BEFORE EXAMINER UTZ
1 Ol CONSERVATION COMMISSION .
VL Vazd/ EXHIBIT NO. ;
CASE NO. 4

CHIT AGREZNINT
FOR THE DLVALOELZIY AND OPERATION OF THE
TAYLOR UNIT

EDDY COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the lst day of December, 1966, by and
between the partles subscribing, ratifying or consenting hereto, and herein
referred to as "parties hersito”,

WITHESSZTH: Thet,

WHEREAS, the parties hereto are the owners of working, royalty or other
oil or gas interests in the land subject to thic agreement; and

WHEREAS, the 0il Conservation Commissicn of the State of New Mexico is
authorized by law (Chap. T2, Lews of 1935,-35 amended by Chap. 193, Laws of
1937, Chap. 165, Lews of 19%1, end Chap, 168, Laws of 1949) to approve this
agresxent ard the conservation provisions hereof; and

WHEREAS, the Mineral Leasing Act of February 25, 1920 (L4l Stat. 437, as
arended, 30 U,S.C., Sections 181 et seq.) authorizes Federsal lessees and their
representatives 10 unite with each other or Jjointly or separstely with others
in collectively edopting and cperating a co-opesrative or unit plan of develop-
geal or operation of any oil or gas pool, field or like area or any part
thereof for the purpose cf more properly conserving the nstural resources
therecf vhenever determined arnd certified by the Secretary of the Intericr to
be .necessary or advisable in the public interest; and

WHEREAS, the pa:ties hereto hold suffieient interest in the Taylor Unit
Ares, comprised of the land hereinafter designated, to give reasonsbly ef=-
fective control of operaticnz thersin; acd

WEEREAS, it is the purpose of the partieé hereto to enzble institution
and consummation of secondary racovery coperations, conserve natural resources,
prevent waste and secure the other benefiis coblalneble through development
exd operation of the area subject to this agreement under the terms, con-
ditions and limitations hersin set forth:

NOW, THEREFORE, in coansideration of the premises and the promises herein
cecntained, the parties hereto counit to this sgreemsnt their eatire respective
interests in ihe gnitizad Formation underlying the Unit Area (as those terms

are defined hereinafter), and zgree soverally smong themselves as follows:



SECTION 1. ENABLING ACPY AID RECULATICHS: The Mineral Leasing Act of

February 25, 1920, as amended, supra, ard all valid, pertinent regulations,

including cperstion and unit plsa regulations, heretofore issued thereunder

or valid, pertinent and reszszonable regulations hereafter issued thereunder

are accepted and made a part of this agreement as to Federal lands, provided
such regulations are not incconsistent with the terms of‘this agreement.

SECTICHN 2, UNIT AREA 4D DEFIHZITICHES: The area described by tracts in

Exhibit B and depicted on Exhibit A atteched hereto is hereby designated and
recognized es constituting the Unit Area, containing 640 acres, more or less,
in Eddy County, New Mexico., Szid lesd is described as follows:

Tovnship 18 South, Range 31 Fasit, New Mexlco Princizal Meridian

Section 12:  SW/% and SE/k

Section 13:  EKW/b; mw/h sw/k; w/2 ru/b; and sw/k wE/b
For the purpose of this agreement,‘the following terms and expressions

as used hereir shall means

(2) “Commission" is defined as the Oil Couservation Commission of the
State of New Hexicoe
(b) ‘“Director" is defized &s the Director of the United States Geological
Survey.
(¢) "Secretary" is defined as the Secretary of the Interior of the
United States of America,
(d) "Department"is defined as the Departument of the Interior of the
United States of Americae
(e) "sSupervisor" is defined as the 0il and Gas Supervisor of the
United States Geologicel Surveye
(£) "Unitized Forzmation" is defined as that vertical intervel under-
lying‘the unitized lani from 200 feseb above the top of the Queen Sand
t0 50 feet below the buse of the Queen Sand and belng the same vertical
interval encountered between the actual depths of 3260 feet end 3595
fezt in thet certain well known as the Maxwell (il Company Taylor Lease
Well Noe. B-U4 located 1980 feet from the South Line and 660 feet from the
wggt Lirve of Sectiocn 13, 7-18-5, R=31-E, Eddy County, New Mexico, NeM.P.Mo,

as recorded on the radicactivity log of sald well dated July 21, 1959.
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uostances” is deflmed as all oil, gas, gaseous substances,
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sulpbur cemtalned in gas, condensate, Gistillate szd all associated and

constitusnt liguid o liguePisble bhydrocervoans within or produced from
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(r) ‘"Working Interest" is defined @3 en intercst in Unitized Substances
by virtue of & lease, opsrating agresment or otherwise, including a
carried interest, which Interest ie chergeable with apd cbligated to pay
or bear, elther in cash or out of production ox otherwise, all or =

»

porticn of the cest of drilling, developing, producing eod operating

the Unitized Formatiozn. 4Any interest in Unitized Substances which

~be

is & Vorking Interest as of the date the cwner thereof executes,
ratifies or comsents €0 this asgreenent shall trereafter be trealed as
a Working Ivterest for &ll purpcses ¢of this agreemsnt.

(1) "Royelty Interest” is defined as a right to or interest in amy
tortica of the Umitize& Substances or procesds thereof other than a
Working Interest.

(3) ‘Vvorkimg Interest Cwuer" is defined as & party hereto who owns a
Workirz Interecte

(k) YReyalty Owaer" is defined as a parby hereto who owns a Royzlty
Interesl,

(1) "Praet" is defined as each parcel of land described as such and

2o 1)

given & Tract number ln Bxhibit "5,

5,

(2} "fract Ultimzite Primery Recovery” is defined as the nuchber of
p4

barrels ¢f oil heretofors epproved by Working Interest Owners for
rurposes of this agreensat as representing the primary ultimste

recovery of oil from the wnitized formution inderlylung such tract.

(n) "Uait Arves Ultizote Frivary Recovery” is defined 2s the total

<

thin the Unit Area

5

Tract Ultizase Primary Recovery of all Tracks
that are commiited 1o this sgrezenent in accordance with the pro-
(C) "Urit Opereting fgreenent” is Qefined as any agreszent Or agree-
zants (whether one or mevs) entered iuvs (separstely or collectively)
by #ud betwezen the Unit Cpexabor axd tiho °  lilng Interest Quwuers ss

provided in Section 9, ACLCOUNSING FROVISICHS AND UNIT OPERATING
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ACREEENT, infre, and shall be styled "Unit Operating Agreement, Taylor
Unit, Bddy County, New Maxico".

{») "Tract Remaining Priﬁzry'Ressrves" is defined as the number of
barreis of ¢il heretofore ezproveld by ﬁhe Working Interest Owners as
the estimated economic remaining primary oll reserves as of July 1,
1966, of such Tracte

1

(a) "Unit Area Rezaining Primery Reserves” is defined as the summaticn
of thé Tract Remainirg Prizary Reserves of those Tracts effectively com-
witted to this Agreerment within the Unit Area.

(r) "Paying Quantities™ is defined es production of Unitized Substances
in quéntities sufficient to vay for the cost of producing same from wells
on the unitized land.

(s} "Tract Surface Acres" mesns the number of acres in a Tract as shown
in Exnibit "B".

(t) "Unit Surface Acres" radus the total number of acres in all unitized
lard s shown in Exhibit "3".

{(u) "Tract Participation* means the percentegze shown on Exhibit "B" for
allocéting Unitized Substénces produced from unitized land to a Tract of
sald lard under this Agreement.

(v) "Unit Participation" of each Working Interest Owner in unitized land
means‘the sum of the peréentages cbtained by multiplying the Working In-
terest of such Working ITaterest Owner in each Tract of unitized lend by
the Tract Participatiocn of such Tract.

SECTION 3. EXHIBITS: Exhibit "A" attached hereto is a mep showing the

Unit Aren and, 1o the extent kncwn to Unit Cperator, the boundaries and iden-

tity of Tracts ard leases in the Unit Ares. Exhibit "B" attached hereto is

a schedule showing, to tha exteunt kmown to Unilt Cperator, the acreage compris-

ing each Trect, the percentage of ownership of each Working Interest Owner in

each Tract, the Tract Participation of each Tract, and the royalty and record
title interest and cwpership in each tracte bﬁcwaver, nothing herein or ia
caid schedule or map shall be comsitrued as a representation by any party

hereto as to the ownership of any interest other than such interest or in-

=be



It is hereby agreed by all parties to this agreement that Unit Operator
is ermowered to correct any mubhemaotical or clerical errors which may exist
in the pertinent exhibits to this agreersuil; provided, however, that correc-
tion of any error other than mathematical or clerical shell be made by Unit
Cperator only after first having cbteined epproval of Working Ianterest Owners
baving a combined Unit Participation of fifty percent (50%) or more and the
Supervisor,.

Exbibits "A" and "B" shall be revised by Uanit Operator whenever changes
render such revision neéeésary, or when requested by the Supervisor, and at
leest six (6) coples of such revisicn shell be filed with tke Supervisor.

SECTION k4. EXPANSION: The Unit Area ray, when practicable, De expanded
to include therein any additicmal Tract or Tracts regarded as reasonzbly ne-
cessary or advisable for the purpcses of this agreement. Such expansion shall
be effected in the following manner:

(a) Tre Working Interest Owner or Owpers of a Tract or Tracts desiring

to bring such Tract or Tracts into the Unit Area shall file an applica-

tion therefor with Unit Operator reguesting such admission.

(b) Unit Operator shall circulate a nctice to each Working Interest

Owner of the proposed expansion setting cut the basis for admission,

the Tract Participation proposed to bea allocated to such Tract or Tracts,

and other pertinent data. After negotiation (at Working Interest Owner's

Meeting or otherwise) if Working Interest Owners having a'combined Unit

Participation of ninety percent (90%) or more have agreed to such Tract

or Tracts being brought into the‘Unit Area, then Unii COperetor shall,

after preliminsry concurrence by the Director:
(1) Prepere & notice of proposed expansion describing the contem-
plated changes in the boundaries ¢f the Unit Area, the reason there-
for, the basis for admission of the additicnal Tract or Tracts, the
Tract Participation to be allocated thereto and the proposed effective
date thereof; and
(2) Furnish copies of said notice to the Director, each Working
Interest Owner and to the lessee and lessor whose interests are
proposed to be comzitted, advising such parties that thirty (30)
days will be allowed for submission to the Unit COperator of any

objections to such proposed expension; and
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(3) File, upon the expiration of said thirty-dsy pericd as set out
in Subsection (2) immediately above, with the Director the following:
(2) Evidence of mailing copies of said notice of expansion; (b) 4n
application for such expansion; (c) an instrument containing the
aporovriate joirders in compliance'with the qualification require-
ments of Secticn 13, TRACTS QUALIFIED FOR UNIT PARTICIPATION, infra;
and (4) Copy of any cbjections received.
The expansion shall, after due consideration of all pertinent information
and upon approval by the Director become effective as of the date prescribed
in the notice thereof,

SECTION 5. UNITIZED LAXD AND UNITIZED SUBSTANCES: All oil and gas in

the larnd effectively committed to this égreement, as to the unitized formation,
is unitized urder the terms of this agreement and herein are called "Unitized
Substances”. All land committed to this egreemesnt as to such formation shall
constitute land referred to herein as Unitized Land or lend subject to this
agrecrente.

SECTION 6. UNIT OPERATOR: MAXWELL OIL COMPANY 1s hereby designeted as

Unit Operator, and by\signing this irs trument as Unilt Operator it agrees and
consents to accept the duties and obligations of Unit Cperator for the opera-~
tion, development and production of Unitized Substances as herein provided.
Whenever reference is masde herein to tbhe Unit Operator, such reference means
the Unit Operator acting in that capacity and not as an owner of interests in
Unitized Substences, and the term "Working Interest Owner" when used herein
shall include or refer to Unit Opefator as the owner of a Working Interest
when such an interest is owned by it.

SECTICN 7. RESIGNATION CR REMOVAL OF UNIT OPERATOR: Unit Operator shall

have the right to resign at any time, buﬁ such résignation shall not become ef-
fective so as to release Unit Operator from the duties and obligations of Unit
Operator and terminate Unit Operator's rights as such for a period of six (6)
months after written notice of intention to resign has been given by Unit Op-
erator to all Working Interest Owners, and the Director, and until s&ll Unit
wells are placed in a condition satisfactory to the Supervisor for suspension,
abandonment, or operations, whichever is intended by the unit manager, unless

a new Unit Operator shall have taken over and assumed the duties and obligations

of Unit Operator prior to the expiration of said period.
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The Unit Operator shall, upon defauli or failure in the performance of its
duties and obligations hereunder, be subject to removal by vote of Working In-
terest Owners having a combined Unit Participation {based upon the then current
Unit Participation) of eighty-five percent (85%) or more, exclusive of the
Unit Participation of the Working Interest Owner who is the Unit Operator. Such
rexoval shall be effective upon notice thereof to the Director.

In all such instances of effective resignation or removal, until a suce
cessor to Unit Operator is selected end approved as hereinafter provided, the
Working Interest Owners shall be jointly responsible for the performance of the
duties of the Unit Operator and shall, not leter than thirty (30) days before
such resignation or removal becomes effective, appoint a unit msnager to re-
present them in any action to be taken hereunder.

The resignation or removal of Unit Operator under this agreement shall not
terminate its right, title or interest as the owner of a Working Interest or
other interest in Unitized Substances, but upon the resignation or removal of
Unit Operator becoming effective, such Unit Operator shall deliver possession
of all equipment, books and records, materials, appurterances and any other
assets used in conducting the Unit operations and owned by the Working Interest
Owners (including any and all data and information which it might have gained
or assembled by reason of its operation of the Unitized Land) to the new duly
qualified successor Unit Operator or to the unit manager if nc such new Unit
Operator is elected, to be used for the purpose of conducting Unit operations
hereunder. Nothing herein shall be construed as authorizing removal of any
meterial, equipment or appurtenances needed for the preservation of any wellse
Nothing herein contained shall be construed to relieve or discharge asny Unit
Operator who resigns or is removed hereunder from any liebility or duties
accruing to or performeble by it prior to the effective date of such resignation
or removal,

SECTTION 8. SUCCESSCR UNIT OPERATOR: Whenever Unit Operator shall tender

its resignation as Unit Operator'or'shall be remcoved as herelnabove provided,
the Working Interest Owners skall, by affirmative vote of Working Interest
Owners baving a combined Unit Perticipation (based upon the then current Unit
Participation) of uet less then seveaty percent (70%), select a successor Unit
Operator; provided, however, that should any Working Interest Owner have a vot-

ing interest of more than thirty percent (30%), its negative vote or failure
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to vote shall not serve to disapprove the selection of a new Unit Operator ap~
proved by a majority of the voting interests unless such negative vote or
abstention from voting is supported by the regative vote of one or more Work-
ing Interest Owners having & voting interest of at least five percent (5%),
and provided, further, that the vote of the outgoing Unit Operator shall not
be considered for any purpose if it votes to succeed itself., Such selection
shall not become effective umntil: (a) a Unit Operator so selected shall ac-
cept in writing the dutles and responsibilities of Unit Operator, and (b)
written notice of such selection shall have been filed with the Supervisbr.
If no successor Unit Operator is selected and qualified as herein provided,
the Director, at his election, may declare this Unit Agreement terminated.

SECTION 9. ACCOUNTING PROVISICNS AND UNIT OPERATING AGREEMENT: Costs

and expenses incurred by Unit Operatér in cénduéting Unit operntions‘hereunder
shall be paid, apportioned among and borune by the Working Interest Owners in
accordance with the Unit Operating Agreement. Such Unit Operating Agreement
shall also provide the manner in which the Working Interest Owners shall be
entitled to receive their respective proporticnate and allocated share of the
benefits accruing hereunder in conformity with their underlying operating
agreements, leases or other independent contracts and such other rights and
obligations as between Unit Operator and the Working Interest Owners as may
be agreed upon by the Unit Operator and the Working Interest Owners; however,
no such Unit Operating Agreement shall be deemed either to modify any of the
terms and conditicns of this Unit Agreement or to relieve the Unit Operator
of any right or obligation established under this agreement, and in case of
any inconsistency or conflict between this agreement and the Unit Operating
Agreement, this agreement shall prevails. Three (3) true copies of any Unit
Operating Agreement executed pursuant to this Section shall be filed with the
Supervisor prior to approval of this Unit Agreenent.

SECTION 10. RIGH®S AND OBLIGATIONS OF UNIT OPERATOR: Except as other-

wise specifically provided herein, the exclusive right, privilege and duty of
exercising apy and all rights of the parties hereto which are necessary or
convenient for prospecting for, producing, storing, allocating and distribu-
ting the Unitized Substences are hereby delegated 1o and shall be exercised
by the Unit Operator as herein provided. Upon request accepteble evidence of

title to saild rights shall be deposited with said Unit Operator and, together
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with this agreement, shall constitute and define the rights, privileges, and
obligations of Unit Operator. Hothing herein, however, shall be construed to
transfer title to any land or to any lesse or operating agreement, it being
understood that under this agreement the Unit Operator, in its capacity as
Unit Operator, chall exercise the rights of possession and use vested in the
parties hereto only for the purposes herein specified.

SECTION 11, PLAN OF OPERATIONS: It is recognized and agreed by the

parties hereto that all of the land subject to this agreemesnt has been rea-
sonably proved to be productive of Unitized Substances in paying quantities
or is necessary for Unit operstions and that the object and purpose of this
agreexent 1s to formulate and to put into effect a secondary recovery project
in order to effect a greater recovery of Unitized Substances, prevent waste
end conserve natural resources consistent with gocd engineering practices ex-
pected of a prudent operator. The parties hereto agree that the Unit Qpera-
tor may, subject to the consent and spproval of & plan of operation by the
Working Interest Owners and the Supervisor, inject into the Unitized Forma~-
tion, through any well or wells completed therein, brine, water, air, gas,
liquefied petroleum gas, and any other substence or a combination of any of
said substances, whether produced from the Unitized Formation or not, ard
that the location of input wells and the rates of injection thereiq and the
rate of production shall be governed by standards of good geologic and pe-
troleum engineering practices and conservation methods. Reasonable dili-
gence shall be exercised by Unit Operator in complying with the obligations
of any approved plazof operation. The parties hereto, to the extent they
bhave the right so to do, hereby graﬁt Unit Operator the right to use brine
or water (or both) produced from eny formaticn underlying the Unit Area for
injection into the Unitized Formation; provided, however, that this grant

of said right shall not preclude the use of brine or water (or both) produced
from any formation.other than the Unitized Formation for injection into form-
ations other then the Unitized Formstion. After commencement of secondary op-
erations, Unit Operator shall furnish the Supervisor monthly injection end
production reports for each well in the Unit. The Working Interest Owners
and the Supervisor shall be furnishederiodic réporta 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 agree-
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ment, which revisions and changes shall be subject to approval by the Commission
and the Supervisore.

Concurrently with the filing of this agreement for finsl approval by the
Director, Unit Operator shall submit to the Supervisor for approval a plan of
operation for the Unitized Land, and, upon approvel thereof by the Supervisor
such plan shall constitute the future operating obligations of the Unit Operator
under this Unit Agreement for the period specified therein. Thereafter, from
time to time before the expiration of any existing plen, the Unit Operstor shall
submit for like approvel & plan for an additional specified period of operation.

SECTION 12, ‘TRACT PARTICIPATION: The percentages of Tract Participation

set forth in Exhibit "B" for ecch Tract within the Unit Area have been celcu-
lated and determined in'accordance'vith the following formulas:

10% of Tract Surface Acres
Unit Area Surface Acres

Plus

90% of Tract Ultimate Primary Recovery
Unit Area Ultimate Primary Recovery

The percentages of Tract Participation set forth in Exhibit "B" have been
calculated upon the basis of all Tracts within the Unit Area being committed to
this agreement as of the effective date hereof. In the event less than all of
the tracts are committed heretc as of the effective date hereof, unit operator,
shall, as soon as practicable after said effective date, file with the Super-
visor a revised Exhibit "B" setting forth the revised tract participation of
each committed tract, which shall be calculated by using the tract factors
and formula set forth herein ebove, but applying the same only to the committed
tracts. Unit Operator shall promptly file four copies of such revised Exhibit
"B" with the Supervisor. The revised Exhibit "B" shall, as of the effective
date of this agreement, supergede the original'Ekhibit "B" attached hereto
and shall thereafter govern the allocation of unitized éuBstances.

If, subsequent to the effective date of this agreement, any additional
tract becomes committed hereto under the provisions of Section 4, Expansion,
or Section 30, Nonjoinder and Subsequent Joinder, or any committed tract is
excluded herefrom under the provisions of‘Section 29, Loss of Title, Unit
Operator shall revise Exhibit "B" to show the new percentage participation of
the then committed Tracts, which'revised Exhibit shall, upon its approval by

the Supervisor, supersede, as of its effective date, the last previously
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effective Exhibit "B". In any such revision of Exhibit "B" the revised percent-
age participation 6f‘the respective Tracts listed in the ‘la'.st previously ef-
fective Exhibit "B" shall remain in the same ratio ome to another.

SECTION 13; * TRACTS QUALIFIED FOR UNIT PARTICIPATION: As the objective

of this unit agreement 1is to have lands in the Unit Area operated and entitled
to participation under the terms hereof, it is agreed that, notwithstanding
anything else herein, no joinder shall be considered 2 commitment to this unit
agreement unless the Tract involved is qualified under this Section. On and
after the effective date hereof, the Tracts within the Unit Area that shall be
entitled to participate in the producfion of Unitized Substances therefrom shall
be the Tracts within the Unit Area that are qualified as follows:
(a) Each Tract as to which Working Interest Owners owning one hundred
percent (100%) of the Working Interest therein have become parties here-
to and as to which Royalty Owners owning seventy-five percent (75%) or
more of the Royalty Interest therein have become parties heretos
(b) Each Tract as to which Working Interest Owners owning one hundred
percent (100%) of the Working Interest ‘therein have become parties here-
to and as to which Royalty Owners owning less than seventy~five percent
(75%) of the Royalty Interest therein have become parties hereto and,
further, as to which:
(1) Al Working Interest Owners in eny such Tract have joined in
& request for the commitment of such Tract to this agreement, and
(i1) Seventy-five percent (75%) of the combined voting interests
of Working Interest Owners in all Tracts meeting the requirements
of Section 13 (a) bereof have voted in favor of the commitment of
such Tract.
For the purposes of this Section 13 (b), a Working Interest Owner's
"yoting interest" shall be equel to the ratio (expressed in percent)
which its aggregate Unit Participation in all tracts qualifying under
Section 13 (a) bears to the total Unit Participation of all Working In-
terest Owners in all Tracts qualifying under Section 13 (a), as such

Unit Participation is determined from the Tract Participations set out

in Exbibit "B".



SECTION 1%. ALLOCATION OF UNITIZED SUBSTANCES: All Unitized Substances

produced and saved from the committed Traéts within the Unit Area (less, save
and except any part of such Unitized Sﬁbsts.nces which is used in conformity
with good operating practices on the Unit Area for drilling, operating, camp
and other production, development and pressure maintenance purposes, or which
is unavoidably lost) shall be apportioned among and allocated to the committed
Tracts within the Unit Area or any revision thereof in accordsnce with the
Tract Participation effective hereunder in which such Unitized Substances were
produced as such Tract Participation is shown in é:hibit "B" or any revision '
thereof, The amount of Unitized Substances so allocated to each Tract, and
only that amount (regardless of whether it be more or less than the amount of
the actual production of Unitized Substances from the well or wells, if any,
cn such Tract), shall, for all intents, uses and purposes, be deemed to have
been produced from such Tract.

The Upnitized Substances allocated to each Tract shall be distribued among
or accounted for to the parties hereto entitled to share in the production from
such Tract in the same manner, in the same proportions, and upon the same condi-
tions, &s they would have participated and shared in the production from such
Tract, or in the proceeds thereof, had this agreement not been entered into,
and with the same legal force and effect.

No tract committed to this agreement and qualified for participation
as above provided shall be subsequently excluded from participation hereunder
on account of depletion of Unitized Substances and nothing herein contained
shall be construed as requiring eny retroactive adjustment for production
obtained prior to the effective date of the joinder of any Tract.

If the Working Interest or the Royalty Interest in any Tract is, on or
after the effective date hereof, divided with respect to separate parcels or
portions of such Tract and owned severally by different persons, the Tract
Participation assigned to such Tract shall, in the absencs of a recordable in-
strument executed by all owners and furnished to Unit Operator fixing the di-
visions of ownership, be divided among such parcels or portions in proportion
to the number of surface acres in each. |

The Unitized Substances allocated to each Tract shall be delivered in
kind to the respective Working Interest Owners ahd parties entitled thereto

by virtue of the ownership of 0il and gas rights therein or by purchase from
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such owners., Each Working Interest Owner and the parties entitled thereto shall
have the continuing right to receive such production in kind at & common point
within the Unit Area and to sell or dispose of the same as it sees fit, Each
such party shall have the right to construct, maintain and operate all ne-
cessary facilities for that purpose on the Unit Area, provided the same are so
contructed, maintained and operated as not to interfere with operations carried
on pursuant hereto or with operations upon or with regard to formations other
than the Unitized Formation conducted within the Unit Area. Subject to Section
16, ROYALTY SETTLEMENT, hereof, any extra expenditure incurred by Unit Operator
by reason of the deli#ery in kind of any portion of the Unitized Substances
shall be borne by the party recelving the same in kind.

If any party fails to take in kind or separately dispose of its share of
Unitized Substances, Unit Operator shall have the right, for the time being
and subject to revocation at will by the party owning the share, to purchase
for its own account or sell to others such share at not less than the price
recelved by the Working Interest Owner acting as Unit Operator; 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 paid to
the party entitled thereto. |

Any party receiving in kind or separately disposing of all or any part of
the Unitized Substances allocated to any Tract or receiving the proceeds there-
from shall be responsible for making payment therefor to the parties entitled
thereto, and shall indemnify all parties hereto, including Unit Operator against
any liability for all royalties, overriding royalties, production payments, and
all other payments chargeable against or payable out of such Unitized Substances
or the proceeds therefromt

SECTION 15 OIL IN LEASE TANKAGE ON EFFECTIVE DATE: Unit Operator shall

make a proper and timely gauge of all lease and other tanks on the Unitized
Lend in order to ascertain the amount of merchantable oil above the pipe line
connection in such tanks es of 7:00 AM, on the effective date hersof, All
such oil which has then been produced legally shall be and remain the property

of the Working Interest Owner entitled thereto the same as if the Unit had not
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been formed; and such Working Interest Owner shall promptly remove said oil
from the Unitized Land. Any such oil not so removed shall be sold by Unit Op-
erator for the account of such Woi'king Interest Owner, subject to the payment
of all royalty to Royalty Owners under the terms and provisions of the Unit
Agreement and any applicable lease or leases and other contracts, All such
oil as is in excess of the prior allowable of the well or wells from which the
same was produced shall be regarded and treated the same as Unitized Substan-
ces produced after the effective date hereof., If, as of the effective date
hereof, any Tract is overproduced with respect to the allowable of the well
or wells on that Tract and the amount of such overproduction has been sold or
otherwise disposed of, such overproduction shsll be regarded and included as

a part of the Unitized Substances produced after the effective date hereof and
the amount thereof charged to such Tract as having been delivered to the pere
sons entitled to Unitized Substances allocated to such Tract.

SECTION 16, ROYALTY SEPTLEMENT: The United States and all Réyalty Own=-

ers who, under existing cbntracts, are entitled to take in kind a share of the
substances produced from any Tract unitized hereunder, shall hereafter be en-
titled to take in kind their share of the Unitized Substances allocated to such
Tract, and Unit Operator shall make deliveries of such Royalty share taken

in kind in conformity with the applicable contracts, laws and regulations,
Settlement for Rbya.lty Interests not taken in kind shall be made by Working
Interest Owners responsible therefor under existing contracts, laws and rege
ulations, on or before the last day of each month for Unitized Substances
produced during the preceding calendar month; provided, however, that nothing
herein contained shall operate to relieve the lessees of any land from their
respective lease obligations for the payment of any Royalty due under their
leases, except that such Royalty shall be computed in accordance with the
terms of this Unit Agreement,

Royalty due the United States shall be computed as provided in the oper-
ating regulations and paid in value or dellvered in kind as to all Unitized
Substances on the basis of the amounts thereof allocated to unitized Federal
land as provided herein at the rate specified in the respective Federal leases
or at such lower rate or rates as may be authorized by law or regulation; pro-
vided, that for leases on which the royalty rate depends on the daily average

production per well, such average production shall be determined in accordance
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with the operating regulations as though the unitized lands were a single con-
solidated lease.

SECTION 17. RENTAL SETTLEMENT: Rentals or minimum royalties due on

leases committed hereto shall be paid by Working Interest Owners responsible
therefor under existing contracts, laws and regulatioms, provided that nothing
herein contained shall operate to relieve the lessees of any land from their
respective lease obligations for the payment of any rental or minimum royalty
in lieu thereof due under their leases, Rental or minimum royalty for lands
of the United States of America subject to this agreement shall be paid at the
rate specified in the respective leases from the United States of America, un-
less rental or minimm royalty is walved, suspended, or reduced by law or by
approval of the Secretary or his duly authorized representative.

SECTICN 18. CONSERVATION: Operations hereunder and production of Uni-

tized Substances shall be cohducted to provide for the most economical and ef-
ficient recovery of said substances without waste, as defined by or pursuant to
Federal and State laws and regulations.

SECTION 19. DRAINAGE: The Unit Operstor shall take appropriate and ade-
quate measures to prevent drainage of Unitized Substances from unitized land
by wells on land not subject to this agreement.

SECTION 20, LEASES ARD CONTRACTS CCNFORMED AND EXTENDED: The terms,

conditions and provisions of all leases, subleases and other contracts relating
t0 exploration, drilling, development or operation for oil or gas on lands com-
mitted to this agreement are hereby expressly modified and amended to the extent
necessary to mske the same conform to the provisimms hereof, but otherwise to
remain in full force and effect, and the parties hereto hereby consent that the
Secretary shall and by his approval hereof or by the approvel herecf by his duly
authorized representatives, does hereby esteblish, alter, change or revoke the
drilling, producing, rental, minimum royalty and royalty requirements of Federal
leases committed hereto and the regulations in respect thereto to conform said
requirements fo the provisions of this agreement.

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

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

under the terms hereof shall be deemed full performance of all obli-

gations for development and operation with respect to each and every
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part or separately owned Tract subject to this agreement, regardless of
whether there is any development of any particular part or Tract of the
Unit Area, notwithstanding anything to the contrary in the lease, oper-
ating agreement or other contract by and between the parties hereto, or
their respective predecessors in interest, or any of them.

(b} Drilling, producing or secondary recovery operations performed here~
under upon any Tract of Unitized Land shall 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 land therein embraced.

(¢) sSuspension of drilling or producing operations on all Unitized Land
pursuant to direction or consent of the Supervisor or his duly authorized
representatives, shall be deemed to constitute such suspension pursuant
to such direction or consent as to each and every Tract of Uanitized Land.
(d) Each lease, sublease, or contract relating to the exploration, drill-
ing, development or operation for oil and gas which by its terms might
expire prior to the termination of this agreement, is hereby extended
beyond any such term so provided therein, so that it shall be continuved
in full force and effect for and during the term of this agreement,

(e) Termination of this agreement shall not affect any lease which,
pursuant to the terms thereof or any applicable laws, shall continue in
force and effect thereafter.

(f) Any lease which is made subject to this agreement shall continue in
force beyond the term provided therein as to the lands committed hereto
as long as such lands remain subject hereto.

(g) The segregation of any Federal lease comnitted to this agreement

is governed by the following‘provision in the fourth paragraph of Sec-
tion 17 (J) of the Mineral Leasing Act, as amended by the Act of Sep-
tember 2, 1960, (T4 Stat..781-T8%): "Any (Federal) lease heretofore or
hereafter committed to any such (unit) plan embracing lands that are in
part within and in part outside of the area covered by any such plan
shall be segregated into separate leases as to the lands committed and
the lands not committed s of the effective date of waitization: Fro=

vided, however, that any such lease as to the nonunitized portion shall

continue in force and effect for the term thereof bixt for not less than
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two years from the date of such segregation and so long thereafter as
oil or gas is produced in paying quantities.”

SECTION 21. COVENANTS RUN WITH LAND: The éovena.nts herein shall be con=

strued to be covenants running with"lche land with respect to the interests of
the parties hereto and their successors in interest until this agreement ter-
nminates, and any grant, transfer or conveyance of interest in land or leases
subject hereto shall be and hereby is conditimed upon the assumption of all
privileges and obligations hereunder by the grantee, transferee, or other
successor in interest, No assignment or transfer of any Working Interest sub-
Jject hereto shall be binding upon Unit Operator until the first day of the
calendar month after Unit Operator is furnished with the original, or accept-
able photostatic or certified copy, of the recorded instrument of transfer;
and no assignment or transfer of any Royalty Interest subject hereto shall be
binding upon the Working Interest Owner respozisible therefor until the first
day of the calendar month after sald Working Interest Owner is furnished with
the original, or acceptable photostatic or certified copy, of the recorded
instrument of transfer.

SECTION 22. EFFECTIVE DATE AND TERM: This agreement shall become bind-

ing upon each party who executes or ratifies it as of the date of execution or
ratification by such party and shall become effective as of 7:00 AM, of the
first day of the month next following:
(a) The execution or ratification of this agreement and the Unit Operat-
ing Agreement by Working Interest Owners having a combined Unit Partici-
pation of at least eighty-five percent (85%), and the execution or ratis
fication of this agreement by Royalty Owners owning a cambined interest
of at least seventy percent (70%) of the Royalty Interest in said Unit
Area; and
(b) The approval of this agreement by the Commission and the Director;
and |
(¢) The filing of at least one counterpart of this agreement for record
in the office of the County Clerk of Eddy County, New Mexico, by the Unit
Operato:;'; and
(4) The fillng with the Supervisor and in the office of the County Clerk
of Eddy County, New Mexico, of a certificate by Unit Operator to the ef-

fect that (a), (b) and (c) above have been accomplished, and stating the
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effective date hereof;
and provided, further, that if (a), (b), (¢) and (d) above are not accomplished
on or before July 1, 1967, this agreement shall expire ipso facto on said date
(nereinafter called “expiration date") and thereafter be of no further force
and effect. ' '

The term of this agreement shall be for and during the time that Unitized
Substances are or can be produced in paylng quantities from the Unit Area and
as long thereafter as drilling, reworking or other operations (including secon-
dary recovery operations) are prosecuted thereon without cessation of more than
ninety (90) consecutive days, and so long thereafter as unitized substances are
or can be produced as aforesaid, unless sooner terminated by Working Interest
Owners in the manner provided hereinafter,

This agreement may be terminated at any time with the approval of the Di-
rector by Working Interest Owners having &t least ninety percent (90%) Unit
Participation, as determined from Exhibit "B". Notice of such termination shall
be given by Unit Operator to all parties héréto.

Upon termination of this agreement, the further development and opera-
tion of the Unit Area as a Unit shall be abandoned, Unit Operations shall
cease, and thereafter the parties hereto shall be governed by the terms and
provisions of the leases and contracts affecting the separate Tracts,

Unit Operator shall, within thirty (30) days after the termination date
of this agreement, file for record in the office where & counterpart of this
agreement is recorded, a certificate to the effect that this agreement has
terminated according to its terms and stating further the terminatim date.

If not otherwise covered by the leases unitized under this agreement,
Royalty Owners hereby grant Working Interest Owners a period of six (6) months
after terminaetim of this agreement in which to salvage, sell, distribute or
otherwise dispose of the personal property and facilities used in connection
with Unit operations.

SECTION 23. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION: The Direc-

tor is hereby vested with authority to alter or modify from time to time in
his discretion the quantity and rate of production under this agreement when
such quantity aud rate of productiocu under this sgreement 1s not fixed pursy-
ant to Federal or State law or does not conform to any state-wilde voluntary
conservation or allocation program, which is established, recognized, and gen-

erally adhered to by the majority of cperators im such State, such authority
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being hereby limited to alteration or modification in the public interest, the
purpose thereof and the public interest to be served thereby to be stated in
the order of alteration or modification. Without regard to the foregoing, the
Director is also hereby vested with authority to alter or modify from time to
time in his discretion the rate of prospecting and development and the quantity
and rate of production under this sgreement when such alteration or modifice~
tion 1s in the interest of attaining the conservation objectives stated in
this agreement and is not in violation of any appliceble Federal or State Law.

Powers in this Section vested in the Director shall only be éxercised. af-
ter notice to Unit Operator and opportunitj f_or hearing t0 be held not less
than fifteen (15) days from notice,

SECTION 24, NONDISCRIMINATION: In connection with the performance of

vork under this agreement, Unit Operator agrees to comply with all of the pro-
visions of Section 202 (1) to (7) inclusive of Executive Order 11246 (30 F.R.
12319), vhich are incorporated by reference in this agreement. '

SECTION 25. APPEARANCES: Unit Operator shall have the right to appear
for or on behalf of any and all interests affected hereby before the Commis-
sion, and the Department, and to appeal from any order issued under the rules
and regulations of the Commission, or the Department, or to apply for relief
from any of sald rules and regulations or in any proceedings relative to op~
erations before the Commission, or the Department, or any other legally consti-
tuted authority; provided, however, that any other interested party shall also
heve the right at his or its own expense to be heard in any such proceedings.

SECTION 26, NOTICES: All notices, demands, objections or statements
required hereunder to be given or rendered to the parties hereto shall be
deemed fully given if made in writing and personally delivered to the party
or parties or sent by postpaid certified mail addressed to such party or par=
ties at their respective addresses set forth in connection with the signatures
hereto or to the ratification or consent hereof or to such other addrees as
any such party or parties may have furnished in writing to the party sending
the notice, demand or statement,

SECPION 27. NO WAIVER OF CERTAIN RIGHTS: Nothing in this agreement

contained shall be construed as & weiver by any perty hereto of the right to
assert any legal or constitutional right or defense as to the validity or
invalidity of any law of the State wherein said unitized lands are located,

or rules or regulations issued thereunder in any way affecting such party,
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or as a waiver by any such party of any right beyond his or its authority to
waive; provided, however, that each party hereto covenants that during the
existence of this agreement such party will not resort to any action at law or
in equity to partition the Unit Area or the facilities used in the development
or operation hereof and to that extent waives the benefits of all laws author-
izing such partition.

SECTION 28. UNAVOIDABLE DELAY: All obligations under this agreement

requiringb the Unit Operator to cominence or continue secondary recovery opera-
tions or to operate on or produce Unitized Substances from any of the lands
covered by this esgreement shall be suspended while, but only so long as; the
Unit Operator despite the exercise of due care and diligence is prevented from
complying with such obligations, in whole or in part, by strikes, acts of God,
Federal, State or municipal law or agency, unavoidable accident, uncontrollable
delays in transportation, inability to obtain necessary materials in open market,
or other matters beyond the reasonable control of the Unit Operator whether
similar to matters herein enumerated or not.

SECTION 29. LOSS OF TITLE: In the event any Tract ceases to have suf-

ficient Working Interest Owners or Royalty Owners committed to this agreement

to meet the conditions of Section 13, TRACTS QUALIFIED FOR UNIT PARTICIPATION,
because of failure of title of any party hereto, such Tract shall be automa-

tically regarded as not committed to this agreement effective as of T:00 AM,

on the first day of the calendar month in which the failure of title is finally
determined; provided, however, that such Tract shall not be so regarded if said

Tract can be requalified for admission under Section 13, TRACTS QUALIFIED FOR

UNIT PARTICIPATION, within ninety (90) days after the date on which such title failure
was finally determined. '

If any such Tract cannot be so requalified, Unit Operator shall revise
the schedule previously filed with the Director setting forth the Tracts com-
mitted hereto and Unit Operator shall also revise Exhibit "B" to vshow the
tracts in the Unit Area that remain commited hereto and the Tract Partici-
pation of each said Tracts, which revised Tract Participation shall be cal-
culated and determined on the basis that the Tract Participation of each of
said Tracts shall remain in the same ratio one to the other. Copies of the

revised schedule and exhibit shall be filed with the Director and same shall
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be effective as of T:00 AM, on the first day of the calendar month in which
such failure of title is finally determined.

If title to & Working Interest fails, the rights and obligations of
Work:l.ng Interest Owners by reason of such failure shall be govermed by the
Unit Operating Agreement. If title to a Royalty Interest fails, but the
Tract to which it relates remains committed to this agreement, the party
whose title failed shall not be entitled to participate hereunder insofar as
its participation is based on such lost Royalty Interest,.

In the event of a dispute as to the title of any Working Interest or
Royalty Interest subject hereto, payment or delivery on 'account'thereof may
be withheld without liability or interest until the dispute is finally settled;
provided, that as to Federal land or lesases, no payments of funds due the
United States of America shall be withheld, but such funds shall be deposited
as directed by the Supervisor to be held as unearned money pending final settle-
ment of the Title dispute, and then applied as earned or returned in accordance
with such final settlement.

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

SECTION 30. NONJOINDER AND SUBSEQUENT JOINDER: If the owner of any

interest in a Tract within the Unit Area fails or refuses to subscribe or
consent in writing to this agreement;, such Tract shall not be deemed committed
t0 this agreement unless such Tract may be and is qualified as provided in
Section 13, TRACTS QUALIFIED FOR UNIT PARTICIPATION, hereof. Joinder in the
Unit Agreement by & Working Interest Owner, at any time, mist be accompenied
by a.pprépriate Joinder to the Unit Operating Agreement in order f‘or the interest
to be regarded as effectively committed to this Unit Agreement. Joinder by any
owner of a Royalty Interest, at any time, must be accompanied by appropriate
Jjoinder by the ocwner of the corresponding Working Interest in order for the
interest to be regarded as committed hereto.

Any o0il or gas interest in the Unitized Formation in lands within the
Unit Area not committed hereto prior to final approval of this agreement by
the Director mey thereafter be committed heretq upon compliance with the
applicable provisions of Section 13, TRACTS QUALIFIED FOR UNIT PARTICIFPATION,
hereof, within a period of two (2) months thereafter, on the same basis of

participation as provided for in Section 12, TRACT PARTICIPATION, and as set

-21-



forth in Exhibit "B", by the owner or owners thereof subscribing or consenting
in writing to this agreement, and if the interest is a Working Interest, by the
owner of such interest subscribing also to the Unlt Operating Agreement.

SECTION 3. COUNTERPARTS: This agreement may be executed in any number

of counterparts, no one of which needs to be executed by all parties and may be
ratified or consented to by separate instrument in writing specifically referring
hereto, and shall be binding upon all those parties who have executed such a
counterpart, ratification or consent hereto with the same force and effect as

if all parties had signed the same document, and regardless of whether or not

it is executed by all other parties owning or claiming an interest in the lands
within the above described Unit Ares.

SECTION 32, JOINDER IN DUAL CAPACITY: Execution as herein provided by

any party either as a Working Interest Owner or as a Royalty Owner shall commit
all interests that may be owned or controlled by such partye.

SECTION 33. TAXES: Each party hereto shall, for its own account, render
and pey its share of any faxes levied against or measured by the amount or value
of the Unitized Substances produced from the unitized land; provided, however,
that if it is required or if it be determined that the Unit Operator or the
several Working Interest Owners must pay or advance said taxes for the account
of the parties hereto, it is hereby expressly agreed that the parties so paying
or advancing said taxes shall be reimbursed therefor by the parties hereto, in-
cluding Royalty Owners, who may be responsible for the taxes on their respeétive
allocated share of said Unitized Substances., No such taxes shall be charged
to the United States or to any lessor who has a contract with a lessee which
requires his lessee to pay such taxes.

SECTION 3k. CONFLICT OF SUPERVISION: Neither the Unit Operator noY the

Working Interest Owners, nor any of them, shall be subject to any forfeiture,
termimtion or expiration of any rights hereunder or under any leases or con-
tracts subject hereto, or to any penalty or liability on account of delay or
failure in whole or in part to comply with any applicable provisions thereof
to the extent that the sald Unit Operator or the Working Interest Owners, or
any of them, are hindered, delayed or prevented from complying the;'ewith by
reason of failure of the Unit Opersor to obtain, in the exeroise of due
diligence, the concurrence of proper representatives of the United States and

proper representatives of the State of New Mexico in and sbout any matters
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or things concerning which it is required herein that such concurrence be ob-
tained.
SECTION 35. BORDER AGREEMENTS: Unit Operator, with concurrence of Work=

ing Interest Owners having a combined Unit Participation of seventy-five percent
(75%) or more, may, subject to approvel of the Supervisor, enter into & border-

protéction agreement or agreements with the Working Interest Owners of adjacent

lands along the exterior boundary of the Unit Area with respect to the opera-

" tions in the border area for the maximum ultimate recovery, conservation purposes

(

. ";4 4

and proper protection of the parties and interests.

SECTION 36 NO PARTNERSHIP: The duties, obligations, and lisbilities

of the parties hereto are intended to be several and not jolnt or collective.
This agreement is not intended to create, and shall not be construed to create,
an association or trust, or to inpose a partnership, duty, obligation, or lia-
bility with regard to any one or more of the parties hereto, Each party hereto
shall be individually responsible for its own obligations as herein provided.
SECTION 37 LIEN OF UNIT OPERATOR: Unit Operator shall have a lien

upon the interests of Working Interest Owners in the Unit Area to the extent

provided in the Unit Operating Agreement.
IN WITNESS WHEREQOF, the parties hereto have caused this agreement to be
executed as of the date first above written and have set opposite their res-

pective names the date of execution.

MAXWELL OIL COMPANY

j@, MW
V¥, @. McCanmon - Vice-President

KEWANEE OIL COMPANY

Byt . it i ALD
- Cﬁ ’(f(ﬂ 0?2///“(/4 " T3J.M. HARBISON _ VICE PRESIDENT

[

s \-\l\l

Datem:eeuted ’1=12-67

' ROY CHARLESWORTH
Da‘be Executed-
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STATE OF TEXAS ]

COUNTY OF TARRANT {

The foregoing instrument was acknowledged before me this yzi 74 day of

Ay ittt , 1966, by Y. Q. McCammon, Vice President of MAXWELL OIL
COMPANY, & corporation, on behalf of said corporation.

(5 ~
“ ¢ !
. oM

U oA L ,

:‘\?\ ,\cemi ,lion Expires: .
S N ‘/%‘

$F e i , £
b Ul /, L7267 Nopary Pubiic
B f : KAY CAPPS, Notary Public
ORI in and for Tarrant County, Texas

The foregoing instrument was acknowledged before me this Jr~ day of

» 19,9, by “J. M. HARBISCN vice President of
S NEE OIL COMPANY, a ¢ ration, on benalf of said corporation.

L .-

My Comission Expires:

5o

SR o My‘;éoa'".'.._n‘.?:sion expires July 31, 1969 ' N Pub.

,“‘» v

STATE OF TEXAS

COUNTY OF ECTOR

The foregoing instrument was acknowledged before me this Zé% day of
| i » 1947, by ROY CHARLESWORTH.

My Commission Expires; = ; 3 / % ’

R ¥i Notary Pubiic
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