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CONSULTING PETROLEUM ENGINEER
FIDELITY UNION LIFE BUILDING
DALLAS, TEXAS 7520t
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New Mei:ico U1l Counservation Commission
P.0. Bux 2088
Santz l'e, New Mexico

Attent:on: Nr. O, 8. Nutter, Chief Enginear
Re: Ray Smith Drilling Company
Shugart 18-Queen Unit
Eddy County, Hew Mexico
Gentlenen:

Before the New Mexico Oil Conservation Commission comes now Ray Smith Drilling Company
for apiroval of the Shugart 18-Queen Unit, Eddy County, New Mexico and in support of its
applicstion, includes the following:

1. Copy of the Unit Agreement.

2, Certification by the United States Geological Survey.

3. Logs of the proposed injectionm wells.

4. A plat showing the location of the proposed injection wells
and all other wells within the srea.

Operatcrs have joined together to form the Shugart 18-Queen Unit for the purpose of con-
ducting secondary recovery operations by waterflooding. Ray Smith Drilling Compeany has
been sclected &8s the Unit Operator. The zome to be waterflooded is the (ueen Sand at an
approxinate depth of 3,000 feet. Fresh water will be purchesed from the Double Eagle Corp.
of New Mexico and will be injected at an estimated surface pressure of 700 pei. It is
anticipated that an average of 300 barrels per day will be injected. The following wells
will be used as injection wells:

l. Ray Smith - Cenfield Fedsral #1
2. Ray Smith - Kermwood Federal #1 ~
3. Ray Smith - Kenwood Federal "A" #1

This Unit covers only the Queen Sand, as set out in Sectioa 2, Parsgraph "G'" of the Unit
Agreemeat. Formation of this Unit will facilitate secondary recovery. Support of this
application will prevent waeste and protect corelative rights. Ray Smith Drilling Com~-
pany rejuests & hearing for:

1. Authorization of Unit Agreement.
2, Authorization to inject water for secondary recovery.

Ray Smi:h Drilling Company requests that this application be set before the Commission
or one >f its examiners and that the Commission enter ita Order, approving this sppli-

cation, Vs
Very truly/you e
é@e’u L s bcortQtic e
urtis W, Mewbourne
CWM:
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UNITED STATES € [B E ﬂ WD
DEPARTMENT OF THE INTERIOR = ' v

GEOLOGICAL SURVEY | oy e
WASHINGTON, D.C. 20242 JUL Z 3 isbo

U. S. GEOLOGICAL SURVEY
ROSWELL, NEW MEXICO

<

C JUL251966

Ray Smith Drilling Company
3300 Republic National Bank Building
. Dallas, Texas T520L

Gentlemen:

On July 21, 1966, Arthur A. Baker, Acting Director of the Geological
Survey, approved the Shugart 18 - Queen unit sgreement, Eddy County,
New Mexico, filed by your company as unit operator. The agreement
has been designated No. 1L-08-0001-8795, and is effective as of
August 1, 1966.

Enclosed is one copy of the approved unit agreement for your records.
Ve request that you furnish all interested principals with whatever
evidence of this approval is deemed appropriate.

Sincerely yours,

. For the Director

Enclosure



CERTIFICATION--DETERMINATION

14-08-0001 87 95

Pursuant to the authority vested in the Secretary of Interior, under
the act approved February 25, 1920, 41 Stat. 437, as amended, 30 U, S. C.

secs., 181, et seq., and delegated to the Director of the Geological Survey

nursuant to Départmental Ordexr No. 2365 of QOctober 8, 1947, I do hereby:

-

A. Approve the attached agreement foxr the development and operation

of the Shugart 18-Queen Unit Area, State of New Mexico.

B. Certify and determine that the unit plan of development and
operation contemplated in the attached agreement is necessary and advisable
in the public interest for the pdrpose of more properly conserving the

natural resources.

C. Certify and determine that the drilling, producing, rental, minimum
royalty, and royalty requirements of all Federal leases committed to said
agreement are hereby established, altered, changed, or revoked to conform

witn the terms and conditions of this agreement.

JUL 211366

Dated .

U T

ACTING Director, United States Geological Survey
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE
SHUGART 18 - QUEEN UNIT
EDDY COUNTY, NEW MEXICO

THIS AGREEMENT, entered into z;s of the 1§t day of November, 1965,
by and between the parties subscribing, ratifying or consenting hereto, and
herein referred to as ""parties hereto',

WITNESSETH: That,

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

WHEREAS, the Oil 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
leessees and their representatives to unite with each other or jointly or
separately with others in collectively adopting and operating a cooperative
or unit plan of development or operation of any oil or gas pool, field or like
area or any part thereof for the purpose of more properly conserving the
natural resources thereof whenever determined and certified by the Secretary
of the Interior to be necessary or advisable in the public interest; and

WHEREAS, the parties hereto hold sufficient interests in the Shugart 18 -
Queen Unit Area covering the land hereinafter described to give reasonably effec-
tive control of operation therein; and

WHEREAS, it is the purpose of the parties hereto, to enable institution
and consummation of secondary recovery operétions,_ conserve natural re-
- sources, prevent waste and secure the other benefits obtainable through deve-
lopment 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 regula-
tions, including opefating and unit plan regulations, heretofore issued there-
under and valid, pertinent and reasonable regulations hereafter issued there-
under are accepted a‘nd made a part of this Agreement as to Federal lands,
provided such regulations are not inconsistent with the terms of this Agreement;
and as to non-Federal lands, the o0il and gas operating regulations in effect as
of the effective date hereof governing drilling and producing operations, not
inconsistent with the terms hereof or.'the 1aw$ 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 consituting the

Unit Area; the lands described in said Exhibit "A" are described as follows:

Township 18 South, Range 30 East, N.M, P, M,
Section 13: N 1/2SE 1/4

Township 18 South, Range 31 East, N.M,P. M,
Section 18: lots 2,3,4, E 1/2 SW 1/4

containing 264.07 acres, more or less, in Eddy
County, New Mexico.

(b) "Commission' is defined as the Oil Conservation Commission
of thé State of New Mexico.

(c) "Director' is defined as the Director of the United States Geolo-
gical Survey. )

(a) "Secreta;rY" is defined as the Secretary of the Interior of the

United States of America.



(e) "Department" is defined as the Dep.art'ment of the Interior of
the United States of America.

(f) "Supervisor' is defined as the Oil and Gas Supervisor, Branch of
Oil and Gas Operations of the United States Géological Survey.

(g) '"The Unitized Formation' is defined as that portion of the Queen
Sand formation whic_h is encountered between the depths of 3, 080 feet and 3,114
feet on the Gamma Ray-Neutron log of the Ray Smith Kenwood-Federal well
No. 3, located in lot.3 (NW 1/4 SW 1/4) Section 18, Township 18 South, Range
31 East, N. M., P, M., Eddy County, New Mexico, insofar as the same lies within
the Unit Area, under lands committed to this Agreement.

(h) '"Unitized Substances'' is defined as and shall mean all oil, gas,
gaseous substances, sulphur contained in gas, condensate, distillate and all
associated and constituent liquids or liquefiable hydrocarbons within or pro-
duced from the Unitized Format.ion.

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

(j) '"Working Interest Owner'' is defined as and shall mean any party
hereto owning a Working Interest, ix;cluding a carried working interest owner,
holding an interest in Unitized Subbstances by virtue of a lease, operating ag?ee-,
ment, .fee title or otherwise, which interest ig chargeable with and obligated t§
pay or bear either in cash or out of production, or otherwise, all or a portion
of the cost of drilling, developing and producing the Unitized Substance from
the Unitized Formation and operating hereof hereunder.

(k) '"Royalty Interést" or '""Royalty' is defined as an interest reserved
by the lessor in an oil and gas lease. Specifically defined as not beiné,a royalty
interest is a working interest, overriding royalty interest, production payment
interest, or net profits contract.

(1) "Royalty Owner' is defined as and shall mean the owner of a Royalty

~

Interest. . "



(m) '"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 the Unit Operator and the Working Interest Owners
as provided in Section 10, infra, and shall be styled "Unit Operating Agreement,
Shugart 18 - Queen Unit, Eddy County, New Mexico''.

(n) "Paying Quantities' is defined as production of Unitized Substances
in quantities sufﬁcie\nt to pay for the cost of producing same from wells on the
Unitized land. .

(o) "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 selection and qualification of a successor Unit Operator as provided for in
Section 9 hereof.

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

(q) "'i‘ract Participation' is defined as the percentages of Unitized
Substances allocated hereunder to a Tract. The Tract Participation of the
several Tracts within the Unit Area is shown on Exhibit "B'' attached hereto.

(r) "Tract Current Production'' is defined as the cumulative total number
of barrels of oil produced from the Unitized Formation under such committed
Tract during the period from August 1, 1964, to January 31, 1965, inclusively,
as officially reported to the Commission.

(s) '"Unit ijea Current Production' is defined as the total Tract Current
Production of all Tracts within the Unit Area that are effectively committed to
this Agreement in accordance with the provisions hereof.

(t) "Tract-Acre-Feet” is defined as the acre-feet of net pay within the
Unitized Formation underlying such committed Tract as heretofore determined
and agreed upon by the parties hereto. )

(u) "Unit Area Acre-Feet" is defined as the total Tract Acre-Feet of
all Tracts within the Unit Area that are effectively committed to this Agreement

in accordance with the provisions hereof.



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 rof 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 the percentage of participation each tract has in the Unit Area.
However, nothing hérein or in said schedule or map shall be construed as a
representation by any party hereto as to the ownership of any interest other
than such interest or interests as are shown in said map or schedule as owned
by such party. Exhibits ""A'" and "B'" shall be revised by the Unit Operator when-
ever changes render such revision necessary, ané 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 reasonably 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
affected by the proposed expansion, setting out the basis for admission, the unit
participation to be assigned to such tract or tracts, and other pertinent data. After
negotiation (at Working Interest Owners' meeting or otherwise) if 90 percent 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 unit participation to be assigned thereto and the proposed effective date
thereof, preferably the first day of the month subsequent to the date of notice; and

(2) Deliver copies of said notice to the Supervisor, and each Working
Interest Owner (mailing copy of such notice to the last known address of each such
Working Interest Owner) and to each lessee and lessor whose interests are affected,
advising such parties that thirty (30) days will be allowed for submission to the Unit
Ovperator of anv obiection to such proposed expansion: 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
10 percent of the Working Interest Owners have been filed thereto, with the
Supervisor the following: (a) Comprehensive statement as to mailing such
notice of expansion; (b) An applic :tion for such expansion; (¢c) An instrument
containing the appropriate joinders in compliance with the participation re-
quirements of Section 14, infra; and (d) A copy of any objections 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 or on such other date as set by the Director in the order

or instrument approving such expansion.

SECTION 5. CONTRACTION: When practicable, the Unit Area shall be
contracted to exclude land from this Unit Agreement whenever s'uch contraction
is necessary or advisable to conform with the purposes of this Agreement. Such
contraction shall be effected in the following manner:

(a) Unit Operator, with concurrence of at least 80 percent of the Working
Interest Owners, on the basis of unit participation and with preliminary concurrence
of the Director, shall prepare a notice of contraction describing the contemplated
changes in the boundaries of the Unit Area, the reasons therefor, and the proposed
effective date thereof, preferably the first day of a month subsequent to the date
of notice.

(b) Said notice shall be delivered to the Supervisor, and copies thereof
mailed to the last known address of each Working Interest Owner, lessee, and
Royalty Owner whose interests are affected, advising that 30 days will be allowed
for submission to the Unit Operator of any objections.

(c) Upon expiration of the 30 day peridd provided in the preceding item
(b) hereof, Unit Operator shall file with the Supervisor, a comprehensive state-
ment as to the mailing of the notice of contraction and a copy of any objections
thereto which have been filed with the Unit Operator, together with an application
in sufficient number, for approval of such contraction.

(d) After due consideration of all pertinent information, the contraction,
upon approval by the Director, shall become effective as of the date prescribed in
the notice thereof. .

SECTION 6. UNITIZED LANDS AND UNITIZED SUBSTANCES: ;‘\.11 land

committed to this Agreement as to the Uhitized Formation as heretofore defined,
shall constitute the land referred to herein as ''unitized land" or 'land subject to
this Agreement'. All Unitized Substances as heretofore defined, in or produced
from the Unitized Formation are hereby unitized under the terms of this Agreement,
together with the pertinent surface rights.

Nothing herein shall be construed to unitiz‘e, pool, or in any way affect the

oil, gas, and other minerals contained in or that may be produced from any for-

mation other than the Unitized Formation.

-6-



SECTION 7. UNIT OPERATOR: RAY SMITH DRILLING COMPANY,

Dallas, Texas, is hereby designated as Unit Operator, and by signing this
instrument as Unit Operato‘r it agrees and co;'lsents t‘o accept the duties and
obligations of Unit Qperator for the operation, development and production

of Unitized Substances as herein provided. Whenever reference is made
herein to the Unit Operator, such reference means the Unit Operator acting
in that capacity and not as an owner of interests in Unitized Substances, and
the term "Working Interest Owner'' when used herein shall include or refer to
Unit Operator as the owner of a Working Interest when such an interest is
owned by it.

SECTION 8. RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit

Operator shall have the right to resign at any time, but such resignation shall-
not become effective so as to releajse Unit Operator from the duties and obligé-
tions of Unit Operator and terminate Unit Operator's rights as such for a period
of six (6) months after written notice of intention to resigp has been given by
Unit Operator to all.Working Interest Owners and the Director, 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.

The Unit Operator may, upo-n default or failure in the performance of its
duties or obligations hereunder, be subject to removal by the affirmative vote
of the owners of 75 percent of the committed Working Interest (on the basis of
Unit participation) exclusive of the Working Interest owned by the Unit Operator.
Such removal shall be effective upon notice thereof to the Director.

In all such insta;nées of 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 beforg such reéignation 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
m?t 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 beco;ning effective, such Unit Operator shall deliver possession
of all wells, equipment, 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
ga.ined or assembled by rea;on of its opt.eration of the Unit Area) to the new duly
qualified successor Unit Operator 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 dﬁties accruing

or performable by it prior to the effective date of such resignation or removal.

SECTION 9. 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 by affirmative vote of at least 75
percent of their voting interests, based upon the percentages of participation

assigned to tracts in the Unit Area, select a successor Unit Operator.



shall be deposited with said Unit Operator, and together with this Agreement,
shall constitute and define the rights, privileges and obligations of Unit

Operator. Nothing herein, however, shall be construed to transfer title to

any land or to any lease or operating agreement, it being understood that under
this Agreement the Unit Operator, in its capacity as Unit Operator, shall exercise
the ri>ghts of possession and use vested in the parties hereto only for the purposes

herein specified.

SECTION 12 I;LAN OF OPERATIONS: It is recognized and agreed by the
parties hereto that all of the land subjects .to this Agreement is reasonably
proved to be productive of Unitized Substances in paying quantities and that the
ob‘ject and purpose of this Agreement is to formulate and to put into effect a
secondary recovery project in order to effect additional recovery of Unitized
Substances, prevent waste and conserve natural resources. The parties here't-o
agree that the Unit Operator may, subject to the consent and approval of a plan
oé operation by the Working Interest Owners and the Supervisor, inject into the
Unitized Formation, through any well or wells completed therein, brine, water,
air, gas, oi] liquefied petroleum ga.s>, and any other substance or a combination
of any of said.substances, whether prdduced from the Unit Area or not, and that
the location of input wells and the rates of injection therein and the rate of pro-
duction shall be governed by‘ standards of go'od geologic- and petroleum engineering
practices and conservation methods. After commencement of secondary operations,
Unit Operator shall furnish the Supervisor monthly, injection and production
reports for each well in the Unit. The Working Interest Ownefs and the Supervisor,
shall be furnished periodvical reports on the progress of the plan of operation and
any revisions or changes thereto; provided however, that any revisions of the plan
of operation involving a deviation.from the initial plan of operation shall be subject

to the prior consent and approval of the Working Interest Owners and the Supervisor.

«-10-



The initial plan of -operation shall be filed with the Supervisor concurrently
with the filing of this Unit Agreement for final approval. Said initial plan of
operation and all revisions thereof shall be as complete and adequate as the
Supervisor may determine to be necessary for timely operation consistent here-
with. ‘7 Reasonable diligence shall be exercised in complying with the obligations
of the approved plan of operation.

Notwithstandiné anything to the contrary herein contained, the Unit Operator
shall commence secondary recovery operations on the Unit Area within six (€->)
months after the effective date of this Agreement, or any extension thereof
approved by the Director, or this Agreement shall terminate automatically, in
which latter event Unit Operator shall notify all interested parties. After such
operations are cémmenced, Unit‘Operator shall carry on such operations as \'n.ould

a reasonable prudent operator under the same or similar circumstances.

SECTION 13;. 'I;RAC"I‘ PARTICIPATION: In Exhibit '""B" 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 percentage of parti-
cipation allocated to each tract in the Unit Area calculated on the basis of 100
percent tract commitment. The participation percentage of each tract was
determined as follows

10% x Tract Current Production
Unit Area Current Production

Plus 90% x Tract Acre-Feet
Unit Area Acre-Feet

= participation percentage of each committed Tract.



SECTION 14. TRACTS QUALIFIED FOR UNIT PARTICIPATION: On

and after the effective date hereof the tracts within the Unit Area which shall
be entitled to participation in the production of Unitized Substances therefrom
shall be those tracts within the Unit Area and %nore pé.rticularly described in
said Exhibit '"B" that are qualified as follows:

{a) Each and all of those tr:a:cts as to which Working Interest Owners
owning 100% of the Working Interest in said tract and Record Owners owning

100% of the Record Interest in said tract have subscribed, ratified or con-
sented to this Agreement; and

S

(b) Each and all of those tracts as to which Working Interest Owners
owning not less than 100% of the Working Interest therein and Record Owners -
owning not le_ss than 85% of the Record Interest therein have executed this
Agreement, and in which the Working Interest Owners in said tract have agreed
to indemnify and hold harmless all other parties hereto, in a manner satisfac-
tory to 85% of the Working Interest Owners qualified under 14 (a), against any
and all claims and demands that may be made by the nonjoining Record Owners
on account of the commitment and joinder of such tract to the Unit Agreement,
and operation thereof under such conditions on the basis herein provided, and
as to which 85% of the Working Interest Owners qualified under 14 (a), exclusive
of the Working Interest Owner submitting such tract, have approved the com- .
mitment 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 qualified as above provided, then such tract or tracts
shall not be entitled to participate hereunder. .Unit Operator shall, when sub-
mitting this Agreement for final approval by Director, file therewith or as
soon thereafter as practicable, a schedule of those tracts which have been
qualified under this Agreément and are entitled to participate in the'production
from the Unit Area hereunder. Said schedule shall set forth opposite each such
tract the lease number or assignment number, the owner of record of the lease,
and the percentages of participation of such tract which shall be computed
according to the participation formula set out in Section 13 (Tract Participation)
above. This schedule of participation shall be a part of Exhibit '""B'" and upon
approval by the Supervisor shall become a part of this Agreement and shall

govern the allocation of production of Unitized Substances until a revised

Exhibit '""B'" is approved by the Supervisor or the Director.
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SECTION 15. ALLOCATION OF UNITIZED SUBSTANCES: All Unitized

Substances produced and saved (lesé, save and except any part of such Unitized
Substances used in confirmity with good operating practices on unitized land 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 respective
tract participation effective hereunder during the respective periods such
Unitized Substances were produced, as set forth in the schedules of participation
in Exhibit "B'". The amount of Unitized Substances so allocated to each tract,
and only that amount, (regardless of whether it be more or less than the amount
of the actual production of Unitized ‘Substances from the well or wells, if any,

on such tract) shall, for all intents, uses and purposes, be deemed to have been
produced from such tract.

The Unitized Substances allocated to each tract shall be distributed among,
or accounted f;)r to the parties executing, consenting to or ratifying this Agree-
ment 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 participated
and sharéd in the production from such tracts, or in the proceéds 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 requireing 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 percentage participation assigned to such tract ‘shall, in

the absence of a recordable instrument executed by all owners and furnished to

Unit Operation fixing the divisions of ownership, be divided among such parcels



or portions in proportion to the number of surfact acres in each.
The Unitized Substances allocg;ted to each tract shall be delivered in kind

to the respective Working Iﬁterest Owners and parties entitled thereto by virtue
of the ownership of oil and gas rights therein or by purchase from such owners.
Each Working Interest Owner and the parties entitled thereto shall have the
continuing right to receive such production in mind at a common point within
the Unit Aréa 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, main-
tainéd and operated as not to interfere with operations carried on pursuant
hereto. Subject to Section 16 hereof, any extra expenditure incurred by Unit
Operator by reason of the delivery in kind of any portion of the Unitized Sub-
stances shall be borné 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 operation 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 than the ‘preva.ilin'g 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 ther‘eto.

| Any party receiving in mind or \sepa:rately disposing of all or any part of the
Unitized Substances allocated to any tract, or receiving the proceeds therefrom
if the same is sold or pui'cha.sed by Unit Operator, shall be responsihle for the

pavment of all Rovalty on the lease or leases and tracts contributed bv it and received



into the Unit, and each such party shall hold each other party hereto harmless
against all claims, dgmands and causes of action for such Royalty on the
lease or leases and tracts contributed by it and received into the Unitized land.

1f, after the effective date of this Agreement, there is any tract or tracts
that are subsequently committed hereto, as provided in Section 4 (Expansion)
hereorf, or an;)r trac.t or tracts within the Unit Area not committed hereto as the
effective date hereof but which are subsequently committed hereto under the
provisions of Section 31 (Nonjoinder and Subsequent Joinder), or if any tract
is excluded from the Unit Area as provided for in Section 30 (Loss of Title),
the schedules of participation as shown in Exhibit '""B', subject to Section 13
(Tract Participation) or section 31 (Nonjoinder and Subsequent Joinder), which-
ever is appropriate, shall be revis'ed by the Unit Operator and distributed to th‘e
Working Interest Owners, the Supervisor, and the Director to show the new
percentages o.f participation of all the then effectively committed tracts; and the
revised schedules, upon approval by the Supervisor or the Director, shall govern
all the allocation of production from and after the effective date thereof until a new
schedule is so approved. In any such new schedule, the Tract Participation of the

previously qualified tracts shall remain in the same ratio one to the other.

SECTION 16. ROYALTY SETTLEMENT: The United States of America and

all Royalty Owners who, under an existing contract, are entitled to take in kind

a share of the substances produced from any tract unitized hereunder, shall
continue to be entitled to such right to take in kind their share of the Unitized
Substances allocated to such tract, and Unit Operator shall make deliveries of |
such Ro‘yalty share taken in kind in conformity with the applicable contracts, laws
and regulations. S.ettlement for Royalty Interest not taken in kind shall be made
by Working Interest Owners responsible therefor under existing contr;.cts, laws

and regulations, on or before the last day of each month for Unitized Substances
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préduced dﬁring the preceeding 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.

If gas obtained from lands not subject to this Agreement is introduced
into'the Unitized Formation, for use in repressuring, stimulation of p‘roduction
or incfeasing ultimajte recovery in confofmity with a plan approved pursuant to
Section 12 (Plan of Operations), a like amount of gas, less appropria.te deductions
for loss from any cayse, may be withdrawn from the Unitized Foimation,

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 provided further that

such right of withdrawal shall terminate as of the effective date of termination

of the Unit Agreement. If liquefied petroleum bases obtained from lands or
formations not subject to this agreement be injected into the Unitized Formation

for the purpose of increasing ultimate recovery, which shall be in conformance

with a plan first approved by the Superx)i‘sor, part or all of such liquefield petroleum
gases may be withdrawn royalty free pursuant to such conditions and formulas as
may be prescribed or approved by the Supervisor.

Royalty due the United States shall be computed as provided in the operating
regulations and paid in value or delivered in kind as to all Unitized Substances on
the basis of the amouﬁts theréof”allvovcat'e.d t:o the 'Unitized Federal land as provided
herein at the rates specified in the respective Federal leases or at such lower rate
: o.r rates as may be-authorized by law or regulation; provided, that for leases on
which the royalty rate depends on the daily average production per well, said
average production shall be determined in accordance with the operating regulation
as-though the unitized lands were a single consolid'ated lease.

Each Royalty Owner (other than. the United States of America) that executes
this Agreemgnt represents and warrants that it is the owner of a Royalty Interest
in a tract or tracts within the Unit Area as its interest appears in Exhibit "'B" attached

hereto. If any Royalty Interest in a tract or tracts should be lost by title
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' failure or otherwise in whole or in part, during the term of this Agreement,
then the Royalty Interest of the party representing himself to be the owner
thereof shall be reduced proportionately and the interest of all parties shall
be adjusted accordingly. |

SECTION 17. RENTAL SETTLEMENT: Rentals or minimum royalties

due on leases committed hereto shall be paid by Working Interest Owners
responsible therefor under existing contracts, iaws and regulations, provided
that nothing herein contained shall operate to relieve the lessees of any land
from their respective lease obligations for the payment of any rentals 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 AgAre‘ement
shall be paid at the rate specified in the respective leases from the Uniteci
States of America, unless rental or minimum royalty is waived, suspended, or
reduced by law or by approval of the Secretary or his duly authorized rep-
resentative.

SECTION 18, CONSERVATION: Operations hereunder and production of

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

SECTION 19. DRAINAGE: The Unit Operator shall take appropriate

and adequate measures to prevent drainage of Unitized Substances from
unitized land by wells on land not subject to this Agreement or, with prior consent
of the Director, pursuant to applicable regulations, pay a fiar and reasonable

compensatory royalty as determined by the Supervisor.

SECTION 20," LEASES AND CONTRACTS CONFIRMED AND EXTENDED: The
terms, conditions aﬁd provisions of all leases, subleases and other contracts
relating to exploration, drilling, development or operation for oil or gas on
lands committed to this Agreement are hereby expressly modified and amended to
fhe extent necessary to make the same conform to the provisions hereof, but
otherwise to remain in full force and effect, and the parties hereto hereby

consent that the Secretarv bv his annroval hereof. or bv the annroval heréof hv



his duly authorized representatives, does hereby establish, alter, change

or revoke the drilling, producing, rental, minimum royalty and royalty

requirements of Federal le'ases committed hereto and the regulations in

respect thereto to conform said requirements to the provisions of this Agreement,
Without limiting the generality of the foregoing, all leases, subleases and

contracts are particularly modified in accordance with the following: -

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

(b) Drilling, producing or 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 Secretary of his duly authorized represen-
tative, shall be deemed to constitute such suspension pursuant to such direction
or consent as to each and every tract of unitized lands.

(d) Any Federal lease for a fixed term of twenty (20) years or any
renewal thereof or any part of such lease which is made subject to this Agree-
ment shall continue in force beyong the term profided therein until the termi-
nation hereof. Any other Federal lease committed hereto shall continue in force
beyong the term so provided therein or by law as to the committed land so long as
such lease remains committed hereto, or in the event actual drilling operations
are commenced on unitized land, in accordance with the provisions of this Agree-
ment, prior to the end of the primary term of such lease and are being diligently
prosecuted at that time, such lease shall be extended for two years and so long
thereafter as oil or gas is produced in paying quantities in accordance with the
provisions of the Mineral Leasing Action Revision of 1960,

(e) Each sublease or contract relating to the operation and develop-
ment of unitized substances from lands of the United States committed to this
agreement, which by its terms would expire prior to the time at which the under-
lying lease, as extended by the immediately preceeding paragraph, will expire,

-



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 the underlying
lease as such term is herein extended.

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

SECTION 21. CORRECTION OF ERRORS: It is hereby agreed by all parties

to this Agreement that Unit Operator is empowered to correct any mathematical
or clerical errors which may exist in the pertinent exhibits to this Agreement;
provided, however, that correction of any error other than mathematical or
clerical shall be made by Unit Operation only after first having obtained approval

of Working Interest Owners, and the Supervisor.

SECTION 22, COVENANTS RUN WITH LAND: The covenants herein shall
be construed ';o be covenants running with the land with respect to the interest of
the parties hereto and their successors in interest until this Agreement termi-
nates, and any grant, transfer or con;reyance of interest in land or leases subject
hereto shall be and hereby is conditioned upon the assumption of all privileges
and obligations hereunder by the grantee, transferee or other successor in
interest. No assignment or transfer of any Working Interest subject hereto
shall be binding upon Unit Operator until the first day of the calendar month
after Unit Operator is furnished with the original, or acceptable photostatic or
certified copy, of the recorded instrument of transfer; and no assignment or
transfer of any Rc;yalty Interest subject hereto shall be binding upon the
Working Interest Owner responsible therefor until the first day of the calendar
month after said Working Interest Owner is furnished with the original, or

acceptable photostatic or certified copy, of the recorded instrument of transfer.



SECTION 23. EFFECTIVE DATE AND TERM: This Agreement shall

become binding upon each party who executes or ratifies it as of the date of
execution or ratification by such party and shall become effective as of 7 a. m.
on the first day of the month next following:

(a) The execution or ratification of this Agreement and the Unit Oper-
ating Agreement by Working Interest Owners owning a combined unit participation
of at least 75%, and the execution or ratification of this Agreement by Record
Interest, in said Unit Area; and

(b) The approval of this Agreement by the Secretary or his duly author-
ized representative..

(c) The filing for record in Eddy County, New Mexico, of a certificate
to the effect that provision (a) and (b) of this section have been complied with
and stating further the effective date and the location of the governmental agency
offices where copies of this Agreement are filed.

If (a), (b) and (c) above are not accomplished on or before January 1,
1967, this Agreement shall ipso facto expire on said date (hereinafter called
"expiration date'') and thereafter be of no further force or effect, unless prior
thereto this Agreement has been executed or ratified by Working Interest Owners
owning a combined unit participation of at least 75%, and the Working Interest
Owners owning_a' combined unit participation of at least 75% committed to this
Agreement have decided to extend said expiration date for a period not toexceed
six {6) months (hereinafter called ""extended expiration date'). If said expira-
tion date is so extended and (a), (b) and (c) are not accomplished on or before
said extended expiration date, this Agreement shall be ipso facto expire on said
extended expiration date and thereafter be of no further force and effect. For
the purpose of this Section, ownership shall be computed on the basis of the
Unit Operating Agreement.

Unit Operator shall, within thirtsr (30) days after the effective date of
this Agreement, file for record in the offices where a counterpart of this Agree-~
ment is recorded, a certificate to the effect that this Agreement has become
effective to its terms and stating further the effective date. .

The terms of this Agreement shall be for and during the time that Unitized
Substénces are produced in paying quantities from thé Unit Area and as longthere-
after as diligent drilling, reworking or other operations (including secondary
recovery operations) are prosecuted thereon without cessation of more than
ninety (90) consecutivé days, unless sooner terminated by Working Interest
Owners in the manner hereinafter provided. K | _

This Agreement may be terminated with the approval of the Director of
Working Interest Owners owning 85% unit participation whenever such Working
Interest Owners determine that Unit operations are no longer profitable, feasible,

or in the interest of conservation. Notice of any such termination shall be given

by Unit Operator to all parties hereto..

=20~



Upon termination of this Agreement, the further development and operation of
the Unit Area as a Unit shall be adandoned, Unit operations shall cease, and there-
after the parties hereto shall be governed by thé terms and provisior;s of the leases
and contracts affecting the separate tracts.

If not otherwise covered by thé }leases unitized under this Agreement, Royalty
Owners hereby grant Working Interest Owners a period of six (6) months after termi-
nation 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 24, 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 té time, at 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 ar;d the public interest to be
served thereby to be stated in the order of alteratiop or modif_ication.

Powers in this Section vested in theDirector shall only be exercised after notice
to Unit Operatof and opportunity for hearing to be held not less than fifteen days from

notice.

SECTION 25, NONDISCRIMINATION: In connection with the performance of

work under this agreement, the operator agrees to comply with all of the provisions
of Section 202 (1) to (7) inclusive, of Executive Order 11246 (30 F.R, 12319), which

are hereby incorporated by reference to this Agreement,

SECTION 26, APPEARANCES: Unit Operator shall have the right to appear‘

for or on behalf of any and all interests affected hereby
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before the Department, and the Commission and to appeal from any order issued

under the rules and regulations of the Department, or the Commission, or to apply

for relief from any of said rules and regulations or in any proceedings relative to the
operations vefore 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 expenses to be heard in any such proceeding.

SECTION 27, NOTICES: All notices, demands, objections or statements requi.red
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 hfareof
or to ssuch other address as any such party or parties may have furnished in writing

to the party sending the notice, demand or statement,

SECTION 28, NO WAIVER OF CERTAIN RIGHTS: Nothing in this Agreement

contained shall be constured 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 regulations 1issued
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 29, 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 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 intransportation, inability to obtainnecessary



materials in open market, or other matters beyond the reasonable
control of the Unit Operator whether similar to matters herein en-

umerated or not.

SECTION 30. LOSS OF TITLE: In th.e 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 Agree-
ment, such tract shall be automatically regarded as not committed hereto
and there shall be sﬁch readjustment of fﬁture costs and benefits as may
be rc.equired on account of the loss of su;:h title. 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 interest until the dispute is finally settled; provided, that as
to Federal land or leases, 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 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 31. NONJOINDER AND SUBSEQUENT JOINDER: If the

owner of any substantial 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 Agree-
ment may withdraw said tract from this Agreement by written noticé to the
Director, and Unit Operator prior to the effective date of this Agreement.
Joinder by any Royalty Owner, at any time, must be accompanied by appro-
priate 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.
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Any oil or gas interest in the Unitized Formations underlying the
Unit Area not cemmitted hereto prior to submission of this Agreement
to the Director for final approval may thereafter be committed hereto
upon compliance with the applicable provisions of this Section and of
Section 14 (Tracts Qualified for Unit Partieipation) hereof, at any time
up to the effective date hereof and for a period to and including six (6)
months thereafter,. on the same basis of participation as provided in
Section 13 (Tract Participation), by the owner or owners thereof subs-
cribing, ratifying, or consenting in writing to this Agreement and, if
the interest is a Working Interest, by the owner of such interest subs-.
cribing also to the Unit Operating Agreement,

It is understood and agreed, however, that from and after six (6)
months from the effective date hereof the right of subsequent joinder
as provided in this Section shall be subject to such requirements or
approvals anci on such basis as may be agreed upon by ninety (90%)
percent of the Working Interest Owners (based upon the percentages
of participation in the Unit Area). Such joinder by a propesed Working
Interest Owner must be evidenced by his execution or ratification of
this Agreement and the Unit Operating Agreement. Such joinder by a
proposed Royalty Owner must be evidenced by his execution, ratifica-
tion or consent of this Agreement and mt.lst be consented to in writing
by the Working Interest Owner responsible for the payment of any bene-
fits that may accrue hereunder in behalf of such proposed Royalty Owner.
Except-as may be otherwise herein provided, subsequent joinder to this
Agreement shall be effective at 7:00 a.m. as of the first day of the month
following the filing with the Supervisor of duly executed counterparts of
any and ali documents necessary to establish effective commitment o-f‘any
tract or interest to this Agreement, unless objection to such joinder by

the Director is duly made within sixty (60) days after such filing.

SECTION 32. 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
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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 ’regardles_s .of whether or not it is executed by
all other parties owning or claiming an interest in the lands within the
above described Unit Area.

SECTION 33, TAXES: Each party hereto shall, for its own account,
rende>r and pay its éhare of any taxes levied against or measured by the
amount or value of the Unitized Substances produced from the unitized
land; provided, however, that if it is required or if it be determined that
the Unit Operator or the several Working Interest Owners must pay or
advance said taxes for the account of the parties hereto, it is hereby
expressly agreed that the parties so paying or advancing said taxes shall
be reimbursed therefor by the parties hereto, including Royalty Owners,
who may be responsible for the taxes on their respective allocated share
of said Unitizeid Substances. No such taxes »shall be charged to the United

States nor to any lessor who has a contract with a lessee which requires

his lessee to pay such taxes.

SECTION 34. CONFLICT OF SUPERVISION: Neither the Unit Ope-
rator nor the Working Interest Owners; nor any of them, shall be subject
to any forfeiture, termination or expiration of any rights hereunder or
under any leases or contracts subject hereto, or to any penalty or liability
on account of delay or failure in whole or in part to comply with any appli~-
cable provisions thereof to the extent that the said Unit Operator or the
Working Interest Owners, or any of them, are hindered, delayed or pre-
vented from complying therewith by reason of failure of the Unit Operator
to obtain, in the exercise of due diligence, the concurrence of proper repre-
sentatives of the United States and proper representatives of the State ‘of New
Mexico in and about any matters or things concerning which it is required

herein that such concurrence be obtained. The parties hereto and the Com-

mission agree that all powers and authority vested in the Commission in and
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by any provisions of this Agreement are vested in the Commission
and shall be exercised by it pursuant to the provisions of the laws
of the State of New Mexico and subject in any case to appeal or
judicial review as may now or hereéfter be provided by the laws
of the State of New Me’xicé.

SECTION 35. BORDER AGREEMENTS: Subject to the approval

of the Supefvisor,- the Unit Operator, with concurrence of sixty (60%)
percent of the Working Interest Owners, based upon the percentages
of participation in the Unit Area, may enter into a border protection
agreement or agreements with the Working Interest Owners of adja-
cent lands along the boundaries of the Unit Area with respect to the
operations in the border area for the maximum ultimate recovery,
conservation purposes and proper protection of the parties and inte-
rests.

SECTION 36. NO PARTNERSHIP: It is expressly agreed that

the relation of the parties hereto is that of independent contractors
and nothing in this Agreement contained, expressed or implied, or
any operations conducted hereunder, shall create or be deemed to
create a partnership or association between the parties hereto or

any of them.

SECTION 37. OIL IN LEASE TANKAGE ON EFFECTIVE DAT E:

Unit Operator shall make a proper and timely gauge of all lease and
other tanks within the Unit Area in order to ascertain the amount of
merchantable oil in such tanks, above the pipe line connections, as
of 7:OQ a.m. on the effective date hereof. All such oil as is a part
of the prior allowable of the well or wells from which the same was
produced shall be and remain the property of the Working Interest -
Owners entitled thereto the same as if the Unit had not been formed,
and such Working Interest Owners shall promptly remove said oil
from the Unit Area. Any such oil not so removed may be sold by
the Unit Operator for the account of such Working Interest Owners,
subject to the payment of all R oyalty to Royalty Owners under the

rerms and provigsions of the zpnnlicable lease or leaces and
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other contracts. All such oil and gas 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 Substances produced after the effective date hereof.
If, as of the effective date hereof, any trac.t is ove.rproduced with respect to

the allowable of the well or wells on that tract and the amount of.'such overs=~
production has been sold or otherwise disposed of, such over production sfxall
be regarded and included as a part of the Unitized Substances produced after

the effective date-hereof ana the amount thereof charged to such tract as having
been delivered to the persons entitled to Unitized Substances allocafed to such

tract.

SECTION 38. PERSONAL PROPERTY EXCEPTED: All lease and well
equipment, materiﬁls, and other facilities heretofore or hereafter placed by
any of the Working Interest Owners on the lands subject to this Agreement shall
de deemed to be and shall remain personal préperty belonging to and may be re-
moved by the Working Interest Owﬁers (subject to the provisions‘ of Section 12).
The rights and interests therein as among Working Inte;est Owners are covered

by the Unit Operating Agreement,

IN WITNESS WHEREOQF, the parties hereto have caused this Agreement to

be executed and have set opposite their respéctive names the date of execution.-

Qj fRPO?fTION 7

DATE: April L, 1966 ' BY ‘?r;w " Vice Pre51den'b

ADDRESS: lee Bank Building
Oklshoma City, Oklahoma

s . . o~ LTy
DATE:__ cfuul §, /77 & CBY:_ [V Leeq bl Lk e st
7 ADDRESS: /c/i/; / S
. 74 i _»'f\/é’

DATE: /)bt BY: @%\2 Wz 27)
’ ADDRESS:___ J )07 ELrsron Ml
Datle; Teves

DATE: BY:
' ADDRESS:
UNIT OPERATOR AND/OR WORKING INTEREST OWNERS, ©
RAY SMITH, OPERATOR —_
DATE: April 19, 1966 BY: e i,

ADDRESS: 3300 Republic Bank Bulldlng
Dallas, Texas

ROYALTY OWNER,



-

other contracts. All such oil and gas 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 4s Unitized Substances 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 overs-
production has bgen sold or otherwise disposed of, such over production é};all
be regarded and included #s a part of the Unitized Substé.nc.es produced after

the effective date.hereof and the amount thereof charged to such tract as having, .
been delivered to the persons entitled to Unitized Substances allocax'ted to such

tract,

SECTION 38. PERSONAL PROPERTY EXCEPTED: All lease and well
equipment, materiéls, and other facilities heretofore or hereafter.placed by
“any of the Working Interest Owners on the lands subject to this Agreement shall
de deemed to be and shall remain personal pféperty belonging to and may be re-
moved by the Working Intezfest Owﬂers (subject to the provision; of Section 12).
The rights and interests therein as among Working Interest Owners are covered

e

by the Unif Operating Agreement,

IN WITNESS WHEREOQTF, the parties hereto have caused this Agreement to

.be’ executed and have set opposite their respective names the date of execution.
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DATE: [/, ={3-4L BY: M MVL,

ADDRESS: P. 0. Box 935
Midland, Texas

DATE: (p-42-060 . - BY: \4%—7:’/// (JH)
ADDRESS: _P. 0. Box 935/

Midland, Texas
UNIT OPERATOR AND/OR WORKING INTEREST OWNERS.

DATE: BY:
A_DDR_ESS:

ROYALTY OWNER.
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{1 STATL OF TEXAS ) S A
I A ) - "" : i'i\‘l
COUNTY OF DALLAS Y s

BCFORE ME, the undersigned authority, on this day personally appeared
RAYMOND TIIOMASSON, known to me to be the person whose name is subscribed to the
forcuoing instrument, and acknowledged to me that he executed the same for the
purposes and consideration therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE on this the 8th day of April,

A.D., 1966. |
| //:%52142// /ﬁégﬁ;*ﬁziw;KZW~/

My commission expires 6/1/66 _ Notary Public in and for Dallas
County, Texas

THE STATE OF TEXAS Y
)
COUNTY OF DALLAS J

BETORE ME, the undersigned authority, on this day personally appeared
DEN F. MITCHEL, known to me to be the person whose name is subscribed to the
foregoing instrument, and acknowledged to me that he executed the same for the
purposes and consideration therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE on this the 1lth day of April,
A.D., 1966.

—

My commission expire$ 6/1/66 ‘ /7%2;¢¢3Z Ay'éZZ;LP<LJKV“~
Notary/Public in and for Dallas
County, Texas ’

N

THE STATE OF TEXAS [
X
COUNTY OF DALLAS X
BEFORE ME, the undersigned aﬁthority, on this day personally appeared
RAY SMITH, known to me to be the person whose name is subscribed to the fore-

going instrument, and acknowledged to me that he executed the same for the
purposes and consideration therein expressed.

GIVEN UNDER MY HAND '‘AND SEAL OF OFFICE on this the 19th day of April,

A.D., 1966. .
716(’// 72 &{é/?%m/

Nell M. Heflin, Notary’ Public in
and for Dallas County, Texas

My commission expires 6/1/66
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TilE STATE OF OKLAHONMA X
X Corporation Acknowledgment
COUNTY OF OKLAHOMA b
BEFORE ME, the undersigned authority, on this day personally appeared
X, C. ANDFIRSON known to me to be the person whose name
is subscribed to the foregoing instrument as Vice President
of Anen 0il Cornoration , a corporation, and

aclknowledged to me that he executed the same as the act and deed of said
cornoraglon for the purposes and consideration therein expressed and in the

vees
B .,
a4 .,

:p;(\ ey
LR /(GIVE\I UNDER MY HAND AND SEAL OF OFFICE on this the Tta day of
BTN ER june » A.D., 1966 .
“ o BT e err e g :
T WY o NTo : .
- o S "g, ~ . . Q , 7/
A TATT S T Qo (2] MAnld

%:‘4'7i2“ , No¥a Public in and for Oklahoma
e Courity, Oklahoma

~

My Commission expires:
-~ - Z
Rl G
RBRLHRRRRERERRR DR RERERERTRRRIRRTEREREERERERRRERRRERRRE KRR R RRERERRRRARTRETRRR

THE STATE OF OREGON I

X Single Acknowledgment .
COUNTY OF JOSEPHINE 1

BEFORE ME, the undersigned authority, on this day personally appeared
T. R. PARKER , known to me to be the person whose name
is subscribed to the foregoing instrument, and acknowledged to me that he
executed the same for the purposes and consideration therein expressed.

GIVEN UNDER MY HAND.AND SEAL OF OFFICE on this the cé?// — day of -

May 'Y AoD- > lg 66 . -‘.
S ,\ “’”“”; c.
J
A/‘//'/(f’/ et " O

Notary Publlc I/'%nd for Joseﬁhlne ‘;fﬁ1_<;
County, O’r‘eg(_)n | : : . N \/.) L %

7 v L 4 4B
. . . . ) A Nas 2 (\’\:/‘ WhY = ,..1';3 '\.Jb? ' w?
My Commission expires: ’ “[C“"“““'“z%}a‘ g N7

{-17-¢ 1 ?

‘\»\ /f/v‘;."o-’. ‘-."- S
ERDEIDD PR P k*k**************************************************% REREER

“
~ 7 j\ o ;
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e

THE STATE OF TEXAS X
I ¢
CCUNTY OF MIDLAND X

BEFORE ME, the undersigned authority, on this day personally’appeared
Lewis B. Burleson and Jack Huff , known to me to be the personswhose names
are subscribed to the foregoing instrument, and acknowledged to me that they

executed the same for the purposes and con31deratlon therein expressed
\\( ”“‘I

ssgguuihél ‘GIVEN UNDER MY HAND AND SEAL OF OFFICE on this the ,/53 \ day of
ST Tine » A, 1966 .
IS NN S vt -
S0P N /ﬁ /3 *
;,./o. “\i y G 1:5’ , ,QOLWJ ()2 C/&#M/
Tk RERE . ' Notary Public in and for _ Midland

County, __Texas
/" A ! X v

"My Commission expires:

=~ 67
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CuURTIS W. MEWBOURNE
CONSULTING PETROLEUM ENGINEER

FIDELITY UNION LIFE BUILDING
DALLAS, TEXAS 75201

A.ogust 12, 19s¢

State Engineer Uffice
Capital Building
Senta Fe, Hew Mexico

Be: Ray Smith Orilling Co.
Shugart 18-y ueen Unit
Eddy County, New Hexico

Gent lemen:

Ray Swmith Drilling Co. hes made epplication to the hew
Mexico 01l Conservation Commission for suthorigetion of
Unit Agreement and authorizstion to inject water tor sec-
opdary recovery of the subject Unit. attached is a copy
of the Application, complate with s3ll asttachments.

Thepk you very wuch, o

/

Very truly /
' o p’%%‘céﬁﬂf&f‘/

é;.z'é%z v /

Curtis “. Mewbourae

CHtiiva

Attachments



CURTIS W. MEWBOURNE
CONSULTING PETROLEUM ENGINEER ‘ o

v 0N
FIDELITY UNION LIFE BUILDING A h\f-\
DALLAS, TEXAS 75201 v
\
August 12, 1966 AN W

cﬁé&ﬁ%}%

New Mexico 0il Comnservation Commission
P,0, Box 2088
Santa Fe, New Mexico o -
’ b flug 16 fyi 7w
Attention: Mr. D, S. Nutter, Chief Engineer
Re: Ray Smith Drilling Company

Shugart 18-Queen Unit

Eddy County, New Mexico
Gentlemen:

Before the New Mexico 0il Conservation Commission comes now Ray Smith Drilling Company
for approval of the Shugart 18-Queen Unit, Eddy County, New Mexico and in support of its
application, includes the following:

Copy of the Unit Agreement.

Certification by the United States Geological Survey.

Logs of the proposed injection wells,

. A plat showing the location of the proposed injection wells
and all other wells within the area.

S wN -

Operators have joined together to form the Shugart 18-Queen Unit for the purpose of con-
ducting secondary recovery operations by waterflooding. Ray Smith Drilling Company has
been selected as the Unit Operator. The zone to be waterflooded is the Queen Sand at an
approximate depth of 3,000 feet. Fresh water will be purchased from the Double Eagle Corp.
of New Mexico and will be injected at an estimated surface pressure of 700 psi. It is
anticipated that an average of 300 barrels per day will be injected. The following wells
will be used as injection wells:

1. Ray Smith - Canfield Federal #1
2. Ray Smith - Kenwood Federal ﬂﬂ('Z/
3. Ray Smith - Kenwood Federal "A" #1

This Unit covers only the Queen Sand, as set out in Section 2, Paragraph "G" of the Unit
Agreement., Formation of this Unit will facilitate secondary recovery. Support of this
application will prevent waste and protect corelative rights. Ray Smith Drilling Com-
pany requests a hearing for:

1. Authorization of Unit Agreement.
2. Authorization to inject water for secondary recovery.

Ray Smith Drilling Company requests that this application be set before the Commission
or one of its examiners and that the Commission enter its Order, approving this appli-

cation.

Vif//§ru ,{yo S,

«2;572/2/% et

Curtis W. Mewbourne COCKET MAILED
CWM: -
Enc. Date ’2‘5. “
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UNITEL’ STATES DEDE ﬂ oo
DEPARTMENT OF THE INTERIOR LCU WSV

GEOLOGICAL SURVEY JUL = 3 1566
WASHINGTON, D.C. 20242 490

U. S. GEOLOGICAL SURVEY
ROSWELL, NEW MEXICO

.-

JUL 2 51966

ILED
Ray Smith Drilling Company DOGKET MA Pev g
3300 Republic National Bank Building {"6 6 «/’”/'

Dallas, Texas 201
’ (F] Date

Gentlemen:

On July 21, 1966, Arthur A. Baker, Acting Director of the Geological
Survey, approved the Shugart 18 - Queen unit agreement, Eddy County,
2w Mexico, filed by your company as unlt operator. The agreement

has been designated No. 14-08-0001-8795, and is effective as of
August 1, 1966.

Enclosed is one copy of the approved unit agreement for your records.
We request that you furnish all interested principals with whatever
evidence of this approval is deemed appropriate.

Sincerely yours,

For the Director

Enclosure
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(- 2?9‘9/;?

CERTIFICATION--DETERMINATION

14-08.0001 87 95

Pursuant to the authority vested in the Sccretary of Interior, undcr
the act approved February 25, 1920, 41 Stat. 437, as amended, 30 U, S, C,.
secs. 181, et seq., and delegated to the Director of the Geological Survey

pursuant to Departmental Order No. 2365 of October 8, 1947, I do hereby:

4
-

A. Approve the attached agreement for the development and operation

of the Shugart 18-Queen Unit Area, State of New Mexico.

B, Certify and determine that the unit plan of development and
operation contemplated in the attached agreement is necessary and advisable
in the public interest for the purpose of more properly conserving the

natural resources.

C. Certify and determine that the dxrilling, producing, rental, minimum
royalty, and royalty requirements of all Federal leases committed to said
agreement are hereby established, altered, changed, or revoked to conform

with the terms and conditions of this agreement.

Dated . JuL 21 1966

ACTING Director, United States Geological Survey




- 1956 ~ UNIT AGREEMENT
1 eyrY SHUGART 18- QUEEN UNIT
AN EDDY COUNTY, NEW MEXICO
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE
SHUGART 18 - QUEEN UNIT

EDDY COUNTY, NEW MEXICO Cgee STES

THIS AGREEMEN;I', entered into a's of the lst day of November, 1965,
by and between the parties subscribing, ratifying or consenting hereto, and
hereih referred to as ''parties hereto'',

WITNESSETH: That,

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

WHEREAS, the Oil 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.
43.7, as amended, 30 U.S.C. Sections 181 et seq.) authorizes Federal
leessees and their representatives to unite with each other or jointly or
separately with others in collectively adopting and operating a cooperative
or unit plan of development or operation of any oil or gas pool, field or like
area or any part thereof for the pu;'pose of more properly conserving the
natural resources thereof whenever determined and certified by the Secretary
of the Interior to be necessary or advisable in the public interest; and

WHEREAS, the parties hereto hold sufficient interests in the Shugart 18 -
Queen Unit Area ¢overing the land hereinafter described to give reasonably effec-
tive 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 re-
- sources, prevent waste and secure the other benefits obtainable through deve-

lopment and operation of the area subject to this Agreement under the terms,
it

. ; v ’, Lo
conditions and limitations herein set forth. \ ‘ G o l'-“’f 4 ‘1 p L
N7 - L



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. ENAB».LING ACT AND-REGULATIONS: The Mineral Leasing
Act of February 25, 1920,' as amended, supra, and all valid, pertinent regula-
tions, including opefating and unit plan regulations, heretofore issued there-
under and valid, pertinent and reasonable regulations hereafter issued there-
under are accepted a‘nd made a part of this Agreement as to Federal lands,
provided such regulations are not inconsistent with the terms of this Agreement;
and as to non-Federal lands, the oil and gas operating regulations in effect as
of the effective date hereof governing drilling and producing operations, not
inconsistent with the terms hereof or the 1aw$ 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 apd recognized as consituting the

Unit Area; the lands described in said Exhibit "A" are described as follows:

Township 18 South, Range 30 East, N. M., P, M.,
Section 13: N 1/2 SE 1/4

Township 18 South, Range 31 East, N. M, P, M,
Section 18:1lots 2,3,4, E1/2 SW 1/4

containing 264. 07 acres, more or less, in Eddy
County, New Mexico.

(b) "Commission' is defined as the Oil Cdnservation Commission
of the State of New Mexico.

(c) "Director' is defined as the Director of the United States Geolo-
gical Survey.

(d) "Secreta’ry" is defined as the Secretary of the Interior of the

United States of America.



(e) "Department' is defined as the Deﬁartinent of the Interior of
the United States of America.

(f) ""Supervisor' is defined as the Oil and Gas Supervisor, Branch of
Oil and Gas Operations of t}ie United States Géological Survey.

(g) '""The Unitized Formation" is defined as that portion of the Queen
Sand formation which is encountered between the depths of 3, 080 feet and 3,114
feet on the Gamma Ray-Neutron log of the Ray Smith Kenwood-Federal well
No. 3, located in lot.3 (NW 1/4 SW 1/4) Section 18, Township 18 South, Range
31 East, N, M,P. M., Eddy County, New Mexico, insofar as the same lies within
the Unit Area, under lands committed to this Agreement.

(h) "Unitized Substances' is defined as and shall mean all oil, gas,
gasepué substances, sulphur contained in gas, condensate, distillate and all
associated and constituent liquids or liquefiable hydrocarbons within or pro-
duced from the Unitized Formatéion.

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

(j) "Working Interest Owner' is defined as and shall mean any party
hereto owning a Working Interest, including a carried working interest owner,
holding an interest in Unitized Subrst‘ances by virtue of a lease, operating agree- -
ment, vfee title or otherwise, which interest is chargeable with and obligated t§
pay or bear either in cash or out of p'rod\iction, or otherwise, all or a portion
of the cost of drilling, developing é.nd producing the Unitized Substance from
the Unitized Formation and operating hereof hereunder.

(k) "Royalty Interést" or ""Royalty' is defined as an interest reserved
by the lessor in an oil and gas lease. Specifically defined as not beiné a royalty
interest is a working interest, overriding royalty interest, production payment
interest, or net profits contract.

(1) "Royalty Owner' is defined as and shall mean the owner of a Royalty

~

Interest. . .
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(m) "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 the Unit Operator and the Working Interest Owners
as provided in Section 10, infra, and shall be styled '""Unit Operating Agreement,
Shugart 18 - Queen Unit, Eddy County, ‘New Mexico'.

(n) "Paying Quantities' is defined as production of Unitized Substances
in quantities sufﬁciént to pay for the cost of producing same from wells on the
~ Unitized land. .

(o) "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 selection and qualification of a successor Unit Operator as provided for in
Section 9 hereof.

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

(q) "'i‘ract Participation' is defined as the percentages of Unitized
Substances allocated hereunder to a Tract. The Tract Participation of the
several Tracts within the Unit Area is shown on Exhibit ""B" attached hereto.

(r) "Tract Current Production' is defined as the cumulative total number
of barrels of oil produced from the Unitized Formation under such committed
Tract during the period from August 1, 1964, to January 31, 1965, inclusively,
as officially reported to the Commission.

(s) "Unit Area Current Production' is defined as the total Tract Current
Producfcion of all Tracts within the Unit Area that are effectively committed to
this Agreement in accordance with the provisions hereof.

(t) "Tract Acre-Feet' is defined as the acre-feet of net pay within the
Unitized Formation underlying such committed Tract as heretofore determined
~and agreed upon by the parties hereto.

(u) "Unit Area Acre-Feet' is defined as the total Tract Acre-Feet of
all Tracts within the Unit Area that are effectively committed to this Agreement

in accordance with the provisions hereof.



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 the percentage of participation each tract has in the Unit Area.
However, nothing hérein or in said schedule or map shall be construed as a
representation by any party hereto as to the ownership of any interest other
than -auch interest or interests as are shown in said map or schedule as owned
by such party. Exhibits "A'" and "B" shall be revised by the Unit Operator when-
ever changes render such revision necessary, 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 reasonably 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
affected by the proposed expansion, setting out the basis for admission, the unit
participation to be assigned to such tract or tracts, and other pertinent data. After
negotiation (at Working Interest Owners' meeting or otherwise) if 90 percent 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 unit participation to be assigned thereto and the proposed effective date
thereof, preferably the first day of the month subsequent to the date of notice; and

(2) Deliver copies of said notice to the Supervisor, and each Working
Interest Owner (mailing copy of such notice to the last known address of each such
Working Interest Owner) and to each lessee and lessor whose interests are affected,
advising such parties that thirty (30) days will be allowed for submission to the Unit
- Operator of any objection to such proposed expansion; and



(3) File, upon the expiration of said thirty (30) day period as
set out in (2) immediately above and provided that objections of not more than
10 percent of the Working Interest Owners have been filed thereto, with the
Supervisor the following: (a) Comprehensive statement as to mailing such
notice of expansion; (b) An application for such expansion; (c) An instrument
containing the appropriate joinders in compliance with the participation re-
quirements of Section 14, infra; and (d) A copy of any objections 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 or on such other date as set by the Director in the order
or instrument approving such expansion.

SECTION 5. CONTRACTION: When practicable, the Unit Area shall be.

contracted to exclude land from this Unit Agreement whenever such contraction
is necessary or advisable to conform with the purposes of this Agreement. Such
contraction shall be effected in the following manner:

(a) Unit Operator, with concurrence of at least 80 percent of the Working
Interest Owners, on the basis of unit participation and with preliminary concurrence
of the Director, shall prepare a notice of contraction describing the contemplated
changes in the boundaries of the Unit Area, the reasons therefor, and the proposed
effective date thereof, preferably the first day of a month subsequent to the date
of notice.

(b) Said notice shall be delivered to the Supervisor, and copies thereof
mailed to the last known address of each Working Interest Owner, lessee, and
Royalty Owner whose interests are affected, advising that 30 days will be allowed
for submission to the Unit Operator of any objections.

(c) Upon expiration of the 30 day period provided in the preceding item
(b) hereof, Unit Operator shall file with the Supervisor, a comprehensive state-
ment as to the mailing of the notice of contraction and a copy of any objections
thereto which have been filed with the Unit Operator, together with an application
in sufficient number, for approval of such contraction.

(d) After due consideration of all pertinent information, the contraction,
upon approval by the Director, shall become effective as of the date prescribed in
the notice thereof. :

SECTIONV 6. UNITIZED LANDS AND UNITIZED SUBSTANCES: All land

committed to this Agreement as to the Unitized Formation as heretofore defined,
shall constitute the land referred to herein as "unitized land'" or 'land subject to
this Agreement', All Unitized Substances as heretofore defined, in or produced
from the Unitized Formation are hereby unitized under the terms of this Agreement,
together with the pertinent surface rights.

Nothing herein shall be construed to unitiz.‘e, pool, or in any way affect the
oil, gas, anci other minerals contained in or that may be produced from any for-

mation other than the Unitized Formation.
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SECTION 7. UNIT OPERATOR: RAY SMITH DRILLING COMPANY,

Dallas, Texas, is hereby designated as Unit Operator, and by signing this
kinstrument as Unit Operatof it agrees and corhlsents to accept the duties and
obligations of Unit Operator for the operation, development and production

of Unitized Substances as herein provided. Whenever reference is made
herein to the Unit Operator, such reference means the Unit Operator acting
in that capacity and'not as an owner of interests in Unitized Substances, and
the term "Working Interest Owner' when used herein shall include or refer to
Unit Operator as the owner of a Working Interést when such an interest is
owned by it.

SECTION 8. RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit

Operator shall have the right to resign at any time, but such resignation shall-
not become effective so as to release Unit Operator from the duties and obliga;.—
tions of Unit Operator and terminate Unit Operator's r‘ights as such for a period
of six (6) months after written noticé of intention to resign has been given by
Unit Operator to all Working Interest Owners and the Director, unless a new
U;lit Operator silall have’'taken over and assumed the duties and obligations of
Unit Operator prior to the expiration of said period.

The Unit Operator may, upon default or failure in the performance of its
duties or obligations hereunder, be subject to removal by the affirmative vote
of the owners of 75 percent of the committed Working Interest (on the basis of
Unit participation) exclusive of the Working Interest owned by the Unit Operator.
Such removal shall be effective upon notice thereof to the Director,

In all such instances of resignation or removal, until a successor to Unit
Operator is selected and approved as hereinafter provided, the Working Interest

Owners shall be jointly fespon_sible



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 términate itg 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 beco;ning effective, such Unit Operator shall deliver possession
of all wells, equipment, 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 of its operation of the Unit Area) to the new duly
qualified successor Unit Operator 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 s.ha.ll b‘e co.nstx;ued 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 9. 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 by affirmative vote of at least 75
percent of their voting interests, based upon the percentages of participation

assigned to tracts in the Unit Area, select a successor Unit Operator.



Such selection shall not become effective until (a) a Unit Operator so
selected shall accept ir; writing the duties and responsibilities of Unit
Operator, and (b) the selection shall have been filed with the Supervisor.
If no successor Unit Operator is selected and qualified as herein provided,
the Director, at his election, may declare this Agreement terminated.

SECTION 10. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT :

Costs and expenses incurred by Unit Operator in conducting Unit operations
hereunder shall be ‘paid, apportioned among and borne by the Working Interest
Owners in accordance with the Unit Operating Agreement. Such Unit Operating
Agreement shall also provide the manner in which the Working Interest Owners
shall be entitled to receive their respective proportionate and allocated share of
the benefits accruing hergto 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, no such
Unit Operating 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 Agreément, and in case of any inconsistency or
conflict between this Agreement and the Unit Operating Agreement, this Agreement
shall prevail. Three true copies of any Unit Operating Agfeement executed pursuant
to this Section shall be filed with the Supervisor, prior to approval of this Agree-
ment, and thereafter pr'omptly after any revision or amendment.

SECTION 11. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except as

otherwise specifically provided he;ein, the exclusive right, privilege and duty of
exercising any and' all rights of the partiesv hereto which are necessary or con-
venient for prospecting for, producing, storing, allocating and distributing the
Unitized Substances are hereby delegatéd 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 obligations of Unit

Operator. Nothing herein, ‘howeve‘r, shall be construed to transfer title to

any land or to any lease or operating agreement, it being understood that under
this Agreement thé Unit Operator, in its capacity as Unit Operator, shall exercise
‘the riights of pos'seésion and use vested in the parties hereto only for the purposes

herein specified.

SECTION 12 P‘LAN OF OPERATIONS: It is recognized and agreed by the
parties hereto that all of the land subjects t.o this Agreement is reasonably
proved to be productive of Unitized Substances in paying quantities and that the
obrject and purpose of this Agreement is to formulate and to put into effect a
secondary recovery project in order to effect additional recovery of Unitized
Substances, prevent waste and conserve natural resources. The parties here_tvo
agree that the Unit Operator may, subject to the consent and approval of a plan
of operation by the Working Iintére“st‘ O;Nnefs and the Supervisor, inject into the
Unitized Formation, through any well or wells completed therein, brine, water,
air, gas, oil liquefied petroleum gas‘, and any other substance or a combination
of any of said substances, whether prdduced from the Unit Area or not, and that
the location of input wells and the rates of injection ‘therein and the rate of pro-
duction shall be governed by standards of good geologic and pgtroleum engineering
practices and conservation methods, After commenc‘ement of secondary operations,
Unit Operator shall furnish the Supervisor monthly, injection and production
reports for each well ix; the Unit., The Working Interest Ownefs and the Supervisor,
shall be furnished periodical reports on the progress of the plan of operation and
any revisions or cixa.nges thereto; provided however, that any revisions of the plan
of operation involving a deviation from the initial plan of operation shall be subject

to the prior consent and approval of the Working Interest Owners and the Supervisor.
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The initial plan of 6peration shall be filed with the Supervisor concurrently
with the filing of this Unit Agreeméﬁt for final approv;l. Said initial plan of
operation and all revisions thereof shall be as complete and adequate as the
Supervisor may determine to be necessary for timely operation consistent here-
with. Reasonable diligence shall be exercised in complying with the obligations
of the approved plan of operation.

Notwithstandiné anything to the contrary herein contained, the Unit Operator
shall commence secondary recovery operations on the Unit Area within six ((;)
months after the effective date of this Agreement, or any extension thereof
approved by the Director, or this Agreement shall terminate automatjcally, in
which latter event Unit Oper‘ator shall nétify all interes‘ted parties. After such
operations are commenced, Unit Operator shall carry on such operations as \it;ould
a reasonable prudent operator under the same or similar circumstances.

SECTION 13. TRACT PARTICIPATION: In Exhibit '""B'" attached hereto,

there are lis‘ted and numi:ered the various tracts within the Unit Area and set
forth opposite each tract is a figure which represents the percentage of parti-
cipation allocated to each tract in the Unit Area calculated on the basis of 100
percent tract commitment. Thé participation percentage of each tract was
determined as follows

10% x Tract Current Production
Unit Area Current Production

Plus 90% x Tract Acre-Feet
Unit Area Acre-Feet

= participation percentage of each committed Tract.
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SECTION 14. TRACTS QUALIFIED FOR UNIT PARTICIPATION: On
and after’ the effective date hereof the f.racts wi?hin the Unit Area which shall
be entitled to participation in the production of Unitized Substances therefrom
shall be those tracts within fhe Unit Area and fmore particularly described in
said Exhibit '"B'' that are qualified as follows:

{(a) Each and all of those tracts as to which Working Interest Owners
-owning 100% of the Working Interest in said tract and Record Owners owning

100% of the Record Interest in said tract have subscribed, ratified or con-
sented to this Agreement; and

-

(b) Each and all of those tracts as to which Working Interest Owners
owning not less than 100% of the Working Interest therein and Record Owners °
owning not less than 85% of the Record Interest therein have executed this
Agreement, and in which the Working Interest Owners in said tract have agreed
to indemnify and hold harmless all other parties hereto, in a manner satisfac-
tory to 85% of the Working Interest Owners qualified under 14 (a), against any
and all claims and demands that may be made by the nonjoining Record Owners
on account of the commitment and joinder of such tract to the Unit Agreement,
and operation thereof under such conditions on the basis herein provided, and
as to which 85% of the Working Interest Owners qualified under 14 (a), exclusive
of the Working Interest Owner submitting such tract, have approved the com- ,
mitment 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 qualified as above provided, then such tract or tracts
shall not be entitled to participate hereunder. Unit Operator shall, when sub-
mitting this Agreement for final approval by Director, file therewith or as
soon thereafter as practicable, a schedule of those tracts which have been
qualified under this Agreément and are entitled to participate in the production
from the Unit Area hereunder. Said schedule shall set forth opposite each such
tract the lease number or assignment number, the owner of record of the lease,
and the percentages of participation of such tract which shall be computed
according to the participation formula set out in Section 13 (Tract Participation)
above. This schedule of participation shall be a part of Exhibit ""B'" and upon
approval by the Supervisor shall become a part of this Agreement and shall

govern the allocation of production of Unitized Substances until a revised

Exhibit ""B" is approved by the Supervisor or the Director.
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SECTION 15. ALLOCATION OF UNITIZED SUBSTANCES: All Unitized

Substances produced and saved (less, save and except any part of such Unitized
Substances used in confirmity with good operating practices on unitized land for
dr.illing, operating, camp, and othér 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 respective
tract participation éffec‘tive hereunder during the respective periods such
Unitized Substances were produced, as set forth in the schedules of participation
in Exhibit "B'". The amount of Unitized Substances so allocated to each tract,
and only that amount, (regar‘dless of whe.thez; it be moré or less than the amount
of the actual production of Unitized Substances from the well or wells, if any,

on such tract) shall, for all intents, uses and purposes, be deemed to have been
produced from such trac;t. |

The Unitized Substances allocated to each tract shall be distributed among,
or accounted f;)r to the parties executing, consenting to or ratifying this Agree-
ment entitled to share in the production from such tract in the same rhanner, in
the same proportions, and upon the same conditions, as they would have participated
and shared in the production from such tracts, or in the proceéds thereof, had
this Agreement not been entered into; a;ld 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 requireing any retroactive adjustment for production obtained prior to the
effective date of th-e joinder of any tract.

1f 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 percentage participation assigned to such tract shall, in
the absence of a recordable instrux;*ient executed by all owners and furnished to

Unit Operation fixing the divisions of ownership, be divided among such parcels
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or portions in proportion to the number of surfact acres in each.

The Unitized Substances allocated to each tract shall be delivered in kind
to the respective Workiﬁg Ix;terest Owners and parties entitled thereto by virtue
of the ownership of oil and gas rights therein or by purchase from such owners.
Each Working Interest Owne'r and the paz;ties entitled thereto shall have the
continuing right to receive such production in mind at a common point within
the Unit Area and to sell or disposé 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, main-
tained and operated as not to interfere with operations carried on pursuant
hereto. Subject to Section 16 hereof, any extra expenditure incurred by Unit
Operator by reason of the delivery in kind of any portion of the Uniti;ed Sub-
stances 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 operation 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 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 sizall be paid to the party entitled thereto,

Any party receiving in mind or separately disposing of all or any part of the
Unitized Substances allocated to aﬁ;r tract, or receiving the proceeds therelfrom
if the same is sold or pui'chased by Unit Operator, shall be responsible for the

payment of all Royalty on the lease or leases and tracts contributed by it and received
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into the Unit, and each such party shall hold each other party hereto harmless
against all claims, demands and causes of action for such Royalty on the
lease or leases and tracts contribﬁted 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 (Expansion)
hereof, or any tracf or tracts within the Unit Area not committed hereto as the
effective date ‘hereof but which are subsequently committed hereto under the
provisions of Section 31 (Nonjoinder and Subsequent Joinder), or if any tract
is excluded from the Unit Ar.ea as provicied for in Sectién 30 (Loss of Title),
the schedules of participation as shown in Exhibit "B'', subject to Section 13
(Tract Participation) or section 31 (Nonjoinder and Subsequent Joinder), which-
ever is appropriate, shzlall be revised by the Uhit Operator and distributed to th_e
- Working Inte;'est Owners; the Supervisor, and the Director to show the new
percentages oi.' participation of all the then effectively committed tracts; and the
revigsed schedules, upon approval by the Supervisor or the Director, shall govern
all the allocation of production from and after the effective date thereof until a new
schedule is so approved. In any such new schedule, the Tract Participation of the
previously qualified tracts shall remain in the same ratio one to the other.

SECTION 16. ROYALTY SETTLEMENT: The United States of America and

all Royalty Owners who, under an existing contract, are entitled to take in kind

a share of the substances produced from any tract unitized hereunder, shall
continue to be entitled to such right to take in kind their share of the Unitized
Substances a.llocatéd to such tract, and Unit Operator shall make deliveries of 7
such Royalty share taken in kind in conformity with the applicable contracts, laws
and regulations. S;ettlement 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
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pféduced during the preceeding éaléhda:f month; provided, however, that

nothing herein contained_ shall operate to relieve the lessees of any land from their
. rvespective 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.

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 ultima:te recovery in conformity with a plan approved pursuant to
Section 12 (Plan of Operétions), a like amount of gas, less appropria.te deductions
for loss from any cause, may be withdrawn from the Unitized Foimation,

Royalty free as to dry gas but not as to the products extracted therefrom;

providéd such withdrawal shall be pursuant to such conditions and formulas as

may be prescribed or approved by the Supervisor and provided further that

such right of withdrawal shall terminate as of the effective date of termination

of the Unit Agreement. If liquefied petroleum bases obtained from lands or
formations not subject to this agreement be injected into the Unitized Formation

for the purpose of increasing ultimate recovery, which shall be in conformance

with a plan first approved by the Super\}i'sor, part or all of such liquefield petroleum
gases may be withdrawn royalty free pursuant to such conditions and formulas as
may be prescribed or approved by the Supervisor.

Royalty due the United States shall be computed as provided in the operating
regulations and paid in value or delivered in kind as to all Unitized Substances on
the basis of the amounts thereof allocated to the Unitized Federal land as provided
herein at the rates specified in the respective Federal leases or at such lower rate
or rates as may be.a.uthorized by law or regulation; provided, that for leases on
which the royalty rate depends on the daily average production per well, said
average production shall be determined in accordance with the operating regulation
as though the unitized lands were a single consolid.ated lease.

Each Royalty Owner (other than the United States of America) that executes
this Agreemgnt represents and wa'r;ants that it is the owner of a Royalty Interest
in a tract or tracts within the Unit Area as its interest appears in Exhibit '"B" attached

hereto. If any Royalty Interest in a tract or tracts should be lost by title
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.failur.e or otherwise in whole or in part, during the term of this Agreement,
then the Royalty Interest of the party representing himself to be the.owner
thereof shall be reduced proportionately and the interest of all parties shall
be adjusted accordingly. |

SECTION 17. RENTAL SETTLEMENT: Rentals or minimum royalties

due on leases committed hereto shall be paid by Working Interest Owners
responsible therefor under existing contracts, iaws and regulations, provided
that nothing herein"contained shall operate to relieve the lessees of any land
from the.ir respective lease obligations for the payment of any rentals 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 Agre‘ement
shall be paid at the rate speciﬁed in the respective leases from the Uniteci
States of America, unless rental or minimum royalty is waived, suspended, or
reduced by law or by approval of ;ti1e Secretary or his duly authorized rep-
resentative.

SECTION 18. CONSERVATION: Operations hereunder and production of

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

SECTION 19, DRAINAGE: The Unit Operator shall take appropriate

and adequate measures to prevent drainage of Unitized Substances from

unitized land by wells on land not subject to this Agreement or, with prior consent
of the Director, pursuant to applicable regulations, pay a fiar and reasonable
compensatory royalty as determined by the Supervisor.

SECTION 20." LEASES AND CONTRACTS CONFIRMED AND EXTENDED: The

terms, conditions and provisions of all leases, subleases and other contracts
relating to exploration, drilling, development or operation for oil or gas on

lands committed to this Agreement are hereby expressly modified and amended to
t.he extent necessary to make the same conform to the provisions hereof, but
otherwise to remain in full force and effect, and the parties hereto hereby

consent that. the Secretary by his approval hereof, or by the approval hereof by
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his duly authorized representatives, does hereby establish, alter, change

or revoke the drilling, producing, rental, minimum royalty and royalty

requirements of Federal le'ases committed hereto and the regulations in

respect thereto to conform said requirements to the provisions of this Agreement,
Without limiting the generality of the foregoing, all leases, subleases and

contracts are particularly modified in accordance with the following:

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

(b) Drilling, producing or 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 Secretary of his duly authorized represen-
tative, shall be deemed to constitute such suspension pursuant to such direction
or consent as to each and every tract of unitized lands.

(d) Any Federal lease for a fixed term of twenty (20) years or any
renewal thereof or any part of such lease which is made subject to thisAgree-
ment shall continue in force beyong the term profided therein until the termi- _
nation hereof. Any other Federal lease committed hereto shall continue in force
beyong the term so provided therein or by law as to the committed land so long as
such lease remains committed hereto, or in the event actual drilling operations
are commenced on unitized land, in accordance with the provisions of this Agree-
ment, prior to the end of the primary term of such lease and are being diligently
prosecuted at that time, such lease shall be extended for two years and so long
.thereafter as oil or gas is produced in paying quantities in accordance with the
provisions of the Mineral Leasing Action Revision of 1960,

(e} Each sublease or contract relating to the operation and develop-
ment of unitized substances from lands of the United States committed to this
agreement, which by its terms would expire prior to the time at which the under-~
lying lease, as extended by the immediately preceeding paragraph, will expire,
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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 the underlying
lease as such term is herein extended.

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

SECTION 21. CORRECTION OF ERRORS: It is hereby agreed by all parties

to this Agreement that Unit Operator is empowered to correct any mathematical
or clerical errors which may exist in the pertinent exhibits to this Agreement;
provided, however, that correction of any error other than mathematical or
clerical shall be made by Unit Operation only after first having obtained approval

of Working Interest Owners, and the Supervisor. -

SECTION 22. COVENANTS RUN WITH LAND: The covenants herein shall
be construed 1;0 be covenants running with the land with réspect to the interest of
the parties hereto and their successors in interest until this Agreement termi-
nates, and any grant, transfer or con{reyance of interest in land or leases subject
hereto shall be and hereby is conditioned upon the assumption of all privileges
and obligations hereunder by the grantee, transferee or other successor in
interest. No assignment or transfer of any Working Interest subject hereto
- shall be binding upon Unit Operator until the first day of the calendar month
after Unit Opera‘t.or is furnished with the original, or acceptable photostatic or
certified copy, of the recorded instrument of transfer; and no assignment or
transfer of any Rc;yalty Interest subject hereto shall be binding upon the
Working Interest Owner responsible theref?)r 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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SECTION 23. EFFECTIVE DATE AND TERM: This Agreement shall

become binding upon each party who executes or ratifies it as of the date of
execution or ratification by such party and shall become effective as of 7 a. m.
on the first day of the month next following:

(a) The execution or ratification of this Agreement and the Unit Oper-
ating Agreement by Working Interest Owners owning a combined unit participation
of at least 75%, and the execution or ratification of this Agreement by Record
Interest, in said Unit Area; and

(b) The approval of this Agreement by the Secretary or his duly author-
ized representative. .

(c) The filing for record in Eddy County, New Mexico, of a certificate
to the effect that provision (a) and (b) of this section have been complied with
and stating further the effective date and the location of the governmental agency
offices where copies of this Agreement are filed.

If (a), (b) and (c) above are not accomplished on or before January 1,
1967, this Agreement shall ipso facto expire on said date (hereinafter called
"expiration date'') and thereafter be of no further force or effect, unless prior
thereto this Agreement has been executed or ratified by Working Interest Owners
owning a combined unit participation of at least 75%, and the Working Interest ,
Owners owning a combined unit participation of at least 75% committed to this
Agreement have decided to extend said expiration date for a period not to exceed
six (6) months (hereinafter called '"extended expiration date'). If said expira-
tion date is so extended and (a), (b) and (c) are not accomplished on or before
said extended expiration date, this Agreement shall be ipso facto expire on said
‘extended expiration date and thereafter be of no further force and effect. For
the purpose of this Section, ownership shall be computed on the basis of the
Unit Operating Agreement.

Unit Operator shall, within thirty (30) days after the effective date of
this Agreement, file for record in the offices where a counterpart of this Agree~-
ment is recorded, a certificate to the effect that this Agreement has become
effective to its terms and stating further the effective date. -

The terms of this Agreement shall be for and during the time that Unitized
Substances are produced in paying quantities from the Unit Area and as longthere-
after as diiigent drilling, reworking or other operations (including secondary
recovery operations) are prosecuted thereon without cessation of more than
ninety (90) consecutive days, unless sooner terminated by Working Interest
Owners in the manner hereinafter prdvided..

This Agreement may be terminated with the approval of the Director of
Working Interest Owners owning 85% unit participation whenever such Working

Interest Owners determine that Unit operations are no longer profitable, feasible,

or in the interest of conservation.. Notice of any such termination shall be given

by Unit Operator to all parties hereto.
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Upon termination of this Agreement, the further development and operation of
the Unit Area as a Unit shall be adandoned, Unit operations shall cease, and there-
after the parties hereto shall be governed by thé 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 termi-
nation 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 24, RATE OF PROSPECTING, DEVELOPMENT AND PRODICTION:
All production and the disposal thereof shall be in conformity with allocations and
quotas made or fixed by any duly authorized person or regulatory bodf under any Federal
or State statute, The Director is hereby vested with authority to alter or modify. from
time to time, at 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
produ‘ction under this Agreement, such authority being hereby limited to alteration
or modification in the public interest, the purpose thereof aﬁd the public interest to be
served thereby to be stated in the order of alteration or modification,

Powers in this Section vested in theDirector shall only be exercised after notice
to Unit Operator and opportunity fof hearing to be held not less than fifteen dé,ys from

notice,

SECTION 25, NONDISCRIMINATION: In connection with the performance of

work under this agreement, the operator agrees to comply with all of the provisions
of Section 202 (1) to (7) inclusive, of Executive Order 11246 (30 F.R, 12319), which
are hereby incorporated by reference to this Agreement.

SECTION 26, APPEARANCES: Unit Operator shall have the right to appear

for or on behalf of any and all interests affected hereby
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before the Department, and the Commission and to appeal from any order issued

under the rules and regulations of thé Departm‘ent, or the Commission, or to apply

for relief from any of said rules and regulations or in any proceedings relative to the
operations vefore 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 expenses to be heard in any such proceeding.

SECTION 27, NOTICES: All notices, demands, objections or statements requi.red
hereunder to be given or rendered to the parties hereto shal'l 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 ssuch other address as any such party or parties may have furnished in writing

to the party sending the notice, demand or statement,

SECTION 28, NO WAIVER OF CERTAIN RIGHTS: Nothing in this Agreement
contained shall be constured 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 regulations issued
thereunder in é.ny way affecting such party, or as a waiver by any such party of any
right beyond his or its authority to waive.

SECTION 29, UNAVOIDABLE DELAY: All obligations under this Agreement

requiring the Unit Operator to commence or continue secondary recovery operations

or to operate on or broduce Unitized Substances from any of the lands covered by this
Agreement shall be suspended while, but only so long as the Unit Operator despite the
exercise of due care and diligence, is prevented from complying with such obligations,
in whole or in part, by strikes, acts of God, Federal, State or municipall law or agency,

unavoidable accident, uncontrollable delays intransportation, inability to obtain necessary
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~materials in open market, or other matters beyond the reasonable
control of the Unit Operator whether similar to matters herein en-

umerated or not.

SECTION 30. LOSS OF TITLE: In thg event title to any tract of
unitized land shall fail so és to render the tract inoperabie under this
Agreement and the true owner cannot be induced to join this Unit Agree-
ment, such tract shall.be automatically regarded as not committed hereto
and there shall be such readjustment of future costs and benefits as may
be r;quired on account of the loss of such title. 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 interest until the dispute is finally settled; provided, that as
to Federal land or leases, no payments of funds due the United States of
America shall be withheld, but such funds shall be deposited as directed
by the Supex;visor, 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 i_s relieved from any responsibility for any
defect or failure of any title hereundeij.

SECTION 31. NONJOINDER AND SUBSEQUENT JOINDER: If the

owner of any substantial 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 Agree-
ment may withdraw said tract frc.)m this Agreement by written notice to the
Director, and Unit Operator prior to the effective date of this Agreement,
Joinder by any Royalty Owner, ‘at any time, must be accompanied by appro-
priate 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,
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Any oil or gas interest in the Unitized Formations underlying the
Unit Area not committed hefetlé pfior‘ fo éubmiésion of this Agreement
to the Director for final approval may thereafter be committed hereto
upon compliance with the applicable provisions of this Section and of
Section 14 (Tracts Qualified for Unit Participation) hereof, at any time
up to the effective date hereof and for a period to and including six (6)
months therea.fter,- on the same basis of participation as provided in
Section 13 (Tract Participation), by the owner or owners thereof subs-
cribing, ratifying, or consenting in writing to this Agreement and, if
the interest is a Workiﬁg Interest, by the owner of such interest subs-l
cribing also to the Unit Operating Agreement.

It is understood and agzjeed, howeve;r, that from and after six (f;)
months from the effective date hereof the right of subsequent joinder
as provided in this Section shall be. subject to such requirements or
approvals and- on such basis as may be agreed upon by ninety (90%)
percent of the Working Interest Owners (based upon the percentages
of pari:icipation in the Unit Area). Such joinder by a propésed Working
Interest Owner must be evidenced by his execution or ratification of V'
this Agreement and the Unit Operating Agreement. Such joinder by a
proposed Royalty Owner must be evidenced by his execution, ratifica-
tion or consent of this Agreement and must be consented to in writing
by the Working Interest Owner responsible for the payment of any bene-
fits that may accrue hereunder in. behalf of such proposed Royalty Owner.
Except-as may be -otherwise herein provided, subsequent joinder to this
Agreement shall be effective at 7:00 a.m. as of the first day of the month
following the filing with the Supervisor of duly executed counterparts of
any and ali documents necessary to establish effective commitment of any
tract or interest to this Agreement, unless objection to such joinder by

the Director is duly made within sixty (60) days after such filing.

SECTION 32, 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
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all those parties who have executed such a counterpart, ratification or
cénsent 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 Area.

SECTION 33. TAXES: Each party hereto shall, for its own account,
rendef and pay its share of any taxes levied against or measured by the
amount or value of the Unitized Sub.stances produced from the unitized
land; provided, how‘ever, that if it is required or if it be determined that
the Unit Operator or thé several Working Interest Owners must pay or
advance said taxes for the account of the parties hereto, it is hereby
expressly agfeed that the parties so paying or advancing said taxes shall
b.e reimbursed therefor by the parties hereto, including Royalty Owners,
who may be responsible for the taxes on their respective allocated share
of said Uﬁitizéd Substances. No such taxes shall be charged to the United
States nor to any lessor who has a contract with a lessee which requires
his lessee to pay such taxes.

SECTION 34, CONFLICT OF SUPERVISION: Neither the Unit Ope-

rator nor the Working Interest Owners, nor any of them, shall be subject

to any forfeiture, termination or expiration of any rights hereunder or
under any leases or contracts subject hereto, or to any penalty or liability
on account of delay or failure in whole or in part to comply with any appli-
cable provisions thereof to the extent that the said Unit Operator or the
Working Interest Owners, or any of them, aie hindered, delayed or pre-
vented from complying therewith b reason of failure of the Unit Operator

to obtain, in the ex;ercise of due diligence, the concurrence of proper repre-
sentatives of the United States and proper representatives of the State of New
Mexico in and about any matters or things concerning which it is required
herein that such concurrence be obtained. The parties hereto and the Com-

mission agree that all powers and authority vested in the Commission in and
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by any provisions of this Agreement are vested in the Commission
and shall be exercised by it pursuant to the provisions of the laws
of the State of New Mexico and subject in any case to appeal or
judicial review as may now or hereafter be provided by the laws
of the State of New Mexicé.

SECTION 35. BORDER AGREEMENTS: Subject to the approval

of the Supervisor, the Unit Operator, with concurrence of sixty (60%)
percent of the Working Interest Owners, based upon the percentages
of participation in the Unit Area, may enter into a border protection
agreement or agreements with the Working Interest Owners of adja-
cent lands along the boundaries of the Unit Area with respect to the
operations in the border area for the maximum ultimate recovery,
conservation purposes and proper protection of the parties and inte-

rests.

SECTION 36. NO PARTNERSHIP: It is expressly agreed that
the relation of the parties hereto is that of independent contractors
and nothing in this Agreement contained, expressed or implied, or
any operations conducted hereunder, shall create or be deemed to
create a partnership or association be‘_tween the parties hereto or

any of them.

SECTION 37. OIL IN LEASE TANKAGE ON EFFECTIVE DATE:
Unit Operatoér shall make a proper and timely gauge of all lease and
other tanks within the Unit Area in order to ascertain the amount of
merchantable oil in such ta'nks, 'above the pipe line coﬁnections, as
of 7:OQ a.m. on the effective date hereof. All such oil as is a part
of the prior allowable of the well or wells from which the same was
produced shall be and .remain the property of the Working Interest
Owners entitled thereto Ithe same as if the Unit had not been formed,
and such Working Interest Owners shall promptly remove said oil
from the Unit Area. Any such oil not so removed may be sold by
the Unit Operator for the account of such Working Interest Owners,
subject to the payment of all R oyalty to Royalty Owners under the

terms and provisions of the applicable lease or leases and
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other contracts. All such oil and gas as is in excess of the prior allowable

of the well or wells from which the same was produced shall be regarded and
tréated the same as Unitized Substances produced after the effective date hereof,
If, as of the effective date hereof, any traclt is overproduced with respect to

the allowable of the well or wells on that tract and the amount of such over-
production has be}e‘nr sold or otherwise disposed of, such over production sl'.xall
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 persons entitled to Unitized Substances allocafed to such

tract,

SECTION 38. PERSONAL PROPERTY EXCEPTED: All lease and well
equipment, materials, and other facilities heretofore or hereafter placed by
any of the Working Interest Owners on the lands subject to this Agreement shall
de deemed to be and shall remain personal p‘réperty belonging to and may be re-
moved by the Working Interest Owhers {subject to the provision§ of Section 12):
'I"he rights and interests therein as among Working Intezfest Owners are covered

by the Unit Operating Agreement.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to

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

APCO Q_"LL iRPO?ATION 7

DATE: April L, 1966 BY % Vice Pres:Ldent
ADDRESS: lee Bank Building
Oklahoma City, Oklahoma

, . Il‘ P » , /(". [ . V_—'—‘ t]
DATE: CP"]%( J;, a4 A g BY: /( s /( cegzi Eacil [/ 4’6/ R4
/ ADDRESS:___ [ é/a/ /4 ¥ eeci

g

"" Cr 8¢ L_u. -2 /L/[‘O.

DATE: /) gl BY: @Q Dhtetecld 277
v ADDRESS: F )07 Awsron [l
Datlo; T2y

DATE: BY:
ADDRESS:
UNIT OPERA TOR AND/OR WORKING INTEREST OWNERS, o
RAY SMITH, OPERATOR Y
DATE:  April 19, 1966 By:Y ol CIIEr,

ADDRESS: 3300 Republa.c Bank Bulld:mg
Dallas, Texas

ROYALTY OWNER.



other contracts. All such oil and gas 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 Substances produced after the effective date hereof,
1f, 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 emount of"such over-
production has been sold or otherwise disposed of, such over production s‘}'xall

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 persons entitled to Unitized Substances allocated to such

tract.

SECTION 38, PERSONAL PROPERTY EXCEPTED: All lease and well )
equipment, materiels, and other facilities heretofore or hereafter ‘placed by
any of the Working Interest Owners on the lands subject to this Agreement shall
Ge deemed to be and shall remain personal preperty belonging to and may be re=
moved by the Working Intex;est Owﬁers (subject to the provisione of Section 12),
The rights and interests therein as among Working Interest Owners are covered

e

by the Unit Operating Agreement.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to

R-1-% executed and have set opposite their respective names the date of execution.

S TRAR LI LESSEES OF RECORD

) APCO OIL ﬁORATION
BY: d é %‘;P 2 Ldent

ADDRESS: Okla.

a. S - . R Y
" CDATERSS - 3 June 7, 1966

oo S I/ bl ////%/J/ (xxe)

ADDRE’SS PO

DATE: =13 00 BY: M %ML,,-__—E (LBB)

ADDRESS: P. 0. Box 935
Midland, Texas

. DATE: é,/g,(,g '~ BY: \4(%?74/ (JH)

ADDRESS: _P. 0. Box 935/

_ Midland, Texas
UNIT OPERA TOR AND/OR WORKING INTEREST OWNERS,

DATE: BY:
ADDRESS:

ROYALTY OWNER.
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COUNTY OF DALLAS Y g O gD
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BEFORE ME, the undersigned authority, on this day personally appeared
RAYMOND TIHOMASSON, known to me to be the person whose name is subscribed to the
forcgoing instrument, and acknowledged to me that he executed the same for the
purposes and consideration therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE on this the 8th day of April,

A.D., 1966. - 4
| W 2/ gmé/;mﬂ/w

My commission expires 6/1/66 . Notary Public in and for Dallas
County, Texas

THE STATE OF TEXAS )

X
COUNTY OF DALLAS )

BEFORE ME, the undersigned authority, on this day personally appeared
BEN F. MITCHEL, known to me to be the person whose name is subscribed to the
foregoing instrument, and acknowledged to me that he executed the same for the
purposes and consideration therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE on this the 1lth day of April,
A.D., 1966. "

My commission expires 6/1/66 /7%2;¢¢?Z Aggézzz;v<£¢f>“~
Notary/Pulflic in and for Dallas
County, Texas

THE STATE OF TEXAS [
X
COUNTY OF DALLAS
BEFORE ME, the undersigned aﬁthority, on this'day personally appeared
RAY SMITH, known to me to be the person whose name is subscribed to the fore-

going instrument, and acknowledged to me that he executed the same for the
purposes and consideration therein expressed.

GIVEN UNDER MY HAND ‘AND SEAL OF OFFICE on this the 19th day of April,

A.D., 1966. .
71&[// 774 %\‘/

Nell M. Heflin, Notary/ Public in
and for Dallas County, Texas

My commission expires 6/1/66
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TIE STATE OF OKLAHOMA X
X Corporation Acknowledgment
COUNTY OF OKLAHOMA X 3
BEFORE ME, the undersigned authority, on this day personaily appeared
K. C. ANDFIRSON known to me to be the person whose name
is subscribed to the foregoing instrument as Vice President
of Apco 0il Corporation , a corporation, and

acknowledged to me that he executed the same as the act and deed of said
corporatlon for the purposes and consideration therein expressed and in the

- .“o \ 1 : .
A ’cGIVE\z UNDER MY HAND AND SEAL OF OFFICE on this the __ T%h day of
CEELN_ N June , A.D., 1966 . v
PR ] :‘.’ T . - — —-———
Dis A S i . .
S : | Q . 7/
DTATESS Qi o) Na—n D
SR ST RIPNITE N No¥ayy Public in and for  Oklahoma

SR Cuxfty, ___ Oklahoma

-

My Commission expires:
¢
3-2-6%

RREERERRBERERERRRERRERRRRRERRRREERERERERRRRRRRRRERR TR ERRERERRR IR RS RR AR T RR R

THE STATE OF __OREGON Y |
X Single Acknowledgment ,
COUNTY OF JOSEPHINE X

BEFORE ME, the undersigned authority, on this day personally appeared
T. R. PARKER known to me to be the person whose name

is subscribed to the foregoing instrument and acknowledged to me that he
executed the same for the purposes and consideration therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE on this the _ 7/ “=  day of -

May » AD., 1966 .
N ._-‘\'.x"""lu,,%'
‘ ) § Y ‘ ,ao ‘n
£ Aﬁéﬂaﬁﬁﬂwwﬁg RO
Notary Public ijY &nd for Joseﬁﬁlnef'ﬁﬂéjm*_;'
County, Oregon . - "3 -~
My Commission expires: - NICV-"" RAY ;{%ﬁ % bjfd\} )
VNI 5 S
4-17-¢ 7 NI
*Aa&4A%Ak*k&k***k***********************************************************
THE STATE OF TEXAS X
I ¢
COUNTY OF MIDLAND X

BEFORE ME, the undersigned authority, on this day personally'appeared
Lewis B. Burleson and Jack Huff , known to me to be the personswhose names
are subscribed to the foregoing instrument, and acknowledged to me that they
qxeeuted the same for the purposes and consideration therein expressed.
\\\\ iy, u",

QL Pz L/D GIVEN UNDER MY HAND AND SEAL OF OFFICE on this the __/ 3A day of

\\. T
§‘th(\ : -June , A D,, 19_66 .
TSSO - z&: A - -
S Nt
E ,C‘l:'-’ \! _’/\ : ' l: g waw\/ .D? .\ 7

PR RS : ' Notary Public in and for _ Midland

NG /‘., ........... 'j~\}\,-::' . County, Texas

“, 4 o \ > S, ! .

AN W
'-\\\ - 3 .
MyiCommission expires:

6=/~ 67
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CURTIS W. MEWBOURNE
CONSULTING PETROLEUM ENGINEER
FIDELITY UNION LIFE BUILDING
DALLAS, TEXAS 75201

Aogust 12, 1963

Stete Engineer Office
Capital Building
Santa Fe, New Mexico

Re: Ray Smith Drilling Co.
Shugart 18-Queen Unit
Eddy County, New Mexico

Gentlemen:

Ray Smith Drilling Co. has made application teo the Kew
Mexico 0il Conservation Commission for authorization of
Unit Agreement and authorization to inject water for sec-
ondary recovery of the subject Unit. Attached is a copy
of the Application, complate with all attachments.

Thank you very wmuch,

Very truly yours, //

W( 1/ &,f{c,/,?* U Sfcdisod .

Curtis W, Mewbourne
CWM:vm

Attachments
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THE STATE OF TEXAS Y N =
X

COUNTY OF DALLAS )
lL.)

BEFORE Me, the undersigned- auLhorlty, on this day personally appear-
ed CURTIS MEWBOURNE, known to me fto be a credible person, and who, after
being duly sworn, upon oath deposed and said;

THAT, as Consulting Engineer for RAY SMITH DRILLING COMPANY, Affiant
has personal knowledge of all the facts concerning the waterfiood project
in Eddy County, New Mexico known as the SHUGART 18-QUEEN UNIT;

THAT, in accordance with the sixth paragraph of Section 23, Page 20,
Unit Agreemnent, Shugart 18-Cueen Unit, Eday County, New Mexico, this Cer-
tificate is being filed withh the OIL CONSERVATION COMMISSION OF NEW MEXICO,
Santa Fe, New Mexico, being one of the govermmental agency cffices where a
counterpart of said Unit Agreement was recorded:

THAT, this Certificate is being filed with said offices within the
reguired 30-day iimit;

FURTHER, that said Unit Agreement has become effective as to its
terms and that actual operation of the Unit was effective October 1, 1966.

FURTHER Arffiant saith not.

EXECUTED on this the 18th day of October, 1966.

{4 \é.‘( ((_‘z‘k(

// y R
Curtls Mewboﬂ?he

SWORN TO AND SUBSCRIBED beifiore me by the said CURTIS MEWBOURNE on

this 18th day of October, 1966.

Nell M. Hefliin, Votary DllC in and
for Dallas, COuuty, Lexa

THZ STATE CF TEXAS
~

A
COUNTY OF DALIAS ¢

BEFCRE ME, the undersigned authority, on this day personally ap-
peared CCRYIS MEWBOURNE, known to me to be the person whose name is
subscridbed To the Loreg01ng instrument, and acknowledged to me that he
executed the same for the purposes and consideration therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE on this the 18th day of

Cctober, A.D., 1956.

: Vell M, Heflin, \orary ubllc in and
For Dallas Countv. Te as




THZ STATE OF TEXAS

Pl ol e

COUNTY OFf DALLAS

BEFCRE ME, the undersigned authority., on this day personally appear-
ed CURTIS MEWBOURNE, known to me to be a credible person, and who, after
being duly sworn, upon oath deposed and said;

THAT, as Consulting Engineer for RAY SMITH DRILLING COMPANY, Affiant
has personal knowledege of all the facts concerning the waterflood project
in Eddy County, New Mexico known as the SHUGART 18-QUEEN UNIT;

THAT, in accordance with the sixth paragraph of Section 23, Page 20,
Unit Agreement, Shugart 18-Queen Unit, Eddy County, New Mexico, this Cer-
tificate is being filed with the OIL CONSERVATION COMMISSION OF NEW MEXICO,
Santa Fe, New Mexico, being one of the governmental agency offices where a
counterpart of said Unit Agreement was recorded;

THAT, this Certificate is being filed with said offices within the
required 30-day limit;

FURTHER, that said Unit Agreement has become effective as to its
terms and that actual operation of the Unit was effective October 1, 1966.

FURTHER Affiant saith not.

EXECUTED on this the 18th day of October, 1966.

wiyas .
- [ j / a Ll
Curtis Mewbouiﬁe

¥

SWORN TO AND SUBSCRIBED before me by the said CURTIS MEWBOURNE on

M ! /

Nell/M, Heflin, Notary Fublic in and
for Dallas County, Tex#s

THE STATE OF TEXAS J
X
COUNTY GF DALLAS X

2EFCRE ME, the undersigned authority, on this day personally ap-
pearced CURTIS MEWBOURNE, known to me to be the person whose name is
subsaribed *to the foregoing instrument, and acknowledged to me that he
executed the same for the purposes and consideration therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE on this the 18th day of

A.D., 1966.
21//1/ 27 ,7%4%/]’/

. Nell M. Heflin, 'Notary MPublic in and
for Dallas County, Teyas

October,




