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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE
WEST VACUUM UNIT AREA
COUNTY OF LEA
STATE OF NEW MEXICO

THIS AGREEMENT entered into as of the first day of October, 1964,
by and between the parties subscribing, ratifying, or consenting hereto,
and herein referred to as the "parties hereto,"

WITNESGSETH:

WHEREAS, the parties hereto are the owners of working, royalty,
or other 01l and gas interests in the Unit Area subjJect to this agree-
ment; and

WHEREAS, the Commissioner of Public Lands of the State of New
Mexico 1s authorized by law (Volume 2, Chapter 7, Article 11, New Mexilco
Statutes, 1953 Annotated) to consent to and approve the development or
operation of State lands under agreements made by lessees of State land
Jjolntly 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, fleld or area; and

WHEREAS, the Commissioner of Public Lands of the State of New
Mexico is authorized by an Act of the Legislature (Sec. 1, Chap. 162,
Laws of 1951; Chap. 7, Art. 11, Sec. 41, N.M. Stats. 1953 Annot.) to
amend with the approval of lessee, evidenced by the lessee's execution
of such agreement or otherwise, any oll 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, fileld or area; and

WHEREAS, the 011 Conservation Commission of the State of New
Mexlco 1s authorlzed by law (Volume 9, Part 2, Chapter 65, Article 3,
New Mexico Statutes, 1953 Annotated) to approve this agreement and the
conservation provisions hereof; and '

WHEREAS, the parties hereto hold sufficient interests in the West
Vacuum Unit Area covering land hereinafter described to give reasonably
effectlive control of operations therein; and

WHEREAS, it 1s the purpose of the parties hereto to enable in-
stitution and consummation of secondary recovery operations, to con-
serve natural resources, prevent waste and secure other benefits obtain-
able 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
hereln contained, the parties hereto commit to this agreement their re-
spective interests in the "Unit Area" and the "Unitized Formation" lying
thereunder (as those terms are defined hereinafter) and agree severally
among themselves as follows:

1. ENABLING ACT AND REGULATIONS. The oil and gas operating re-
gulations in effect as of the effective date hereof governing drilling
and producing operationsg not lnconsistent with the terms hereof or the

laws of the State of New Mexico are hereby accepted and made a part of
this Agreement.

2. DEFINITIONS. For the purpose of this agreement, the follow-
ing terms and expressions as used herein shall mean:

(a) "Commission" means the 0il Conservation Commission of
the State of New Mexlico.

(b) "Commissioner" means the Commissioner of Public Lands
of the State of New Mexico.



(¢) "Royalty Interest" or "Royalty'" means an interest other
than a Working Interest 1n or right to receive a portion of the
Unltized Substances or the proceeds thereof and includes the roy-
alty interest reserved by the lessor by an oll and gas lease and
any overriding royalty interest, oll payment interest, net profits
contract, or any other payment or burden which does not carry with
it the right to search for and produce Unitized Substances.

(d) "Royalty Owner" means the owner of a Royalty. Interest,

(e) "Tract" means each parcel of land described as such and
given a Tract number in Exhibit "B",

(£f) "Tract Participation" means the percentage of Unitized
Substances allocated to a Tract under this agreement as shown in
Exhibit "B",

(g) "Unit Area" means the land shown on Exhibit "A", and
described by Tracts in Exhibit "B", containing 2,000 acres, more
or less,

(h) "Unit Operating Agreement" means any agreement or agree-
ments, whether one or more, entered into either separately or
collectively by and between the Unit Operator and the Working In-
terest Owners, as provided in Sectlon 9, ACCOUNTING PROVISIONS
AND UNIT OPERATING AGREEMENT, and shall be styled "Unit Operating
Agreement for the Development and Operation of the West Vacuum
Unit Area, County of Lea, State of New Mexico."

(1) "Unit Participation" means the sum of all Tract Partici-
patlons or portions thereof whilch a party 1s entitled to receive.

(3) "Unitized Formation" means that subsurface portion of
the Unit Area including portions of the Grayburg-San Andres for-
mations which occur between the logged depths, measured from the
kelly bushing, of 4213 feet and 4750 feet in the Texaco Inc. State
of New Mexico "V" Well No. 8 as shown on the Schlumberger Gamma-
Neutron log of sald well which i1s located 660 feet from the north
line and 660 feet from the west line of Section 34, Township 17-
South, Range 34 East, Lea County, New Mexilco.

(k) "Unitized Substances" means all oill, gas, gaseous sub-
stances, sulphur contained in gas, condensate, distillate and
all assoclated and constituent 1lliquild or liquefiable hydrocarbons
within or produced from the Unitized Formatilon.

(1) "Working Interest" means an interest in Unitized Sub-
stances by virtue of a lease, operating agreement, fee title,
carried interest or otherwise, which interest 1s chargeable with
and obligated to pay or bear, elther in cash or out of produc-
fion or otherwise, all or a portion of the cost of drilling,
developing, producing and operating the Unitized Formation. Any
interest in Unitized Substances which 1s a Working Interest as
of the date the owner thereof executes or ratifies this agree-
ment shall thereafter be treated as a Working Interest for all
purposes of this agreement,

(m) "Working Interest Owner" means a party hereto who owns
a Working Interest.

(n) "Voting Interest". Each Working Interest Owner shall
have a voting interest equal to its Unit Participation which is
in effect at the time the vote is taken.



(o) "Unit Operator" means the Working Interest Owner
designated by Working Interest Owners under the Unit Operating
Agreement to develop and operate the Unitized Formation, acting
as operator and not as a Working Interest Owner.

(p) "Unit Operations" means all operations conducted by
Working Interest Owners or Unit Operator pursuant to thils agree-
ment and the Unit Operating Agreement for or on account of the
development and operation of the Unitized Formation for the pro-
duction of Unitlized Substances.

(a) "Outside Substances" means all substances obtained
from any source other than the Unitized Formation and which are
injected into the Unitized Formation.

(r) "0il and Gas Rights" means the right to explore, develop,
and operate lands within the Unit Area for the production of Uni-
tized Substances, or to share in the productlion so obtalned or the
proceeds therefrom.

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

(t) "Unit Expense" means 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.

3. EXHIBITS. Attached hereto are the following exhibits which
are 1lncorporated herein by reference:

Exhibit "A", which is a map that shows the boundary
lines of the Unit Area and the Tracts therein.

Exhibit "B", which i1s a schedule that describes each
Tract 1in the Unit Area and shows its Tract Participation.

3.1 Reference to Exhiblts. When reference herein is made
to an exhibit, the reference 1s to the Exhibit as originally
attached or, if revised, to the latest revision.

3.2 Exhibits Considered Correct. An exhibit shall be con-
sidered to be correct until revised as herein provided.

3.3 Correcting Errors. The shapes and descriptions of the
respective Tracts have been established by using the best in-
formation available. If it subsequently appears that any Tract,
because of diverse royalty or working interest ownership on the
effective date hereof, should be divided into more than one Tract,
or that any mechanical miscalculation has been made, Unit Opera-
tor, with the approval of Working Interest Owners and the Commis-
sioner, may correct the mistake by revising the exhibits to
conform to the facts. The revislon shall not include any re-
evaluation of engineering or geological interpretations used in
determining Tract Participation. Each such revision of an exhibit
shall be effective at 7:00 a.m, 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
QOQwners and set forth in the revised exhibit.

3.4 Filing Revised Exhlbits. If an exhibit 1s revised pur-
suant to this agreement, Unit Operator shall certify and file
the revised exhibit for record in Lea County, New Mexico, and
with the Commissloner.
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4, EXPANSION OF UNIT AREA. The Unit Area may be expanded to
include acreage reasonably proved to be productive upon such terms as
may be determined by Working Interest Owners including, but not limit-
ed to the following:

(2) The acreage shall qualify under a Section of
Article 14,

(b) The participation to be allocated to the acre-
age shall be reasonable, falr and based on all available
information.

(¢) There shall be no retroactive allocation or
adjustment of Unit Expense or of interests in the Unitized
Substances produced or proceeds therefrom; however, this
limitation shall not prevent an adjustment of investment
by reason of the enlargement.

4,1 Determination of Tract Participation. Unit Operator,
subject to Section 13.1, shall determlne the Tract Participation
of each Tract within the Unit Area as enlarged and shall revise
Exhibits "A" and "B" accordingly. If revision 1s effective as in
thilis section provided during Phase I, the number of barrels of
011 that shall determlne the duratlon of the remainder of Phase I
shall be the product of the number of barrels of oil that immedi-
ately prior to the effective date of such enlargement would have
determined the duration of the remainder of Phase I and the ratio
that the oil productlion used to determline the Phase I Participation
for all Tracts which quallfy for inclusion within the Unit Area
as enlarged bears to the o0ll production used to determine the Phase
I Participation for all Tracts within the Unit Area immediately
prior to the effective date of such enlargement.

L,2 Effectlive Date, The effective date of any enlargement
of the Unit Area shall be 7:00 a.m, on the first day of the calen-
dar month following compliance with conditions for enlargement as
specified by Working Interest Owners, approval by the Commissioner
and the Commisslion, and the filing for record of revised Exhibits
"A" and "B" in the records of Lea County, New Mexico.

5. UNITIZED LAND AND UNITIZED SUBSTANCES. All oil, gas, gaseous
substances, sulphur contalned in gas, condensate, distlllate and all
assoclated and constituent liquid and llquefiable hydrocarbons 1n the
lands committed to this agreement are, as to the Grayburg-San Andres for-
mation, unitized under the terms of this agreement (and are herein called
"Unitized Substances") and said lands shall constitute lands referred to
herein as "unitized land" or "land subject to this agreement."

6. UNIT OFERATOR., Texaco Inc. 1s hereby designated as the Unit
Operator and by signafture hereto as Unlt Operator agrees and consents
to accept the duties of Unlt Operator for the development and production
of Unitized Substances as hereln provided. Whenever reference 1is made
herein to the "Unit Operator," such reference means the Unit Operator
acting in that capacity and not as an owner of interest in Unitized Sub-
stances, and the term "Working Interest Owner" when used herein shall
include or refer to Unit Operator as the owner of a Working Interest
when such interest 18 owned by 1t. )

7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall
have the right To resign at any time, but such resignation shall not be-
come effective so as to release Unit Operator from the duties and obli-
gations of Unit Operator and terminate Unit Operator's rights as such
for a period of six (6) months after notice of intention to resign has
been served by Unlt Operator on all Working Interest Owners and the Com-
missloner and the Commiseion, and until all wells then drilled hereunder
are placed in satisfactory condition for suspension or abandonment, which-
ever 1s required by the Commission as to State lands, unless a new Unit
Operator shall have been selected and approved and shall have taken over
and assumed the duties and obligations of Unit Operator prior to the
expiration of sald perlod. y




The resignation of Unit Cperator shall not release Unlit Operator
from any liability or default by 1t hereunder occurring prior to the
effective date of 1lts resignation.

The Unlt Operator may, upon default or fallure in the performance
of its duties or obligations hereunder, be subJect to removal by affirma-
tive vote of at least eighty per cent (80%) of the Voting Interest remain-
ing after excluding the voting interest of Unit Operator., Such removal
shall be effective upon notice thereof to the Commissioner.

In all such instances of resignatlon or removal, until a successor
Unit Operator 1s selected and approved, as hereinafter provided, the
Working Interest Owners shall be jolntly responsible for the performance
of the duties of Unit Operator and shall, not later than thirty (30) days
before such resignation or removal becomes effective, appoint a common
agent 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 Work-
ing Interest or other interests in Unitlzed Substances, but upon the
resignation or removal of Unlit Operator becoming effectlve, such Unit
Operator shall deliver possession of all equipment, materials, and appur-
tenances used in conducting the Unilt Operations owned by the Working In-
teresat Owners to the new duly qualified successor Unlt Operator, or to
the owner thereof if no such new Unit Operator is elected, to be used
for the purpose of conducting Unit Operatlons hereunder. Nothing here-
in shall be construed as authorizing removal of any material, equlipment
and appurtenances needed for the preservation of any wells.

8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall
tender his or 1Ts resignation as Unit Operator, or shall be removed as
herelnabove provided, the Working Interest Owners shall, by affirmative
vote of at least seventy-five per cent (75%) of the Voting Interests,
select a successor Unit Operator; provided, however, that should any
Working Interest Owner own a Voting Interest of more than twenty-five
per cent (25%), the vote of said party shall not serve to dlsapprove
the selection of a new Unit Operator approved by 80 per cent (80%) or
more of the Voting Interests of the remalning Working Interest Owners
and provided, further, that the Unit Operator shall not vote to succeed
itself and its Voting Interest shall not be counted 1n a vote concerning
1ts removal as the Unit Operator. Such selectlon shall not become effec-
tive 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 Commissioner. If no successor Unit Operator
1s selected and qualified as herein provided, the Commissioner may, at
his election, declare this Unit Agreement termilnated.

9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. All costs
and expenses incurred by Unit Operator in conducting Unlt Operatilons
hereunder shall be apportioned among, borne and pald by the Worklng In-
terest Owners, all in accordance with this agreement and the Unit Opera-
ting Agreement. The Unit Operatling Agreement shall also provide the
manner in which the Working Interest Owners shall be entitled to recelve
thelr respective proportionate and allocated share of the benefits accru-
ing hereto in conformity wlth thelir underlying operating agreements,
leases or other independent contracts and such other rights and obliga-
tions as between Unit Operator and the Working Interest Owners as they
may agree upon. However, the Unilt Operating Agreement ghall not be
deemed either to modify the terms and conditions of thils Unit Agreement
or to relieve the Unlt Operator of any right or oblligation establlshed
under this Unit Agreement; 1n case of any inconsilistency or conflict be-
tween the Unit Agreement and the Unit Operating Agreement, this agree-
ment shall prevaill. One true copy of any Unit Operating Agreement shall
be filed with the Commissioner.

-5-



10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as other-
wise 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 the prospecting
for, producing, storing, allocating, and distributing the Unitized
Substances, are hereby granted and delegated to and shall be exercilsed
by the Unit Operator as herein provided. Upon request therefor, accept-
able 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 here-
in, however, shall be construed to transfer title to any land, lease,
Royalty Interest, operating agreement or communitization 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 specifiled.

10.1 Surface Damages. Working Interest Owners shall pay
the owner for damages to growlng crops, timber, fences, improve-
ments, and structures on the Unit Area that result from Unit
Operations in accordance with and as specified in the leases
subject to this agreement.

11. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO REALTY,.
All lease and well equipment, materials, and other facilities hereto-
fore or hereafter placed by any of the Working Interest Owners on the
lands covered hereby shall be deemed to be and shall remain personal
property belonging to and may be removed by the Working Interest Owners
and is hereby excepted from the provisions of thls agreement. The
rights and interests therein as among Working Interest Owners are cov-
ered by the Unit Operating Agreement.

12, PLAN OF FURTHER DEVELOPMENT AND OPERATION, It is recognized
and agreed by the parties hereto that the object and purpose of this
agreement is to formulate and to put into effect a secondary recovery
project in order to effect the optimum recovery of Unitized Substances,
prevent waste and conserve natural resources. The parties hereto agree
that the Unit Operator may, subject to the consent and approval of a
plan of operation by the Working Interest Owners, the Commissioner and
the Commission, inject into the Unitized Formation, through any well or
wells completed therein, brine, water, alir, gas, oil, liquefied petro-
leum gas, or any other substance or a combination of any of said sub-
stances, whether produced from the Unitlized Formation or not, and that
the location of input wells and the rates of injection therein and the
rate of production shall be governed by standards of good geologic and
petroleum englneering practices and conservation methods. This agree-
ment is and shall be subject to the conservation laws of the State of
New Mexico, to the valid rules, regulations and orders of the Commlssioner
and the Commission and to all other applicable federal, state and mumici-
pal laws, rules, regulations, and orders. The parties hereto, subject to
prlor rights, if any, grant to Unlit Operator the use of brine or water or
both from any formation in and under the Unit Area for injectlon into the
Unitized Formation. After commencement of secondary operations, Unit
Operator shall furnish the Commissioner monthly injection and production
reports for each well in the Unit Area. The Worklng Interest Owners and
the Commissioner shall be furnished periodic reports on the progress of
the plan of operation and any revisions or changes thereto necessary to
meet changed conditions or to protect the interests of all parties to
this agreement; provided, however, that any major revisions of the plan
of operation involving a basic deviation from the initlal plan of opera-
tion shall be subject to the consent and approval of the Working Interest
Owners, the Commissioner and the Commission.

13. PARTICIPATION. In Exhibit "B" attached hereto, there are
listed and numbered the various tracts within the Unit Area and set
forth opposite each tract 1is a figure which represents the percentage
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of participation allocated to each tract in the Unlt Area during Phase

I, and a figure which represents the percentage of participation allocated
to each Tract in the Unit Area during Phase II, said Phase I and Phase II
being hereilnafter defined:

(a) Phase I Participation. Beginning at 7:00 a.m. on
the effective date hereof and until 7:00 a.m. on the first
day of the month next following the date when the cumulative
01l production from the Unitlized Formation underlying all of
the Tracts described in Exhibit "B" from and after December 1,
1963, equals 2,679,000 barrels as determined from the offi-
clial production reports filed with the 011l Conservation Com-
mission of New Mexlico, the Tract Participation of each Tract
shall be equal to one hundred per cent (100%) times the ratio
of barrels of oil produced from the Unitized Formation under-
lying such Tract to the barrels of oil produced from the Uni-
tized Formation underlying all such Tracts during the period
from June 1, 1963 to December 1, 1963, as approved by the
Working Interest Owners and shown in Phase I of Exhibit "B".

(b) Phase II Participation. Beginning at 7:00 a.m. on
the first day of the month following the date when the
2,679,000 barrels referred to in Section 13(a) above shall
have been produced, the Tract Particlipation of each Tract
shall be equal to one hundred per cent (100%) times the ratio
of the ultimate primary oill production from the Unitized For-
mation underlying each such Tract to the ultimate primary oil
production from the Unitized Formation underlying all such
tracts, as approved by the Working Interest Owners and shown
in Phase II of Exhibit "B".

13.1 Relative Tract Partlcipations. If the Unlt Area 1s en-
larged or reduced, the revised Tract Participations of the Tracts
remalining in the Unit Area and which were within the Unit Area
prior to the enlargement or reduction shall remain in the same
ratio one to another.

14, TRACTS QUALIFIED FOR PARTICIPATION. On and after the effec-
tive date hereof and until the enlargement or reduction thereof, the
Unit Area shall be composed of the Tracts listed in Exhibit "B" that
corner or have a common boundary (Tracts separated only by a public high-
way or a railroad right of way shall be considered to have a common bound-
ary) and that otherwise qualify as follows:

(a) Each Tract as to which Working Interest Owners own-
ing one hundred per cent (100%) of the Working Interest have
become parties to this agreement and as to which Royalty
Owners owning seventy-five per cent (75%) or more of the Roy-
alty Interest have become parties to this agreement.

(b) Each Tract as to which Working Interest Owners
owning one hundred per cent (100%) of the Working Interest
have become parties to this agreement and as to which Royalty
Owners owning less than seventy-five per cent (75%) of the
Royalty Interest have become partlies to this agreement, and
as to which (a) all Working Interest Owners in such Tract
have jolned in a request for the inclusion of such Tract in
the Unit Area, and as to which (b) seventy-five per cent
(75%) of the combined voting interests of Working Interest
Owners in all Tracts that meet the requlirements of Section
14(a) have voted in favor of the inclusion of such Tract.

For the purpose of this Section 14(b) the voting interest
of a Working Interest Owner shall be equal to the ratio that
its Phase I Unit Participation attributable to Tracts that
qualify under Section 14(a) bears to the total Phase I Unit
Participation of all Working Interest Owners attributable to
all Tracts that qualify under Section 14(a).
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(¢) Each Tract as to which Working Interest Owners
owning less than one hundred per cent (100%) of the Working
Interest have become parties to this agreement regardless
of the percentage of Royalty Interest therein that 1s com-
mitted hereto; and as to which (a) the Working Interest
Owner who operates the Tract and all of the other Working
Interest Owners in such Tract who have become partles fto
this agreement have Joined in a request for inclusion of
such Tract in the Unit Area, and have tendered or executed
and delivered an indemnity agreement indemnifying and agree-
ing to hold harmless the other Working Interest Owners in
the Unit Area, thelr successors and assigns, against all
claims and demands that may be made by the owners of Work-
ing Interests in such Tract who are not parties to this
agreement and which arise out of the inclusion of the Tract
in the Unit Area; and as to which (b) seventy-five per cent
(75%) of the combined voting interest of Working Interest
Owners in all Tracts that meet the requlrements of Sections
14(a) and 14(b) have voted in favor of the inclusion of such
Tract and to accept the lndemnify agreement. For the pur-
pose of this Section 14(c), the voting interest of each Work-
ing Interest Owner shall be equal to the ratio that its Phase
I Unit Participatlon attributable to Tracts that qualify
under Sections 14(a) and 14(b) bears to the total Phase I
Unit Participation of all Working Interest Owners attribut-
able to all Tracts that qualify under Sections 14(a) and
14(b). Upon the inclusion of such a Tract in the Unit Area,
the Unlt Particlpation that would have been attributed to
the non-subscribing owners of the Working Interest in such
Tract, had they become parties to thls agreement and the
Unit Operating Agreement, shall be attributed to the Work-
ing Interest Owners in such Tract who have become partles
to such agreements in proportion to thelr respective Working
Interests in the Tract.

14.1 Revision of Exhibits. If any of the Tracts described
in original Exhiblt "B" fall to qualify for inclusion in the Unilt
Area, Unit Operator shall recompute, using the original basis of
computation, the Tract Participation of each of the qualifying
Tracts and shall revise Exhibits "A" and "B" accordingly. The re-
vised exhibits shall be effective as of the effective date hereof
and upon approval by the Commissioner. If revision 1s effected
as provided in this section, the 2,679,000 barrels, referred to
in Sections 13(a) and 13(b) hereof, shall be reduced to the pro-
duct of 2,679,000 and the ratio that the oill production used to
determing the Phase I Participation for all Tracts which qualify
under this Article 14 bears to the o0il production used to deter-
mine the Phase I Participation for all Tracts described in original
Exhibit "B".

15. ALLOCATION OF UNITIZED SUBSTANCES. All Unitized Substances
produced and saved shall be allocated to the several tracts in accordance
with the respective Tract Participations effective during the period
that the Unitized Substances were produced. The amount of Unitized Sub-
stances allocated to each Tract, regardless of whether 1t is more or less
than the actual production of Unitized Substances from the well or wells,
if any, on such Tract, shall be deemed for all purposes to have been
produced from such tract.

15.1 Distribution Within Tracts. 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 1n the same manner, in the same proportions, and upon the
same conditions as they would have participated and shared in the
production from such Tract, or in the proceeds therefrom, had
thls agreement not been entered into and with the same legal
effect. If any 011 and Gas Rights 1n a Tract hereafter become
divided and owned in severalty as to different parts of the Tract,
the owners of the divided interests, in the absence of an agree-
ment providing for a different division, shall share in the Uni-
tized Substances allocated to the Tract, or in the proceeds there-
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from, in proportion to the surface acreage of their respective
parts of the Tract.

If the participation of any 0il and Gas Rights in Unitized
Substances depends on the average production per well or the
average pipeline runs per well on any Tract for any specifiled
period, such average per-well production or such average per-
well pipeline runs shall be determined from and after the effec-
tive date hereof by dividing the production of Unitized Sub-
stances allocated to such Tract by the number of wells located
thereon which are completed in the Unitized Formation as of the
effective date hereof plus the number of wells thereafter com-
pleted therein that are capable of producing Unitized Substances,

15.2 Taking Unitized Substances in Kind. The Unitized
Substances allocated to each Tract shall be delivered in kind
to the respective parties entitled thereto by virtue of the
ownership of 0il and Gas Rights therein or by purchase from such
owners. Such parties shall have the right to construct, main-
tain, and operate within the Unit Area all necessary facilities
for that purpose, provided that they are so constructed, maintain-
ed, and operated as not to interfere with Unit Operations. Any
extra expenditures incurred by Unit Operator by reason of the
delivery in kind of any portion of the Unitized Substances shall
be borne by the receiving party. If a Royalty Owner has the
right to take in kind a share of Unitized Substances and fails
to do so, the Working Interest Owner whose Working Interest is
subject to such Royalty Interest shall be entitled to take in
kind such share of the Unitized Substances.

15.3 PFailure to Take in Kind. If any party falls to take
in kind or separately dispose of its share of Unitized Substances
Unit Operator shall have the right, for the time being and sub-
Ject to revocation at will by the party owning the share, to pur-
chase for its own account or sell to others such share at not
less than the market price prevailling in the area and not less
than the price Unit Operator recelves for 1ts share of Unitized
Substances; 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 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. The proceeds of the Unitized Substances so disposed of by
Unit Operator shall be pald to a payee who shall distribute such
proceeds to the parties entitled thereto, such payee being the
Working Interest Owners of each affected Tract or a party desig-
nated by such Working Interest Owners under an agreement between
such party and such Working Interest Owners. Notwithstanding
the foregoing, Unit Operator shall not make a sale into inter-
state commerce of any other party's share of gas production with-
out first giving such other party sixty (60) days notice of such
intended sale.

15.4 Royalty on Outside Substances. If gas obtalned from
lands or formations not subject to this agreement 1s Introduced
into the Unitized Formation for use in pressure maintenance,
stimulation of production, or increasing ultimate recovery, which
shall be in conformity with a plan first approved by the Commis-
sioner, a like amount of gas, less appropriate deductions for loss
from any cause, may be withdrawn from the formation into which the
gas was introduced royalty free as to dry gas but not as to the
products extracted therefrom; provided that such withdrawal shall
be pursuant to such conditions and formulas as may be prescribed
or approved by the Commissloner as conforming to good petroleum
engineering practice; and provided further that such right of
withdrawal shall terminate on the termination of this agreement.
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If liquefied petroleum gases obtalned from lands or formar
tions not subject to this agreement be injected into the Unitlzed
Formation for the purpose of increasing ultimate recovery, which
shall be in conformance with a plan first approved by the Commis-
sioner, part or all of such ligquefied petroleum gases may be with-
drawn royalty free pursuant to such conditlions and formulas as
may be prescribed or approved by the Commissioner.

15.5 Use of Unitlzed Substances. Working Interest Owners
may use as much of the Unitized Substances as they deem necessary
for Unit Operations including, but not limited to, the injection
thereof into the Unitlized Formation.

15.6 Royalty Payments. No royalty, overriding royalty,
production, or other payments shall be payable upon, or with re-
spect to, Unitized Substances used or consumed in Unilt Operations,
or which otherwlse may be lost or consumed in the procduction,
handling, treating, transportation, or storing of Unltized Sub-
stances.

16. BALANCING OF PRODUCTION. Unit Operator shall gauge all lease
and other tanks within the Unit Area to ascertain the amount of merchant-
able 01l produced from the Unitlzed Formatlion in such tanks, above the
pipe line connections, as of 7:00 a.m, on the effective date hereof. The
0ill that i1s a part of the prior allowable of the wells from which 1t was
produced shall remain the property of the parties entitled thereto the
same as 1f the Unlt had not been formed. Any such oll not promptly re-
moved may be sold by the Unit Operator for the account of the parties
entitled thereto, subject to the payment of all royalties, overriding
royalties, production payments, and all other payments under the provi-
sions of the applicable lease or other contracts. The oll that 1s in
excess of the prior allowable of the wells from which it was produced

shall be regarded as Unltized Substances produced after effective date
hereof.

16.1 Overproduction. If, as of the effective date hereof,
any Tract is overproduced with respect to the allowable of the wells on
that Tract and the amount of overproduction has been s0ld or otherwlse
disposed of, such overproduction shall be regarded as a part of the
Unitized Substances produced after the effective date hereof and shall
be charged to such Tract as having been dellvered to the partles entitled
to Unitized Substances allocated to such Tract.

17. ROYALTY SETTLEMENT, Any party recelving in kind or separately
disposing of all or part of the Unitized Substances allocated to any Tract
or receiving the proceeds therefrom shall be responsible for the payment
thereof to the persons entitled thereto, and shall indemnify all parties
hereto, 1lncluding Unit Operator, agalnst any 1liabllity for all royaltles,
overriding royalties, production payments and all other payments charge-

able against or payable out of such Unlitized Substances or the proceeds
therefrom.

18, RENTAL SETTLEMENT. Rentals due on leases committed hereto
shall be pald by Working Interest Owners responsible therefor under
existling contracts, laws and regulations; provided that nothing herein
contained shall operate to relieve the lessees of any land from thelr
respective lease obligations for the payment of any rental due under
thelr leases. Rental for lands of the State of New Mexico subject to
this agreement shall be pald at the rate specified in the respective
leases from the State of New Mexico,

19. CONSERVATION. Operations hereunder and production of Uni-
tized Substances shall be conducted so as to provide for the most
economical and effliclent recovery of such substances to prevent waste
as defined by State laws or regulations.
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20. DRAINAGE. Unit Operator shall take appropriate and adequate
measures to prevent drainage of Unitized Substances from the committed
Tract by wells on land not subject to this agreement, or, with consent
of the Commissioner and pursuant to applicable regulations, pay a fair
and reasonable compensatory royalty as determined by the Commissioner,

21. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms,
conditions and provisions of all leases, subleases, and other contracts
relating to exploration, drilling, development, or operation for oil,
gas, gaseous substances, sulphur contained in gas, condensate, distillate
and all associated and constituent liquid or liquefiable hydrocarbons in
and under lands committed to this agreement are hereby expressly modifled
and amended to the extent necessary to make the same conform to the pro-
visions hereof, but otherwise to remain in full force and effect; and
the parties hereto hereby consent that the Commlssioner as to State leases,
by his approval hereof or by the approval by his duly authorized represen-
tative, does hereby establish, alter, change or revoke the drilling, pro-
ducling, rental, minimum royalty and royalty requirements of State leases
committed hereto and the regulations in respect thereto to conform said
requirements to the provisions of this agreement, and without limiting
the generality of the foregoing, all leases, subleases, and contracts are
particularly modified in accordance wilth 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 and every part or separately owned Tract committed to this
agreement, regardless of whether there 1s any development of any
particular part of or Tract of unitized land, notwithstanding any-
thing to the contrary in any lease, operating agreement, or other
contract by and between the parties hereto, or thelr respective
predecessors in interest, or any of them,.

(b) Drilling and producing operations performed hereunder
upon any Tract of unitized land will be accepted and deemed to
be performed upon and for the benefit of each and every Tract of
unitized land, and no lease shall be deemed to expire by reason
of failure to drill or produce wells situated on the land there-
in embraced.

(c) Suspension of drilling or producing operations on all
unitized lands pursuant to direction or consent of the Commis-
sioner shall be deemed to constitute such suspension pursuant to
such direction or consent as to each and every Tract of unitized
land.

(d) Each lease, sublease, or contract relating to the ex-
ploration, drilling, development, or operation for oil, gas, gas-
eous substances, sulphur contained in gas, condendate, distilllate
and all associated and constituent liquid or liqueflable hydro-
carbons which by its terms might expire prior to the termination
of this agreement, 1s hereby extended beyond any such term so
provided therein so that it shall be continued in full force and
effect for and during the term of this agreement.

(e) Any lease embracing lands of the State of New Mexico
which is made subject to this agreement shall continue 1in force
beyond the terms provided therein as to the lands committed here-
to until the termination hereof.

(f) Any lease embracing lands of the State of New Mexico
having only a portion of its land committed hereto, shall be
segregated as to the portion committed and that portion not com-
mitted, and the terms of such lease shall apply separately as
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to such segregated portions commencing as of the effective date
hereof. Notwithstanding any of the provisions of this agreement
to the contrary, any lease embracing lands of the State of New
Mexico having only a portion of its lands committed hereto shall
continue in full force and effect beyond the term provided there-
in as to all lands embraced in such lease (whether within or
without the Unit Area), (i) if and for so long as oll or gas
is capable of being produced in paying quantities from some part
of the lands embraced in such lease committed to thls agreement;
or (ii) if and for so long as some part of the lands embraced
in such State lease are allocated Unitized Substances; or (iii)
if, at the expiration of the secondary term, the lessee or the
Unit Operator is then engaged in bona fide drilling or reworking
operations on some part of the lands embraced therein and for so
long as such operations are being diligently pursued, and if
they result in the production of o0il or gas, said lease shall
continue in full force and effect as to all the lands embraced
therein, as provided in (i) and (ii) above.

22, COVENANTS RUN WITH LAND, This agreement shall extend to,
be binding upon and inure to the benefit of the respective heirs,
devisees, legal representatives, successors, and assigns of the partiles
hereto, and shall constitute a covenant running with the lands, leases,
and interests covered hereby.

22.1 Notice of Transfer. Any conveyance of all or any
part of any Interest owned by any party hereto with respect to
any Tract shall be made expressly subject to this agreement.

No change of title shall be binding on the Unlit Operator, or
upon any party hereto other than the party so transferring, un-
til the first day of the calendar month next succeeding the date
of recelpt by Unit Operator of a photocopy or a certified copy
of the recorded instrument evidencing such change in ownership.

22.2 Waiver of Rights to Partition. Each party hereto
covenants that, during the existence of this agreement, it will
not resort to any action to partition the Unit Area or the Unit
Equipment, and to that extent waives the benefits of all laws
authorizing such partition.

23. EFFECTIVE DATE AND TERM, This agreement shall become bind-
ing upon each party as of the date such party signs the instrument by
which it becomes a party hereto, and unless sooner terminated as pro-
vided in Sectilion 23.1 shall become effective as to qualified Tracts at
the time and date as determined by the Working Interest Owners in all
the qualified Tracts, and set forth in a certificate filed for record
by Unit Operator in Lea County, New Mexico. The certificate shall
8180 recite the percentage of the Unit Area represented by the Tracts
qualified under Article 14 and the book and page 1n which a counterpart
of this agreement has been recorded. The certificate shall not be
filed until after the following requirements have been met:

(a) Tracts comprising seventy-five per cent (75%)
or more of the Unit Area as shown on the original Exhibit
"A" have qualified unhder the provisions of Article 14.

.(b) At least one counterpart of this agreement has
been filed for record by Unit Operator in Lea County, New
Mexico.

(c) This agreement has been approved by the 0il
Conservation Commission of the State of New Mexico.

(d) This agreement has been approved by the Commis-
sioner of Public Lands of the State of New Mexico.
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23.1 1Ipso Facto Termination. If the requirements above are
not accomplished on or before January 1, 1966, this agreement shall
ipso facto terminate on that date (hereinafter called "termination
date") and thereafter be of no further effect, unless prior there-
to Working Interest Owners owning a combined Unit Participation of
at least seventy-five per cent (75%) have become parties to this
agreement and at least seventy per cent (70%) of the combined voting
interests of such signatory parties have -decided to extend the ter-
mination date for a period not to exceed twelve (12) months, If
the termination date is so extended and the above requirements are
not accomplished on or before the extended termination date, this
agreement shall ipso facto terminate on the extended termination
date and thereafter be of no further effect. For the purpose of
this section, Unit Participation shall be as shown under Phase T
on the original Exhibit "C" attached to the Unit Operating Agreement.

23.2 Term. The term of this agreement shall be for the time
that Unitized Substances are produced in payling quantities and as
long thereafter as Unit Operations are conducted without a cessa-
tion of more than ninety (90) consecutive days unless sooner ter-
minated by Working Interest Owners in the manner herein provided.

23.3 Termination by Working Interest Owners. This agreement
may be terminated with approval of the Land Commlssloner by Work-
ing Interest Owners having a combined Unit Participation of at
least eighty per cent (80%), as shown in Phase II of Exhibit "C"
attached to the Unit Operating Agreement, whenever such Working
Interest Owners determine that Unit Operations are no longer pro-
fitable or feasible and Unit Operator shall file an affidavit
stating such fact and the date thereof in the records of Lea County,
New Mexico.

23.4 Effect of Termination. Upon termination of this agree-
ment, the further development and operation of the Unitized Forma-
tion as a unit shall be abandoned, Unit Operations shall cease,
and thereafter the parties shall be governed by the provisions of
the leases and other instruments affecting the separate Tracts.

23.5 Salvaging Equipment Upon Termination. If not otherwise
granted by the leases or other instruments affecting each Tract
unitized under this agreement, Royalty Owners hereby grant Working
Interest Owners a period of six (6) months after the date of ter-
mination of this agreement within which to salvage and remove Unit
Equipment.

24, APPEARANCES. Unit Operator shall, after notice to other par-
ties affected, have the right to appear for or on behalf of any and all
interests affected hereby before the Commission and to appeal from orders
issued under the regulations of said Commission or to apply for rellef
from any of sald regulations or in any proceedings relative to operations
before the Commission, or 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.

25. NOTICES. All notices, demands, objectlons, or statements
required hereunder to be given or rendered to the partlies hereto shall
be deemed fully given if made in wrlting and delivered to the party or
parties at their respective addresses set forth in connection with the
silgnatures hereto or to the ratification or consent hereof or to such
other address as any such party may have furnished in writing to party
sending the notice, demand or statement.

26. NO WAIVER OF CERTAIN RIGHTS. Nothing in this agreement con-
tained shall be construed as a walver by any party 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 of New Mexico, 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.
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27. UNAVOIDABLE DELAY. All obligations imposed by this agree-
ment on each party, except for the payment of money, shall be suspended
while compliance is prevented, in whole or in part, by a strike, fire,
war, civil disturbance, act of God; by federal, state, or municipal
laws, by any rule, regulation, or order of a governmental agency; by
inabillty to secure materials; or by any other cause or causes beyond
reasonable control of the party. No party shall be required against
its will to adjust or settle any labor dispute., Nelther this agreement
nor any lease or other instrument subject hereto shall be terminated
by reason of suspension of Unlt Operations due to any one or more of
the causes set forth in thls Article.

28, I10SS OF TITLE. If a Tract ceases to have sufficlent Work-
ing Interest Owners or Royalty Owners committed to this agreement to
meet the conditions of Article 14 because of fallure of title of any
party hereto, such Tract shall be removed from the Unit Area effective
ags of the first day of the calendar month in which the failure of title
is finally determined; however, the Tract shall not be removed from
the Unit Area if within ninety (90) days of the date of final deter-
mination of the failure of title the Tract requalifies under a Sectlon
of Article 14, If a Tract should be removed as provided in this Sec-
tion while Unit Participation set forth in Column I of Exhibit "B" is
in effect, the 2,679,000 barrels of cumulative o1l production stipulated
in Sections 13(a5 and 13(b) shall be adjusted by Unit Operator with
approval by Workling Interest Owners.

28.1 Revision of Exhibits. If a Tract is removed from the
Unit Area because of the fallure of title, Unit Operator, subject
to Section 13.1, shall recompute the Tract Participation of each
of the Tracts remaining in the Unit Area and shall revise Exhibits
"A" and "B" accordingly. The revised exhibits shall be effective
as of the first day of the calendar month in which such failure of
title is finally determined.

28.2 Worklng Interest Titles. If title to a Working Inter-
est faills, the righfs and obligations of Working Interest Owners
by reason of the failure of title shall be governed by the Unit
Operating Agreement.

28.3 Royalty Owner Titles. If title to a Royalty Interest
fails but the Tract to which it relates is not removed from the
Unit Area, the party whose title failed shall not be entitled to
share hereunder with respect to such lnterest.

28.4 Production Where Title i1s in Dispute. If the title
or right of any party claiming the right to receive in kind all
or any portlon of the Unitized Substances allocated to a Tract
i1s in dispute, Unit Operator, at the discretion of Working In-
terest Owners, shall elther:

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

(b) withhold and market the portion of Unitized Sub-
stances with respect to which title or right 1s in dispute,
and impound the proceeds thereof untll such time as the
title or right thereto is established by a final judgment
of a court of competent jurisdiction or otherwise to the
satisfaction of Working Interest Owners, whereupon the pro-
ceeds so impounded shall be paid to the party rightfully
entitled thereto;
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(c) notwithstanding any provisions contained herein
to the contrary, no payments of funds due the State of New
Mexico shall be withheld, but such funds shall be deposited
as directed by the Commissioner, 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.

29. NONJOINDER AND SUBSEQUENT JOINDER. After the effective date
of this agreement, the commitment of any interest in any Tract within
the Unlt Area shall be upon such terms as may be negotiated by Working
Interest Owners and the owner of such interest and upon approval by the
Commissioner,

30. COUNTERPARTS. A person may become a party to this agreement
by signing the origilnal of thils instrument, a counterpart thereof, or
other instrument agreeing to be bound by the provisions hereof. The
signing of any such instrument shall have the same effect as if all the
parties had signed the same instrument.

30.1 Joinder in Dual Capacity. Execufion as herein pro-
vided by any party as elther a Working Interest Owner or a Royalty
Owner shall commit all interests that may be owned or controlled
by such party.

30.2 Commltment of State Lands by Lessee of Record. No
lease or portion thereof embracing lands of the JState of New Mexico
shall be committed hereto unless the original of thils instrument,
a counterpart thereof or other instrument agreeing to be bound by
the provisions hereof has been sligned by the lessee of record who,
for the purposes of this provision, shall be the original lessee
or the assignee whose assignment was last approved by the Commls-
sioner as shown by the records in the State Land Office.

31. TAXES, The owners of (1) the surface rights of lands within
the Unit Area, (2) the severed mineral or Royalty Interests in the lands,
and (3) the improvements located on the lands not utilized for Unit
Operations shall individually be responsible for the rendition and assess-~
ment for ad valorem tax purposes of all such property and for the payment
of such taxes, except as otherwise provided in any contract or agreement
between such owners and a Working Interest Owner. If any ad valorem
taxes are not paid by such Owner responsible therefor when due, Unit
Operator may, with approval of Working Interest Owners, at any time prior
to tax sale, or expiration of period of redemption after tax sale, pay
the same, redeem such property and discharge such tax liens as may arise
through nonpayment. Any such payment shall be treated as an item of Unit
Expense. Unit Operator shall, 1f possible, withhold from any proceeds
derlived from the sale of Unitized Substances otherwlse due to any delin-
quent taxpayer or taxpayers an amount sufficient to defray the costs of
such payment or redemption, such withholding to be credited to the Joint
account. Such withholding shall be without prejudice to any other remedy,
either at law or in equity, which may be available for exercise by the
Unit Operator or by the Working Interest Owners.

32. CONFLICT OF SUPERVISION. Neilther the Unit Operator nor the
Working Interest Owners or any of them shall be subject to any forfelture,
termination, or expiration of any rights hereunder or under any leases
or contracts subject hereto, or to any penalty or liability on account
of delay or fallure in whole or in part to comply with any applicable
provisions thereof to the extent that the said Unit Operator, Working In-
terest Owners, or any of them are hindered, delayed or prevented from
complying therewlth by reason of the fallure of the Unit Operator to o¢b-
taln, in the exercise of due diligence, the concurrence of proper repre-
sentatives of the State of New Mexico in and about any matters or things
concerning which it is required herein that such concurrence be obtalned.
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The parties hereto, including the Commission, agree that all powers
and authority vested in the Commission in and by any provisions of this
contract are vested in the Commission and shall be exercised by 1t pur-
suant to the provisions of the laws of the State of New Mexico and
subject, in any case, to appeal or judicial review as may now or here-
after be provided by the laws of the State of New Mexico,

33, 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 assoclation or trust, or teo impose a part-
nership duty, obligation, or liability with regard to any one or more
of the parties hereto. Each party hereto shall be individually re-
sponsible for its own obligations as herein provided.

33.1 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 market-
ing of Unitized Substances.

34. BORDER AGREEMENTS. Subject to the approval of the Commis-
sioner, the Unit Operator, with concurrence of sixty-five per cent
(65%) of the then Voting Interests of the Working Interest Owners, may
enter into a border protection agreement or agreements with the work-
ing Interest owners of lands adjacent to the committed Tracts with
respect to the operations in the border area for the maximum ultimate
recovery, conservation purposes and proper protection of the parties
and interest.

IN WITNESS WHEREQF, the parties hereto have caused this agreement
to be executed as of the date first above written and have set opposite
their respective names the date of execution and the address of each of
the respective executing parties.

Approved: UNIT OPERATOR AND WORKING INTEREST OWNER
Terms
Form

By

Attorney-in-Fact
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