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AMBASSADOR OfL CORPORATION
. PEARSALL_QUEEN SAND UNIT.

WELt No. WeeL No. WeLL No. WeLL No. WeLL No.
| =2 3=1 4.2 LA-i 9-|
1,051'=8 5/87 1,119'-8 5/8" 1,015'-8 5/8"| 1,116'-8 5/81 73'- 8 5/8"

50 sxs.cMT,

75 sxs.cMT.

-

100 sxs,cMT.

15 sxs. ¢MT,

100 sxs.cMT.

3,650 ="

|00 sxs,cMT.

3,500 -7"

100 sxs.cMT,

3,4701-7"

200 sxs.cMT.

3,500 -7"

00 sxs. cMT.

3,789 55"

250 sxs. cMT)

EXHIBIT nCn
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]  State of New Mexico

Commissioner o[ PUI)[K: Lamc{s

E. 8. JOHNNY WALKER
COMMISSIONER

TeRex-1o1
SANTA FE, NEW'MEXICO

—

august 22, 1963

Ambassador 0il Corporation
Ambassador Building

P. O. Box 9338

Fort Worth 7, Texas

Re: Proposed Pearsall Queen
Sand Unit, Lea County,
New Mexico

Attention: Mr, E. A. Riley

Gentlemen:

This office approves as to form and content the Pearsall
Queen Sand Unit Agreement. Our approval is subject to
certain revisions in the Unit form which I requested and
Mr. Riley informs me have been made.

This office has not as yet received notification of
designation of the Unit Area by the United States Geological

Survey.

Please submit a fee of Fifteen ($15.00) Dollars for the
filing of this Agreement.

Very truly yours,

-
BEFORE EXAMINER NUTTER| .-
| CIL CONSERVATION COMMISSTON COMMISSIONER OF PUBLIC LANDS
Lz mxHBITNO. (& N T
T e, b,»,gp iy &Jf c‘?;‘?'*?’ BY: YT B
AT A ) (Mrs.) Marian M. .Rhea, Supervisor

Unit Division
ESJW/mmr/m
cc: United States Geological Survey

0il Conservation Commission



UNITED STATES
DEPARTMENT OF THE INTERIOR
GEOLOGICAL SURVEY

WASHINGTON 25, D. C. )
RUG 2 6 1963
Lmbassador Oil Corporation OAdm: e
P, 0. Box 9338 DPrad:_......_.w.'-;
Tort Worth, Tex 0 MaE e
soxt » Lexas [ o R
[ 31—

IN REPLY REFER TO:

Lttention: Mr., E. A, Riley
Centlemen:

Your application of April 50 filed with the Regional 0il and Gas
Supervisor, Roswell, New Mexico, requests the designation of 1,000
zcres, more or less, Lea County, New Mexico, as logically subject
to operation under the unitization provisions of the Mineral Leas-
ing Act as amended, and acceptance of the proposed form of unit
agreement. The General Land Cffice plat dated August 14, 1914,
shows ¢ unit area to contain 1,001.69 acres,

The land outlined on your plat marked "Pearsall Queen Sand Unit,
Lea County, New Mexico' is acceptable as a logical unit area for
secondary recovery purposes.

Unitization for the purposc of conducting secondary recovery opera-
tions by water flooding will be limited to the Queen sand as identi-
fied in section 2Z(h) of the proposed unit agreement form., The area
to be unitized, developed by Z0 wells completed in the Queen sand,
contains 761.69 acres of Tederval land (76.04 percent) and 240 acres
of State land (23.96 percenc)y. You estimate an additional 957,489
barrels of oil will be red by the secondary recovery project
over and above the tota t of 0il tc be recovered by the
primary production nhasc.

Rarticipation - . e gualified tracts within
che unit arcs . L L. L. L sases as defined 1. scection 12 of tho
proposed unl . fITLeLEnT [0

Your proposcd foxm of

of the stondazrd

cover conditions

sroducing unit

colored pencil and/oxr by . .oaohe
8 a .

ers, It is understood that
"Jleimate Primary Recovery"

S tarrels, respectively, appearing in
section 2 of . srop f [z agreement Zovm are subject to correc-
tion. Cne co3, ’ riked form is returned herewith, and the
remaining copie zetained for distribution to the aoproprlate
offices of the Js...uzical Survey.

the ”Remalnlr

S0 BEFORE EXAMINER NUTTER
CliL CONSEPVATION COMN!SSLuN

JJ
& éﬁg’ﬁ EXHIBIT NO.. -
CA:E [\@/ &G% - C’-J

Al
-




Iu cthe absence of any type of land requiring special provisions

or any objections not now apparent, a duly executed agreement con-
formed to the marked copy and accompanied by an acceptable alloca-
-tion schedule calculated in accordance with the participation formula
willl be approved if submitted in approvable status within a reasonable
period of time. However, the right is reserved to deny approval of
any executed agreement which, in our opimnion, does not have the full
commitment of sufficient lands to afford effective control of the
secondary recovery operations, ’

Include the latest status of all acreage when the executed agrce-
ment is submitted for approval., The format of the sample exhibits
attached to the 1961 reprint of the standard form should be followed
closely in preparation of Exhibits A and B.

Inasmuch as this unit area contains State of New Mexico lands, we are
sending a copy of this letter to the Commissioner of Public Lands
at Santa Fe and you are requested to contact the State of New Mexico
before soliciting joinders,

Sincerely yours,

Acting Director
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UNIT AGREEMENT
PEARSALL QUEEN SAND UNIT
Lea County, New Mexico
(f%zgx:4§‘565;l
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Drainage
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE
PEARSALL QUEEN SAND UNIT
Lea County, New Mexico

NO.

TETS AGREEMENT, entered into as of the day of s 1963,
by and detween the parties subscribing, ratifying or consenting hereto, and
herein referred to as "Parties Hereto",

WITNESSETH :

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

WHZREAS, the Commissioner cf Public Lands of the State of New Mexico is
authorized by an Act of the Legislature (Sec. 3, Chap. 88, Laws 1943 as amended
by Sec. 1 of Chap. 162, Laws of 1951, Chap. 7, Art. 11, Sec. 39, N.M.S. 1953
anno) to congent to or approve this Agreement on behalf of the State of New
Mexico., insofar as it covers and includes lands and mineral interests of the
State of New Mexico; and,

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is
authorized by an Act of the Legislature (Sec. 3, Chap. 88, Laws of 1943, as
amended by Sec. 1, Chap. 162, Laws of 1951, Chap. 7, Art. 11, Sec. 41, N.M.S.
1953 anno) to amend with the approval of the lessee, any oil and gas lease
embracing State lands so that the length of the term of said lease may coincide
with the term of such unitized development and operation of State lands; and,

WHEREAS, the 0il Conservation Commission of the State of New Mexico is
authorized by law (Chap. 72, Laws of 1935, as amended by Chap. 193, Laws of
1937, Chap. 166, Laws of 1941, and Chap. 168, Laws of 1949) to approve this
Agreement., and the conservation provisions hereof:; and,

WHEREAS, the Mineral Leasing Act of February 25, 1920, (41 Stat. 437, as
amended, 30 U.S.C. Sections 181 et seq.) authorizes Federal lessees and their
represertativeg to unite with each other or jointly or separately with others
in cecliectively adepring and operating a cooperative or unit plan cf develop-
ment or operation of any oil or gas pool, field or like area or any part
therec? for the purpose of more properly conserving the natural resources
thereof wherever determined and certified by the Secretary of the Interior to

be necessary or advisable in the public interest; and,



WHEREAS, the parties hereto hold sufficient interests in the Pearsall Queen
Sand Unit covering the land hereinafter described to give reasonably effective
control of operation therein; and,

WHEREAS, it is the purpose of the parties hereto, to enable institution and
consummation of secondary recovery operations, conserve natural resources, prevent
waste and secure the other benefits obtainable through development and operation
of the area subject to this Agreement under the terms, conditions and limitations
herein set forth.

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

SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of

February 25, 1920, as amended, supra, and all valid, pertinent regulations,
including operating and unit plan regulations, heretofore issued thereunder and
valid, pertinent and reasonable regulations hereafter issued thereunder are
accepted and made a part of this Agreement as to Federal lands, provided such
regulatiors are not inconsistent with the terms of this Agreément; and as to
non-Federal lands, the o0il and gas operating regulations in effect as of the
effective date hereof governing drilling and producing operations, not inconsis-
tent with the terms hereof or the laws of the State in which the non-Federal
land is located, are hereby accepted and made a part of this Agreement.

SECTION 2. UNIT AREA AND DEFINITIONS. For the purpose of this Agreement,

the following terms and expressions as used herein shall mean:

(a) "Unit Area" is defined as those lands specified on Exhibit "A" hereof,
and such land is hereby designated and recognized as constituting the Unit Area;
the lands described in said Exhibit "A" are described as:

NEW MEXICO PRINCIPAL MERIDIAN, NEW MEXICO

LEA COUNTY, NEW MEXICO

T-18-S, R-32-E

Sec. 4: NW/4; S/2 NE/4 & NW/4 NE/4
Sec. 5: NE/4; N/2 SE/4; SW/4 SE/4; E/2 SW/4; E/2 NW/4

T-17-5, R-32-E

Sec. 32: SE/4; E/2 SW/4

and containing 961.69 acres, more or less.

Rev. 1/9/64



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

{(c) "Commission" is defined as the 0il Conservation Commission of the
State of New Mexico.

(d) "Director" is defined as the Director of the United States Geological
Survey.

(e) YSecretary" is defined as the Secretary of the Interior of the Uniced
States of America.

() ”Departmenf'is defined as the Department of the Interior of the United
States of America.

(g) "Supervisor' is defined as the 0il and Gas Supervisor of the United
States Geological Survey.

(h) "“Queen Sand" is defined as and shall mean that heretofore established
underground reserveir, a member of the Guadalupe Series, a part of the Permian
System, which is found from 3655 to 3693 feet, in the John M. Beard Pearsall
Federal #1 Well, located in the Northwest Quarter of the Northeast Quarter (NW/4
NE/4) of Secrion 4, Township 18 South, Range 32 East, Lea County, New Mexico,
N.M,P.M,

(i) "“Unitized Formation" is defined as that portion of the Queen Sand plus the
immediate ninety sgven foot interval below effectively committed to this Agreement.

(i) ‘“‘Unitized Substances" is defined as and shall mean all of the oil and
gas contained in or produced from the Unitized Formation.

(k) "Current Production Rate" is defined as that rate of production of the
Unitized Substances, in standard 42 gallon U.S. barrels, between 7:00 A.M. April
1, 1963, and 7:00 A.M. October 1, 1963, (as determined by the Commission’s monthly
reports, Form C-115).

(1) YRemaining Primary Reserves"™ is defined as that amount of Unitized Sub-
stances . 85,665 barrels, less any amount attributed to tracts which do not qualify,
which will be produced from the Unitized Formation underlying the said Unit Area
and run to the pipeline from 7:00 A.M, July 1, 1963, to an economic producing
rate of 60 barrels of oil per well per month (as determined by the duly appointed
Engineering Subcommittee of the said Unit utilizing the conventional production
decline curve extrapolation method).

(m) "Ultimate Primary Recovery" is defined as that amount of Unitized Sub-
stances, 986,801 barrels, less any amount attributed to tracts which do not qualify,
which will be produced from the Unitized Formation underlying the said Unit Area
and run to the pipeline from inception of production to an economic producing rate
of 60 barrels of oil per well per month (as determined by the Commission's monthly
reports, Form C-115 and the duly appointed Engineering Subcommittee of the said
nit utilizing the conventional production decline curve extrapolation method).

(n) "“Productive Surface Acres' is defined as that amount of surface acres
within the boundaries of the said Unit which have been determined to be capable
of producing Unitized Substances from the Unitized Formation (as determined by
the duly appointed Engineering Subcommittee of the said Unit utilizing conventional
engineering and geological information).

(o) "Usable Well" is defined as a well which is now completed in the Unitized
Formation (as defined), and which has production casing in it, properly placed and
cemented so as to afford a means of effectively producing oil or gas from or injec-
ring water into the Unitized Formation. Such well must be in an active or tempor-
arily abandoned condition at this time. No permanently plugged and abandoned wells
to be acczptable as usable wells.

(p) YPhase I" is defined as that period of time between 7:00 A.M. of the

effective date of this Agreement and 7:00 A.M. of the first day of the month next

-3
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following the month in which the Remaining Primary Reserves, 85,665 barrels, have
been produced (as determined by the Commission’s monthly reports, Form C-115).
During this period of time, Phase 1 of the Schedule of Unit Participation as shown.
on Fxhibit "C" will be in effect. :

(q) "Phase II" is defined as that period of time between 7:00 A.M. of the
first day of the month next following the month in which the Remaining Primary
Reserves. 83,665 barrels, have been produced (as determined by the Commissiongﬁ
monthly reports, Form C~115) and the date of termination of- this Agreement. During
this period of time, Phase II of the Schedule of Unit Participation as shown on

Exhibit ¥C" will be in effect.

(r) "Working Interest" is defined as the right to search for, produce and
acquire Unitized Substances, whether held as an incident of ownership of mineral
fee simple title, under an oil and gas lease, or otherwise held.

(s) '"Working Interest Owner" is defined as and shall mean any party owning
a Working Interest, including a carried working interest owner, holding an interest
in Unitized Substances by virtue of a lease, operating agreement, fee title or
otherwise., which interest is chargeable with and obligated to pay or bear, either
in cash or out of production, or otherwise, all or a portion of the cost of drill-
ing, developing and producing the Unitized Substance from the Unitized Formation
and operating thereof hereunder.

{(t) ™MRovalty Interest" or "Royalty" is defined as an interest other than a
Working Interest in or right to receive a portion of the Unitized Substances or
the proceeds rhereof and includes the royalty interest reserved by the lessor by
an 0il and gas lease and any overriding royalty interest, oyl payment interest,
net profirs contracts, or any other payment or burden which does not carry with it
the right to search for and produce Unitized Substances.

(u) "“Royalty Owner" is defined as and shall mean the owner of a Royalty
Interest.

(v) "Unit Operating Agreement" is defined as and shall mean any agreement
or agreements (whether one or more) entered into (separately or collectively) by
and between Unit Operator and the Working Interest Owners as provided in Section 9
(Accounting Provisions and Unit Operating Agreement), infra, and shall be styled
“"Unit Operating Agreement, Pearsall Queen Sand Unit, Lea County, New Mexico".

(w) "Paying Quantities" is defined as production of Unitized Substances in
quantities sufficient to pay for the cost of producing same from wells on the uni-
tized land.

(x) "“Unit Manager* is defined as the person or corporation appointed by the
Working Interest Owners to perform the duties of the Unit Operator until the selec-
tion and qualification of a successor Unit Operator as provided for in Section 8§
(Successor Unit Operator) hereof.

(v) YTract Participation™ is defined as that percentage of Unitized Substances
produced from the Unitized Formation which is allocated to a Tract under this Agree-
ment.

(z) "Unit Participation™ of each Working Interest Owner is defined as the
sum of the percentages obtained by multiplying such Working Interest Owner's
fractional Working Interest in each tract by the Tract Participation of such tract.

SECTION 3. EXHIEITS. Exhibit "A" attached hereto is a map showing, to the
extent known to the Unit Operator, the Unit Area and the boundaries and identity
of tracts and leases in said Unit Area. Exhibit "“B" attached hereto is a schedule
showing to the extent known to the Unit Operator, the acreage comprising each tract,

percentage ownership of each Working Interest Owner in each tract and kind of owner-

ship of 0il and gas interests. However, nothing herein or in the said schedule or

Rev 1/9/64 wlye



in said map or schedule as owned by such party. Exhibit "C" attached hereto

is a schedule showing to the extent known to the Unit Operator, the Tract
Participation of each Tract and the Unit Participation of each Working Interest
Owner during Phase I and Phase II of participation in the said Unit. Exhibits
A", "B", and "C" shall be revised by the Unit Operator whenever changes render
such revision necessary, and at least two copies of such revision shall be
filed with the Commissioner, and not less than six copies thereof shall be
filed with the Supervisor.

SECTION 4. EXPANSION. The above-described Unit Area may when practicable
be expanded to include therein any additional tract or tracts regarded as reason-
ably necessary or advisable for the purposes of this Agreement. Such expansion
shall be effected in the following manner:

(a) The Working Interest Owner or owners of a tract or tracts
desiring to bring such tract or tracts into this Unit, shall file
an application therefor with Unit Operator requesting such admission.

(b) Unit Operator shall circulate a notice to each Working
Interest Owner of the proposed expansion, setting out the basis for
admission, the unit participation to be assigned to each such tract,
and other pertinent data. After negotiation (at Working Interest
Ownere' meeting or otherwise) if 90 per cent of the Working Interest
Owners (on the basis of unit participation) have agreed to such tract
or tracts being brought into the Unit, then Unit Operator shall:

(1) After preliminary concurrence by the Director, prepare
a notice of proposed expansion describing the contemplated changes
in the boundaries of the Unit Area, the reason therefor, the basis
for admission of the additional tract or tracts, the tract partici-
pation to be assigned thereto and the proposed effective date
thereof, preferably the first day of a month subsequent to the
date of nctice; and,

(2) Deliver copies of said notice to the Commissioner, the
Supervisor, each Working Interest Owner, Lessee and Lessor whose
interests are affected, (mailing copy of such notice to the last
known address of each such Owner) and to the Lessee and Lessor
whose interests are proposed to be committed, advising such
parties who are already committed that thirty (30) days will be
allowed for submission to the Unit Operator of any objection to
such proposed expansion and soliciting joinders from the cwners
of interests in the lands to be admitted; and,

{3) File, upon the expiration of said thirty (30) day
period as set out in (2) immediately above and provided that
objections of not more than ten per cent (10%) of the Working
Interest Owners have been filed thereto, with the Commissioner,
Director and the Commission the following: (a) Comprehensive
statement as to mailing said notice of expansion; (b) An appli-
cation for such expansion in sufficient number for appropriate
approval and distribution; and (c¢) An instrument containing the
appropriate joinders irn compliance with the participation require-
ments of Section 13 (Tracts Qualified for Unit Participation) and
Section 30 (Nonjoinder and Subsequent Joinder), infra:

provided, however, if a dissenting Working Interest Owner owns more than a ten

=5=



per cert (10%)} vori=ng interest. 1t must be icined in such dissent by at least
one other Werking Interest Owner.

The expansion shall. afcer dus ccrzideration of all pertize~t information
and upon approval by tre Commissicner snd the Director and the Ccmmission, be-
come effective as of the date prescribed in the notice therec! or on such other
more appropriate date as set by the Commissioner and the Direcror and Commission
in the order or instrument approving such expansion. The revised Tract Partici-
pations of the respesctive tractes included within the Unit Area prior to such

enlargement sghall remair in the same ratic one to another.

SECTION 5. UNITIZED LAND AND UNITIZED SUBSTANCES. All cil and gas in all

of the hereinabeve described and subsequently admitted land effectively committed

te this Agreemert, zre heveirn caillsd Trirized Subhsitances, inscfar only as the
same mav be found in the Queer :z3-d, tcgether with the pertivnent suriface rights,
are unitized under the verms of th-s A;

2
.

re

eprt and said land zhall constitute
land referrad tc hereim a3 "iricized Lsnd” cr "Land Subject to this Agreement".

SECTION 6. UNIT OPERATCR. Ambassader 0il Cerporation, s Delaware corpora-

tion, is hereby dssignaved as Unit Cpearstor, and by signing this instrument as
Unit Operator, it agrees and conzente to accept the duties and obligations of
Unit Operatvcr for the operation, development and production of Unitized Substances

as herein provided. Whenever vsference i

ek}

made herein to the Unit Operator, such
reference meang the Unit Operstcr acting in that capscity and net as an owner of
interest: 1in Unitized Substances, and the term "Working Interest Owner'" when used
herein shall include or refer te Unit Opervator as the owner cf a Working Interest
when such an interest 1g owned hy it,

SECTION 7. RESTGNATION OR_REMQVAL OF UNIT CPERATOR. Unit Operator shall

have the right tc resign ar any time, but guch resignatiocn shall not become
effective zo 2g te release Unit Operator from the duties and cbligatvions of
Urit Operator and rerminate Unit Operator’'s righte as such for a peried of six

(6} months afiter written notice c’ intention to resign has beer given by Unit

Operator tc all Working Interest Owners, the Commissionesr and the Supervisor,

2]
o

unless # new Urit Cperator shall Fsve taken cver and assumed the duties and
chligaticn: c¢f Unit COperator pricr tc the expiration of said period.

It or Zailure 1o the performance of its duties or cbligations

hereurder the U'=ic Operstor mav be subiect to removal by sevenry five per



cent (75%) of the committed Working Interest Owners (on the basis of Unit Parti-
cipation) exclusive of the Working Interest Owner who is the Unit Operator. Such
removal shall be effective upon notice thereof to the Commissioner and the Super-
visor.

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

The resignation or removal of Unit Operator under this Agreement shall not
terminate its right, title or interest as the owner of a Working Interest or other
interest in Unitized Substances, but upon the resignation or removal of Unit Ope-
rator becoming effective, such Unit Operator shall deliver possession of all equip-
ment, books, and records, materials, appurtenances 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
if its operation of the Unit Area) to the new duly qualified successor Unit Ope-
rator or to the Unit Manager if no 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 material, equipment and appurtenances
needed for the preservation of any wells. Nothing herein contained shall be
construed to relieve or discharge any Unit Operator who resigns or is removed
hereunder for any liability or duties accruing or performable by it prior to the
effective date of such resignation or removal.

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender

its resignation as Unit Operator or shall be removed as hereinabove provided, the
Working Interest Owners shall select a successor Unit Operator by a majority vote
of the Working Interest Owners (on the basis of Unit participation), provided no
Working Interest Owner who has been Unit Operator and who has been removed may

vote for self-succession. Such selection shall not become effective until (a) a
Unit Operator so selected shall accept in writing the duties and responsibilities
of Unit Operator, and (b) the selection shall have been filed with the Commissioner

and the Supervisor. If no successor Unit Operator or Unit Manager is selected and
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qualified as herein provided, the Commissioner and the Director, at their elect-
ion, may declare this Agreement terminated.

SECTION 9. ACCOUNTING PROVISTIONS AND UNIT OPERATING AGREEMENT. Costs and

expenses incurred by Unit Operator in conducting Unit operations hereunder shall
be paid, apporticned among and borne by the Working Interest Owners in accord-
ance with the Unit Operating Agreement. Such Unit Operating Agreement shall
also provide the manner in which the Working Interest Owners shall be entitled
to receive their respective proportionate and allocated shares of the benefits
accruing hereto 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 Opera-
ting Agreement shall be deemed either to modify any of the terms and conditions
of this Unit Agreement or to relieve the Unit Operator of any right or obligation
established under this Agreement, and in case of any inconsistency or conflict
between this Agreement and the Unit Operating Agreement, this Agreement shall
prevail., Two true copies of any Unit Operating Agreement executed pursuant to
this Section shall be filed with the Commissioner and three true copies thereof
shall be filed with the Supervisor, prior to approval of this Agreement.

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise

specifically provided herein, the exclusive right, privilege and duty of exer-
cising any and all rights of the parties hereto which are necessary or convenient
for prospecting for, producing, storing, allocating and distributing the Unitized
Substances are hereby delegated to and shall be exercised by the Unit Operator as
herein provided. Acceptable evidence of title to said rights shall be deposited
with said Unit Operator, and together with this Agreement, shall constitute and
define the rights, privileges and cbligations of ﬁnit Operator. Nothing herein,
however, shall be construed to transfer title to any land or to any lease or
operating agreement, it being understood that under this Agreement the Unit
Operator, in its capacity as Unit Operator, shall exercise the rights of posses-
sion 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 Agreement is reasonably proved to be

productive of Unitized Substances in paying quantities and that the object and
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purpose of this Agreement is to formulate and put into effect a secondary recovery
project in order to effect the greatest 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 Supervisor, and the Commissioner, inject into the
Unitizec Formation, through any well or wells completed therein, brine, water,
air, gas, oil and any one or more other substances whether produced from the

Unit Area 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 geo-
logic and petroleum engineering practices and conservation methods. After com-
mencement of secondary operations, Unit Operator shall furnish the Commissioner
and the Supervisor monthly, injection and production reports for each well in the
Unit, The Working Interest Owners, the Supervisor, and the Commissioner, shall
be furnished periodical reports on the progress of the plan of operation and any
revisions or changes thereto; provided, however, that any major revisions of the
plan of operation involving a basic deviation from the initial plan of operation
shall be subject to the consent and approval of the Working Interest Owners, the
Supervisor and the Commissioner.

The initial plan of operation shall be filed with the Supervisor and the
Commissioner concurrently with the filing of this Unit Agreement for final appro-
val. Said initial plan of operation and all revisions thereof shall be as com-
plete and adequate as the Supervisor and the Commissioner may determine to be
necessary for timely operation consistent herewith. Reasonable diligence shall
be exercised in complying with the obligations of the approved plan of operation.

Notwithstanding anything to the contrary herein contained, the Unit Operator
shall commence secondary recovery operations on the Unit Area within six (6)
months after the effective date of this Agreement, or any extension hereof appro-
ved by the Commissioner and the Supervisor. After such operations are commenced,
Unit Operator shall carry on such operations as would a reasonably prudent ope-
rator under the same or similar circumstances.

SECTION 12. TRACT PARTICIPATION. In Exhibit "C" attached hereto, there

are listed and numbered the various tracts within the Unit Area and set forth
opposite each tract is a figure which represents the Tract Participation allo-

cated to each tract in the Unit Area in Phase 1 and Phase II, calculated on one
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following the month in which the Remaining Primary Reserves, 85,665 barrels, have
been produced (as determined by the Commission's monthly reports, Form C-115).
During this period of time, Phase I of the Schedule of Unit Participation as shown.
on Exhibit "C" will be in effect.

(g) "Phase II™ is defined as that period of time between 7:00 A.M. of the
first day of the month next following the month in which the Remaining Primary
Reserves. 83,465 barrels, have been produced (as determined by the Commission’s
monthly reports, Form C-115) and the date of termination of- this Agreement. During
this period of time, Phase II of the Schedule of Unit Participation as shown on

"Exhibic "C" will be in effect.

{r) "Working Interest" is defined as the right to search for, produce and
acquire Unitized Substances, whether held as an incident of ownership of mineral
fee simple title, under an oil and gas lease, or otherwise held.

(s) "Working Interest Owner" is defined as and shall mean any party owning
a Working Interest, including a carried working interest owner, holding an interest
in Unitized Substances by virtue of a lease, operating agreement, fee title or
otherwise. which interest is chargeable with and obligated to pay or bear, either
in cash or out of production, or otherwise, all or a portion of the cost of drill-
ing, developing and producing the Unitized Substance from the Unitized Formation
and operating thereof hereunder.

{(r) ™Revalcty Intereést" or "Royalty" is defined as an interest other than a
Working Interest in or right to veceive a portion of the Unitized Substances or
the proceeds thereof and includes the royalty interest reserved by the lessor by
an 01l and gas lease and any overriding royalty interest, oyl payment interest,
net profits contracts, or any other payment or burden which does not carry with it
the right to search for and produce Unitized Substances.

(u) “Rovalty Owner" is defined as and shall mean the owner of a Royalty
Interest.

(v) "Unit Operating Agreement" is defined as and shall mean any agreement
or agreements (whether one or more) entered into (separately or collectively) by
and between Unit Operator and the Working Interest Owners as provided in Section 9
(Accountirg Provisions and Unit Operating Agreement), infra, and shall be styled
"Unit Operating Agreement, Pearsall Queen Sand Unit, Lea County, New Mexico".

(w) "Paying Quantities" is defined as production of Unitized Substances in
quantities sufficient to pay for the cost of producing same from wells on the uni-
tized land.

(x) "Unit Manager" is defined as the person or corporation appointed by the
Working Interest Owners to perform the duties of the Unit Operator until the selec-
tion and qualification of a successor Unit Operator as provided for in Section 8
(Successor Unit Operator) hereof,

(y) "“Tract Participation™ is defined as that percentage of Unitized Substances
produced from the Unitized Formation which is allocated to a Tract under this Agree-
ment.

{z) "Unit Participation* of each Working Interest Owner is defined as the
sum of the percentages obtained by multiplying such Working Interest Owner's
fractional Working Interest in each tract by the Tract Participation of such tract.

SECTION 3. EXHIBITS. Exhibit "A" attached hereto is a map showing, to the
extent known to the Unit Operator, the Unit Area and the boundaries and identity
of tracts and leases in said Unit Area. Exhibit "B" attached hereto is a schedule
showing to the extent known to the Unit Operator, the acreage comprising each tract,

percentage ownership of each Working Interest Owner in each tract and kind of owner-

ship of o1l and gas interests. However, nothing herein or in the said schedule or
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fied under {(a), against any and all claims and demands that

may be made by the nonjoining Working Interest Owners or

Royalty Owners. or both, on asccount cf the commitment and

joinder of such tract to the Unit Agreement, and operaticn

thereocf under such conditicns on the basis herein provided,

and to which 85% of the Working Interest Owners qualified

under (a), exclusive of the Working Interest Owner submit-

ting such tract, have approved the commitment of such tract

to this Unit Agreement.

if, on the effective date of this Agreement, there is any tract or tracts
which have not been effectively committed to or made subject to this Agreement
by qualifying as above provided, then such tract or tracts shall not be entitled
to participate hereunder. Unit Cperator shall, when submitting this Agreement
for final approval by the Commissicmer and the Director, or as soon thereafter
as practicable, file a schedule of those tracts which have been committed and
made subiect to this Agreement and are entitled to participate in Unitized
Substarces., Said schedule shall set forth opposite each such committed tract
the lease number or assignment number, the owner of record of the lease., The
Tract Participation of such tract shall be computed according to the partici-
pation formula set out in Section 12 (Tract Parcicipation) above. This schedule
of participation shall be a part of Exhibit "C" and upon approval theveof by the
Commissicner and the Supervisor or the Director shall become a part of this
Agreement and shall govern the allocation ¢f production of Uritized Substances

until a new schedule is so apprcved.

SECTION 14. ALLOCATION OF UNITIZED SUBSTANCES. All Unitized Substances

produced and saved (less, save and except any part of such Unitized Substances
used in conformity with gooed cperating practices on unitized laund for drilling,
operating, camp, and other production or development purposes and for pressure
maintenance or unavoidable loss) shall be apportioned among and allocated to

the committed tracts within the Unit Area in accordance with the resgpective
tract participation effective hereunder during the respective periods such
Unitized Substances were produced, as set forth in the schedule of participation
in Exhkibit "C". The zmount of Unitized Substances sc allocated to each tract,
and onlv that amcunt (regardless cf whether it be more or lesz than the amount
of the actual production of Unitized Substances from the well or weils, if any,
on such tract)} shall, for all intents, uses and purposes, be deemed to have been
produced from such tract.

The Unirvized Substances allccated to each tract shall be distributed among,
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or accounted for to, the parties executing, consenting to or ratifying this
Agreement entitled to share in the production from such tract in the same manner,
in the same proportions, and upon the same conditions, as they would have parti-
cipated and shared in the production from such tracts, or in the proceeds thereof,
had this Agreement not been entered into; and with the same legal force and
effect.

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

If the Working Interest and the Royalty Interest in any tract are 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 absence of a recordable instrument executed by all owners and furnished to
Unit Operator fixing the divisions of ownership, be divided among such parcels
or portions in proportion to the number of surface acres in each.

The Unitized Substances allocated to each tract shall be delivered in kind
to the respective Working Interest Owners and parties entitled thereto by virtue
of the ownership of o0il and gas rights therein. Each Working Interest Owner and
the parties entitled thereto shall have the continuing right to receive such
production in kind at a 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 necessary facilities for that purpose on unitized land,
provided the same are so constructed, maintained and operated as not to interfere
with operations carried on pursuant hereto. Subject to Section 15 (Royalty Settle-
ment) hereof, any extra expenditure incurred by Unit Operator by reason of the
delivery in kind of any portion of the Unitized Substances shall be borne by the
party receiving the same in kind. In the event any party hereto shall fail to
take or otherwise adequately dispose of its proportionate share of the production
from the Unit Area currently as and when produced, then so long as such conditions
continue, Unit Operator, for the account and at the expense of such party and in
order to avoid curtailing the operations of the Unit Area, may sell or otherwise

dispose of such production to itself or others on a day-to-day basis at not less

-12-



than the prevailing market price in the area for like production, and the account
of such party shall be charged therewith as having received such production. The
net proceeds, if any, 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 if the same is sold or purchased by Unit Operator, shall be responsible for
the payment of all Royalty on the lease or leases and tracts contributed by it
and received into the Unit, and each such party shall hold each other party here-
to harmless against all claims, demands and causes of action for such Royalty on
the lease or leases and tracts contributed by it and received into the unitized
land.

If, after the effective date of this Agreement, there is any tract or
tracts that are subsequently committed hereto, as provided in Section 4 (Expan-
sion) hereof, or any tract or tracts within the Unit Area not committed hereto
as of the effective date hereof but which are subsequently committed hereto
under the provisions of Section 30 (Nonjoinder and Subsequent Joinder), or if
any tract is excluded from the Unit Area as provided for in Section 29 (Loss of
Title), the schedule of participation as shown in the current Exhibit ""C" shall
be revised by the Unit Operator and distributed to the Working Interest Owners,
the Commissioner, the Supervisor, and the Director to show the new percentage
participation of all the then effectively committed tracts; and the revised
schedule, upon approval by the Commissioner and the Supervisor or the Director,
shall govern all the allocation of production from and after the effective date
thereof until the effective date of a new schedule so approved. 1In any such
revision pursuant to Section 4 (Expansion) or after six months from the effective
date of this Unit Agreement pursuant to Section 30 (Nonjoinder and Subsequent
Joinder) the Tract Participations of all tracts participating prior to such
revision shall remain in the same ratio one to the other. In any such revision
pursuant to Section 29 (Loss of Title) or within six months from the effective
date of this Unit Agreement pursuant to Section 30 (Nonjoinder and Subsequent
Joinder) all Tract Participations shall be computed according to the participa-

tion formula.
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SECTION 15. ROYALTY SETTLEMENT. The State of New Mexico and the United

States cof America and all Royalty Owners who, under existing contracts, are
entitled to take in kind a share of the Unitized Substances prcduced from any
tract unitized hereunder, shall continue to be entitled tc such right to take

in kind their share of the Unitized Substances allocated to such tract, and
Unit Operator shall make deliveries of such Royalty share taken in kind in
conformity with the applicable contracts, laws and regulations. Settlement

for Royalty Interest not taken in kind shall be made by Working Interest Owners
responsible therefor under existing contracts, laws and regulations, on or
before the last day of each month for Unitized Substances produced during the
preceding calendar month; provided, however, that nothing herein contained shall
operate tc 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 terme of this Unit Agreement.

If gas obtained from lands not subject to this Agreement is introduced into
the Unitized Formation, for use in repressuring, stimulation of production, or
increasing ultimate recovery in conformity with a plan approved pursuant to
Section 11 (Plan of Operations), a like amount of gas, less appropriate deductions
for loss from any cause, may be withdrawn from the Unitized Formation, Royalty
free as to dry gas but not as to the products extracted therefrom; provided such
withdrawal shall be pursuant to such conditions and formulas as may be prescribed
or approved by the Supervisor and the Commissioner; and provided further that
such right of withdrawal shall terminate as of the effective date of termination
of the Unit Agreement.

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

Rcyalty due the United States shall be computed as provided in the operating
regulaticng and paid in value or delivered in kind as to all Unitized Substances
on the basis of the amounts thereof allocated to unitized Federal land as pro-
vided herein at the rates specified in the respective Federal leases, or at such

lower vate or rates as may be authorized by law or regulations; provided, that
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for leases on whichk the rovalty rate depends on the daily average production per
well, said average production shall be determined in acccrdance with the opera-
ting regulations as though the Unitized Land were & single conzolidated lease.
Each Royalty Owner (cther than the State of New Mexice ard the United
States of America) that executes this Agreement represents and warrants that it
is-the owner of a Reyalty Interest irn a tract or tracts within the Unit Ares sas
its interest appears in Exhibit "B" atrached herete. If any Royaliy Interest
in a tract or tracts should be lost by title failure or otherwise in whole or in
part, during the term of this Agreement, then the Royalty Interest of the party
representing himself to be the cwner thereof shall be reduced proportionately
and the interest of all parties shall be adjusted accordingly.

SECTION 16, 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 regulations, provided that nothing herein
contained shall operate to relieve the Lessees of any land from their respective
lease obligations for the payment cof any rental or minimum royalty in lieu
therecf, due under their leases. Rental for lands of the State of New Mexico
subject to this Agreement shall be paid at the rate specified in the respective
leases ftrom the State of New Mexice. Rental or minimum royalty for lands of the
United States of America subject to this Agreement shall be paid at the rate
specified in the respective leases from the United States of America, unless
rental or minimum royalty is waived, suspended, or reduced by law or by approval
of the Secretary or his duly autherized representative.

SECTION 17. (CONSERVATION., Operations hereunder and production of Unitized

Substances shall be conducted tc previde for the most economical and efficient
recovery of said substances without waste, as defined by or pursuant to Federal
and State laws and regulations.

SECTION 18. DRAINAGE. The Unit Operator 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 19. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, con-

ditions and provisions cf all leases, subleases and other contracts relating to
exploration, drilling, development or operation for oil or gas on land committed

to this Agreement are hereby expressly modified and amended to the extent neces-
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sary to make the same conform to the provisions hereof, but otherwise to remain
in full force and effect, and the parties hereto hereby consent that the Secre-
tary and the Commissioner, respectively, shall and by their approval hereof, or
by the approval hereof by their duly authorized representatives, do hereby
establish, alter, change or revoke the drilling, producing, rental, minimum
royalty and royalty requirements of Federal and State leases committed hereto
and the regulations in respect thereto to conform said requirements to the provi-
sions of this Agreement.

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

(a) The development and operation of lands subject to this
Agreement under the terms hereof shall be deemed full performance
of all obligations for development and operation with respect to
each and every 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 any-
thing to the contrary in any lease, operating agreement or other
contract by and between the parties hereto, or their respective
predecessors in interest, or any of them.

(b) Drilling, producing or secondary recovery operations
performed hereunder upon any tract of unitized lands 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.

(c) Suspension of drilling or producing operations on all
unitized lands pursuant to direction or consent of the Commissioner
and the Supervisor or their duly authorized representatives, shall
be deemed to constitute such suspension pursuant to such direction
or consent as to each and every tract of unitized lands.

(d) Each lease, sublease, or contract relating to the exploration,
drilling, development or operation for oil and gas which by its terms
might expire prior to the termination of this Agreement, is hereby
extended beyond any such term so provided therein, so that it shall
be continued in full force and effect for and during the term of this
Agreement.

(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 embracing lands of the State of New Mexico, which
is made subject to this Agreement, shall continue in force beyond the
term provided therein as to the lands committed hereto until the termi-
nation hereof.

(g) Any lease embracing lands of the State of New Mexico having
only a portion of its land committed hereto, shall be segregated as
to that portion committed and that not committed, and the terms of
such lease shall apply separately to such segregated portions commenc-
ing as of the effective date hereof. Provided, however, that notwith-
standing any of the provisions of this Agreement to the contrary, such
lease shall continue in full force and effect beyond the term provided
therein as to all lands embraced in such lease if o0il or gas is, or
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has heretofore been, discovered in paying quantities on some
part of the lands embraced in such lease committed to this
Agreement or, so long as a portion of the Unitized Substances
produced from the Unit Area is, under the terms of this Agree-
ment, allocated to the portion of the lands covered by such
lease committed to this Agreement, or, at any time during the
term hereof, as to any lease that is then valid and subsisting
and upon which the Lessee or the Unit Operator is then engaged
in bona fide drilling, reworking, or secondary recovery opera-
tions on any part of the lands embraced in such lease, then

the same as to all lands embraced therein shall remain in full
force and effect so long as such operations are diligently pro-
secuted, and if they result in the production of oil or gas,
said lease shall continue in full force and effect as to all of
the lands embraced therein, so long thereafter as oil or gas in
paying quantities is being produced from any portion of said
lands.

(h) The segregation of any Federal lease committed to this
Agreement is governed by the following provision in the fourth
paragraph of Sec. 17(j) of said Act of February 25, 1920, as
amended by the Act of September 2, 1960 (74 Stat. 781-784): "Any
(Federal) lease heretofore or hereafter committed to any such
plan (unit) embracing lands that are in part within and in part
outside of the area covered by any such plan shall be segregated
into separate leases as to the lands committed and the lands not
committed as of the effective date of unitization; provided, how-
ever, that any such lease as to the non-unitized portion shall
continue in full force and etffect for the term thereof but for
not less than two years from the date of such segregation and so
long thereafter as oil or gas is produced in paying quantities."

SECTION 20. MATHEMATICAL ERRORS. It is hereby agreed by all parties to this
Agreement that Unit Operator is empowered to co;rect any mathematical errors which
might exist in the pertinent exhibits to this Agreement upon approval of the Com-
missioner and the Supervisor.

SECTION 21. COVENANTS RUN WITH LAND. The covenants herein shall be cons-

trued to be covenants running with the land with respect to the interest of the
parties hereto and their successors in interest until this Agreement terminates,
and any grant, transfer or conveyance of interest in land or leases subject here-
to shall be and hereby is conditioned upon the assumption of all privileges and
obligaticns hereunder by the grantee, transferee or other successor in interest.
No assignment or transfer of any Working Interest subject hereto shall be binding
upon Unit Operator until the first day of the calendar month after Unit Operator
is furnished with the original, or acceptable photostatic or certified copy, of
the recorded instrument of transfer; and no assignment or transfer of any Royalty
Interest subject hereto shall be binding upon the Working Interest Owner respon-
sible therefor until the first day of the calendar month after said Working
Interest Owner is furnished with the original, or acceptable photostatic or

certified copy, of the recorded instrument of transfer.
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SECTICN 22, EFFECTIVE DATE AND TERM. This Agreemernt ghall pecome binding

upon each party whe executes or ratilisz it as of the dare of e=xecution or rati-
fication by surh party and shall peccme =ifective asz of 7,00 AM, of the first
day of the month next fcllowing:

{ay Tre execution or rati‘icatien of this Agreement and the
ating Agreement by Working Tarerest Owners owning a ccwmbined
a k Y
r

Urniit Operx
) d the

unit parricipaticn of at leaszr ninety fTive per cent {95%) a-
avification of this Agreement by Royalty Owners gwning

a
er
venty five per cent (73%) o the

execLticn or
a. combined interest of at leazt =
Rovalgy "nterest. 17w said Unir Ar

tn' Tre approval of thiz Agreement by the Commiszioner. thre
Secrerary ¢r his duly aiutherized reorvegentatives ard rhe Commizsion;
and.

counterpaTt O this Aprecmsnt
1y Cletk ¢f Lea County., New

‘s The filing of at leasz coe

for rercrd 1m the office of tra (o
exicc nv the Urit Operarcr. 4nd previded, further, that 17 (e},

a 1, 7964,

fog

ard fcy above are pot a-ccmp: lsted on or before A
ie sgreament sball ipso —aci1c exypive o7 z2alid date (bereinaiver
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of any such termination shall be given by Unit Operator to all parties hereto.

Upon termination of this Agreement, the further development and operations
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.

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 termination of this Agreement in which to salvage, sell, distribute or
otherwise dispose of the personal property and facilities used in connection
with Unit operations.

SECTION 23. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. All production

and the disposal thereof shall be in conformity with allocations and quotas made
or fixed by any duly authorized person or regulatory body under any Federal or
State statute. The Director is hereby vested with authority to alter or modify
from time tc time, in his discretion, the rate of prospecting and development and
within the limits made or fixed by the Commission to alter or modify the quantity
and rate of production under this Agreement, such authority being hereby limited
to alteration or modification in the public interest, the purpose thereof and the
public interest to be served thereby to be stated in the order of alteration or
modification; provided, further, that no such alteration or modification shall be
effective as to any land of the State of New Mexico as to the rate of prospecting
and development in the afsence of the specific written approval thereof by the
Commissioner and as to any lands of the State of New Mexico or privately owned
lands subject to this Agreement as to the quantity and rate of production in the
absence of specific written approval thereof by the Commission.

Powers in this Section vested in the Director shall only be exercised after
notice to the Unit Operator and copportunity for hearing to be held not less than

fifreen days from notice.

SECTION 24. NONDISCRIMINATION. In connection with the performance of work
under this Agreement, the Operator agrees to comply with all of the provisions
of Section 301(1l) to (7) inclusive, of Executive Order 10925 (26 F.R. 1977),
which are hereby 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 Commissioner,
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the Department, and the Commission, and to appeal from any order issued under
the rules and regulations of the Commissioner, the Department, or the Commis-
sion, or to apply for relief from any of said rules and regulations or in any
proceedings relative to operations before the Commissioner, the Department, or
the Commission, or any other legally constituted authority; provided, however,
that any other interested party shall also have the right at his or its own
expense to be heard in any such proceeding.

SECTION 26. NOTICES. All nctices, 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 parties
at their respective addresses set forth in connection with the signatures
hereto or to the ratification or consent hereof or to such other address as any
such party or parties may have furnished in writing to the party sending the
notice, demand or statement.

SECTION 27. NO WAIVER OF CERTAIN RIGHTS. ©Nothing in this Agreement con-

tained shall be construed as a waiver 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 wherein said unitized lands are located, or rules or regu-
lations 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.

SECTION 28. UNAVOIDABLE DELAY. All obligations under this Agreement

requiring the Unit Operator to commence or continue secondary recovery operations
or to operate on or produce Unitized Substances from any of the lands covered by
this Agreement shall be suspended while, but only so long as Unit Operator, des-
pite 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 title to any tract of unitized

land shall fail so as to render the tract inoperable under this Agreement and

the true owner cannot be induced to join this Unit Agreement, such tract shall
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be automatically regarded as not committed hereto and there shall be such re-
adjustment of future costs and benefits as may be required on account of the
loss of such title. Thereafter, Unit Operator shall revise Exhibit "A"™, "B"
and "C" so as to indicate thereon only those tracts which then qualify for
inclusion within the Unit Area. Each such revised Exhibit shall be effective
at 7:00 A.M. on the first day of the month next following the month in which
the failure of title is finally determined. In the event of a dispute as to
title as to any Royalty, Working Interest or other interest subject thereto,
payment or delivery on account thereof may be withheld without liability or int-
erest until the dispute is finally settled; provided, that as to State or Federal
land or leases, no payments of funds due the State of New Mexico or the United
States of America shall be withheld, but such funds shall be deposited as directed
by the Commissioner or the Supervisor (as the case may be), to be held as unearned
money pending final settlement of the title dispute, and then applied as earned or
returned in accordance with such final settlement.

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 substan-

tial interest in a tract within the Unit Area fails or refuses to subscribe,
ratify, or consent in writing to this Agreement, the Working Interest Owner in
that tract who has executed or ratified this Agreement may withdraw said tract
from this Agreement by written notice to the Director, the Commissioner, and the
Unit Operator prior to the effective date of this Agreement. Joinder by any
Royalty Cwner, at any time, must be accompanied by appropriate joinder of the
corresponding Working Interest Owner in order for the interest of such Royalty
Owner to be regarded as effectively committed. Joinder to the Unit Agreement by
a Working Interest Owner, at any time, must be accompanied by appropriate'joinder
to the Unit Operating Agreement in order for such interest to be regarded as
effectively committed to this Unit Agreement.

Any oil or gas interest in the Queen sand not committed hereto prior to
submission of this Agreement to the Commissioner and the Director for final
approval may thereafter be committed hereto upon compliance with the applicable
provisions of this Section and of Section 13 (Tracts Qualified for Unit Partici-

pation) hereof, at any time up to the effective date hereof and for a period to
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and including six (6) months thereafter, on the same basgis of participation as
provided ir said Section 13, by the owner or owners thereof subscribing, ratify-
ing, or ccnzenting in writing to this Agreement and, if the interest is a Working
Interest. by the owner of such interest subscribing also tc the Unit Operating
Agreement..

Tt 1s understood and agreed, however, that frcem and after six (6) months
from the effective date hereof the right of subsequent jocinder as provided in
this Secrion shall be subject to such requirements or approvals and on such
basis as may be agreed upon by ninety per cent (90%) of the Working Interest
Owners. Such joinder by a proposed Working Interest Owner must be evidenced by
his execution or ratification of this Agreement and the Unit Operating Agreement.
Such joinder by a prepesed Rovalty Owner must be evidenced by his execution,
ratificaticn or consent of this Agreement and must be consented to in writing by
the Working Interesct Owner regpornsibie fcr the payment of any benefits that may
accrue hereunder in behalf of such proposed Reyalty Owner. Except as may be
otherwise herein provided, subsequent jcinder to this Agreement shall be effec-
tive ar 7:00 A.M., az of the first day of the month followirng the filing with the
Commissicner and the Supervisor cf duly executed counterparts of any and all
documents necessary to establish effective commitment of any tract or interest
to this Agreement, unless objection tc such joinder by the Commissioner or the
Director iz duly made within sixty (60) days after such filing.

SECTION 31. 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, ard 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 tke lands within
the above described U'nit Area.

SECTION 32, TAXES. Each party hereto shall, for its own account, render
and pay >ts share cf any taxes levied against or measured by the amount or value
of the Unitized Substances produced Irom the unitized land; provided, however,
thatr it it is required or if it be determined that the Unit Operator or the

several VWorkirg Interest Owners must pay or advance said taxes for the account
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of the parties hereto, it 1s hereby expressly agreed that the parties so paying
or advancing said taxes shall be reimbursed therefor by the parties hereto,
including Royalty Owners, who may be responsible for the taxes on their respec-
tive alloczted shares of said Unitized Substances. No such taxes shall be
charged to the United States or tco the State of New Mexico, ncr to any Lessor
who has a contract with a Lessee which requires his Lessee to pay such taxes.

SECTION 33. CONFLICT OF SUPERVISION. Neither the Unit Operator nor the

Working Interest Owners, nor any of them, shall be subject to any forfeiture,
terminaticn or expiration of any rights hereunder or under any leases or con-
tracts subiect hereto, or to any pernalty 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 said Unit Operater or the Working Interest Owners, or any

of them, are hindered, delayed or prevented from complying therewith by reason

of failure ¢f the Unit Operator tc cobtain, in the exercise of due diligence, the
concurrence of proper representatives cof the United States and proper representa-
tives of the State of New Mexico in and abhcut any matters or things concerning
which it ig required herein that such cconcurrence be obtained. The parties
hereto, including the Commission, agree that all powers and authority vested in
the Commiscion in and by any provisions of this Agreement are vested in the
Commissicn and shall be exercised by it pursuant to the provigsions of the laws of
the State of New Mexico and subject in any case to appeal or judicial review as
may now or hereafter be provided by the laws of the State of New Mexico,

SECTION 34. LIMITATION OF APPROVALS. Notwithstanding anything herein con-

tained to the contrary, if no Federal lands are committed to this Agreement, then
no consents or approvals provided herein shall be required of the Department, the
Secretary, the Director, or the Superviscr, and it shall not be recessary to file
any instrument hereunder with said cfficers or agencies unlegs snd until Federal
lands are so committed to this Agreement; likewise, if no State lands are committed
to this Azreement, then no consents or approvals provided herein shall be required
of the Commigsicner, and it shall nct be necessary to file any instrument here-
under wit: said officer urless and until State lands are so committed to this
Agreemert; likewise, if nc fee lards are committed to this Agreement, then no con-

sents cr approvals provided hereir shall be required of the Commission, and it

1

[y

shall nct be necessary to f£ile any instrument hereunder with said cffice unless
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and until fee lands are so committed to this Agreement.

SECTION 35. RORDER AGREEMENTS. Subject to the approval of the Supervisor

and the Commissioner, the Unit Operator. with concurrence of the Working Interest
Owners of sixty five percent (65%) of the Unit Participation may enter into a
border-protection agreement or agreements with the working interest owners of ad-
jacent lands along the exterior boundary of the Unit Area with respect to the
operations in the border area for the maximum ultimate recovery, conservation pur-

poses and proper protection of the parties and interests.

IN WITNESS WHEREOY. the parties hereto have caused this Agreement to be

executed and have set opposite their respective names the date of execution.

AMBASSADOR OIL CORPORATION

ATIEST® n

A a4 TUice President =

Secretary

{



THE STATE OF TEXAS )

COUNTY OF TARRANT )
. Hazer BirD .
BEFORE ME. the undersigned, _ a WNotary Public
in and for said County and State, on this _ //{_ day of -~ ésnic wo. - 1964, per-

sonally appesred B, J. KELLENRERGER, to me known te be the idencidal person who
subscribed the name of the maker to rthe wirhin and foregoing instvument as its
Vice President and acknowledged to me that he executed the same as his free and
voluntary act and deed, and as the free and voluntary act and deed of such cor-
poraticn, for the uses snd purposes therein ser forth,

IN TESTIMONY WHEREQUF I have hereunto set my hand and official seal the day

and year lasrt atove written.

SR LNl 2 T
My Commission Expires Notary Public, Tarrant County, Texas

June 1 1985

Rev 1/13/64



EXHIBIT "B"
PEARSALL QUEEN SAND UNIT
LEA COUNTY, NEW MEXTICO

NUMBER
TRACT OF SERIAL NO.,& BASTIC LESSEE OF
NO. DESCRIPTION ACRES LEASE DATE ROYALTY RECORD
Federal Lands

T18S-R32E Section 5: 80 LC-029403(A) 12%% Roy H.Smith & Hugh L.

3 S/2 NE/4 12-1-59 =25% Johnson Jr., d/b/a Roy

H.Smith Drilling Co.

T18S-R32E Section 5: 40 LC-029403(B) 12%7% Hugh L.Johnson Jr.

3A Lot 3 11-1-61 & Roy H. Smith

(NE/4 NW/4)

T18S-R32E Section 5: 40 LC-029403(B) 12%% Hugh L.Johnson Jr.

3B NE/4 SW/4 11-1-61 & Roy H. Smith
Page 1.

4-12-63

OVERRIDING ROYALTY
OWNER AND AMOUNT

M. E. Baish -
Martin Yates IIL
Irene E. Walker -
William E.Walker -
Elaine M. Walker -

1%%
L%
2%%
1%%
1%%

$110,000.00 PP out of
25% of the WI to Roy H.

Smith.

After payout of above

PP a $25,000.00 PP shall

commence out of 12%7% of
the WI to Roy H. Smith.

Subject to the $110,000.00
and $25,000.00 PP described

under Tract 3 above.

Subject to the $110,000.00
and $25,000.00 PP described

under Tract 3 above.

WORKING INTEREST
OWNER AND AMOUNT

Ambassador 0il
Corporation = 100%
(to 5,000 ft.)

Ambassador 0il
Corporation - 100%
(to 5,000 ft.)

Ambassador 0il
Corporation = 100%
(to 5,000 ft.)



EXHIBIT "B" - (Cont)
PEARSALL QUEEN SAND UNIT
LEA COUNTY, NEW MEXICO

NUMBER
TRACT OF SERTAL NO.& BASIC LESSEE OF
NO, DESCRIPTION ACRES LEASE DATE ROYALTY RECORD
T18S5-R32E Section 5: 80 L.C-061155(A) 12%% Frank Brock & R. T.
4 Lots 1 & 2 12-1-59 -=25% Brock d/b/a Brock
(N/2 NE/4) Drilling Company
T185-R32E Section 4: 80 LC-063345 12%%~ Frank Brock
5 Lots 3 & 4 11-1-60 +33-1/3% R. T. Brock
(N/2 NW/4) Alfred Hunter Utter,
Executor of Estate
of Alpha McAtee,
Deceased
Page 2,

4-12-63

OVERRIDING ROYALTY
OWNER_AND AMOUNT

WORKING INTEREST
OWNER _AND AMOUNT

Ambassador 0il
Corporation -~ 100%

M. E. Baish - 1%%
Martin Yates III - 1 %
Irene E. Walker 257
Wm. E, Walker 1%% (To base of Queen Sand)
Elaine M.Walker 1%%
$66,000.00 PP out of 25%
of the WI to:
1/2 - Frank Brock
1/2 - R. T. Brock
After payout of above
PP a $14,000.00 PP shall
commence out of 12%7% of
the WI to:
1/2 - Frank Brock
1/2 - R. T. Brock

Ambassador 0il
Corporation = 100%
(To base of Queen Sand)

Brock Drilling Co. 1/16 of WI
Security-First Nat.
Bank of Los Angeles,

Trustee 1/16 of WI
$99,000.00 PP out of 25% of
WI to:

1/4 - Frank Brock

1/4 - R. T. Brock

1/2 - Alfred H. Utter
After payout of above PP, a
$21,000.00 PP shall commence
out of 12%% of the WI to:

1/4 - Frank Brock

1/4 - R. T. Brock

1/2 - Alfred Bunter Utter



NUMBER
TRACT OF SERTAL NO.&
NC, ACRES I EASE DATE
T18S5-R32E Section 4: 40 1.C~-063345
4A SW/4L NW/h4 11-1-60
TI8S-R32E  Section 4: &40 = LC-061840(A)
5A NW/4 NE/& 11-1-60
T18S R32E Section 4: 8C 1.C-061840
5 S/2 NE/4 11-1-60
T185 R3I2E Section &4: 40 LC-060503
- SE/4 NW/4 11-1-60

Page 3,
4 12-63
Revy. 9-20

»

]

53 1/9/64

EXHIBIT "B8" - {Comt)
PEARSALL QUEEN SAND UNIT
LEA COUNTY. NEW MEXICO

BASTIC 1.ESSEE GF
ROYALTY _ RECORD_
Schedule Franx Brock

Sy . R. T. Brock
Alfred Hunter Utter,
Executor of Estate
of Alpha McAtee,

Deceased
Schedule Minztex OiLl Company
_.,Uf
Schedule B. M. Jackson
:‘n:
Schedule Virgiris Woods Shaw
:.,O-_

WORKING INTEREST
OWNEK AND AMOUNT

OVERRLDINC ROYALTY
OWNER ANT AMOUNT

Subject to the same Ambassador 0il
$99,006.00 and $21,000.00 Corporation
PP as described under {To base of

Tract 5. Queen Sand)

Buffalo Petroleum Minntex 0il = 50%

Corporation - 5% Beard 0il Co. 25%
F.W.Holloway,
- Jr. - 13-3/4%
E.R.Monson - 5%
K.V, Dahl 2-1/12%

Janice Lee Ballard
Anderson 4-1/6%
Buffalo Petroleum B.M.Jackson 100%
Corporation = 5%
South Central
Enterprises = 5%

Reading & Bates,
Inc. = 100%

Virginia Woods
Shaw - 5%



T185-R32E

9

Page 4.

Re:r .

1/9/64.

DESCRIPTION

Section 5:
SE/4 NW/4

Section 5:
SE/4 SW/4,

& W/2 SE/4

Section 5
NE/4 SE/4

NUMEER

OF SERIAL NO, & RASIC

ACRES LEASE DATE ROYALTY

40 NM-016795 Schedule
2=1=55 tph

120 1.C-0640098 Schedule
12-1=59 nen

40 IC=-06115 Schedule
12-1-59 e

EXHTIEIT "B" - {Cont)
PEARSALL QUEEN SAND UNLT
LEA COUNTY, NEW MEXiICO

LESSEE OF
RECORD

Ambassador 0il Corporation

C. N. Ochiltree

OVERRIDING ROYALTY
_OWNER_AND AMOUNT

None

M. E. Baish HWN
Martin Yates III 1 %
Irene E. Walker NWN
Wm. E. Walker 1-1/4%

Elaine M. Walker 1-1/4%

WORKING IN{EREST
OWNER_AND_AMOUNT

Ambassador 0il Corp.
100%
{to 5,000 ft.)

Ambassador 0il Corp.

1007
(to 5,000 ft.)

Subject to the $110,000.00 and

Virginia Woods Shaw

M. E. Baish 13
Martin Yatres II1 1 7%
1rene E. Walker 29

©

9 8

=

NO
Elaine M.Walker 1-1/4%
Wm. E. Walker 1-1/4%

Virginia Woods
Shaw 5%
{tc 5,000 ft.}

$§25,000.00 PP described under
Tract 3 above.

Ambassador 0il Corp.
100%
(to 5,000 ft.)



TRACT NG,

DESCRIPTION

State Lands

T17S-R32E
10

T175-R32E
11

T175-R32E
12

T178-R3ZE
13

T17S-R32E
14

Page 5.

Rev. 1/9/64
Reyv. 2/4/64

Secrion 32:
NE/4 SW/4

Section 32
NE/4 SE/4

oa

Section 32
NW/4 SE/4L

oo

Section 32
SE/4 SE/4

Section 32
SW/4 SE/4

EXHIBIT "B" - (Cont)
PEARSALL QUEEN SAND LNIT
LEA COUNTY, NEW MEXICO

NUMEER
oF SERIAL NO. & BASIC LESSEE OF

ACRES LEASE DATE ROYALTY RECORD
40 B-6768 123% Yates Petroleum Corxp.
40 B-6768 123% Yates Petroleum Corp.
40 B-676&8 124% Yates Petroleum Corp.
40 B-6768 123% Yates Petroleum Corp.
40

B-6768 HNWN Yates Petroleum Corp.

OVERRIDING ROYALIY
~OWNER AND AMOUNT

Ada M. Trostel
Yates Bros.

Laura G. Brown
Yates Bros.

Claude Johnston
Yates Bros,

C.H, Malott
Yates Bros,

Selina Reese
Yates Eros.

3%
4.,16667

3.125%
4.16677,

3%
4.1666%

3%
4.16667%

3%
4,16667%

WORKING INTEREST
OWNER AND AMOUNT

S.P, Yates 249,
Dixon &

Yates 28.16677%
Yates Petroleum
Corporation 28.1667%

S. P. Yates 28.125%

Dixon & Yates 28.125%

Yates Petroleum
Corporation 23,9583%

S.P. Yates 28.16677,

Dixon & Yates 28,16677%

Yates Petroleum
Corporation 247%

S.P. Yates 28.1667%

Dixon & Yates 28.1667%

Yates Petroleum
Corporation 247

S.P. Yates 28.16677%

Dixon & Yates 28.1667%

Yates Petroleum
Corporation 24%



EXHIBIT "B" - (Cout)
PEARSALL QUEEN SAND UNWET
LEA COUNTY, NEW MEXICO

NUMBER
TRACT OF SERIAL NO.& BASIC LESSEE OF OVERRIDING ROYALTY WORKING INTEREST
MO, DESCRIPELGON ACRES LEASE DATE ROYALTY RECORD _OWWER AND AMOUNT OWNER AND AMOHNT

T118-R32E  Section 37: G4 0G-5219 12%7, Gulf 0il Corpcration Norse Ambassador 0L} Corporation

15 SE/4 SW/4 2-17-59 10407

Page 6.,
P s T s D s 1/76/47 /1



EXHIEIT YB" - {Cont}
PEARSALL QUEEN SAND UNIT
LEA COUNTY, NEW MEXICO

TOTALS
12 Federal Tracts 721.69 Acres 75.04% of Unit Area
5 State of New Mexico Tracts 240 Acres 24.96% of Unit Area
961.69 Acres 100% of Unit Area

Page 7

Rev. 1/9/64.



EXHIBIT "'C"
PEARSALL QUEEN SAND UNIT
LEA COUNTY, NEW MEXICO

SCHEDULE OF UNTT PARTICIPATION

Rev, 9-23-63

Rev. /S/64

SERIAL NO.& PHASE I - PERCENT TRACT PHASE 11 - PERCENT TRACT
TRACT NO. DESCRIPT ILON LEASE DATE PARTICIPATION IN UNIT PARTICIPATION IN  UNIT

1 S/2 NE/4 LC-029403(A) 2.847724 13.152701
Sec. 5 T18S R32E 12-1-59

2 Lot 3 (NE/4 NW/4) LC-029403(B) 4.150530 3,165215
Sec. 5 T18S R32E 11-1-61

2A NE/& SW/4 LC-029403(B) 7.944053 4.083941
Sec. 5 T18S R32E 11-1-61

3 Lots 1&2 (N/2 NE/4) LC-061155(A) 0.624893 11.749836
Sec. 5 T18S R32E 12-1-59

4 Lots 3&4 (N/2 NW/4) LC-063345 8.458948 23.454551
Sec. 4 T18S R32E 11-1-60

LA SW/4 NW/4 LC-063345 -0- 5.018021
Sec. 4 T18S R32E 11-1-60

5A N/2 NE/&4 LC-061840(A) 21.833242 6.506314
Sec. 4 T18S R32E 9-22-39

5 S/2 NE/4 LC-061840 43.182348 7.822372
Sec. 4 T18S R32E 11-1-60

6 SE/4 NW/4 LC-060503 7.810969 6.906015
Sec. 4 T18S R32E

7 SE/4 NW/4 NM-016795 0.379501 1.766453
Sec., 5 T18S R32E 2~1-55

8 SE/4 SW/4 & W/2 SE/4 LC-064098 0.796097 & 283037
Sec. 5 T18S R32E 12-1-59

9 NE/4 SE/4 LC-061153 -0- 1.318795
Sec. 5 T18S R32E 12~1-59



TRACT NO.

190

11

12

13

14

15

~

Page 2

Rev. 1/9/64.

DESCRIPTION

NE/4 SW/4
Sec. 32 TI17S

NE/& SE/4
Sec. 32 T17S

NW/4 SE/4
Sec. 32 T178

SE/4 SE/4
Sec. 32 T17S

SW/4 SE/4
Sec. 32 T17S

SE/4 SW/4
Sec. 32 T178

R32E

R32E

R32E

R32E

R32E

R32E

EXHIBIT (" - {Cont)
FEARSALL QUEEN SAND Ii
LEA GOUNIY, NEW MEXICO

SCHEDULE _OF  UNIT PARTICIPATION

SERIAL NO. & PHASE 1 - PERCENI TRACT
LEASE DATE PARTICIPAL ION IN UNIT

E-6768& =0-

B-6768 1.261199

E-6768 0.710496

BE-6768 ~0-

B-6768 -0-

0G-5119

2-17-59 -0~

PHASE IiI -
PARTICIPATION

PERCENTI TRACT

IN

T

V7T
a b

0.520833

5.711548

2.686547

0.520834

0.520834

0.812153



EXHIBIT *C" (Cont)
PEARSALL QUEEN SAND UNIT
LEA COUNTY, NEW MEXICO

SUMMARY OF
WORKING INTEREST UNIT PARTICIPATION

TOTAL PARTICIPATION IN INIT

PHASE 1 PHASE 11
Anhassadoer 0il Corporation 25.201746 68 804703
Janice Lee Ballard Anderson 0.909718 0 271096
John M. Beard 5.458311 1 6256579
K. v. Dahl 0.434839 0.135548
Dixon & Yartes 0.691355 3 493363
F. W. Holloway Jr 3.002071 0 894618
E. M. Jackson 43,182348 7.822372
Minnrex (i1 Company 10.916621 3. 253157
F. R. Monscn 1.091642 0 325316
Reading & Bates 1Inc. 7.810969 6 906015
S. P. Yates 0.588985 2.975470
Yates Petrcleum Corporation 0.691355 3.495563

100 .000000 100.000000
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WORKING INTEREST UNIT PARTICIPATION

EXHIBIT "C" (Cont)
PEARSALL QUEEN SAND UNIT
LEA COUNTY., NEW MEXICO

SUMMARY OF

Ambassador 01l Corporation
Janice lee Ballard Anderson
John M. Beard

K ¥V Dahl

Dixon & Yares

F. W. Holloway. Jr.

B M. Jackson

Minnrex 0il Company

E R Monson

Reading & Bates, Inc.

S. P. Yates

Yates Petroleum Corporation

Page 3.
Revised 2/25/64.

TOTAL PARTICTPATION IN UNIT

PHASE 1 PHASE 11
22.282821 68.649170
0.918909 0.273039
5.513410 1.638237
0.459443 0.136520
0.749731 3.307298
3.032375 0.901030
43.462085 7.835186
11.026820 3.276474
1.102682 0.327647

9 952361 7.040804
0.749732 3.307293
0.749731 3.307298
100.000000 100 .006000



