attuned thi- dutitt arcl obll«*tiunt"nf u"iT 

Operator prior to the nxplrctlon of aaid perto<l. 

Tha unit Operator ahal l , upon default or failure in tht p*rfn»-nanr.-

of i ta duties or obligations hereunder, he tubjret to resoval by Mire* (3) or 

acre Uorklm lntereet Owners having In the aggregate eighty percent (.HJX) nr 

taare of tht Phatt I J Unit Participation regaining after excluding tho rhtee J I 

Unit Pertlclpation of the Unit.Operator, Such remove! ahall be effective >pon 

notice thereof to the Coemltaloner end the Sunervleor, 

ln a l l auch instance* of effective restjnatlcn or removal, until a 

eucceieor to Unit Operator i t (elected and approved aa hereafter prov tried, 

che Working Intereat Owners thall be jointly reeponalble for the performance of 

th* dutlea of tha Unit Operator and ahal l , not later than thirty (10) daya 

before euch resignation or removal becomes effect ive, appoint a Unit Manager to 

represent them in any action tci be taken hereunder. 

The resignation or removal ef Unit faeretor under thla agrtcaent a l u l l 

pot terminate I ta rlghta, t i t l e or intereat aa the owner of e Working Interest 

er other interest In Unitised Substances, hut upon tn* resignation or removal oi 

Unit Operetor becoming effective, euch Unit Operator rSa l l deliver peeaeaal.m 

ef a l l wells, equipment, book*.and records, materials, appurtenances and any 

ether g***t*i need ln connection with the unit operation* and owned by the 

Working Intereat Owner* te th* pew duly qualified successor Unit Operator or 

to the Halt Manager tf no auch nev Unit Operator i s t l t c t t d , ta be used fnr the 

purpose af conducting unit operitlons hereunder. Nothing herein shall k* 

construed *s *utherltlog the ramovsl of any material, equipment, and eppurcenanc 

needed for the preservation of any wel ls . 

Nothing herein contained (ha l l be construed to release, relieve 

or discharge * Unit Operator who resigns er is removed hereunder from eny 

l i a b i l i t y (or default by i t hereunder or from duties accruing er parfermebla 

by i t prior to tha effective d»tf pf such resignation or reaovel. 

(ICTION f. fUCCEgfOR UNIT OPfJUTOt. Whenever the Unit Operetor 

• h a l l tender i t* resignation e« Unit Operator or ahall be removed tt here

inabove provided, the Working interest Owners shal l select a auccaseor Unit 

Pperater es herein provided. Such aalecrton shal l not become effective until 

(a) a Unit Operator so (elected shall accept in writing, the duties snd 

reepentlbl l l t let ef Unit Operetor, end (b) the (election (hel l have bttn 
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apprevad by the Supervleor end (he Commissioner. I f nu successor Unit 

Operetor t( (elected ae herein provided, the Cowralaetoner or the Director, 

at hie election, aay declare th}! agreement terminated, 

I c acting a successor Unit Operator the affirmative vote of three 

(3) or mora Working Intareet Ownera owning a total of s ixty-f ive percent ( t i l ) 

or more ef the phest J I Unit Participation ahall prevai l , provided that i f any 

one Working Intereet Owner haa # phes* I I Unit Participation greater than 

thirty-f ive percent (331), t t l negative vote or failure to vote ahall not be 

regarded aa eufflclent i f the affirmative vote represents e majority of the 

eating Intereet, and auch affirmative vote shall ba controlling on a l l parties. 

I f tha Unit Operator who ia removed votes only to succeed I t se l f or fai ls to 

seta, tha successor Unit Operator aay be (elected by the affirmative vota of 

three ar mora Working Interest Owners owning a majority ef ttie PI is a u 11 vmlng 

iataraat remaining after anc lading tha voting Interest et Unit Operator so r e 

aoved, 

(tCnOV I . ACCOUMT1IC PgQVIHOWS aXD UK1T OPHUTING ACaJZHOfT. 

Costs and expenass incurred by th* Unit Operator in conducting onlt epersttone 

hereunder shs l l be apportioned (aaong, born* end paid by the Working Interest 

Owner* in accordance with th* Unit Operating Agremw-nt. Tha Unit Operating 

ggreaasnt (halt glso provide the swjnnar in which the Working intereet Owner* 

( h a l l he entitled go receive their respective proportionate and alloceted 

•her* ef the benefit* accruing hereto in conformity with their underlying 
operating agreements, leases, er ether Independent contracts and such other 

right* and obligation* aa between Unit Operetor end the Working Interest 

Owners ** a*y k* *gr**d upon hy the Unit Operator and the Working Interest 

Owners; however, no such Unit Operating agreeaent ahall be denied either to 

* » d i f y any of th* farms and condition* af thi* «i;reamcnt or to relieve the Unit 

Operator of any right er obligation eatabliahed under thla enrecmcnt, and tn 

cat* et any inconsistency nr conflict between this e<-.ren*ent and tht Unit 

Operating Agreement, thla agreement ahall pr< v e i l . Twu true ruplra af any 

Unit Operating agreement executed pursuant te this Section (hel l be fi led vlth 

th* CommlaalonaT an.l thrua true topl* | thrrrof sl'all b* f l lml with the i.m.i'r-

vieor prior to approval of thia ntrenmeiit. 

IKCT10M IP. KICHTS AHU OBLlfiATlOHS Of WIT OPHMTOH. txctpt ar 

Otherwise speci f ical ly provided herein, th* nxclnaiw right, prlvltou* *n't 

S I— *~* 
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duty ef exercising any and #11 rlghtt et che pprtlet hereto which art nec

essary or convenient for prospecting for, producing, storing, # Hoc a tin-

end distributing the Uniti**d Substance* »ra harpby delegated te asd shall 

ke exercised by the pn(t Operator at herein provided. Upon request, accept

able evidence of titlp to aaid rights ahall be deposited with eaid Unit 

Operator and, together vlth this agreement, ahall constitute and define 

the rights, privileges and obligations of Unit Operator. Nothing herein, 

however, shell be copstrued tp transfer title te eny lead or to any leaae 

• r operating agTeeaent, tt being understood that under thia agreement the 

Unit Operator, in its capacity as Unit Operator, thall exercise the rights 

af poseeeelon and uaa vested ta the parties hereto only for the purposes 

heroin specified. * 

•ECTION 11, MUlWOaiT AND FACILITIES NOT FIETUEES ATT*CHIP TO 

tm/liTT Each Working Intereat Owner haa heretofore placed and used nn Its 

TT#ct ar Tract* committed ts thi* agreement, varioue well and leaae equip-

pent and other property, equipment and facil it ies. I t is alee recognise* 

that Additional equipment end facilities may hereafter be placed and aaed 

upon the Unitised Land aa mow er hereafter coaetituted. Tnare fore, for al l 

purpofet of thi* agreement any and a l l amch equipment shall be considered to 

be personal property and aot fixtures attached"to realty, accordingly, euhject 

te the llaltetlsn* contelned la lection 10, eaid well and lease aqulpaent snd 

p*r*on#l propprty 1* hereby severed trom the mineral estate* effected by this 

agreement, and it i * agreed chat eny aad a l l euch equipment and personal pro-

party (hall be and remain personal property for #11 purposss. 

•ECTION 12. FLAW OF PPEIATlOsTg. I t is recognised and agreed by rhe 

parties hereto that th* object end purpose ef thie agreement t* to formulate end 

te put into effect e secondary recovery project tn order to effect eddttlonel 

recovery ef Unitised Substances, prevent waate aad conserve natural reeourcrt. 

The p*rtle* hereto agree that the Unit Operator may, aubject to tbe content and 

appro** ef a plan et operation by the Working Intereat Owner*, the gupervlswr, 

the Commissioner and th* CoaaalMloq, inject into the Unitised Formation, through 

any well er wells completed therein, brine, water, elr, gaa, oil end any on. nr 

ears ether Subitancee or cuetblnatioa ef oubttances whether produced frum th. unit 

teed Formation er not, end that tha Iocatioa of input wells end the retes ol 

injection therein and the rets of production shall he governed by atan-lards .->i 
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good geologic and petroleua engineering pHctkei and conservation methods. 

Th* parties hereto, subject te prior rights, If eny, grant to Unit Operator 

the ute ef brine or non-potable "water or both froa any formation in and under 

the Unitised Land for Injection Into the Unitised formation. After commencement 

ef secondary eparatlona. Unit Operator shall furnish the Couailssloner and the 

luparvlaor monthly Injection and production reports for each well 1B tha Unit. 

The Working Interest Owners, ths Ceamlssloitsr end ths luparvlaor shall be 

furnished periodic reports on the progress of the plan ef operation and any 

revisions or changes thereto deemed necessary to meat changed conditions or to 

protect tha Interests of all parties to this agreeaent: provided, however, that 

aay revision ef the approved plan of operation shall be subject to the consent 

#nd approval ef the Working Intereat Owners, the Commission, the Commlsaloner 

and the Supervisor. 

A plan ef operation thall he filed with the Supervisor end the Con-

pi a a loner concurrently with the filing ef this unit agreement for final approval. 

Said plan of opsration and al l revision* thereof shall be aa complete and ade

quate aa the (upervlaor and UM Commissioner may determine te be neceasary for 

ttaely operation consistent herewith. Upon approval of this agreement and the 

aforementioned plan by the Supervisor and tha Commissioner, said plan and s l l 

subsequently approved plana (hall constitute ch* operation obligations of the 

•nit Operator under rhis egreement for the period specified therein. Thereafter, 

froa time to time, before the expiration of any existing plan, the Unit Operator 

(hall submit for like approval a plan ef en edditional specified period nf 

operation, . -

Notwithstanding anything to the eontiary herein contained, should t u-

Unit Operator fall to commence operations for the secondary recovery of the 

unitised substances from the unit aree within one year after the effective date 

of thla agreement end any extenalon thereof approved by tha Supervisor und tir; 

Comnlsslonar, thie agracaent shell termlnat<- automatically aa of the date, nf 

default. 

SECTION 13. USt Of'SURFACE. Tti* partial hereto, to the extent o£ 

their rights end interest, lierehy grent to Wort Im, Interest Owners the rl>|in 

to use as auch of the e<irfec« nf the land wirh n the Unit Aree es may ri-as.maMy 

be necustar • for unit nv.'rettnne, im |.<i<l1nj; il,. free use of weter from the 

Unit Are* 1 IT uail opvretlnns, except water Ir. « any well, leee, pond i-r 
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• truod leailng or othcrvlee conveying to Working loterett Ch-ntri t s it* for 

a water, get Injection, proceietng or ether plant or camp l i t e . Working inter

eat Owners ahall pay the owner for damage.* to growing cropa, timber, fencce, 

Improvement!, and structures on the Unit Area that result from Unit Operation!. 

8ECT1C*. K . TRACT PARTIC1 PATIO*. Participation of eech Tract Is 

Shown In Exhibit "C" and haa been computed In accordance v l th tha following; 

(a) Phate I Participation. Phase I begins the effective date hereof 

aad continue! unt i l the f i r s t day of th* month next fol loylni the date that the 

cumulative wlumr"6> u l l piuduLed T f l e i Jenoary 1, l*t97~~rrom the Unitized 

formation underlying a l l of the Tracta ln the Unit Area totals 299,013 herre l i . 

The Tract Participation of each Tract during Phase I , shown on Exhibit "C", is 

_ba**d '*>on the following fr.~.T..— — 

' ' TraR-Pwt4elpexlAn_P^rcenjgge_. 

Ph*** l equals 

100 \ 

• Wherei "A" equals totel income froa o i l and _ga* produced from auch 

Tract from the Unltlaed formation during the ported January \ , 

l»6J J_*hrough Dacmmber 31, 1968. 

"g" equals fhe guartatleo ef the total Income from o i l and 

gas produced from a l l quel i f lad Ttacta froa tha Unitlead 

Formation during-the period January 1, 1968, through 

December 11, 19*8. 

(b) Phase I I Participation, fhaae I I ahall begin the f i r s t day of 

Rhe month next following the dgt* on which the last of th* 299,013 barrels 

referred te tn (a) above la produced end ehell continue (or the remainder of 

the term of thla agreement. The Participation of each Tract during Phase I I , 

ehovn en Exhibit "C", Is based upon the following formula: 

Tract Participation Percentage, 

Phase I I equals 

83 | plus 10 | plue 5 ) 

Wherei " I " equals the estimated quantIty of o i l ultimately recoverable 

froa the Unitised Formation by primary recovery operation* 

credited ta tech Tract . 

"F" equals the euamatlon of tbe eattaatud quantity of e l l 

ultimately recevereble from the Uuitlaed formation by 
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"C" equals th* cumulative o i l produced froa the Unitised 

formation underlying each Tract »i of July 1, 1966. 

"H" equal* the aunoatlon of the cumulative o i l produced 

from the Unltlted formation underlying a l l qualified Tracts 

• • ef July 1, 1966. 

" I " equals the number of ecres contained ln each TTect. 

" J " equal* the aummatlon of the number of acres contained 

in a l l qualified Tracta. 

I f leas than a l l Tracta within the Unit Area qualify for participation 

hereunder a* ef the effective date hereof, Unit Operator ahall f i l e with the 

gupervleor, th* Commissioner end the Cemmlttlen * echedulo showing the quali

fied Tracts ea ef eaid affective date, which schedule shall he designated 

hevlsed exhibit C and canaldered for a l l purpose! ss a part of this agreement. 

Said revised Exhibit C shal l set forth opposite each qualified Tract the revised 

Trect Participation therefor which shell be calculated by using th* (amc factors 

and formula which were need te arrive at the Trect Participations **t out ln 

Exhibit C attached hereto, but applyins th* earn* only to tha qualified Trect*. 

•aid revised Exhibit C, upon approval by the Supervisor and tha Ceeaaltsloner, 

Shall supersede, effective as of the effective date hereof, the Exhibit C 

attached hereto. 

The Tract Participations shown on Exhibit C attached hereto, r r es may 

be ahewn an the Eevtsed Exhibit C aa above provided, alkali govern the allocation 

ef unltlted substance! on end after the effective data of this Unit agreement, a" 

unt i l the Tract Participation* are reviaed pursuant to thla agreement and such r 

vised Tract Partlclpetlont are approved by the Supervisor and the Commissioner. 

(c) Within Sixty (60) day! after tha requirement* for comvnc«t<nt 

of Phaso I I hav* been met, th* Operator w i l l notify tha Ofl and Cas Depart™-nt 

ef the New Mexico Stete Land Office of. euch conversion to Phes* 11. 

SECTION 13. TBACTs'oUALIPlED FOE. PARTICIPATION. On and after th. 

effective dot* hereof, and until expansion es provided in Section »-tierrni, 

_the tracts within rhe U n l t ^ p j ^ t j r J ^ e h a l l - e ^ r r ^ ^ ( i« 

provided ln Section 14, Tract'Partlelpat Ion, hereof) In the production ni 

UnltllCd Substances (ha l l be composed of the Trscta shown en Exhibit A ami 

l i s ted tn Exhibit ***" which qualify ee follow*: 
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| a | e»eh m n a* I* whtsh Wneblna Interest ixner* mmint 

«•• hundred percent (luotjof tha Work log interest thsreln have become 

pertleo harato and aa to which loyalty ar accord Owner* owning seventy-

fir* percent (?5t) or cor* of th* loyalty or lecord Intereet therein have 

become partlaa hereto. 

(b) Each Tract a* to which working Intereet Own*ra owning 

on* hundred percent (100X) of th* Working Intereat therein have heeom* 

partle* hereto and a* to which loyalty or lecord Ownera ownIn* 1, aa than 

**v*nty-five percent (75X) ef th* loyalty and lecord Intereat therein 

have beeooe partlaa hereto end, further, ea to wblch: 

(I) All Working' Intereat Owner* ln auch Tract neve joined 

ln a req,u*at for the qualification of euch Tract, and 

(II) Eighty percent (SOX) of the coahlned voting Intereat* 

of Working Interest Owners ln al l Tracts ate*ting th« requirements of 

paragraph (a) hereof have voted In favor ef qualifying such Tract, 

for tbe perpese of this paragraph (b), a Working intereet Owner's 

"voting interest" shall be equal te th* ratio (*xpr****d in percent) which 

its *ggr*g*t* Phase I I Participation ia al l Tracta qualifying under 

paragraph (a) bears to the totel Phaee 11 Participation of el l Working 

loterest Owners In ell Tracta qualifying under paragraph (a), 

(c) Each Tract aa to which Working lnt*r*at Ownera owning leaa 

glwjn *** hundr*d percent (1001) af tlie Working Intereet therein have become 

parties hereto, regardless of the percent*** ef loyalty and Record in-

terept therein which 1* commuted hereto end, farther, a* to which; 

(I) Th* Working Intereat Owner operating such Trect end 

al l ef th* other Working Interest Owners in such Trect who hav* become 

partlaa hereto have joined lat a requeat for quailftcetion ef such Tract 

amd at leeet eighty-five percent (85X) pf euch parties have executed and 

delivered en lndranlty agreement Indemnifying end agreeing to hold harnle** 

the ether Worklar Interest Owners ln the Unit, their eucceotors and aaslgns, 

egalnet a l l claim-, end demands which arise out of the qualification of such 

Tract which may bv made by the owners of Intnrests in auch Tract who are not 

parties her*to; and -

(II) Eighty percent (W>1) ef the combined v»tinri inter.at »i 
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Working InliiMt Owners tn «11 Triect M I tin; the requirements of ierarrap>>a 

(•) •nn (b) hove voted tn favor of tha qualification of auch Tract and 

acceptance of the Indemnity agreement. 

for the purpoee of thla paragraph (c), a Working Intereet cvner'a 

Noting Intereat" ahall be equal to the ratio (exprssssd ln percent) which 

ita aggragete Phase 11 Participation ln al l Tract) qualifying under para

graph* (a) end (b) beera te th* totel Pheee IJ Partlctpetloo of all Working 

Intereat Owner* tn el l Tracta qualifying under paragraphs (e) end (b). Upon 

the qualification of a Tract, the Unit Participation which would have 

keen ettrlbuted te th* nonaubicrlblng owner* of th* Working Intereat ln 

euch Tract, bed they beconje pertie* to thi* agr*en*nt end the Unit Operating 

Agreement, thall be attributed to the Working Intereat Owner* In auch Tract 

who hav* become partlaa to th* Indemnity agreement, ln proportion te their 

respective working Intereet* ln the Tract. 

»CnC*J 16. nli*rflr*TT"" OT UH1TIZEP grjBSTAMCES. All Unttltad 

•ubetance* produced and aeved (leaa, aeve and exceyt any part of auch Unltlaeu 

Substance* uted In conformity with good operating practice* on nnltired lend 

ger drtl*tng, operating, camp and ether production or development purpo*** 

aad) tor preeeure maintenance tn accordance with * plan of operetton approved 

by the gup*rvigor end th* Commissioner, or unavoidably loat) (hall be 

apportioned among and allocited to th* quell fled Trect* tn accordance with 

th* reepeettve Trect Pertlctpattene effective hereunder during the respective 

ported* such Unltlted Substance* war* produced, e* set forth in the 

acheduls of participation ia Exhibit C. The amount of Ueltlied Substances 

ee allocated to eech trect, and only that emount (regardleas ef whether lt 

b* aura or less then the emount of the ectusl production of Unitised Sub

stances froa the well or wells, i f any, en such Trect), shall, for ell 

intent*, uaes and purpoee*, be deemed to have been produced from euch Tract. 

Tha Unitised gubetances allocated to eech auch Tract shall be 

—die trt but ed among, ar_accounted for in, the partlaa executing, consenting to 

pr ratifying this agreement and entitled to ahsrs ln ths production from 

(och Trect in the atne manner, ln the sen* proportion*, and upon the *«a* 

condition*, at they would have participated and iliared ln I ho production 

froa euch Trtctt, or tn tht proceed* thereof, had thi* agreement nnt been 

entered Into, and with tha same legal force end ufiect. 
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No Tract qualified for participation under thla agreement shall 

ae subsequently excluded from participation hereunder on account of 

depletion of Unitised Substances from sail Tract. 

If the Working Intereat and/or the goyslty Interest ln any Tract 

la divided with respect to sepsrats parcels or portions of such Tract and 

owned aeverally by different persons, the Unitised Substances allocated to 

such Tract ahall, in the abaence of a recordable inatruaaent executed by the 

owners of such Interest, furnished to Unit Operator and fixing the divisions 

ef ownership, be divided among the owners of intereat in such parcels or 

portions in proportion to tha number of eurface acres ln each parcel or 

portion. 

Tbe Unitised Substances allocated to sach Tract ahall be delivered 

in kind te tne parties entitled thereto by virtue ef the ownership ef o i l 

and gas rights therein or by purchase from such owners, tech of the parties 

entitled thereto ahall nave the continuing right to receive auch production 

ie kind et a common point within the Unit Aree end te s e l l or dispose of 

the tame es l t sees f i t . Each auch party shal l have ths right to construct, 

maintain and operate a l l necessary f a c i l i t i e s for that purpose within the 

Onit Area, provided the eeme are ec constructed, maintained and operated aa 

pet te interfere with operations carried on pursuent hereto, lubject te 

Section I'I, Royalty Settlement, hereof, eny extra expenditure Incurred by 

Volt Operator by raaaon ef the delivery ln kind ef any portion of the Unltlted 

fubetencet shell ke seme by the party receiving the same ln kind. In the 

event gay Working Intereet Owner shall f a l l te take er otherwise adequately 

dispose ef i t * proportionate share ef the production from the Unitised 

formetion currently as end when produced, Unit Operetor, in order to avoid 

curtai l ing Unit operations, aay s e l l or otherwise dispose of such production 

t* I t e s l f er to others on a day-to-day bests et not loaa then th* prevell-

ing markst price ln the area for I lka production, and tha accoant of auch 

Working Interest Owner shall be charged therewith ee having received such 

production, Th* net proceeds, i f pny, ef the Unitised gubttancas so 

dlepaeed ef by Unit Operator ahall be peld te the Working Intereat Owner 

ef the Trect er Trect* concerned or te a party designated tn writing by 

•ueh Working Interest Owner. Motvlthstsndtng the foregoing, Unit Operetor 

ehall net make a '"la Into laterttetu commerce of eny Working Intereet Owner's 
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•hare of (aa production without flrat giving auch Wot king latereit Owner blxty 

(M) deye notice of auch intended eali. 

Any parry receiving in kind or aeparately diepotlng ef all or any 

part af the Unltlted Subataneaa allocated to any Tract, or receiving the 

proceedt therefrom if the oaa* la told or purchased by Unit Operator, ahall 

be retpontlble for tbe payment of a l l loyalty due under the laeat or letiei 

covering aaid Tract, and each auch party ahall hold eech other perty hereto 

harmleat agalnat all claim*, demand* and caueet of action for Royalty 

due under the laaae or leaae* Covering **ld Tract. 

SECTION J7. lALAJtCINC OF FHODUCTIOW. Unit Operetor ahall make 

* proper and timely gouge of a l l leeee and ether tank* located on each 

committed Tract ln order to aacertatn tha amount of merchantable oil ln 

•uch tanki, aiovt tha pipeline connection, on the effective dat* hereoC. 

a l l auch oil which ia a part af the prior allowable of the well or wella 

from which the earae waa produced ahall be en'! remain the property ef the 

Owner* entitled thereto a* i f -thi* agreeaent bad aot been entered into aad 

auch Ownera (hall promptly remove tome. Any euch oil eat en removed may be 

aold hy the Unit Operator for the account of euch Owner*, eubjeet to pay 
i 

ment ef a l l loy*1tie* due under the tors* and provision* ef the applicable 

lea** er l*«»«i »nd other contracjg. Alljaji.wh.lch iejln^j«ce*e_oj"_tha 

prior allowable for the well or well* free* which th* aama wa* produced 

(ball be retarded end treeted the eeae ea Unltlted Subetence* produced 

after the effective date hereof. I f , ae ef the effective date hereof, 

iay~Xf*cI Jf~uhltUed land 1* overproduced with re*p*ct to the allowable 

"oTTha well et well* on that Tract end If the amount of auch over-production 

ha* been cold er otherwlae dlepoeed ef, auch over-production ahall be re-

gerded aed Included a* • part of th* Unltlted gubatancea produced after 

the~e7fecTlve-nat. Ker«of, and the avaouot-theTePt 'charged to auch Tract aa 

having been delivered to the partlaa *ntttl*d to Unltlted tubttencea 

allocated toVuch Tract." - --• ----- -

CKCTION 11. IgYALTY StmKHBfT. Th* State of W-v Mexico end 

the United fmea ef AMrlea and al l loyalty Owner* who, under en earning 

contract, are entitled te take In kind • there ot the Unltlted Subetence* 

produced from any Trect unltlied hereunder, ahall hereafter bv entitled 

te tea* in I led their «har* ef the Unltlted Subetence* allocated to euch 



600K OX*: Fi': J 7 l 

Tract, and Unit Operator ahall sake deliveries of auch Royalty share taken 

In kind ln confornity vlth the applicable contracts, lavs and regulations, 

settlement for Royalty Interests not taken ln kind shall ba made by Working 

Intereat Owners rsspenslbla therefor under existing contracts, lave and 

regulations, on or before the last day of eech month for Unitised Substances 

produced during the preceding calendar month; provided, however, that nothing 

herein contelned ahall operate to relieve the lessees of any land from their 

reapactive laaae obligations for ths payment of any loyalty due under their 

leeaes, except that auch Royalty ahall be computed in accordance with the 

terms ef this Unit agreement. 

loyalty due the United States shall ba computed as provided ln 

the operating regulations and paid ln value er delivered in kind ea to all 

Unitised tubatencea on tha baela of the enounta thereof allocated te 

unitised federal land aa provided herein at the rate epeclfted ln tht rea

pactive federal laaaaa er at euch lower rata or rotes gs may ke authorised 

by law er regulation; provided, that for leaaee oo which the royelty rate 

depends en the dally average oil production per well end/or ths average 

gravity of such ell production end/or tbe dally average gaa production per 

leaes, euch average production ar evcrege gravity ahall be determined ln 

accordance with the operating regulations aa though the unitised lenda ware 

a Single consolidated leaae. 

If the amount of production or the proceeds thereof accruing ts 

cay loyalty Owner (except the United States of America) in * Tract depends 

•pen the average production per well er the overage pipeline run per wall 

from a Trect during any period of time, then auch production shall be 

determined froa and after the effective dete hereof by dividing the produc

tion allocated each Tract during auch period of time by the numbar of wella 

located thereon cepeble of producing at ef the effective dare hereof, 

provided, howew.r, any Tract .without a produi Ible w i l on aaid effective date 

•hell, tor tha purposes hereto contained, be conaldi-red aa having one auch 

wel) thereon. 

All loyalty due the State of Nov Hrxiee and th* United Mates ol 

America end the ether Royelty Ownera hereunder shall bt computed and paid on 

tha kgalI pf all Unltlaed Substances allocated to the reapectlvc Trect nr 

Trecta qualified hereunder. In lieu of actual production irom such Tract or 

Tracta. 
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Eech loyalty Owner {otner than tha Itate of New Mulct and the 

On t ted Itftai ef aaerlca) that rati flee thla agreement represents and 

warrenta that be It the owner of « loyalty Intereet in a Tract or Tracta 

within tha Unit are* at hi* Intereat appeere In Exhibit "1" attached here

to, i f the title to a loyalty Intereat failt but the landa to which lt 

relate* reaeln aubject hereto, the party whoae title failed ahall not ba 

entitled te there hereunder with reepect to auch iattrttt, 

IECT10N 19. UKTAf" jfTTLEMEKT. Itnttla or ainlnun royalties 

due en leeaea coeaaltted btrete ahall be paid by Working Inttrtet Ownera 

retponttblt thirtfor under exletlng centracta, law* and reguletlona, pro

vided that nothing herein contained ahall operate to relieve the leaaeet 

of eny land froa their rcepectlve letae obllgttlona for the payment of 

any rental or minimum royalty tn lieu thereof, due under their lttttt. 

lental for lendi of the State of New Mexico aubject te thla agreement ahall 

he paid at the rate specified la the rcepectlve leases from the gtete of New 

Mexico, lantal or minimum royalty for lends of the United ttates ef ascetics 

subject te thia agreement ahall he paid at the rate specified ln the respec

tive leases from the United gtstes of America, unlets rental or minimum 

royalty is waived, euepeaded., er reduced by lev er by approvet of che 

Eecrstgry or bis duly authorised representative. 

SECTION to. ctxettlVATiai. Operations hereunder and production of 

Unltlted Subs t see ss shall be conducted to provide for the most economical 

emd efficient recovery of aaid aubatance* without waete, ae defined by or 

pursuant to federal and State laws and reguletlona, 

SECTION JI. DRAINAGE. Th* Unit Operator shall take such meeeurea 

pa the supervisor er the Commissioner dttmt appropriate and adequate te 

prevent drtlnet* of the Unltlted Subetences from the Unitised Lands by 

well* en land not lukjeet te thi* agreement. 

SECTION 22. frEASES AMD CONTRACTS CONfOUHlP AND ERTEHDEB, Th* 

farm*, condition* end provisions of ell leeaea, aubletsta *nd ether con

tract* relet ing te exploretion, drilling, developtuent or operation for ell 

er get en land* committtd to this agreement art hereby expressly modliled 

gad aaendad ta tha extent necessary te make tha seme conform to the pro

vision* hereof, hut ethervigs te remain in full force *nd effect, end the 

parties herste hereby concent that tha Secretary and the Commlaaioner, 
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by their duly tuthoritrd representative!, do hcr«hy tstsbilsh, alter, change, 

or revoke the drl l l ln- , producing, rencel, minimum royelty end royalty requlr*-

aoat of fed erg 1 and ttgte l t u i i coontttid hereto and the regulation* In 

reaped thereto to conform eaid requirement! to the provlalom of thii agree

ment. 

Without limiting the generality of tl* foregoing, all leeaea, aub-

leaaea and contract* are particularly modified ln accordance with the following: 

(a) The development and oparetlon of lenria aubject to thla agreement 

under the term* hereof ahall be deemed futl performance of all obligation* for 

development end operetion vlth reapect to each and tvary »ep»r«tcly owned Tr»ct 

committed to thi* agreement, regardlcae of whether there 1* any development of 

•ny ginUuUi tftti hf tht l*.auin Una. 
(b) Drilling and producing operation* performed hereunder upon eny 

Tract of Unltlted Land will he accepted end deemed to be performed upon and 

for tbe benefit pf each and every Tract of Unltlted Land, and ae lea** ahall be 

deemed to expire by reaaon of failure to dri l l er product wella cltuated on tht 

land therein embraced. 

(c) luepenelon af drilling or producing oper*tion* on all Unltlted 

Land! purpuant to direction er concent ef the Commissioner end the gupervleor 

fhell he deemed to con* cl tut* *uch suspension purauant te auch direction or 

cenpent at to each and every Trect ef Unltlted Lend. A eutpenalon of dril

ling or producing operation*.on epectfied lands shall be applicable only to auch 

land*. 

(d) Each lease, tublaast, er contract relating te the exploration, 

drilling, development or operation for Dnltlxed gubatencee, which by its 

terms might expire prior to the termination ef this agreeaent, la hereby 

extended beyond any auch term to provided therein so that lt thall be continued 

la full force and effect for and during the term of this agreement, aa to the 

tend retailtt«d so long as auch laaae remain* subject hereto. 

{*) Any federal leese coenltted hereto alia 11 continue in fores 

bayead tha tana ao provided therein or hy law aa tu ttw pemnltted land eo long 

aa auch land reauine cunraltted hereto, 

(f) any leaae embracing landa of the State of New Mexico which Is 

mode subject te thla agreement thall continue tn force beyund the term pro

vided therein a* te th* leqd* committed hereto until the termlnatloji-hcreof. 
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only « portion of ltt landa coi.aittrJ hereto thall ba segregated at to the 

portion comnitteJ anJ ae to rhe portion ooe committed aad the terete of 

auch ioca* thall apply aeparately at to auch segregated portlooa commencing 

•a of the affective date Ix'rtof. Notwithstanding any ef the provitiont of 

thla agreement to the contrary, eny laete cabteclng lend! of the State ei 

New Mexico having only a portion of ita landa coataitted hereto thall con

tinue in full force end effect beyond tht ten provided therein aa to a l l 

landi embraced in auch leaae (whether within or without the Unit irea), if 

oil er gaa ara discovered end are capable of being produced ln prying 

quantities froa aoae part of tha landa embraced in auch leeaa committed 

to thla agreement at the expiration of the eecondary term ef (uch leaae; 

pr If, at the expiration of the ttcoodtry term, the letaee er the Unit 

Operator ia then engaged in bona fide drilling er reworking oper*clone en 

pome pert of the landi embraced therein, eny auch laeee ahall remain la full 

farce end effect ao long aa auch operations are being diligently prosecuted, 

end i f they retult ln the production ot Uniticad tubata-tci-a, aaid leaae ahall 

continue in full force and effect aa to a l l of the landa vmbreced therein, 

ee long thereafter aa Unltlted Substances are produced in payinf euentlties 

from any portion of said landa; 

(h) The segregation of any federal laaae committed to thia agree

aent i« governed by the following provision in the fourth paragraph of Sec. 

l?(J) of the pUneral Lagslra Act at eaendtd hy the Act, pf September 2, I MO 

(74 Stat. 7Sl-TM)i "Any (federal) lease heretofore or bore*Iter committed 

to any euch (unit) plen embracing landa that arc in part vithln and ln part 

outside ef the aree covered by any euch plan shall be segregated into separate 

leeaea aa to tha lands coxeaitted and the lands not committed ea ef the effective 

dete ef ualtltatlon; provided,, however, that eny euch laaae aa to the noeunUlas.l 

portion ahall continue in force and effect for the term thereof but for net 

lets than t*p yegri from ths de.ee of puch eegregatlen aad so loaa thereafter 

et ell pr gap la produced in paying quanttttet." 

Si.ctlOK 13. prajEHAarrt gUN WITH UNO. Tha covenants herein ahall 

ba construed tt ba covenant* r*u»nln;. with the land with reepect te the In

terests ef the partiue Iwruto end their aurceseors In Intersect until thla 

agreement terminates, anl any grant, tranalvr, or conveyance of intereat 

; - j i -
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the aeaumptlon of i l l privilege* end obllgetlen* lur*undr<i by it,.' gr«ttt*e, 

trenafereo, er other euccpeaor In lnc*r**C. No *»fl -,nacn- or cr«n*fi r of 

eny Working lnt*re«t aublact-hereto ehell b« blndlnt upon Unlf Operator until 

th* flrat day of the calendar month after Unit Operator i* furalahed with 

the original, photoatatlc or certified copy of the loatrtamnt of traneftr; 

and no aaaignment or tranafar of any loyalty Int*r**t ahall be binding upon 

the Working Intereat Owner reeponelble therefor until th* flrtc day of the 

ee landar tenth after aaid Working Intereat Owner ia furniehed with the original, 

photostatic or certified copy of the Irtacruavent of transfer. 

IICTION 24, typgCTIvT DATI AND TDtM. This agreement thall become 

binding upon eech perty who saccule* or rtclflts tt as of the dttt of taecutlen 

or ratification by auch party and anall become effective a* of th* flret day of 

tha calendar month neat following: 

(a) The execution or retlficetlon of thi* agreement and the Bolt 

Operating Agreement by Working Interaat Owner* owning tract* vlth a camblaed 

|ti*** I I Unit Participation of at least eighty-five percent (SSI), end the 

execution or ratification of thia agreement by loyalty aad lecord Owner* 

owning interests in trect s hevlpg a combine J interest of et leaet eixcy-five 

percent (»JI) of tt>* Hoyslty end lecord interest in tbe Bait Area, calculated 

•n the belli of PUeec I I Unit Participation; and 

(b) Tl"- approval i'i till* agreement by the Commla*loner, the Super-

Piter, end the Comuittion; • 

(c) I f (a) and (h) above ore not accomplished en or be tort 

JgnetTy 1, 1114, this agreement »h*ll ipse facte (pairs en geld igt* (htr*-

loafttr celled "expiration data") and ther**ft*r be ef ee further fore* er 

pffect, unl**« prior therate thi* agreement he* been executed er ratified by 

Working Interest Owners owning trecta with a combined phase I I Unit 

Participation of at lean etr.hry percent (MX), and th* Working Intereet 

Owner* owning tracta with » co ined Phase II Unit Participation ef at loaac 

aixty-flve percent (622) cnaealtioil lu this ai raenwur havr decided to extend 

eaid expiration date for a per tu.! nut to exci.-d tlx {») months (hereinsftrr 

called "extended explret ten. dete"). i f aeld expiree ion dat* te to *xt ended 

end (*) end (h) ara aot artoextlfaliaJ on er before sold extended expiration 

data, this agreement slut 11 ipso faetu empire on eaid extended uxpiretion d«tr 

and thereafter he ol no mnher loru and utfect. 



Unit Operetor shell file et leesc one counter pert c' thi* agree

ment for record ln the office pi the lou ty Clcr' of Ue County, liev Me-ten. 

Within thirty (30) days ifter th.- ef/ecrive date of thii agreement, Unit 

Operator eh*11 file for record ln each . 'flee where a counterpart of this 

agreement l* recorded, a certlfltatr to the affect that thia agreement hat 

boco.ee effective according to (tl term* an 1 ptating further the affetriv, d*ie. 

Th* tern of thi | agreement thall be for and during tin tt'i.e that 

Unttlteti Subftanct* are or can be produced in quantities sufficient to repay 

th* coat of producing same .from tha Unltlted Land and aboil.' production cieic 

ab long thereafter aa Jrlll lnu, revorkin;; or other operation* to restore fro-

due Hon (Including secondary recovery operations) era proieeuc 1 thereon without 

ceasatlon nf more than ninety (90) consecutlvs days, aad should production 

be restored to long thcreefter as audi Unities! gubsrancea can be prodded a* 

efor.-aeld, 

Thla agreement aqy b* terainated at any time with the approval of 

the Comjaissionar and the (uaervlaor by WoiUlng Intereat Omar* owning tract* 

with a combined Phaae I I Unit Participation of at leaat ecvaaty five percent 

C S I ) . Notice of any auch termination ahall ba given by Unit Operator te 

a l l partlaa hereto. 

Upon termination af thie agreeieent, tl;e parties hereto shell be 

governed by th* terms and provisions of the Isasss and contracts affecting the 

geperite Tracts. 

I f pelt otherwise-covered by the lettei unitized, under this agreeaent, 

loyalty Own. rs hereby grant Working inttrsst 0>fn*rp a period ef six (F) months 

after tepml latton of thla agreement In which to aalvaga, ie l l , distribute or 

ethervlae disease of the personal property end facilities used In connection 

with Unit Operations. 

HCTIOK IS. KATE OT PkOtrtCTlllC. Pr.aLOfHi-NT A?tD PKOOUCTlOM. All 

production end the dlppoaal thereof ahall be ti- conformity with allocetlona and 

ejuotes aad* er fined by any duly authorlao.l pr-r»«.n or ragulttrry body under a.<y 

federal eg State atgtute. "The Olrector t* hereliy vested with authority to aliur 

er asdlfy fram time to I law, in hi* alteration, the rata ni protracting md 

development end te alter pr modify {ha quantity ami rata cf production under thi* 

agreement, euch authority helm; hereby limited to alteration or modification in 

the public intereat, tbc-purpoee thereof and the public Intereet.-to -be eerved 
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thereby to bt tttttd Ln the ordtr of a l trrai .on uf i«odlf lcatlon; p r n v i j - l , 

further, that no tuch alteration er ax'dl f Ictcton thal l ba effective at to * r V 

lane) of tha Itate of Mav Mexico at to the r a u oi proipeetl&G tnd dtvclopatnt in 

tha ebeence. of the apeclfic written eppruvtl thereof by the Cnmaliilontr and e-. 

to any landi of the Itate ef New Mexico Dr privately-owned landi lubjact to 

thie agreement aa to the quantity and rate nf production In the alienee of apeclf

ic writ t in approvel thereof by the Coentttlon. 

Power a lo thla Section vetted in the Director and Comalieioncr ahall 

only be exerclaad after notice to Unit Operetor end opportunity for hearing to 

be held not leat than fifteen (13) uayt frcm notice. 

StCTIOH 26. NONDISCIIMIWATIOH• ln connection with the performance 

ef work under thla agreement, the Unit Operator agrrei to conply vlth e l l of the 

prevlilona of Section 202 (1) to (7) Inclualve, of Executive Order 11246 (30 

P . E . 12313), which are hereby Incorporated by reference in th i i agreement. 

SECTION 27. »PPi*E*NCtS. Unit Operator ahall have the right tc 

apppgr for or on behalf of any and a l l lntereatt affected hereby before the 

Commiialoner, the Department,' end the Commltti"n, end to eppeal froa any 

order iapued under the Tulei and reguletlona ot the rnmnllitoner, the De

partment, or the Coenliilon, or to epply for r e l i e f from any of aaid rulet 

end resulatlena er In any proceeding! rr lpt lve to operation! before the 

Coaaitiioncr, the Department^ or the Conulitlon, er any ether legally con-

etltuted authority; provided, however, that anv other Interetttd party ahall 

alao hgvn the right at hit or ttt own expente to be heard ln any auch pro

ceeding. 

SECTION 21. NOTICES. Al l notlcet. Jeaande, objection! or tttte-

mentt required hereunder to be given or rendered to the partlaa beretc thal l 

he deemed fully given i f iMde in vrtrini; end pertonally delivered to the 

-naTtr or a a r t l c i or pent bv poaxpald +rrtfllZ3Zmaii;~o^drce ioi_tc-auch party 

or perttel et ttielr retpcctlVe aJiireetei act forth in connection with the 

elgngturee hereto or to the rat i f icat ion or content heruef or te auch ether 

addreaa aa any auch party or 'part lrt may havi- furniahed tn writing to the 

•-party.ganging the notice, dement or i t a t c w a , 

SECTION 2° . NO WAIVKH Uf CEKTA1N 111 ;irfsT"~Nethlna tn t l i l i agree

aent contained ahall b« .onet rm .1 i t a wttver by any party hereto of the 

-24-



will 31'<i WA ii7b . . 

right to eeecrt any l*Kal OT conetltnt lonal ilaht or defame »• to tha 

validity or Invalidity of any federal or State law or rule or regulation 

issued thereunder to any way affecting aucl. potty, or at a waiver by any 

auch party of any right beyond hie or ita authority te waive. 

EECTION 3w. "AIYEE OT EICHTS TO PnuTITION. Each party hereto 

convangatp that, during tha existence of thla exnemsnt, lt will net retort 

te any ection co partition tha Unltlted formation or the Unit equipment, and to 

that extent walvaa the benefits of e l l lew* euthorltlng auck partition. 

SECTIOK 31. JUYClFnilJ-E DELAY. All obligatlena under thla agreement 

requiring the Unit Operator to commence or continue aecondary recovery operation! 

or to operate on or produce Unltlce-d Substances from any ef the leuda covered 

by thii agreement ahall be auepended while, but only ao long at the Unit 

Operator deapltc the exercise ef due care and diligence, Is prevented from 

complying with such obligations, ln whole or in part, by strikes, act* ef Cod, 

federal, State or municipal law or egency, unavoidable accident, uncontrollable 

delays In transportetlon,-Inability to obtain necessary aaterlala le open 

market, or other matters beyond the reasonable control ef tha Unit Operator 

whether similar to matters-herein "enumerated or not. Nothing herein shell be 

construed to require Unit Operator, against its will , te settle strikes. 

UCTlOh 31. 'LOSS pr TITl^.^ln_tie_evcnt.-t,Ule to eny trect of 

weitisediand thstl Mil SB is'to rendai the tract eat subject to this agrse-

ssant end tha true owner cannot be induced to Join this agreement, auch Tract 

shall be gutoeuticelly regarded ea not committed hereto aad there shell be 

.ufh rtgtf1u"nat af flit"" end "benefit t ea may ba rrtjulrsd on account 

nf tha lose ofeucirmie-.- i f a Trarf rcjuej._to.hc subject to this agree-

exrat beceuae of tha failure of t it le , Unit Operetor, aubject to Section l'>, 

Tract fertlclpatlon, hereof, ahall recompute che Trect Participation of each 

—of-tho jTects remaining qualified fur participation gnd dheli Tavlse Exhibit 

accordingly. The revised exhibit shell be effective ea of the flrat day 

Of the calendar vamtb Iti whtcli auch failure of title la finally leterwlned. 

If tttli' to e workln. Intereet fella, the rights and obligations of 

Uotkln;; Interest Owners by reesen ei the tallure ef title shall bs governed ky 

the Unit Operating Ajtfeoment. i f title tu e loyalty Interust fslls, but the 

Tract te which lt relate, remains nullified, the parties whose title failed 

(hall net be entitled te share hereunder will, rcspoct to .uch Interest, ln tke 

•!>• 
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•vast of * t i t l e dispute ec ta any Royalty, lori lot Intereat or other la

ta rast aubject hereto, payment or delivery or, account thereof may b..- withheld 

without l i ab i l i t y or intereat unti l the dlapute la f inal ly aettled; provided, 

that aa to State or federal land or leeaea, no payment a of fund* due the Jtnte 

of New Mealco or the United Rtatea of America shall be withheld, but such fundi 

Shall be depoalted es directed by the Conmlssloncr or tha Supervisor (as tha 

case ma/ ha), to be held as uneerned money pending, f inel settlenent of th. 

t i t l e dltputs, and then applied as earned or returned lo accordance with such 

f ina l aettlcncnt. 

Unit Operetor as such ts relieved /roe. eny responsibility for any 

defect er failure of eny t i t l e hereunder. 

SECTION 31. JOINDER IN DUAL CAPACITY. Execution as herein provided 

by any party either aa a Working Intereat Owner er es s Royelty Owner shall 

cornea lt a l l Interests thgt amy be owned or rortrol luJ by such perty not 

speci f ical ly excluded by the terns of the Joinder instrument, provided aaid 

part}' also executes the Unit Operating Agreeieent aa owner of a Working Inter-

eat. 

SELT10H 3*. NONJOIHPEIt AMD SUBSEQUENT JOINDER. I f the owner of any 

aubftgntlgl Intereat l a a fug11 fled Tract fa l lc or refuses to subscribe o> 

content tn this agreement, the owner of Che l.o;i.tng Intereat la that Traci 

agy withdraw laid Tract froa this agreement by written settct te tha Super

visor, the Comlltloner and the Unit Operate: prior to tha approval ef this 

ggreesasnl by the Supervisor and the Connies loner. Joinder by any Royalty 

Owner, at any time, aust be accompanied by appropriate joinder of the cor

responding Wo.rkJ.nfc Intereet Owner ln order for the Intereet ef such Royalty 

Owner to ba regarded aa affectively commit tc.:. Joinder to this agreement by 

a Working Interest Owner, et.eny time, muat I * accompanied by appropriate 

Joinder te the Unit Operating Agreement in order for auch intereat to be 

regerded at effectively committed to thla a), .event. 

Any e l l er gaa Inter, et in the Unlit sod fo ma tion net cocssltt.d 

Mr*te prior te the effective 'lets ef thla agreement may thereafter he com-

•I t ted herste upon compliance with J jM.applUejat -provisions ol_thil Ractten 

aad of Section 13 (Trecta qualified for participation) hereof, ct any time 

during a period of Six months' after the effective dete of this »^reen-:nt 

en the same basis ef participation es provlJ. J in aaid Sa. tion 13, hy the 

__«vn*T—or-owner*-thereof -subleTluliig" rat i fy ) >, or ioneen|lng In writing to 

-2b 
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thii agreement »nd, If tin intereet IE a l.orl In • Jnttrutt, hy th, owner 

ef euch Incarttc tubtcrlblng elto Co che Unit Operating A,_,rcenx-i,r, 

Jt it understood end agraed, however, that tfttr auch tlx aontha 

tht right of lubtnquant Joinder tt provldtd ln thlt taction ahall be aubject 

to auch requirement! er epprovelt end on euch bail* at may be agreed upon 

by meriting Interest Ownera owning tracta wlch Phati l l participation of tt 

leant eighty percent (101) and approval of the Supervisor and tha Coemleeloner, 

provided that the Tract participation of each previously qualified Tract shall 

remain in tht aama ratio one to the other. Such joinder hy c proposed Work

ing interest Owner must be evidenced by his execution or ratiftcatlrn of this 

agreement and the Unit Operetlng Agreement. Such joinder by a toytIty uwntr 

must bs evidenced by hit execution or ratification of thla agreeaent and mutt 

he consented to In writing by the Working Interest Owner responsible for the 

payment of eny benefits that aay accrue hereunder in behalf of such loyalty 

Owner. • 

Except as aay be otherwise herein provided, subsequent joinder to 

thlt egreeaent ahall be effective the first day af the month foUovlag the 

filing with tha Conaiev loner'end the Supervisor pf duly e> ecu ted counter

parts ef eny and al l documents needier? to establish effective commitment of 

any Trice er Interest go this agreement, enlist objection to such joinder by 

the Cceatiilloner or tha Supe'rvlaor la duly made within sixty (60) days after 

euch filing: provided, however, that ea to Itate lends auch subiaqueat joinder 

aust he approved by the Commit I loner. 

I t tt expreagly agreed by the partlea hereto that the pravltlant 

ef thla lection JA pre aadt aubject to -the provisions ef Section 1} nercin-

-» 
above pat forth and nothing conrelned herein ahall ba com trued In centre-

vent Ion er derogation ^hereof. -----

—SECT10B 2X,—Efmi'ttlt^* i~~'QPj-oarresmiont may i»a_axtf«a»od I n eny 
number ef counterparts, ne one of whtub needs to be executed by al l partlea 

• i 
and may he reelflrd or consented to by asperate lettrument ln writing 
Specifically re/erring hereto, end ahall be binding upon al l those partial 

>-havajexe_cuied auch a counterpart, ratification er concent hereto with 

"the tCaa—force anil effect at. If a l l partlea had~el»nud~the tame document, 

end regerdleee of whether or not it It exeruted |,y a l l other partlut owning 

pr cla la Ins an intereat in the lend wtthtn the above described unit Area. 
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HCT10H M>. tJOHS". Ilw work.In,; lntsrrst UVMII sh»U irndtl 

•od pay er caul* to be rendered and patd_fur their account and tbe account 

of the loyalty Ownera all valid taxes on or taeaaured by the anouat or value of 

tha Onttltad Substances produced, gathered and aold froa the land aubject 

to tht* agreement. The Wotklng Intereat Owner* tn each Trect aay charge the 

eropar proportion of »ald tax** to the loyalty Owner* having Intsrsstt in 

aeld Trect, and aty currently retain and deduct sufficient of tht Unltlted 

•ubitanc** or derivative product*, or nat proceed* thereof, froa th* tllocatad 

Chare af each loyalty Owner to eecure ralaburaeaant for tht tax** an paid, 

lao tax*I thall he charged to th* United lc*t> • or the State of Maw Mexico 

er-to eny lector who hat.* contract, with hi* !*»•** to pay auch taxes. 

la order to avoid-title failure* which eight incidentally cauaa 

the title ta a working Intereat or loyalty Intereat to fal l , the owner* 

ef (I) the outface right* tct eech coaaeltted Tract, (2) atvtrtd mineral or 

loyalty Intereat tn (aid Tract* and (3) Umtrcvementa located In aaid Trace* 

met uttilted for UBit_ep*r*ttoT>* shell Individually be responsible for the 

rendition end *eaa**m*nt, for *d valorem tax purposes, ef all auch property, 

end for the payment of such raxes, except ea ethervla* provided ln any 

contract er agreement between (uch owner* and * Working Interest Owner er 

Owner*. I f eny ed velorea taxes ere not peld by suchjwnec responsible 

~fher*fot ntttfi -p.w'.T-T'' "p-vfiiir-rny."'"'*"y Tl"* r -<"- •"<->.~V~T.i-[ ? l y 

the *ane, redeem such property and dlacharge such tax lien* ** may arts* 

through non-payment. In th* event Unit Operator make* any euch payment 

er redcap* any auch property,from_tax sale, Unit Operator ahall be reim

bursed therefor by -the Working Intereat Owner* ln proportion to their 
respective Unit participation* then tn effect, and Unit Operator ahall 

Withhold from eqy proceed* derived from the sele of Unttised gubstences 

otherwise due to (aid delinquent taxpayer er taxpiyersen amount suffi

cient te defr«y the costs of such payment er redemption, such wlthho'dlng 

_Jio.be distributed among the .Working Interest Owners In proportion to their 

respective contributions toward auch payment or redemption. Such with

holding ahall be without prejudice t.i any ut ixr remedy, either at law or 

ta equity, which may be svsllable for exercise by the Unit Operator er 

by the berk lag Interest Owner*. 
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SECTlOff 37, CONFLICT OF SuTEiVISlOW. Neither the Untc Operator 

I\OT the WoT>lns Intereet Owner, por eny of thee, shell be subject to eny 

forfeiture, temUttlon er explrttloo ef tfiy right» hertundet sr under my 

lteiet er contrecti subject ..hereto, or to any penalty er liability en 

account-of delay sr failure In whole or in part to comply with any eppli-

ceble provisions thereof to tha extant that the paid Unit Operator or the 

Working interest Owners, or any of then, are hindertd, delayed or pre

vented fro* complying therewith by reason of failure of ths Unit Operator 

te obtain, in th* oxcrciee ni due <Hl^cji^.jj^H—Co^cuTrxact of proper 

f5 

representatives of the United ttetei and proper repreoentetlves of the 

(tats of law Mexico In end about any waiters or things concerning which 

it is required herein that euch concurrence be obtained, Th* pertles 

•.heretc, Ineludttig tlie Ctnettrs"ilPn7"agree chat al l powers and authority 
h f , h hy any provisions ef this~egre*mtnt ~*r* verted-in ths Coanltslon 

•ball be exercleed by It pursuant to th* .revisions ef th* law* of the 

ttate ef New Muxico and eubjecc la eny caae te eppeal er Judicial review 

"ff-tf-*- 1 -*' h " - « * f m (T provided riyr 1T-" — f Tht gtate of Raw Max ice. 

IKT10N 31. flO fAETMEKSHIF. The duties, obligation* end 

liabilities of tha -parties -berate *r* intended te be *evcral and aot Joint 

• r aollectlv*. Thla agreement ts not intended te create, and shall not 

he construed to create, an_a*eocietloa or truet, er to lapost a pertner-

(bip duty, obligation or l lebll lty with regard to any oee or mora af the 

pertte* hereto. Each party hereto (hall ke individually reeponaibla for Ita 

*w* obligetiont aa herein provided, 

SECTION 39. MO guanine Of rUJUCET. This agreeaent Is aot In

tended te provide, end ahall act be construed te provide, directly or 

indirectly for eny cooperative refining. Joint eels, er aerketlng of 

Unltlted lubttanctt. 

SECTION AO. aOkUEH gGRJErtEKTS. Unit Operator, with concur -

rance ef Working interest Owners having a combined fhaee I I unit Partici

pation of lUty Civ* percent (6SXJ er mor*. amy, eukject te approve! ef the 

Supervisor, enter into a border-protection agreement er agreeaaata with the 

Working (nteceat Owners of landa net aubject hereto, when tetd agreement a 

provide for oparatlone designed to Increase ultimate recovery, eeaaerve 
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