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UNIT AGREEMENT
SULIMAR QUEEN UNIT
CHAVES COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the 1lst day of August, 1971,
by and between the parties subscribing, ratifying or consenting
hereto, and herein referred to as "Parties hereto',

WIINESSETH:

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

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

WHEREAS, the Mineral Leasing Act of February 25, 1920 (41 Stat.
437, as amended, 30 U.S.C. Sections 181 et seq.) authorizes Federal
Lessees and their 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 deter-
mined 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
Sulimar Queen Unit Area, comprised of land hereinafter described,
to give reasonably effective control of operation thereinj; and

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

NOW, THEREFORE, in consideration of the premises and the promises
herein contained, the parties hereto commit to this Agreement their

respective interests in the Unitized Formation underlying the Unit



Area (as those terms are defined hereinafter), and agree severally

among themselves as follows:

SECTION 1. ENABLING ACT AND REGULATIONS: The Mineral Leasing

Act of February 25, 1920, as amended, supra, and all valid pertinent
regulations, including operating and unit plan regulations, hereto-
fore issued thereunder and valid, pertinent and reasonable regulations
hereafter issued thereunder are accepted and made a part of this
Agreement as to Federal lands, provided such 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 ef-
fective date hereof governing drilling and producing operations, not
inconsistent with the terms hereof or the laws of the State in which
the non-Federal land is located, are hereby accepted and made a part
of this Agreement.

SECTION 2, UNIT AREA AND DEFINITIONS: The area described by

tracts in Exhibit B and depicted on Exhibit A attached hereto is here-
by designated and recognized as constituting the Unit Area, contain-
ing 1,480 acres, more or less, in Chaves County, New Mexico. Said
land is described as follows:

Township 15 South, Range 29 East, New Mexico Principal Meridian

Section 13: S/2

Section 23: E/2 SE/4-

Section 24: W/2 and NE/4 and N/2 SE/4+ and SW/4 SE/L4
Section 25: N/2 NW/4 and -SWA4—NWAe

Section 26: NE/4 and-N/2 SE/4

Township 15 South, Range 30 East, New Mexico Principal Meridian

Section 18: W/2 SW/h
Section 19: NW/4 NW/4
For the purpose of this Agreement, the following terms and ex-

pressions as used herein shall mean:

(a) "Commission'" i1s defined as the 0il Conservation Commission

of the State of New Mexico.

(b) '"Director'" is defined as the Director of the United States

Geological Survey.
(c) "Secretary'" is defined as the Secretary of the Interior
of the United States of America or any other person duly autho-

rized to exercise the powers vested in that office.
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(d) '"Department" is defined as the Department of the Interior
of the United States of America,.

(e) '"Supervisor" is defined as the 0il and Gas Supervisor of
the United States Geological Survey for the region in which

the Tnit Area 1s situzted.

(f) "Unitized Formation" is defined as that stratigraphic
interval underlying the Unit Area extending from the top to
seventy five feet below the top of the Queen formation, said
interval top occurring at the depth of 1,954 feet as shown on
the Gamma-Ray Neutron log ran on July 1, 1969, in Jack L.
MceClellan's, Lisa-Fedsral "A" No. 4 well located 2,310 feet

from the south and west lines of Sec. 2k, T-15 S., R. 29 E.,
Chaves County, New Mexico. Said log was measured from a ground
elevation of 3949.68 feet above sea level.

(g) "Unitized Substanc=s' is defined as zll oil, gas, gaseous
substances, sulphur contained in gus, condensate, distillate

and all associated and constituent liquid or liquefiable hydro-
carbons within the Unitized Formation underlying Unitized Land.
(h) '"Working Interest’ is defined gz un interest in Unitized
Substances by virtue of a lease, operating agreement, fee title,
or otherwise, including a carried interest, the owner of which
interest i1s chargeable with and obligated to vay or bear, either
in cash or out of production or otherwise, all or a portion of
the cost of drilling, developing, producing and operating the
Unitized Formation; however, cil and gas rights that are free of
lease or other instrument creating a working interest shall be re-
garded as a working interest to the extent of seven-eights (7/8)
thereof and a royalty interest to the extent of the remaining
one-eight (1/8) thereof. A royalty interest created out of a
working interest subsequent to the execution of this Agreement by
the owner of such working interest shall continue to be subject
to such working interest burdens and obligations that are stated

in this Agreement and the Unit Operating Agreement.
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(1) '"Working Interest Owner" is defined as a party hereto

who owns a Working Interest.

(j) "Aoyalty Interest" is defined as a right to or interest
in any portion of the Unitized Substances or proceeds ﬁhereof
other than a Working Interest.

(k) "Royalty Owner" is defined as and shall mean the owner

of a Royalty Interest.

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

(m) "Tract Participation" is defined as the percentages of
Unitized Substances allocated hereunder to a Tract during
Phase I and Phase II, as hereinafter defined.

(n) "Unit Participation" of each Working Interest Owner is
defined as the sum of the percentages obtained by multiplying
each Working Interest Owner's fractional Working Interest in
each Tract by the applicable Tract Participation of each Tract.
However, for the purpose of Working Interest Owner voting
rights under this Unit Agreement, Unit Participation shall
mean Unit Participation during Phase I1I.

(o) "Phase I" is defined as that period of time beginning at
7:00 A.M., on the effective date hereof and continuing until
7:00 A.M. on the first day of the calendar month next follow-
ing the recovery of a total of 112,634 barrels of oil produced
on and after May 1, 1971, from the Unitized Formation under-
lying the Unit Area (as such area is depicted in the original
Exhibit A).

(p) '"Phase II" is defined as the remainder of the term of this
Agreement after the end of Phase I.

(q) "Tract Primary Reserves' is defined as the remaining pri-
mary oil reserves allocated to each tract as set out in the
Stephens Engineering letter on the Sulimar Field dated May 19,
1971.

(r) '"Unit Primary Reserves'" is defined as the total of the
Tract Primary Reserves for each tract in the Sulimar Field as
set out in the Stephens Engineering letter dated May 19, 1971.
(s) "Tract Ultimate Primary Reserves'" is defined as the ultimate
primary reserves allocated to a tract as shown in the Stephens

Engineering letter on the Sulimar Field dated May 19, 1971.
)



(t) '"Unit Ultimate Primary Reserves'" is defined as the total of

the Tract Ultimate Primary Reserves.

(t-1) "Tract 0il Productive Reservoir Volume'" is defined as the
0il productive reservoir volume allocated to a tract as shown on

Page 32 in the Stephens Engineering report on the Sulimar Field

dated October 22, 1970.

(t-2) "Unit 011 Productive Reservoir Volume" is defined as the
total of the Tract 0il Productive Reservoir Volume.

(u) "Unit Operating Agreement' is defined as any agreement or

agreements (whether one or more entered into separately or col-

lectively) by and between the Unit Operator and the Working

Interest Owners as provided in Section 9, infra, and shall be

styled "Unit Operating Agreement, Sulimar Queen Unit, Chaves

County, New Mexico'.

(v) "Unit Manager' is defined as the person or corporation ap-

pointed 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 8 hereof.

(w) "Paying Quantities' is defined as production of Unitized

Substances in quantities sufficient to pay for the cost of pro-

ducing same from wells on the Unitized Land.

(x) "Unit Operations' is defined as all operations conducted

pursuant to this Agreement and the Unit Operating Agreement.

(y) "Unit Equipment" is defined as all personal property, lease

and well equipment, plants, and other facilities and equipment

taken over or otherwise acquired for the joint account for use

in Unit Operations.

(z) "Unit Expense" ic defined as all cost, expense, or indebted-

ness incurred by Working Interest Owners or Unit Operator pur-

suant to this Agreement and the Unit Operating Agreement for or
on account of Unit Operations.

SECTION 3. EXHIBITS. Exhibit A, attached hereto, is a map show-
ing the Unit Area and, to the extent known to Unit Operator, the
boundaries and identity of Tracts and leases in said Unit Area. Ex-
hibit B, attached hereto, is a schedule showing, to the extent known
to the Unit Operator, the acreage comprising each Tract, Land descrip-
tion, and the percentage and kind of ownership of oil and gas interests

in each Tract in the Unit Area. Exhibit C, attached hereto, is a schedule
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showing the Tract Participation assigned to each Tract during both
Phase I and Phase II. However, nothing herein or in saild schedules
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 schedules as owned by such
party. Exhibits A, B and C shall be revised by fhe Unit Operator
whenever changes render such revision necessary or when requested
by the Supervisor, and not less than four copiles thereof shall be
filed with the Supervisor.

SECTION 4. EXPANSION. Tne 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 Agree-
ment. Such expansion shall be effected in the following manner:

(a) The Working Interest Owner or Owners of a Tract or Tracts

desiring to qualify such Tract or Tracts under this Agreement

shall file an application therefor with Unit Operator request-
ing such admission.

(b) Unit Operator shall circulate a notice of the proposed

expansion to each Working Interest Owner in Unitized Land and

in the Tract or Tracts proposed for inclusion in the Unit Area,
setting out the basis for admission, the Tract Participation

(both Phase I and Phase II) proposed to be assigned to each

such Tract, and other pertinent data. After negotiation (at

Working Interest Owners' meeting or otherwise), if Working

Interest Owners having a combined Unit Participation of ninety-

four percent (94%) or more have agreed to the inclusion such

Tract or Tracts under this Agreement, then Unit Operator shall:

(1) After preliminary concurrence by the Director, pre-
pare a notice of proposed expansion describing the con-
templated changes 1n the boundaries of the Unit Area, the
reason therefor, the basis for admiésion of the additional
Tract or Tracts, the Phase I and Phase II Tract Participa-
tions to be assigned to each such Tract and the proposed
effective date thereof; preferably 7:00 a.m. on the first
day if a month subsequent to the date of notice; and
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(2) Deliver copies of said notice to the Supervisor,

and to each Working Interest Owner, 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 with the Super-
visor the following: (a) Evidence of mailing or delivering
copies of said notice of expansion; (b) An application in
sufficient number for approval of such expansion; (c) An
instrument containing the appropriate joinders in compliance
with the requirements of Section 14 infraj and (d) A copy
of any objections received.

The expansion shall, after due consideration of all pertinent
information and approval by the Commission and the Supervisor, become
effective as of the date prescribed in the notice thereof, or on such
other date as may be set by the Commission and the Supervisor in the
order or instrument approving such expansion. The revised Tract
Participations (both Phase I and II) of those Tracts which were
qualified for participation under this Agreement prior to any such
expansion shall remain in the same ratio one to the other.

SECTION 5., UNITIZED LAND AND UNITIZED SUBSTANCES. All land

committed to this Agreement as to the Unitized Formation shall con-
stitute land referred to herein as "Unitized Land" or "Land Subject

to this Agreement’. All oil, gas, gaseous substances, sulphur con-
tained in gas, condensate, distillate and all associated and constit-
uent liquid or liquefiable hydrocarbons within the Unitized Formation
underlying Unitized Land are unitized under the terms of this Agree-
ment and herein are called "Unitized Substances". Nothing herein

shall be construed to unitize, pool or in any way affect the oil, gas
and other minerals contained in or that may be produced from any forma-
tion other than the Unitized Formation as above defined.

SECTION 6. UNIT OPERATOR. Jack L. McClellan is hereby designated

the Unit Operator, and by signing this instrument as Unit Operator

agrees and consents to accept the duties and obligations of Unit Operator
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for the operation, development and production of Unitized Substances
as herein provided. Whenever reference is made herein to the Unit
Operator, such reference mzans the Unit Operator acting in that ca-
pacity and not as an owner of interest 1in Unitized Substances and
the term "Working Interest Owner'" when used herein shall include

the Unit Operator as the owner of a Working Interest when such an
interest is owned by it.

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit

Operator shall have the right to resign at any time, but such res-
ignation shall not become effective so as to release Unit Operator
from the duties and obligations of Unit Operator and terminate Unit
Operator's rights as such for a period of six (6) months after
written notice of intention to resign has been given by Unit Operator
to all Working Interest Owners and the Supervisior, and until all
Unit wells are placed in a condition satisfactory to the Supervisor
for suspension, abandonment, or operations, whichever is required
by the Supervisor, unless a new Unit Operator shsll have taken over
and assumed the duties and obligations of Unit Operator prior to the
expiration of said pericd.

The Unit Operator shall, upon default or failure in the perfor-
mance of its duties or obligations hereunder be subject to removal
by vote of Working Interest Owners having a combined Unit Participa-
tion of eighty-five percent (85%) or more, exclusive of the Unit
Participation of the Working Interest Owner who is the Unit Operator.
Such removal shall be effective upon notice thereof to the Supervisor.

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

The resignation or removal of Unit Operator under this Agreement
shall not terminate its rights, title or interest as the owner of a
Working Interest or other interest in Unitized Substances, but upon
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the resignation or removal of Unit Operator becoming effective,
such Unit Operator shall deliver possession of all wells, equip-
ment, books and records, materials, appurtenances and any other
assets used in conducting the Unit Operations and owned by the
Working Interest Owners 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 the
removal of any material, equipment or appurtenances needed for the
preservation of any wells. Nothing herein contained shall be con-
strued to relieve or discharge any Unit Operator who resigns or is
removed hereunder from any liability or duties accruing to or per-
formable by it prior to the effective date of such resignation or

removal.

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator

shall tender its resignation as Unit Operator or shall be removed as
hereinabove provided, the Working Interest Owners shall select a
successor Unit Operator as herein provided. Such selection shall
not become effective until (a) a Unit Operator so selected shall
accept in writing the duties and responsibilities of Unit Operator,
and (b) the selection shall have been approved by the Supervisor.
If no successor Unit Operator is selected and approved as herein pro-
vided, the Director, at his election, may declare this Agreement
terminated.

In selecting a successor Unit Operator the affirmative vote
of the Working Interest Owners having a combined Unit Participation
of eighty percent (80%) or more shall prevailj; provided, that if any
one Working Interest Owner has a Unit Participation of more than twenty
percent (20%), its negative vote or failure to vote shall not serve
to disapprove the selection of a new Unit Operator approved by eighty-
five percent (85%) or more of the voting interest of the remaining
Working Interest Owners, and provided further that the Unit Operator
shall not vote to succeed itself.

SECTION 9. ACCOUNTING PROVISTIONS AND UNIT OPERATING AGREEMENT.

Costs and expenses incurred by Unit Operator in conducting Unit
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Operations hereunder shall be paild, apportioned among and borne

by the Working Interest Owners in accordance with the Unit Operating
Agreement. Such Unit Operating Agreement shall also provide the man-
ner in which the Working Interest Owners shall be entitled to receive
their respective proportionate and allocated share of the benefits
accruing hereto in conformity with their underlying operating agree-
ments, leases or other independent contracts and such other rights
and obligations as between Unit Operator and the Working Interest
Owners as may be agreed upon by the Unit Operator and the Working
Interest Owners; however, no such Unit Operating Agreement shall be
deemed either to modify any of the terms and conditions of this

Unit Agreement or to relieve the Unit Operator of any right or ob-
ligation established under this Agreement, and in case of any in-
consistency or conflict between this Agreement and the Unit Operating
Agreement, this Unit Agreement shall prevail. Three true copies of
any Unit Operating Agreement executed pursuant to this Section shall
be filed with the Supervisor prior to approval of this Unit Agreement.

SECTION 10, RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except

as otherwise specifically provided herein, the exclusive right, privi-
lege and duty of exercising any and all rights of the parties hereto
which are necessary or convenient for prospecting for, producing,
storing, allocating and distributing the Unitized Substances are
hereby delegated to and shall be exercised by the Unit Operator as
herein provided. Upon request, 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, however, shall be
construed to transfer title to any land or to any lease or operating
agreement 1t being understood that under this Agreement the Unit
Operator, in 1its capacity as Unit Operator, shall exercise the rights
of possession and use vested in the parties hereto only for the pur-
poses herein specified.

SECTION 11. PLAN OF OPERATIONS. It is recognized and agreed

by the parties hereto that all of the land subject to this Agreement
is reasonably proved to be productive of Unitized Substances in paying
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gquantities and that the object 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, pre-
vent waste and conserve natural resources. The parties hereto agree
that the Unit Operator may, subject to the consent and approval of

a plan of operation by the Working Interest Owners, the Supervisor

and the Commission, inject into the Unitized Formation, through any
well or wells completed therein, brine, water, air, gas, o0il and any
one or more other substances or combination of substances, whether
produced from the Unitized PFormation or not, and that the location

of input wells and the rates of injection therein and the rate of
production shall be governed by standards of good geologic and petro-
leum engineering practices and conservation methods. After commence-
ment of secondary operations, Unit Operator shall furnish the Supervisor
with monthly injection and production reports for each Unit well. The
Working Interest Owners and the Supervisor shall be furnished periodic
reports on the progress of the plan of operation and any revisions or
changes thereto necessary to meet changed conditions or to protect

the interests of all parties to this Agreement, which revisions and
changes shall be subject to approval by the Commission and the Super-
visor. ©Subject to like approval the Plan of Operations may be revised
as conditions may warrant.

The initial plan of operation shall be filed for approval with
the Supervisor and the Commission 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 Super-
visor and the Commission may determine to be necessary for timely
operation consistent herewith. Reasonable diligence shall be exer-
cised in complying with the obligations of the approved plan of opera-
tion. Thereafter, from time to time before the expiration of any
existing plan, the Unit Operator shall submit for like approval a
plan for an additional specified period of operation.

Notwithstanding anything to the contrary, herein contained, if
Unit Operator fails to commence Unit Operations for the secondary re-
covery of Unitized Substances from the Unit Area within six (6) months
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after the effective date of this Agreement or any extension there-
of approved by the Supervisor, this Agreement shall terminate auto-
matically upon the expiration of said six (6) month period.

SECTION 12. EASEMENTS OR USE OF SURFACE. The parties hereto,

to the extent of their rights and interest, hereby grant to Working
Interest Owners the right to use as much of the surface of the land
within the Unit Area as may reasonably be necessary for Unit Operations
and for the removal of Unitized Substances from the Unit Area, provided,
that nothing shall be construed as leasing or otherwise conveying to

the Working Interest Owners a site for water, gas injection, process-
ing or other plants, or a camp site. The parties hereto, to the ex-
tent they have the right to do so, hereby grant Unit Operator the right

to use free of cost brine or water (or both) produced from any formation

underlying the Unitized Land for injection into the Unitized Formation.
The grant of this right shall not preclude the use of brine or water
(or both) produced from any formation other than the Unitized Formation
for injection into such other formations. Unit Operator shall not be
entitled to take water from any well, lake, pond, or irrigation ditch
belonging to a Royalty Owner without negotiating with such party for
the use of such water.

SECTION 13. TRACT PARTICIPATION. In Exhibit C attached here-

to, there are listed and numbered the various Tracts within the Unit
Area, and set forth opposite each Tract are figures which represent
the Tract Participation percentages allocated to that Tract, under
both Phase I and Phase II, calculated on the basis of all Tracts
within the Unit Area being committed to this Agreement as of the
effective date hereof. The Tract Participation of each Tract with-
in the Unit Area as set forth in Exhibit C have been calculated and
determined in accordance with the factors and formula set out below,
and such Tract Participations shall govern the allocation of Unitized
Substances produced from the Unit Area from and after the effective
date hereof, subject to any revision or revisions oflthe Unit Area
or the Exhibits to this Agreement in accordance with the provisions

hereof.

The percentage of Tract Participations set forth in Exhibit C
for each Tract within the Unit Area have been calculated and determined
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in accordance with the o0il reserves available to each tract and

by using the following formula:

I = 100 Tract Primary Reserves
Fhase 7 Unit Primary Reserves
- 7 Tract Ultimate Primary Reserves
Phase Il 50% Unit Ultimate Primary Reserves
i 50% Iract 011 Productive Reservoir Volume

Unit 01l Productive Reservoir Volume

In the event less than all of the Tracts within the Unit Area
are committed to this Agreement as of the effective date hereof, Unit
Operator shall promptly prepare a revised Exhibit C setting forth
opposite each of the qualified Tracts (as determined from Section
14 hereof, Tracts Qualified for Participation), the revised Tract
Participations (both Phase I and Phase II), which shall be calculated
and determined by '"sing the factors and formula set forth in this
section, but applying the same only to the qualified Tracts. Unit
Operator shall promptly file copiles of such revised Exhibit C with
the Supervisor, and unless such revised Exhibit C is disapproved by
the Supervisor within sixty (60) days after such filing, the revised
Exhibit C shall be effective as of the effective date of this Agree-
ment, and shall thereafter govern the allocation of all Unitized Sub-
stances subject to any further revision or revisions of Exhibit C
in accordance with the provisions (Sections 3, 4%, 30, and 31) hereof.

SECTION 14, TRACTS QUALIFIED FOR PARTICIPATION. On and after

the effective date hereof the Tracts within the Unit Area that shall
be entitled to participate in the production of Unitized Substances
therefrom shall be those Tracts more particularly described in Exhibit
B that corner or have a common boundary (Tracts separated only by a
public highway or a railrocad right-of-way shall be considered to have
a common boundary), and that otherwise gqualify as follows:
(a) Each Tract as to which Working Interest Owners owhing one
hundred percent (100%) of the Working Interest therein have be-
come parties to this Agreement and as to which Royalty Owners
owning seventy-five percent (75%) or more of the Royalty Interest
therein have become parties hereto.
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(b) Fach Tract as to which Working Interest Owners owning

one hundred percent (100%) of the Working Interest therein
have become parties hereto and as tc which Royalty Owners
owning less than seventy-five percent (75%) of the Royalty
Interest therein have become parties hereto ani, further,

as to which: (1) All Working Interest Owners in any such

Tract have joined in a request for the acceptance of such
Tract as qualified for participation under this Agreement,

and (2) Seventy-five percent (75%) of the combined '"voting
interests” of Working Interest Owners in all Tracts that meet
the requirements of Section 14 (a) above have voted in favor
of the acceptance of such Tract. For the purpose of this
Section 1% (b) the "voting interest" of a Working Interest
Owner shall be equal to the ratio expressed as a percentage
that its Unit Participation in all Tracts which qualify under
Section 1% (a) bears to the total Unit Participation of all
Working Interest Owners in all Tracts wnhich qualifly under
Section 14 (a).

(¢) Each Tract as to which Working Interest Owners owning
less than one hundred percent (100%) of the Working Interest
therein have become parties hereto, regardless of the percent-
age of Royalty Interest therein that 1s committed hereto and,
further, as to which: (1) The Working Interest Owner who oper-
ates the Tract and all other Working Interest Owners in such
Tract who have become parties hereto have jolned in a request
for acceptance of such Tract and have executed and delivered
an indemnity agreement indemnifying and agreeing to hold harm-
less the other Working Interest Owners that are parties hereto,
their successors and assigns, against all claims and demands
that may be made by the owners of Working Interests in such
Tract who are not parties hereto and which arise out of the ac-
ceptance of the Tract as qualified for participation under this
Agreement, and (2) Seventy-five percent (75%) or more of the

combined '"voting interest'" of the Working Interest Owners in
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all Tracts that meet the requirements of Section 1% (a) and

1% (b) have voted in favor of the acceptance of such Tract.

For the purpose of this Section 1% (c), the "voting interest"

of each Working Interest Owner shall be equal to the ratio ex-

pressed as a percentage that its Unit Participation in all

Tracts which qualify under Sections 1% (a) and 14 (b) bears

to the total Unit Participation of all Working Interest Owners

in all Tracts which qualify under Sections 14 (a) and 14 (b).

Upon the acceptance of such a Tract as qualified for participa-

tion under this Agreement, the Unit Participations (both Phase

I and Phase II) which would have been attributed to the non-

subscribing owners of the Working Interest in such Tract, had

they become parties to this Agreement and the Unit Operating

Agreement, shall be attributed to the Working Interest Owners

in such Tract who have become parties to such Agreements in

proportion to their respective Working Interests in the Tract.

As the objective of this Unit Agreement is to have lands in the
Unit Area. operated and entitled to participation under the terms here-
of, it is agreed that, notwithstanding anything else herein, no joinder
shall be considered a commitment to this Unit Agreement unless the
Tract involved is qualified pursuant to this Section. The lessee of
record shall supplant the Royalty Interest Owner with respect to
Federal lands for qualification purposes under this Section.

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 submitting this Agreement for final approval by
the Supervisor, file a schedule of those Tracts which are entitled
to participate in the production of Unitized Substances. Said sched-
ule shall set forth opposite each such qualified Tract the assigned
Tract number, the lease number, the owner of record of the lease and
the Tract Participation percentage which shall be computed according
to the participation formula set out in Section 13 (Tract Participation)

above.
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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 conformity with good operating
practices on Unitized Land for drilling, operating, camp, other
production or development purposes and for pressure maintenance

or unavoidably lost) shall be apportioned among and allocated to

the qualified Tracts within the Unit Area in accordance with the
respective Tract Participation effective hereunder during the re-
spective periods, either Phase I or Phase II, in which such Unitized
Substances are produced, as set forth in the schedule of participa-
tion in Exhibit C or any revision thereof. The amount of Unitized
Substances so allocated to each Tract, and only that amount (regard-
less of whether i1t be more or less than the amount of the actual pro-
duction 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 dis-
tributed among or accounted for to the parties executing, consenting
to or ratifying this Agreement entitled to share in the production
from such Tract in the same mannsr, in the same proportions, and upon
the same conditions, as they would have participated and shared in
the production from such Tract, or in the proceeds 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 participa-
tion as above provided shall be subsequently excluded from participation
hereunder on account of depletion of Unitized Substances, and nothing
herein contained except as provided in Section 39 hereof, shall be
construed as requiring any retroactive adjustment for production ob-
tained prior to the effective date of the joinder of any Tract.

If the Working Interest or Royalty Interest in any Tract, on or
after the effective date hereof, is divided with respect to separate
parcels or portions of such Tract and owned severally by different
persons, the percentage Tract Participation (both Phase I and II)
assigned to such Tract shall, in the absence of a recordable instrument
executed by all owners and furnished to Unit Operator fixing the
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divisions of ownership, be divided among such parcels or portions
in proportion to the number of surface acres in each.

The Unitized Substances allocated to each Tract shall be de-
livered in kind to the respective Working Interest 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 kind at a common point within the Unit
Area and to sell or dispose of the same as 1t sees fit. Each such
party shall have the right to construct, maintain and operate all
necessary facilities for that purpose on Unitized Land, provided
the same are so constructed, maintained and operated as not to in-
terfere with operations carried on pursuant hereto., Subject to
Section 16, (Royalty Settlement), hereof, any extra expenditure in-
curred by Unit Operator by reason of the delivery in kind of any
portion of the Unitized Substances shall be borne by the party re-
sponsible for the payment of such expense,

1f any party fails to take in kind or separately dispose of
its share of Unitized Substances, Unit Operator shall have the right
but not the obligation, for the time being and subject to revocation
at will by the party owning the share, to purchase for its own account
or sell to others such sharej; provided that, all contracts of sale
by Unit Operator of any other party's share of Unitized Substances
shall be only for such reasonable periods of time as are consistent
with the minimum needs of the industry under the circumstances, but
in no event shall any such contract be for a period in excess of one
year and at not less than the prevailing market price in the area for
like production. Notwithstanding the foregoing, Unit Operator shall
not make a sale into interstate commerce of any other party's share
of gas production without first giVing such other party 60 days' notice
of such intended sale., The proceeds of the Unitized Substances so dis-
posed of by Unit Operator shall be paid to the party entitled thereto.

Any party receiving in kind or separately disposing of all or
any part of the Unitized Substances allocated to any Tract or receiving
the proceeds therefrom shall be responsible for making payment therefor
to the parties entitled thereto, and shall indemnify all parties here-

to, including Unit Operator, against any liability for all royalties,
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overriding royalties, production payments, and all other payments
chargeable against or payable out of such Unitized Substances or
the proceeds therefrom.

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 Tract or Tracts within the
Unit Area not qualified hereunder as of the effective date hereof
but which are subsequently qualified for participation under the
provisions of Section 14 (Tracts Qualified for Participation) and
Section 31 (Nonjoinder and Subsequent Joinder), or if any Tract is
excluded from this Agreement as provided for in Section 30 (Loss of
Title), the schedule of participation (both Phase I and II) as shown
in Exhibit C, subject to Section 13 (Tract Participation) of Section
31 (Nonjoinder and Subsequent Joinder), whichever is appropriate,
shall be revised by the Unit Operator and distributed to the Working
Interest Owners and the Supervisor to show the new Tract Participation
of all the then qualified Tracts; and the revised Exhibit C, upon ap-
proval by the Supervisor, shall govern all the allocation of Unitized
Substances produced on and after the effective date thereof until the
effective date of a new schedule so approved by the Supervisor. In
any such revised Exhibit C pursuant to this paragraph, the Phase I
and Phase II Tract Participations 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 Royalty share
taken in kind in conformity with the applicable contracts, laws and
regulations. Settlement for Royalty Interest not taken in kind shall
be made by Working Interest Owners responsible therefor under exist-
ing contracts, laws and regulations, on or before the last day of
each month for Unitized Substances produced during the preceding
calendar monthj; provided, however, that nothing herein contained
shall operate to relieve the lessees of any land from their respec-
tive lease obligations for the payment of any royalty due under theilr
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leases, except that such royalty shall be computed in accordance
with the terms of this Unit Agreement.

Royalty due to 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 there-
of allocated to unitized Federal land as provided herein at the rate
specified in the respective Federal leases or at such lower rate
or rates as may be authorized by law or regulation; provided, that
for any Federal lease committed hereto on which the royalty rate
depends on the daily average production per well, such average pro-
duction shall be determined in accordance with the operating regula-
tions as though the Unitized Land were a single consolidated lease.

If the amount of production or the proceeds thereof accruing
to any Royalty Owner (except the United States of America) in a Tract
depends upon the average production per well or the average pipeline
run per well from such Tract during any period of time, then such
production shall be determined from and after the effective date
hereof by dividing the dquantity of Unitized Substances allocated
hereunder to such Tract during such period of time by the number
of wells located thereon capable of producing as of the effective
date hereof.

Each Royalty Owner (other than the United States of America)
that ratifies this Agreement represents and warrants that he is the
owner of a Royalty Interest in a Tract or Tracts within the Unit Area
as his interest appears in Exhibit B attached hereto. 1If any Royalty
Interest in a Tract or Tracts should be lost by title failure or
otherwise in whole or in part, during the term of this Agreement,
then the Royalty Interest of the party representing himself to be
the owner thereof shall be reduced proportionately ani the interest

of all parties in the affected Tract or Tracts shall be adjusted

accordingly.
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If gas obtained from lands or formation not subject to this
Agreement is introduced into the Unitized Formation for use in re-
pressuring, stimulation of production or increasing ultimate recov-
ery in conformity with a plan of operation first approved by the
Supervisor, a like amount of gas, less appropriate deduction for
loss of depletion from any cause may be withdrawn from the Unitized
Formation royalty free as to dry gas, but not as to the products
extracted therefrom; provided, that such withdrawal shall be at
such time and pursuant to such conditions and formulas as may be
prescribed in the approved plan of operation or as may otherwise
be consented to by the Supervisor as conforming to good petroleum
engineering practices and provided further, that such right of with-
drawal shall terminate on the termination date of this Unit Agree-

ment.

SECTION 17. RENTAL SETTLEMENT. Rentals or minimum royalties

due on leases committed hereto shall be paid by Working Interest
Owners responsible therefor under existing contracts, laws and
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 rental or minimum royalty in
lieu thereof, due under their leases. Rental or minimum royalty
for lands of the United States of America subject to this Agreement
shall be paid at the rate specified in the respective leases from
the United States of America, unless such rental or minimum royalty
is waived, suspended or reduced by law or by approval of the Secretary
or his duly authorized representative.

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.

SECTION 20. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The

terms, conditions and provisions of all leases, subleases and other
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contracts relating to exploration, drilling, development or opera-
tion for o0il or gas on lands committed to this Agreement are hereby
expressly modified and amended to the 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
his duly authorized representative, does hereby establish, alter,
change or revoke the drilling, producing, rental, minimum royalty
and royalty requirements of Federal leases committed hereto and the
regulations in respect thereto to conform said requirements 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 perfor-
mance 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 1s any development of any
particular part or Tract of the Unitized Land, notwithstanding any-
thing to the contrary in any lease, operating agreement or other
contract by and between the parties hereto or their respective pre-
decessors in interest, or any of them.

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

(¢) Suspension of drilling or producing operations on all
Unitized Land pursuant to direction or consent of the Supervisor or
his duly authorized representative, shall be deemed to constitute
such suspension pursuant to such direction or consent as to each
and every Tract of Unitized Land.

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

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

(f) Any lease which is made subject to this Agreement
shall continue in force beyond the term provided therein as to the
lands committed hereto until the termination hereof.

SECTION 21. MATHEMATICAL ERRORS. It is hereby agreed by all

parties to this Agreement that Unit Operator is empowered to correct
any mathematical or clerical errors which might exist in the pertinent
exhibits to this Agreement upon approval by the Supervisor.

SECTION 22. COVENANTS RUN WITH LAND. The covenants herein

shall be construed to be covenants running with the land with re-

spect to the interest of the parties hereto and thelr successors in
interest until this Agreement terminates, and any grant, transfer

or conveyance 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 sub-
ject 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 re-
corded instrument of transfer; and no assignment or transfer of any
Royalty 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 instru-
ment of transfer.

SECTION 23. EFFECTIVE DATE AND TERM. This Agreement shall be-

come 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 7:00 A.M. of the first day of the calendar month
next following:
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(a) The execution or ratification of this Agreement and
the Unit Operating Agreement by Working Interest Owners owning a
combined Phase II Unit Participation of eighty percent (80%) or
more, and the execution or ratification of this Agreement by
Royalty Owners owning a combined interest of sixty-~five percent
(65%) or more of the Phase II Royalty Interest in said Unit Area;
and

(b) The approval of this Agreement by the Commissioner
and the Secretary or his duly authorized representative; and

(¢c) The filing of at least one counterpart of this Agree-
ment for record in the office of the County Clerk of Chaves County,
New Mexico, by the Unit Operator; and provided, further, that if (a),
(b) and (c) above are not accomplished on or before December 1, 1971,
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 Parti-
cipation of seventy percent (70%) or more, and such Working Interest
Owners have voted to extend said expiration date for a period not
to exceed twelve (12) months (hereinafter called "extended expiration
date"). If said expiration date is so extended and (a), (b) and (c)
are not accomplished on or before said extended expiration date,
this Agreement shall ipso facto expire on saild extended expiration
date and thereafter be of no further force and effect.

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

The term of this Agreement shall be for and during the time
that Unitized Substances are or can be produced in paying quantities
from the Unit Area and so long thereafter as drilling, reworking or
other operations (including secondary recovery operations) are prose-
cuted thereon without cessation of more than ninety (90) consecutive
days, and so long thereafter as such Unitized Substances can be pro-
duced as aforesaid, unless sooner terminated by Working Interest Owners
in the mannsr hereinafter provided.
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This Agreement may be terminated at any other time and for
any other reason with the approval of the Supervisor by Working
Interest Owners owning eighty-five percent (85%) or more of the
Unit Participation. Notice of any such approved termination shall
be filed with the County Clerk of Chaves County, New Mexico, and
given to all parties hereto by the Unit Operator within thirty (30)
days after the effective date of termination.

Upon termination of this Agreement, Unit Operations shall cease
and the parties hereto thereafter shall be governed by the terms
and provisions of the leases and contracts affecting the separate
Tracts.

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

SECTION 2%, RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION.

The Director is hereby vested with authority to alter or modify from
time to time in his discretion the quantity and rate of production
under this Agreement when such quantity and rate of production under
this Agreement is not fixed pursuant to Federal or State law or does
not conform to any statewide voluntary conservation or allocation
program, which 1is established, recognized, and generally adhered

to by the majority of operators in such State, such authority being
hereby limited to alteration or modification in the public interest,
the purpose thereof and the public interest to be served thereby to
be stated in the order of alteration or modification. Without regard
to the foregoing, the Director is also hereby vested with authority
to alter or modify from time to time in his discretion the rate of
prospecting and development and the quantity and rate of production
under this Agreement when such alteration or modification is in the
interest of attaining the conservation objectives stated in this
Agreement and is not in violation of any applicable Federal or State

law. No such alteration or modification shall be effective as to any
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privately-owned lands subject to this Agreement as to the quantity
and rate of production in the absence of specific written approval
thereof by the Commission.

Powers in this Section vested in the Director and the Commission
shall only be exercised after notice to Unit Operator and opportunity
for hearing to be held not less than fifteen (15) days from notice.

SECTION 25. NONDISCRIMINATION. In connection with the perfor-

mance of work under this Agreement, Unit 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 in this Agreement.

SECTION 26. APPEARANCES. Unit Operator shall have the right

to appear for or on behalf of any and all interests affected hereby
before the Department and the Commission, and to appear 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 operatlions before

the Department or the Commission, or any other legally constituted
authority; provided, however, that any other interested party shall
also have the right at his or its own expense to be heard in any such
proceeding.

SECTION 27. NOTICES. All notices, demands, objections or
statements required hereunder to be given or rendered to the parties
hereto shall be deemed fully given if made in writing and personally
delivered to the party or parties or sent by postpaid certified wail,
addressed to such party or parties at their respective addresses set
forth in connection with the signatures hereto or to the ratification
or consent hereof or to such other address as any such party or parties
may have furnished in writing to the party sending the notice, demand

or statement.

SECTION 28, NO WAIVER OF CERTAIN RIGHTS. WNothing in this fAgree-

ment contained shall be construed as a wailver by any party hereto

of the right to assert any legal or constitutional right or defense

as to the validity or invalidity of any Federal or State law, or rules
and regulations issued thereunder in any way affecting such party, or
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as a walver by any such party of any right beyond his or its
authority to waive; provided, however, that each party hereto
covenants that during the term of this Agreement such party will
not resort to any action at law or in equity to partition the Unit
Area or the facilities used 1in the development or operation hereof
and to that extent waives the benefits of all laws authorizing such

partition.

SECTION 29. UNAVOIDABLE DELAY. All obligations under this

Agreement requiring the Unit Operator to commence or continue secon-
dary recovery operations or to operate on or produce Unitized Sub-
stances 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, unavoldable accident,
uncontrollable delays in transportation, inability to obtain neces-
sary materials in open market, or other matters beyond the reasonable
control of the Unit Operator whether similar to matters herein enumsr-
ated or not.

No Unit obligation which i1s suspended pursuant to this Section
shall become due less than thirty (30) days after it has been deter-
mined that the suspension 1s no longer applicable. Determination
of creditable '"unavoidable delay" time shall be made by Unit Operator
subject to the approval of the Supervisor.

SECTION 30. LOSS OF TITLE. In the event title to any Tract

of Unitized Land shall fail so as to render the Tract inoperable

under this Agreement and the true owner cannot be induced to join

this Unit Agreement, such Tract shall be automatically regarded as

not committed hereto and there shall be such readjustment of future
costs and benefits as may be required on account of the loss of such
title. In such event, Uait Operator shall recompute the Phase I and
IT Tract Participations of each of the Tracts remaining subject to
this Agreement and shall revise Exhibit C accordingly. The revised
Exhibit C shall be effective as of the first day of the calendar month
in which such failure of title 1s finally determined. The Phase I and
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II participation percentages so recomputed for qualified Tracts
shall remain the same ratio one to the other as before the loss
of title was determined.

If title to a Working Interest fails, the rights and obliga-
tions of Working Interest Owners by reason of the failure of title
shall be governed by the Unit Operating Agreement. If title to a
Royalty Interest fails, but the Tract to which it relates remains
qualified, the parties whose title falled shall not be entitled to
share hereunder with respect to such interest. In the event of a
dispute as to title as to any Royalty, Working Interest or other
interest subject hereto, payment or delivery on account thereof
may be withheld without liability or interest until the dispute
is finally settled; provided, that as to Federal land or 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 1s relieved from any responsibility for
any defect or falilure 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 or consent to this Agreement, the owner of
the Working Interest in that Tract may withdraw said Tract from this
Agreement by written notice to the Supervisor and the Unit Operator
prior to the approval of tais Agreement by the Supervisor.

Lny 0il and Gas Interest in the Unitized Formation not committed
hereto prior to the effective date of this Agreement may thereafter
be committed hereto upon compliance with the applicable provisions
of this Section and of Section 14 (Tracts Qualified for Participation)
hereof, at any time during a period of one (1) month after the effec-
tive date of the Unit Agreement on the same basis of participation as
provided in Section 13, by the owner or owners thereof subscribing,
ratifying or consenting in writing to this Agreement, and if the
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interest is a Working Interest, by the owner of such interest
also subscribing to the Unit Operating Agreement.

It is understood and agreed, however, that after such one month
period the right of subsequent joinder by a Working Interest Owner
as provided in this Section shall be subject to such requirements
or approval, as provided by the Unit Operating Agreement, if any,
and on such equitable basis as may be agreed upon by Working Interest
Owners having a combined Unit Participation of eighty percent (80%)
or more with the approval of the Supervisor. To be effective such
joinder must be accompanied by a Jjoinder to the Unit Operating Agree-
ment. After the aforementioned one-month period Jjolnder by the owner
of a Royalty Interest must be evidenced by his execution or ratifica-
tion of this Agreement and must be consented to in writing by the
Working Interest Owner responsible for the payment of any benefits
that may accrue hereunder in behalf of such Royalty Owner. Except
as may be otherwise herein provided, subsequent joinder to this
Atgreement shall be effective at 7:00 A.M. of the first day of the
month following the filing with the Supervisor of duly executed counter-
parts of any and all documents necessary to establish effective commit-
ment of any Tract or interest to this Agreement, unless objection to
such joinder by the Supervisor is duly made within sixty (60) days
after such filing.

SECTION 32. COUNTERPARTS. This Agreement may be executed in

any nunber of counterparts, no one of wnich needs to be executed

by all parties and may be ratified or consented to by separate instu-
ment in writing specifically referring hereto, and shall be binding
upon all those parties who have executed such a counterpart, ratifi-
cation or consent hereto with the same force and effect as if all
parties had signed the same document, and regardless of whether or

not it is executed by all other parties owning or claiming an interest
in the land within the above described Unit Area.

SECTION 33. JOINDER IN DUAL CAPACITY, Execution as herein pro-

vided by any party either as a Working Interest Owner or as a Royalty
Owner shall commit all interests that may be owned or controlled by
such party; provided, that if the party is the owner of a Working
Interest he must also execute the Unit Operating Agreement.
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SECTION 3%, TAXES. Each party hereto shall, for its own
account, render and pay its share 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 Work-
ing 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 Unitized Sub-
stances. 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 35. CONFLICT OF SUPERVISION. Neither the Unit Operator

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 applicable provisions hereof to the extent that the
said Unit Operator or the Working Interest Owners, or any of them,
are hindered, delayed or prevented from complying therewith by reason
of failure of the Unit Operator to obtain, in the exercise of due
diligence, the concurrence of proper representatives of the United
States and/or proper representatives of the State of New Mexico in
and about any matters or things concerning which it is required here-
in that such concurrence be obtained. The parties hereto, including
the Commission, agree that all powers and authority which by any
provisions of this Agreement are vested in the Commission 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 Mexico.

SECTION 36. BORDER AGREEMENTS. Unit Operator, with concurrence

of two (2) or more Working Interest Owners having a combined voting
interest of seventy-five percent or more, may, subject to approval
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of the supervisor, enter into a border-protection agreement or agree-
ments with the Working Interest Owners of adjacent lands along the
exterior boundary 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 interest.

SECTION 37. 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 be deemed to be and shall remain personal
property belonging to such parties and may be removed by the Working
Interest Owners. The rights and interests therein as among Working
Interest Owners are covered by the Unit Operating Agreement.

SECTION 38. NO PARTNERSHIP. The duties, obligations and lia-

bilities of the parties hereto are intended to be several and not
joint or collective. This Agreement is not intended to create, and
shall not be construed to create, an association or trust, or to
impose a partnership duty, obligation or liability with regard to
any one or more of the parties hereto. Each party hereto shall be
individually responsible for its own obligations as herein provided.

SECTION 39. OIL IN LEASE TANKAGE ON EFFECTIVE DATE. Unit

Operator shall make a proper and timely gauge of all lease and other
tanks on .the Unitized Land in order to ascertain the amount of mer-
chantable oil above the pipe line connection in such tanks as of

/7:00 A.M. on the effective date hereof. All such oil which has

then been produced legally as a part of prior allowables of the

well or wells from which produced shall be and remain the property

of the Interest Owners entitled thereto the same as if this Unit had
not been formed; and the Working Interest Owner responsible therefor
shall promptly remove said oil from the Unitized Land. Any such oil
not so removed shall be sold by Unit Operator for the account of such
Working Interest Owner under the terms and provisions of this Agree-
ment and shall be, subject to the payment of all royalty to Royalty
Owners under the terms and provisions of the applicable lease or
leases and other contracts affected. All such oil as is in excess

of the prior allowable of the well or wells from which the same was
produced shall be regarded and treated the same as Unitized Substances
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produced after the effective date hereof, If, as of the effective
date hereof, any Tract 1s overproduced with respect to the allowable
of the well or wells on that Tract and the amount of such overproduc-
tion has been sold or otherwise disposed of, such overproduction
shall 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 en-
titled to Unitized Substances allocated to such Tract.

SECTION 40. LIEN OF UNIT OPERATOR. Unit Operator shall have

a lien upon the interests of Working Interest Owners in the Unit Area
to the extent provided in the Unit Operating Agreement.

SECTION 41. LIMITATION OF APPROVALS. Notwithstanding anything

herein contained to the contrary, if no Federal lands are commitﬁed
to this Agreement, then no consents or approvals provided herein
shall be required of the Department, the Secretary, the Director,
or the Supervisory and it shall not be necessary to file any instru-
ment hereunder with said offices or agencies unless and until Federal
lands are committed to this Agreement.”

IN WITNESS WHEREOF, the parties hereto have caused this Agreement
to be executed as of the date first above written and have set opposite

their respective names the date of execution.

Date

Date

Date
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produced after the effective date hereof. If, as of the effective
date hereof, any Tract 1s overproduced with respect to the allowable
of the well or wells on that Tract and the amount of such overproduc-~
tion has been sold or otherwise disposed of, such overproduction
shall 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 en-
titled to Unitized Substances allocated to such Tract.

SECTION 40. LIEN OF UNIT OPERATOR. Unit Operator shall have

a lien upon the interests of Working Interest Owners in the Unit Area
to the extent provided in the Unit Operating Agreement.

SECTION 41. LIMITATION OF APPROVALS. Notwithstanding anything

herein contained to the contrary, if no Federal lands are committed
to this Agreement, then no consents or approvals provided herein
shall be required of the Department, the Secretary, the Director,
or the Supervisorj; and it shall not be necessary to file any instru-
ment hereunder with sald offices or agencies unless and until Federal
lands are committed to this Agreement.”

IN WITNESS WHEREOF, the parties hereto have caused this Agreement
to be executed as of the date first above written and have set opposite

thelr respective names the date of executlon.
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STATE OF §

COUNTY OF g
The foregoing instrument was acknowledged before me this
day of y 1971, by ’
of y a

corporation, on behalf of said corpo-

ration.

My Commission Expires:

Notary Public

sk vk >k ok oK sk ok 3k ok K skook ok k
STATE OF §
COUNTY OF §
The foregoing instrument was acknowledged before me this
_day of y 1971, by )
of , a

corporation, on behalf of said corpo-

ration.

My Commission Expires:

Notary Public

%k ok >k sk vk ok oK 3K K K ok >k ok 5k
STATE OF |
COUNTY OF i

The foregoing instrument was acknowledged before me this
day of y 1971, by —_

My Commission Expires:

Notary Public

sk ok ok ok ok ok ok ok K ok ok K ok
STATE OF )
COUNTY OF §

The foregoing instrument was acknowledged before me this
day of , 1971, by

My Commission Expires:

Notary Public
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NEW MEXICO
STATE OF {

Chaves i

COUN“Y OF

. " The- Ioreg01ng instrument was acknowledged before me this
" 4th dayof October , 1971, by LAWRENCE C. HARRIS

;‘”' T EXMXMXMXXXM»
N LYLE
., FERFZEY 7

i

1y Comm1331on Expires:

“guly 15, 1974 [i L bl v Aﬁk.&nvt¢v///

Notary Public

oK 3k oK K K o e ok oK K K K
STATE OF )
COUNTY OF {
The foregoing instrument was acknowledged before me this
_ day of y 1971, by ’
of , a

corporation, on behalf of said corpo-

ration.

My Commission Expires:

Notary Public

sk K oK ok 3K oK K 3 KK K KK K
STATE OF __NEW MEXICO §
-~ COUNTY OF CHAVES {
- The foregoing instrument was acknowledged before me this
N 23rd _-day of September , 1971, by J. Penrod Toles and Robert M.
s o Patterson.
e My Commission Expires: _
L R B . ) N
L LX2/7/71 T S

Notary Public ST

""""""

K 3K 3K 3K K R 5K K K XK K K K K

STATE OF __ NEW MEXICO )
. COUNTY OF CHAVES J
o

v
)
W

S8 L The foregoing instrument was acknowledged before me this

N

Coe s _lst ~ day of _oOctober , 1971, by Robert L. Graham

© My Commission Expires:

12/7/71 oo
o Notary. Public o/ ’

y
1
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STATE OF
COUNTY CF {
The foregoing instrument was acknowledged before me this
day of , 1971, by
of , &
corporation, on benalf of said corpo-
ration.
Notary Public

My Commission Expires:
3 3K 3 o 4 R K 4 A KK K K

!

?

STATE OF
COUNTY COF g
The foregoing instrument was acknowledged before me this
— ___ day of y 1971, by
of , a
corporation, on behalf of said corpo-
ration.
Notary Public

My Commission Expires:

ok o 5K 35 3 5 oK oK 6 o R K ok

STATE OF ___NEW MEXICO J
 COUNTY OF __CHAVES !
;fiiﬁ 4‘ vhe foregoing instrument was acknowledged before me this
§ 7 btn day of _Ocroscs » 1971, by _JACK L. McCLELLAN |
%-- iNy Commr551on Expires:
2%, & FEBRUARY 2, 1973
%@f~' o : otary Public
SR sk 3k ok 3 oK ok 3k oK K o o oK K K
NEW MEX1CO i
§
BESeReEoT S FLs

”’222?1, day-of

My Commlss1oa Expires:

/ﬁ/é’ 5/ 7

STATE OF
COUNTY. OF. _BERNALLLO
The foreg01n%)1nstrument was acknowle
CTOBER , 1971 by

Notary PuBllc
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EXHIBIT C
TO
UNIT AGREEMENT
SULIMAR QUEEN UNIT
CHAVES COUNTY, NEW MEXICO

Tract Participation

Tract Percentage
NO. Description of Tract _ Phase I Phase II
1 SW/4% Section 13 and W/2 Section 24, T-15-8,
R-29-E 30.2791 39.7185
5> SE/L Section 13, T-15-8, R-29-E and W/2
SW/4 Section 1& and NW/% NW/4 Section 19,
T-15-S, R-30-E 10. 4764 12.9899
NW/4 NE/4% Section 2%, T-15-S, R-29-E 3.1003 6.8%96
L NE/% NE/4 and S/2 NE/4% and N/2 SE/4 and
SW/% 88/4 Section 24, T-19-3, R-29-E 31.7577 25.6680
5 E/2 SE/4% Section 23, T-15-S, R-29-E 0.0000 0.9174
6 N/2 NE/% Section 26, T-15-S, R-29-E 4.1267 L, 0443
7 N/2 NW/4 Section 25, T-15-S, R-29-E 4.7836 3.3448
8 S/2 NE/4 and N/2 SE/4 Section 26, T-15-S,
R-29-F 15.4802 6.4675
Total 100.0000

100.0000
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UNIT OPERATING AGREEMELT
SULIMAR QUEEN UNIT
CHAVES COUNTY, NEW MEXICO
THIS AGREEMENT, entered intoc as of the 1st day of August, 1971,
by the parties who have signed the original of this instrument, a
counterpart therecf, or other instrument agreeing to become a party
hereto.
WITNESSETH
WHEREAS, the parties hereto as Working Interest Owners have
executed, as of the date hereof, an agreement entitled, "Unit Agree-
ment, Sulimar Queen Unit, Chaves County, New Mexico", herein referred
to as "Unit Agreement", which, among other things, provides for a
separate agreement to be entered into by Working Interest Owners to
provide for Unit Operations as therein defined;
NOW, THEREFORE, in consideration of the mutual agreements herein

set forth, it is agreed as follows:

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT

1.1 Confirmation of Unit Agreement. The Unit Agreement is

hereby confirmed and by reference made a part of this agreement. The
definitions in the Unit Agreement are adopted for all purposes of
this agreement. If there is any conflict between the Unit Agreement

and this agreement, the Unit Agreement shall govern.

ARTICLE 2
EXHIBITS
2.1 Exhibits. The following exhibits are incorporated herein

by reference:

2.1.1 Exhibits A, B and C of the Unit Agreement.

2.1.2 Exhibit D, attached hereto, is a schedule showing
the Working Interest of each Working Interest Owner in each
Tract, the portion of each Working Interest Owner's participa-
tion attributable to each such interest, and the Unit Partici-
pation of each Working Interest Owner for both Phase I and rhase
II. Exhibit D, or a revision thereof, shall not be conclusive

és to the information therein, except it may be used as showing



the Unit Participation of Working Interest Owners for purposes
of this agreement until shown to be in error and revised as
herein authorized.

2.1.3 Exhibit E, attached hereto, is the Accounting Pro-
cedure applicable to Unit Operations. If there is any conflict
between this agreement and Exhibit E, this agreement shall govern.

2.2 Revision of Exhibits. Whenever Exhibits A, B and C are re-

vised, Exhibit D shall be revised accordingly and be effective as of
the same date. Unit Operator shall also revise Exhibit D from time to
time as required to confirm to changes in ownership of which Unit
Operator has been notified as provided in the Unit Agreement.

2.3 Reference to Exhibits. When reference is made herein to an

exhibit, it is to the exhibit as originally attached or, if revised,
to the last revision, unless a different revision is specified.
ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS

3.1 Overall Supervision. Working Interest Owners shall exercise

overall supervision and control of all matters pertaining to Unit Oper-
ations pursuant to this agreement and the Unit Agreement. In the ex-
ercise of such authority, each Working Interest Owner shall act solely
in its own behalf in the capacity of an individual owner and not on
behalf of the owners as an entirety.

3.2 Specific Authorities and puties. The matters with respect

to which Working Interest Owners shall decide and take action shall

include, but not be limited to, the following:

3.2.1 Method of Operation. The method of operation, includ-

ing the type of pressure maintenance, secondary recovery, or other

recovery program to pe employed.

3.2.2 Drilling of Wells. The drilling of any well whether

for production of Unitized Substances, for use as an injection
well, or for other purposes.

3.2.3 Well Recompletions and Change of Status. The recom-

pletion, abandonment, or change of status of any well, or the
use of any well for injection or other purposes.

3.2.4% Expenditures. The making of any single expenditure

in excess of Ten Thousand Dollars ($10,000); however, approval by

—o-



Working Interest Owners of the drilling, reworking, deepening,

or plugging back of any well shall include approval of all neces-
sary expenditures required therefor, and for completing, test-
ing, and equipping well, including necessary flow lines, separ-
ators, and lease tankage.

3.2.5 Disposition of Unit Equipment. The selling or other-

wise disposing of any major item of surplus Unit Equipment, if
the current price of new equipment similar thereto is Three
Thousand Five Hundred Dollars ($3,500) or more.

3.2.6 Appearance Before a Court or Regulatory Agency. The

designating of a representative to appear before any court or
regulatory agency in matters pertaining to Unit Operations: how-
ever, such designation shall not prevent-any Working Interest
Owner from appearing in person or from designating another re-

presentative in its own behalf.

3.2.7 Audits. The auditing of the account of Unit Operator
pertaining to Unit Operations hereunder; however, the audits
shall

(a) not be conducted more than once each year except
upon the resignation or removal of Unit Operator,

(b) be made upon the approval of the majority of Working
Interest Owners other than Unit Operator, at the
expense of all Working Interest Owners other than
Unit Operator,

(c) be made at the expense of those Working Interest
Owners requesting such audit, 1f less than a majority
of the Working Interest Owners, other than Unit Oper-
ator, request such an audit, and

(a) be made upon not less than thirty (30) days' written

notice to Unit Operator.

3.2.8 Inventories. The taking of periodic inventories under

the terms of Exhibit E.

3.2.9 Technical Services. The authorizing of charges of the

joint account for services by consultants or Unit Operator's
technical personnel not covered by the overhead charges provided
by Exhibit E.
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3.2.,10 Assignments to Committees. The appointment of com-

mittees to study any problems in connection with Unit Operations.
3.2.11 The removal of Unit Operator and the selection of
a successor,
3.2.12 The enlargement of Unit Area.
3.2.13 The adjustment and readjustment of investments.
3.2.14 The termination of Unit Agreement.
ARTICLE %
MANNER OF EXERCISING SUPERVISION

4.1 Designation of Representatives. Each Working Interest Owner

shall inform Unit Operator in writing of the names and addresses of

the representative and alternate who are authorized to represent and
bind such Working Interest Owner with respect to Unit Operations. The
representative or alternate may be changed from time to time by written
notice to Unit Operator.

4,2 Meetings. All meetings of Working Interest Owners shall be
called by Unit Operator upon its own motion or at the request of one
or more Working Interest Owners having a total Phase II Unit Partici-
pation of not less than five percent (5%). No meeting shall be
called on less than fourteen (14) days' advance written notice, with
agenda for the meeting attached. Working Interest Owners who attend
the meeting may amend items included in the agenda and may act upon
an amended item or other items presented at the meeting. The repre-
sentative of Unit Operator shall be chairman of each meeting.

4.3 Voting Procedure. Working Interest Owners shall decide all

matters coming before them as follows:

4.3.1 Voting Interest. Each Working Interest Owner shall

have a voting interest equal to its Phase 1II Unit Participation.

4.3.2 Vote Required. Unless provided herein or in the Unit

Agreement, Working Interest Owners shall determine all matters by
the aﬁfirmative vote of two (2) or more Working Interest Owners
having a combined voting interest of at least seventy-five percent
(75%) ; provided, however, that if any Working Interest Owner has

a voting interest of twenty-five percent (25%) or more, its nega-

tive vote or failure to vote shall not serve to disapprove any

motion, unless such vote is supported by the vote of two or more
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Working Interest Owners having a combined voting interest of
at least five percent (5%); and such affirmative vote shall be
controlling on all parties.

4.3.3 Vote at Meeting by Non-Attending Working Interest

Owner. Any Working Interest Owner who 1s not represented at a
meeting may vote on any agenda ltem by letter or telegram ad-
dressed to the representative of the Unit Operator if its vote
is received prior to the vote at the meeting provided such item
is not amended at the meeting.

4.3.4 Poll Votes. Working Interest Owners may decide by

letter or telegram any matter submitted in writing to Working
Interest Owners. If a meeting if not requested, as provided in
Section 4.2, within seven (7) days after a written proposal is
sent to Working Interest Owners, the vote taken by letter or
telegram shall become final. Unit Operator will give prompt
notice of the results of such voting to all Working Interest
Owners.
ARTICLE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

5.1 Reservation of Rights. Working Interest Owners severally

reserve to themselves all their rights, except as otherwise provided
in this agreement and the Unit Agreement.

5.2 Specific Rights. Each Working Interest Owner shall have,

among others, the following specific rights:

5.2.1 Access to Unit Area. Access to the Unit Area at all

reasonable times to inspect Unit Operations, all wells, and the
records and data pertaining thereto.

5.2.2 Reports. The right to receive from Unit Operator,
upon written request, copies of all reports of any governmental
agency, reports of crude oil runs and stocks, inventory reports,
and all other information pertaining to Unit Operations. The
cost of gathering and furnishing information not ordinarily fur-
nished by Unit Operator to all Working Interest Owners shall be
charged to the Working Interest Owner who requests the information.

ARTICLE &
UNIT OPERATOR
6.1 Unit Operator. Jack L, McClellan is héreby designated as

Unit Operator.
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6.2 Resignation or Removal - Selection of Successor. The

resignation or removal of Unit Operator, and the selection of a suc-
cessor shall be governed by the provisions of the Unit Agreement.
ARTICLE 7
AUTHORITIES AND DUTIES OF UNIT OPERATOR
7.1 Exclusive Right to Operate Unit. Subject to the provi-

sions of this agreement and to instructions from Working Interest
Owners, Unit Operator shall have the exclusive right and be obligated

to conduct Unit Operations.

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit

Operations in a good and workmanlike manner as would a prudent oper-
ator under the same or similar circumstances. Unit Operator shall
freely consult with Working Interest Owners and keep them informed of
all matters which Unit Operator, in the exercise of its best judgment,
considers important. Unit Operator shall not be liable to Working
Interest Owners for damages, unless such damages result from its gross
negligence or willful misconduct.

7.3 Liens and Encumbrances. Unit Operator shall endeavor to

keep the lands and leases in the Unit Area and Unit Equipment free
from all liens and encumbrances occasioned by Unit Operations, except
the lien and security interest of Unit Operator granted hereunder.

7.4 Employees. The number of employees used by Unit Operator
in conducting Unit Operations, their selection, hours of labor, and
compensation shall be determined by Unit Operator. Such employees
shall be the employees of Unit Operator.

7.5 Records. Unit Operator shall keep correct books, accounts,
and records of Unit Operations.

7.6 Reports to Working Interest Owners. Unit Operator shall

furnish Working Interest Owners monthly reports of Unit Operations.

7.7 Reports to Governmental Authorities. Unit Operator shall

make all reports to governmental authorities that it has the duty to

make as Unit Operator.

7.8 Engineering and Geological Information. Unit Operator shall

furnish to a Working Interest Owner, upon written request, a copy of
all logs and other engineering and geological data pertaining to wells

drilled for Unit Operations.



7.9 Expenditures. Unit Operator is authorized to make single

expenditures not in excess of Ten Thousand Uollars ($10,000) without
prior approval of Working Interest Owners. If an emergency occurs,
Unit Operator may immediately make or incur such expenditures as in
its opinion are required to deal with the emergency. Unit Operator
shall report to Working Interest Owners, as promptly as possible, the

nature of the emergency and the action taken.

7.10 Wells Drilled by Unit Operator. All wells drilled by

Unit Operator shall be at the usual rates prevailing in the area. Unit
Operator may employ its own tools and equipment, but the charge there-
for shall not exceed the usual rates prevalling in the area, and the
work shall be performed by Unit Operator under the same terms and
conditions as are usual in the area in contracts of independent con-
tractors doing work of a similar nature.

ARTICLE &

TAXES

8.1 Ad Valorem Taxes. Beginning with the first calendar year

after the Effective Date hereof, Unit Operator shall make and file

all necessary ad valorem tax renditions and returns with the proper
taxing authorities with respect to all property of each Working Interest
Owner used or held by Unit Operator for Unit Operations. Unit Operator
shall settle assessments arising therefrom. All such ad valcorem taxes
shall be paid by Unit Operator and charged to the joint account; how-
ever, i1if the interest of a Working Interest Owner is subject to a se-
parately assessed overriding royalty interest, production payment, or
other interest in excess of a one-eighth (1/8) royalty, such Working
Interest Owner shall notify Unit Operator of such interest prior to the
rendition date and shall be given credit for the reduction in taxes

paid resulting therefrom.

8.2 Other Taxes. BEach Working Interest Owner shall pay or cause

to be paid all production, severance, gathering, and other taxes im-
posed or with respect to the production or handling of its share of
Unitized Substances.
ARTICLE 9
INSURANCE
9.1 Insurance. Unit Operator, with respect to Unit Operations,

shall do the following:
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9.1.1 Comply with the Workmen's Compensation Laws of the
State of New Mexico.

9.1.2 Carry Employer's Liability and other insurance re-
guired by the laws of the State of New Mexico.

9.1.3 Unit Operator shall require all contractors engaged
in work in or on the Unit Area to carry insurance for the bene-
fit and protection of the Working Interest Owners consistent
with Unit Operator's minimin requirements.

9.2 Other Insurancs. Unit Operator shall not be required to

carry any other insurance for the joint account of the parties hereto.
Any party may, at its own expense, acquire such insurance as it dzeams
proper to protect itself against any claims, losses, damages or de-
struction resulting from Unit Operations.
ARTICLE 10
ADJUSTMENT OF INVESTMENTS

10.1 Perscnal Property Taken Over. Upon the Effective Date,

Working Interest Owners shall deliver to Unit Operator the following:

10.1.1 Wells. All wells completed in the Unitized For-

mation.

10.1.2 Well and Lease Eguipment. The casing and tubing

in each such well, the wellhead connections thereon, and all
other lease and operating equipment that is used in the opera-
tion of such wells which Working Interest Owners determine is
“2cessacy or desirable for conducting Unit Operations.

10.1.3 Records. A copy of all production and well records

for such wells.

10.2 Inventory and Evaluation of Personal “roperty. Working

Interest Owners shall, on the Effective vDate or as soon thereafter as
practicable, and at Unit Expense, inventory and evaluate in accordance
with the provisions of Exhibit E the personal property taken cver under
Sections 10.1.1 and 10.1.2, except that casing snall be inventoried
for record purposes, but shall be excluded from pricing and investment
adjustment. Such inventory shall include and be limited to those items
of equipment indicated to be controllable in the 1967 edition of the
Material Classification Maanual prepared by the Council of rPetroleum
Accountants Societies of North America (COPAS), except that sucker
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rods and other items as agreed upon by Working Interest Owners may

be included on the inventory in order tc insure a more eguitable
adjustment of investments. All other non-controllable items of

lease and well equipment installed within the Unit Area, although
excluded from the inventory, shall nevertheless be taken over by

the Uait Operator. Immediately following the completion of such
inventory, the material and equipment taken over under Section 10.1.2
shall be priced in accordance with provisions of Section IV, para-
graph 2 of Exhibit E, Accounting Procedure, or at an appraised value
as determined by the Working Intersst Gwners. Pricing shall be per-
formed under the supervision of, by the personnel of, and in the
offices of, the Ualt Operator, with the other Working Interest Owners
furnishing such additicnal pricing help as may be available and neces-
sary.

10.3 Investment Adjustment. Upon approval by Working Interest

Owners of the inventory and evaluation, each Working Interest Owner
shall be credited with the value of its interest in all personal
property taken over unaer Section 10.1.2, and shall be charged with
an amount equal to that obtained by multiplying the total value of
all personal property taken over under Section 10.1.2 by such Working
Interest Owner's Phase II Unit Participation as shown in Exhibit D.
If the charge against any Working Interest Owner is greater than the
amount credited to such Working Interest Owner, the resulting net
charge shall be an item of Unit Expense chargeable against such Work-
ing Interest Owner. If the credit to any Working Interest Owner is
greater than the amount charged against such Working Interest Owner,
the resulting net credit shall be paid to such Working Interest Owner
by Unit Operator out of funds received by it in settlement of the n=t
charges described above.

10.% General Facilities. The acquisition of warehouses, ware-

house stocks, lease houses, camps, facility systems, and office bulld-
ings necessary for Unit Operations shall be by negotiation by the
owners thereof and Unit Operator, subject to the approval of Working
Interest Owners. There shall be no adjustment for lease roads or ap-

purtenances thereto.



10.5 Ownership of Personal Property and Facilities. Each

Working Interest Owner, individually, shall by virtue hereof own an
undivided interest, equal to its Phase II Unit Participation, in all
personal property and facilities taken over or otherwise acquired by
Uait Operator pursuant to this agreement,
ARTICLE 11
UNIT EXPENSE

11.1 Basis of Charge to Working Interest Owners, Unit Oper-

ator initially shall pay all Unit Expense. All charges, credits,
and accounting for Unit Expense shall be in accordance with Exhibit
E. FEach Working Interest Owner shall reimburse the Unit Operator
for its share of Unit Expense as follows:

11.1.1 Operating Costs and Expenditures. All operating

costs and expenses shall be shared and borne by Working Inter-
est Owners in proportion to their then effective Unit Participa-

tion.

11.1.2 Investment Expenditures. Beginning at 7:00 a.m.

on the Effective Date hereof, all capital expenditures shall

be shared and borne by the Working Interest Owners in accordance

with their Phase II Unit Participation.

11.2 Badgets. Before or as soon as practical after the Effec-
tive Date, Unit Operator shall prepare a budget of estimated Unit
Expense for the remainder of the calendar year, and, on or before the
first day of each October thereafter, shall prepare such a budget for
the ensuing calendar year. A budget shall set forth the estimated
Unit Expense by quarterly periods. DBudgets shall be estimated only,
and shall be adjusted or corrected by Working Interest Owners and
Unit Operator whenever an adjustment or correction is proper. A copy
of eazh budget and adjusted budget shall be furnished promptly to
each Working Interest Owner.

11.3 Advance Billings. Unit Operator shall have the right

without prejudice to other rights or remedies to require Working In-
terest Owners to advance their respective shares of estimated Unit
Expense by submitting to Working Interest Owners, on or before the
15th day of any month, an itemized estimate thereof for the succeeding
month, with a request for payment in advance. Within fifteen (15)
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days after receipt of the estimate, each Working Interest Owner
shall pay to Unit Operator its share of such estimate. Adjustments
between estimated and actual Unit Expense shall be made by Unit
Operator at the close of each calendar month, and the accounts of
Working Interest Owners shall be adjusted accordingly.

11.4% Commingling of Funds. No funds received by Unit Operator

under this agreement need be segregated or maintained by it as a
separate fund, but may be commingled with its own funds.

11.5 Lien and Security Interest of Unit Operator. Each Work-

ing Interest Owner grants to Unit Operator a lien upon its 01l and
Gas Rights in each Tract, and a security interest in its share of
Unitized Substances when extracted, and in its interest in all Unit
Equipment, to secure payment of its share of Unit Expense, together
with interest thereon at the rate of ten percent (10%) per annum.

To the extent that Unit Operator has a security interest under the
Uniform Commercial Code of the State, Unit Operator shall be entitled
to exercise the rights and remedies 5f a secured party under the Code.
The bringing of a suit and the obtaining of judgment by the Unit Oper-
ator for the secured indebtedness shall not be deemed an election of
remedies or otherwise affect the lien rights or security interest as
security for the payment thereof. In addition, upon default by any
Working Interest Owner in the payment of its share of Unit Expense,
Unit Operator shall have the right, without prejudice to other rights
or remedies, to collect from the purchaser the proceeds from the sale
of such Working Interest Owner's share of Unitized Substances until
the amount owed by such Working Interest Owner, plus interest, has
been paid. FEach purchaser shall be entitled to rely upon Unit Oper-
ator's written statement concerning the amount of any default.

11.6 Unpaild Unit Expense. If any Working Interest Owner fails

to pay its share of Unit Expense within sixty (60) days after rendi-
tion of a statement therefor by Unit Operator, each Working Interest
Owner agrees, upon requsst by Unit Operator, to pay 1its proportionate
part of the unpaid share of Unit ®xpense of the defaulting Working
InSerest Owner. The Working Interest Owners that pay the share of

Unit Expense of a defaulting Working Interest Owner shall be reimbursed
by the Unit Operator for the amount so paid, plus any interest collected
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thereon, upon receipt by Unit Operator of any past due amount col-
lected from the defaulting Working Interest Owner. Any Working
Interest Owner so paying a defaulting Working Interest Owner's

share of Unit Expense shall be subrogated to the lien and other rights

herein granted Unit Overator.

11.7 Carved-Out Interest. If any Working Interest Owner shall,

after executing this agreement, create an overriding royalty, pro-
duction payment, nest proceeds interest, carried interest, or any

other interest out of its Working Interest, such carved-out interest
shall be subject to the terms and provisions of this agreement, spec-
ifically including, but without limitation, Section 11.5 hereof en-
titled "Lien and Security Interest of Unit Operatcer". If the Working
Interest Owner creating such carved-out interest (a) fails to pay any
Unit Expense chargeable to such Working Interest Owner under this
agreement, and the production of Unitized Substances accruing to the
credit of such Working Interest Owner is insufficient for that purpose,
or (b) withdraws from this agreement under the terms and provisions

of Article 17 hereof, the carved-out interest shall be chargeable

with a pro rata portion of all Unit Expense incurred hereunder, the
same as though such carved-out interest were a Working Interest, and
Jnit Operator shall have the right to enforce against such carved-out
interest the lien and all other rights granted in Section 11.5 for the
purpos2 of collecting the Unit Expense chargeable to the carved-out

interest.

11.8 Uncommitted Royalty. Should an owner of a Royalty Interest

in any Tract fail to become a party of the Unit Agreement, and, as a
result thereof, the actual Royalty Interest payments with respect to
such Tract are more or less than the Royalty Interest payments com-
puted on the basis of the Unitized Substances that are allcocated to
such Tract under the Unit Agreement, the cifference shall be borne by
or inure to the benefit of Working Interest Owners, in proportion to
their respective Unit Participation; however, the difference to be
borne by or inure to the benefit of Working Interest Owners shall not
exceed an amount computed on the basis of one-eighth (1/8) of the dif-
ference between the Unitized Substances allocated to the Tract and
the Unitized Substances produced from the Tract. Such adjustments
shall be made by charges and credits to the joint account.
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ARTICLE 12
NON-UNITIZED FORMATIONS
12.1 Right to Operate. Any Working Interest Owner that now

has or hereafter acquires the right to drill for and produce oil,

gas, or other minerals, from a formation underlying the Unit Area,
other than the Unitized Formation, shall have the right to do so
notwithstanding this agreement or the Unit Agreement. In exercising
the right, however, such Working Interest Owner shall exercise care

to prevent unreasonable interference with Unit Operations. No Work-
ing Interest shall produce Unitized Substances through any well drilled
or operated by it. If any Working Interest Owner drills any well into
or through the Unitized Formation, the Unitized Formation shall be
protected in a manner satisfactory to Working Interest Owners so that
the production of Unitized Substances will not be affected adversely.

12.2 Multiple Completions. On and after the effective date

hereof, no well shall be multiply completed to produce from the Unit-
ized Formation and any other formation without prior consent of the
Working Interest Owners. In the event such consent is given, such
multiple completion shall be subject to terms and conditions as may
be prescribed by Working Interest Owners.
ARTICLE 13
TITLES

13.1 Warranty and Indemnity. Each Working Interest Owner re-

presents and warrants that it is the owner of the respective working
interests set forth opposite its name in Exhibit D, and agrees to in-
demnify and hold harmless the other Working Interest Owners from any
loss due to failure, in whole or in part, of its title to such inter-
est, except failure to title arising because of Unit Operations; how-
ever, such indemnity and any liability for breach of Warranty shall
be limited to an amount equal to the net value that has been received
from the sale or receipt of Unitized Substances attributed to the in-
terest as to which title failed. Each failure of title will be deemed
to be effective, insofar as this agreement is concerned, as of 7:00
a.m. on the first day of the calendar month in which such failure is

finally determined, and there shall be no retroactive adjustment of
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Unit Expense, or retroactive allocation of Unitized Substances or

the proceeds therefrom, as a result of title failure.

13.2 Failure Because of Unit Operations. The failure of title

to any Working Interest in any Tract because of Unit Operations, in-
cluding non-production from such Tract, shall not change the Unit
Participation of the Working Interest Owner whose title failed in re-
lation to the Unit Participations of the other Working Interest Owners
at the time of title failure.
ARTICLE 1k
LIABILITY, CLAIMS, AND SUITS
14%.1 Individual Liability. The duties, obilgations, and liabil-

ities of Working Interest Owners shall be several and not joint or
collective; and nothing herein shall ever be construed as creating a
partnership of any kind, joint venture, association, or trust among
Working Interest Owners.

14.2 Settlements. Unit Operator may settle any single damage

claim or suit involviﬁg Unit Operations if the expenditure does not ex-
ceed Three Thousand Five Hundred Dollars ($3,500) and if the payment is
in complete settlement of such claim or suit. If the amount required for
settlement exceeds the above amount, Working Interest Owners shall
assume and take over the further handling of the claim or suit unless
such authority is expressly delegated to Unit Operator. All costs
and expense of handling, settling, or otherwise discharging such
claim or suit shall be an item of Unit Expense. If a claim is made
against_any Working Interest Owner or if any Working Interest is sued
on account of any matter arising from Unit Operations over which such
Working Interest Owner invididually has no control because of the
rights given Working Interest Owners and Unit Operator by this agree-~
ment and the Unit Agreement, the wbrking Interest Owner shall immedi-
ately notify the Unit Operator, and the claim or suit shall be treated
as any other claim or suit involving Unit Operations.
ARTICLE 15
LAWS AND REGULATIONS

15.1 Internal Revenue Provision. Notwithstanding any provisions

herein that the rights and liabilities of the parties hereunder are
several and not joint or collective, or that this agreement and the
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operations hereunder shall not constitute a partnership, if for
Federal income tax purposes this agreement and the operations here-
under are regarded as a partnership, then each of the parties hereto
elects to be excluded from the application of all of the provisions
of Subchapter K, Chapter 1, Subtitle A, of the Internal Revenue Code
of 1954, as permitted and authorized by Section 761 of the Code and
the regulations promulgated thereunder. Unit Operator is hereby
authorized and directed to execute on behalf of each of the parties
hereto such evidence of this election as may be required by the
Secretary of the Treasury of the United States or the Federal Internal
Revenue Service, including specifically, but not by way of limitation,
all of the returns, statements, and the data required by Federal
Regulations 1.761-1 (a). Should there be any requirement that each
party hereto further evidence this election, each party hereto agrees
to execute such documents and furnish such other evidence as may be
required by the Federal Internal Revenue Service or as may be neces-
sary to evidence this election. Each party hereto further agrees
not to give any notices or take any other action inconsistent with
the election made hereby. If any present of future income tax laws
of the state or states in which the Unit Area is located, or any
future income tax law of the United States, contain provisions similar
to those in Subchapter K, Chapter 1, Subtitle A, of the Internal Revenue
Code of 195%, under which an election similar to that provided by
Section 761 of the Code is permitted, each of the parties agrees to
make such election as may be permitted or required by such laws. 1In
making this election, each of the parties states that the income de-
rived by such party from the operations under this agreement can be
adequately determined without the computation of partnership taxable
income.
ARTICLE 16
NOTICES

16,1 Notices. All notices required hereunder shall be in writ-
ing and shall be deemed to have been properly served when sent by mail
or telegram to the address of the representative of each Working In-
terest Owner as furnished to Unit Operator in accordance with Article
L,
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ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Withdrawal. A Working Interest Owner may withdraw from

this agreement by transferring, without warranty to title, either
express or implied, to the other Working Interest Owners, all its
0il and Gas Rights, exclusive of Royalty Interests, together with
its interest in all Unit Equipment and in all wells used in Unit
Operations. Such transfer shall not relieve the Working Interest
Owner from any obligation or liability incurred prior to the date
of delivery of the instrument of transfer. The interest transferred
shall be owned by the transferees in proportion to their respective
Unit Participations. The transferees, in proportion to the respec-
tive interest so acquired, shall pay transferor, for its interest
in Unit Equipment, the net salvage value thereof as determined by
Working Interest Owners. After the date of delivery of the instru-
ment of transfer, the withdrawing Working Interest Owner shall be
relieved from all further obligations and liability hereunder and
under the Unit Agreement, and the rights of such Working Interest
Owner hereunder and under the Unit Agreement shall cease insofar
as they existed by virtue of the interest transferred.
ARTICLE 18
ABANDONMENT OF WELLS

18.1 Rights of Former Owners. If Working Interest Owners de-

cide to permanently abandon any well within the Unit Area to termina-
tion of the Unit Agreement, Unit Operator shall give written notice
thereof to Working Interest Owners of the Tract on which the well is
located, and they shall have the option for a period of ninety (90)
days after the sending of such notice to notify Unit Operator in
writing of their election to take over and own the well. Within ten
(10) days after Working Interest Owners of the Tract have notified
Unit Operator of their election to take over the well, they shall
pay Unit Operator, for credit to the joint account, the amount deter-
mined by Working Interest Owners to be the net salvage value of the
casing and equipment in and on the well. Working Interest Owners

of the Tract, by taking over the well, agree to seal off the Unitized
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Formation, and upon abandonment to plug the well in compliance with
applicable laws and regulations.

18.2 Plugging. If the Working Interest Owners of a Tract do
not elect to take over a well located within the Unit Area that is
proposed for abandonment, Unit Operator shall plug and abandon the
well in compliance with applicable laws and regulations.

ARTICLE 19
EFFECTIVE DATE AND TERM

19.1 Effective Date. This agreement shall become effective

when the Unit Agreement becomes effective.

19.2 Term. This agreement shall continue in effect so long as
the Unit Agreement remains in effect, and thereafter until (a) all
unit wells have been plugged and abandoned or turned over to Working
Interest Owners in accordance with Article 20, (b) all Unit Equipment
and real property acquired for the Jjoint account have been disposed
of by Unit Operator in accordance with instructions of Working Inter-
est Owners, and (c) there has been a final accounting.

ARTICLE 20
ABANDONMENT OF OPERATIONS

20.1 Termination. Upon termination of the Unit Agreement, the

following will occur:

20.1.1 0il and Gas Rights. 0il and Gas Rights in and to

each separate Tract shall no longer be affected by this agree-
ment, and thereafter the parties shall be governed by the terms
and provisions of the leases, contracts, and other instruments
affecting the separate Tracts.

20.1.2 Right to Operate. Working Interest Owners of any

Tract that desire to take over and continue to operate wells
located thereon may do so by paying Unit Operator, for credit to
the joint account, the net salvage value as determined by Work-

ing Interest Owners of the casing and equipment in and on the wells
taken over, and by agreeing upon abandonment to plug each well in
compliance with applicable laws and regulations.

20.1.3 Salvaging Wells. Unit Operator shall salvage as

much of the casing and equipment in or on wells not taken over by
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Working Interest Owners of separate Tracts as can economically
and reasonably be’salvaged, and shall cause the wells to be
plugged and abandoned in compliance with applicable laws and

regulations.

20.1.4% Cost of Abandonment. The cost of abandonment of

Unit Operaticons shall be Unit Expense.

20.1.9 Distribution of Assets. Working Interest Owners

shall share in the distribution of Unit Equipment, or the pro-
ceeds thereof, in proportion to their Unit Participation.
ARTICLE 21
EXECUTION

21.1 Original, Counterpart, or Other Instrument. An owner of

a Working Interest may become a party of this agreement by signing
the original of this instrument, a counterpart hereof, or other in-
strument agreeing to become a party hereto. The signing of any
such instrument shall have the same effect as if all parties had
signed the same instrument.
ARTICLE 22
SUCCESSORS AND ASSIGNS

22.1 Successors and Assigns. This agreement shall extend to,

be binding upon, and inure to the benefit of the parties hereto,
their respective heirs, devisees, legal representatives, successors,
and assigns, and shall constitute a convenant rumning with the lands,
leases, and interests covered hereby.

IN WITNESS WHEREOF, the parties hereto have executed this agree-~

ment on the dates opposite their respective signatures.

Date:

Date:

Date:
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STATE OF NEW MEXICO
COUNTY OF CHAVES

The foregoing instrument was acknowledged before me this
day of , 1971, by

of , a

corporation, on behalf of said corporation.

My Commission Expires:

Notary Public

* ok ok ok k ok k * x ¥

STATE OF

COUNTY OF

The foregoing instrument was acknowledged before me this
day of , 1971, by

of , a

corporation, on behalf of said corporation.

My Commission Expires:

Notary Public

kokokokook ok ok ok ok Xk

STATE OF

COUNTY OF

The foregoing instrument was acknowledged before me this
day of , 1971, by

of , a

corporation, on behalf of sald corporation.

My Commission Expires:

Notary Public

£ ok ok k %k ok k ok K %

STATE OF

COUNTY OF

The foregoing instrument was acknowledged before me this
day of y 1971, by

My Commission Expires:

Notary Public
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Working Interest Owners of separate Tracts as can economically
and reasonably be‘salvaged, and shall cause the wells to be
plugged and abandoned in compliance with applicable laws and
regulations.

20.1.4% Cost of Abandonment. The cost of abandonment of

Unit Operations shall be Unit Expense.

20.1.5 Distribution of Assets. Working Interest Owners

shall share in the distribution of Unit Equipment, or the pro-
ceeds thereof, in proportion to their Unit Participation.

ARTICLE 21
EXECUTION

21.1 Original, Counterpart, or Other Instrument. An owner of

a Working Interest may become a party of this agreement by signing
the original of this instrument, a counterpart hereof, or other in-
strument agreeing to become a party hereto. The signing of any
such instrument shall have the same effect as if all parties had
signed the same instrument. |
ARTICLE 22
SUCCESSORS AND ASSIGNS

22.1 Successors and Assigns. This agreement shall extend to,

be binding upon, and inure to the benefit of the parties hereto,
their respective heirs, devisees, legal representatives, successors,
and assigns, and shall constitute a convenant running with the lands,
leases, and interests covered hereby.

IN WITNESS WHEREOF, the parties hereto have executed this agree-

ment on the dates opposite their respective signatures.




STATE OF NEW MEXICO
COUNLY OF CHAVES

. Tne foreg01ng instrument was acknowle ged before me this dth
day of - Oc»ober , 1971, by LAWREN HARRIS ——_T
;Zl ﬁ}f 3 BAXX

Cﬁﬁiﬁxﬁiﬁ@ﬁxmﬁﬁxﬁ@hﬁ&iﬁﬁﬁkﬁﬁmﬁmxmimmmxmxmmm
My Commlssion Expires: C
IRl .2

“ July .15, 1974 oAl S g
Notary Public

¥ ok ok ok ok ok kK K Kk X

STATE OF
COUNTY OF
The foregoing instrument was acknowledged before me this
day of , 1971, by )
of , a

corporation, on behalf of said corporation.

My Commission Expires:

Notary Public

* ok ok ok ok ok ok ok ok %

STATE OF NEW MEXICO

COUNTY OF CHAVES
" v The foregoing instrument was acknowledged before me this _lst
Wb daye Of Qctoher , 1971, by _Rohert I.. Graham ’
oo 1IXBXK
xxxzmxx&xxmxxnnxmzhniikxikxxxﬁxxﬁiﬁ@iﬁi&ﬁﬁx
'Q\‘ \My-Comm;351on Expires:
/1T St T e
™ Fotary Public 7

* ok ok ok Kk ok k K ok ¥

STATE OF _NEW MEXICO

WY
T

T COUNTY OF CHAVES
Tne foregoing instrument was acknowledged before me this _23
~day of . September y 1971, by _J. Penrod Toles and Robert M. Patterson.
My Cbmﬁission Expires: o
'-’f;ﬁ::“"fi277/71 /f_f‘,f“_ e Lo
SR Notarx]Public o7
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STATE OF §

COUNTY OF g
The foregoing instrument was acknowledged before me this
day of y 1971, by )
of , a

corporation, on behalf of said corpo-

ration.

My Commission Expires::

Notary Public-

3K 3k 3K R KK K KK K K KK
STATE OF §
COUNTY OF §
The foregoing instrument was acknowledged before me this
___ day of y 1971, by )
of , &

corporation, on behalf of said corpo-

ration.

My Commission Expires:

Notary Public

5 3K oK 3 K K K K KoK K Kk K
STATE OF NEW MEXICO g
COUNTY OF __CHAVES !
- ' Tne foregoing instrument was acknowledged before me this

> kTHV day of __OCTOBER y 1971, by __JACK L. McCLELLAN .,

iMy Commission Expires:

 ~FEaRuARY 2, 1973

-

Notary Public

BN =

3K K 3K oK K oK 3 oK K o K oK
STATE OF NEW MEXI|CO 1
COUNTY or BERNAL ILLO §

The»fore oing instrument was acknowledged fore me thi
‘/,;J ‘day O% gOCTOBER , 1971, by ELBE % J. BLAC% S

My Commission Expires:

Wz, s/ 75




EXHIBIT D

TO

UNIT OPERATING AGREEMENT
SULIMAR QUEEN UNIT

CHAVES COUNTY, NEW MEXICO

Working Unit Participation
Tract Interest Percentage

No. Tract Name Working Interest Owner in Tract Phase I Phase II
1 Lisa-Federal "A" J. P. Toles 0.1667 5.0469 6.6211
R. M. Patterson 0.1666 5.0438 6.6171

R. L. Graham 0.1667 5.0469 6.6211

L. C. Harris 0.2500 7.5687 9.9296

A, J. Black 0.1250 3. 7844 L, 9648

J. L. McClellan 0,1250 3,784 4. 9648

1.0000 30.2751 39.7185

2 Lisa~Federal "B" J. P. Toles 0.1666 1.7454 2.1641
R. M. Patterson 0.1667 1.746k4 2.1654%

.R. L. Graham 0.1667 1.74%64% 2.165%

L. C. Harris 0.2500 2.6191 3.2475

A. J. Black 0.1250 1.3095 1.6237

J. L. McClellan 0.125¢ 1.3096 1.6238

1.0000 10. 476k 12.9899

3 Smernoff-Federal J. F. Toles 0.1666 0.5165 1.14%11
R. M. Patterson 0.1667 0.5168 1.1418

R. L. Graham 0.1667 0.5168 1.1418

L. C. Harris 0.2500 0.7751 1.7124

A. J. Black 0.1250 0.3876 0.8563

J. L. McClellan 0.1250 0.38 0.8262

1.0000 3.1003 6.8496

L Lisa-F#aderal "C" J. P. Toles 0.1667 5.29%0 4.,2788
R. M. Patterson 0.1667 5.2940 4.2788

R. L. Graham 0.1666 5.2908 L, 2764

L. C. Harris 0.2500 7.9395 6.4170

A. J. Black 0.1250 3.9297 3.2085

J. L. McClellan 0.1250 . .208

1.0000 31.7577 2%,6680

5 Carthel-Federal J. P. Toles 0.1666 0.0000 0.1528
R. M. Patterson 0.1667 0.0000 ¢.1529

R. L. Graham 0.1667 0.0000 0.1529
L. C. Harris 0.2500 0.0000 0.2294%

A. J. Black 0.1250 0.0000 0.1147

J. L. McClellan 0.1250 0.0000 0.114
1.0000 0.0000 67@17%

6 Sulimar-Federal Pubco Petroleum Co. 1.0000 4,1267 L. 0k4l3
7 LaRue-Federal J. P. Toles 0.1666 0.7969 0.5572
R. M. Patterson 0.1667 0.797% 0.5576

R. L. Graham 0.1667 0.7974% 0.5576

L. C. Harris 0.2500 1.1959 0.8362

A. J. Black 0.1250 0.5980 0.4181

J. L. McClellan 0.1250 0.5280 0.4181

1.0000 . 783 3.3448

8 Snyder-Federal Cities Service 0il Co. 1.0000 15.4802 6.4675

Total

100.0000 100.0000



EXHIBIT D - SUMMARY
TO
UNIT OPERATING AGREEMENT
SULIMAR QUEEN UNIT
CHAVES COUNTY, NEW MEXICO

Unit Participation
Tract Percentage

Working Interest Owner No Phase 1 Phase TII
A. J. Black 1 3.7844 L, 9648
2 1.3095 1.6237

3 0.3876 0.8563

L 3.9697 3.2085

5 0.0000 0.1147

7 0.5980 0.4181

10.0492 11.1861

Cities Service 0il Co. 8 15.4802 6.4675
R. L. Graham 1 5.0469 6.6211
2 1.7464 2.165%

3 0.5168 1.1418

L 5.2908 Y.0764

5 o.ooog 0.1529

7 0. 0.5576

13.39%3 1%.9152

L. C. Harris 1 7.5687 9.9296
2 2.6191 3.2475

3 0.7751 1.712%

b 7.9395 6.4170

5 0.0000 0.2294

7 1.1959 0.8362

20.0983 22.3721

J. L. McClellan 1 3.784L 4.9648
) 1.3096 1.6238

3 0.3875 0.8562

L 3.9697 3.2085

5 0.0000 0.1147

7 0.5980 0.4181

10.0492 11.1861

R. M. Patterson 1 5.0438 6.6171
2 1.7464% 2.1654%

3 0.5168 1.1418

L 5.2940 4.2788

5 0.0000 0.1529

7 0.7974 0.5576

13.398L 14,9136

Pubco Petroleum Corp. 6 L.1267 L. oWk3
J. P. Toles 1 5.0469 6.6211
2 1.7454 2.1641

3 0.5165 1.1411

L 5.2940 4,2788

5 0.0000 0.1528

7 0.7969 0.5572

13.3997  14%.9151
Total 100.0000 100.0000
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Recommended by the
Couhcil of Petroleum
Accountants Societies of

EXHIBIT ‘e E * North America.
Attached to and made a part of._UR1T _Operating Agreement,

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

I. GENERAL PROVISIONS

1. Definitions
“Joint Property” shall mean the real and personal property subject to the agreement to which this “Accounting Pro-
cedure” is attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the nonoperating parties, whether one or more.
“Joint Account’ shall mean the account showing the charges and credits accruing because of the Joint Operations
and which are to be shared by the Parties.
“Parties’” shall mean Operator and Non-Operators.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

2. Conflict with Agreement
In the event of a conflict between the provisions of this Accounting Procedure and the provisions of the agree~
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control

4. Statements and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of costs and

expenses, for the preceding month. Such bills will be accompanied by statements reflecting the total charges

and credits as set forth under Subparagraph. | C.__ .._.below:

A. Statement in detail of all charges and credits to the Joint Account.

B. Statement of all charges and credits to the Joint Account, summarized by appropriate classifications indicative
of the nature thereof.

C. Statement of all charges and credits to the Joint Account summarized by appropriate classifications indicative
of the nature thereof, except that items of Controllable Material and unusual charges and credits shall be detailed.

5. Payment and Advances by Non-Operators
Each Non-Operator shall pay its proportion of all such bills within fifteen (15) days after receipt thereof. If pay-
ment is not made within such time, the unpaid balance shall bear interest at the rate of six per cent (6¢) per
annum until paid.

6. Adjustments
Payment of any such bills shall not prejudice the right of any Non-Operators to protest or question the correctness
thereof; provided however, all bills and statements rendered to Non-Operators by Operator during any calendar
year shall conclusively be presumed to be true and correct after twenty-four (24) months following the end of any
such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes written excep-
tion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made
unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent adjust-
ments resulting from a physical inventory of the Joint Property as provided for in Section VII.

7. Audits

A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator’s accounts and records relating to the accounting hereunder for any calendar year within the twenty-four
(24) month period following the end of such calendar year:; provided however, the making of an audit shall not ex-
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Paragraph
6 of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effort to conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to
the Operator.

1. DIRECT CHARGES
Subject to limitations hereinafter prescribed, Operator shall charge the Joint Account with the following items:

1. Rentals and Royalties
Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account
of the Parties.

2. Labor
A. Salaries and wages of Operator’s employees directly engaged on the Joint Property in the conduct of the Joint
Operations

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to the
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section II
and Paragraph 1 of Section III; except that in the case of those employees only a pro rata portion of whose
salaries and wages are chargeable to the Joint Account under Paragraph 1 of Section III, not more than the same
pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint Account. Cost
under this Paragraph 2B may be charged on a “when and as paid basis” or by ‘“percentage assessment” on the
amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section II and Para-
graph 1 of Section ITI. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are ap-
plicable to Operator’s labor cost of salaries and wages chargeable to the Joint Account under Paragraphs 2A
and 2B of this Section II and Paragraph 1 of Section IIT.

D. Reasonable personal expenses of those employees whose salaries and wages are chargeable to the Joint Account
under Paragraph 2A of this Section II and for which expenses the employees are reimbursed under Operator’s
usual practice.

_1



10.

11.

Employce Benefits o ) ]
Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension, retire-
ment, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost; pro-

v1ded however, the total of such charges shall not exceed (15 ) of Operatorshlabor costs chargeable
to the Joint Account under Paragraphs 2A and 2B of this Section II and Paragraph 1 of Section IIL
Material

Material purchased or furnished by Operator for use on the Joint Property. So far as it is reasonably practi-
cal and consistent with efficient and economical operation, only such Material shall be purchased for or transferred
to the Joint Property as may be required for immediate use; and the accumulation of surplus stocks shall be avoided.
Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store or
railway receiving point where like material is available, except by agreement with Non-Operators.

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store or railway receiving
point, except by agreement with Non-Operators. No charge shall be made to Joint Account for moving Material
to other properties belonging to Operator, except by agreement with Non-Operators.

C. In the application of subparagraphs A and B above, there shall be no equalization of actual gross trucking costs
of $100 or less.

Services

A. The cost of contract services and utilities procured from outside sources other than services covered by Para-
graph 8 of this Section II and Paragraph 2 of Section IIL

B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV.
Damages and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages
or losses incurred by fire, flood, storm, theft, accident, or any other cause, except to the extent that the damage or
loss could have been avoided through the exercise of reasonable diligence on the part of Operator. Operator shall
furnish Non-Operators written notice of damages or losses incurred as soon as practicable after a report thereof
has been received by Operator.
Legal Expense
All costs and expenses of handling, investigating and settling litigation or claims arising by reason of the Joint
Operations or necessary to protect or recover the Joint Property, including, but not limited to, attorneys’ fees,
court costs, cost of investigation or procuring evidence and amounts paid in settlement or satisfaction of any
such litigation or claims; provided, (a) no charge shall be made for the services of Operator’s legal staff or other reg-
ularly employed personnel (such services being considered to be Administrative Overhead under Section III}), ex-
cept by agreement with Non-Operators, and (b) no charge shall be made for the fees and expenses of outside at-
torneys unless the employment of such attorneys is agreed to by Operator and Non-Operators.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation

thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties.

Insurance Premiums

Premiums paid for insurance required to be carried on the Joint Property for the protection of the Parties.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,

and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations.

III. INDIRECT CHARGES

Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus a
fixed rate for administrative overhead, and plus the warehousing charges, all as provided for in Paragraphs 1, 2, and 3 of
this Section III OR by combining all three of said items under the fixed rate provided for in Paragraph 4 of this Section
II1, as indicated next below:

~

OPERATOR SHALL CHARGE THE JOINT ACCOUNT UNDER THE TERMS OF:

x Paragraph 4 (Combined fixed rate)
District Expense
Operator shall charge the Joint Account with a pro rata portien of the salaries. wages and expenses of Operator’s
production superintendent and other employees serving the Joint Property and other properties of the Operator in
the same operating area, whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator’s .. ... .
office located at or near ... ... ... - (or a compalable off1ce 1f locatlon changed) and neces-
sary sub-offices (if any), maintained for the convenience of the above-described office, and all necessary camps,
including housing facilities for employees if required, used in connection with the operations of the Joint Property
and other properties in the same operating area. The expense of, less any revenue from, such facilities may, at the
option of Operator, include depreciation of investment or a fair monthly rental in lieu of depreciation. Such
charges shall be apportioned to all properties served on some equitable basis consistent with Operator’s accounting
practice.

Administrative Overhead

Operator shall charge administrative overhead to the Joint Account at the following rates, which charge shall be in
licu of the cost and expense of all offices of the Operator not covered by Paragraph 1 of this Section III, including
salaries, wages and expenses of personnel assigned to such offices. Such charges shall be in addition to the salaries,
wages and expenses of employees of Operator authorized to be charged as direct charges as provided in Paragraphs
2 and 8 of Section II

WELL BASIS (RATE PER WELL PER MONTH)
PRODUCING WELL RATE

DRILLING WELL RATE (Use Current Producing Depth)
{Use Toto! Depth) All Wells
Well Depth Each Well First Five Next Five Over Ten

The cost and expense of services from outside sources in connection with matters of taxation, traffic, accounting, or
matters before or involving governmental agencies shall be considered as included in the overhead rates provided for in
this Paragraph 2 of Section III, unless such cost and expense are agreed upon between Operator and Non-Operators
as a direct charge to the Joint Account.



3. Operator’s Fully Owned Warchouse Operating and Maintenance Expense
(Describe fully the agreed procedure to be followed by the Operator.)

4. Combined Fixed Rates
Operator shall charge the Joint Account for the services covered by Paragraph 1, 2 and 3 of this Section III, the
following fixed per well rates:
WELL BASIS (RATE PER WELL PER MONTH)
PRODUCING WELL RATE

DRILLING WELL RATE (Use Current Producing Depth)
(Use Total Depth)
Well Depth Each Well All Wells
.....6co 120

~ A1l Depths

Said fixed rate XM (shall not) include salaries and expenses of production foremen.

Application of Administrative Overhead or Combined Fixed Rates

The following limitations, instructions and charges shall apply in the application of the per well rates as provided

under either Paragraph 2 or Paragraph 4 of this Section III:

A. Charges for drilling wells shall begin on the date cach well is spudded and terminate on the date the drilling or
completion rig is released. whichever is later, except that no charge shall be made during the suspension of
drilling operations for fifteen (15) or more consecutive days.

B. The status of wells shall be as follows:

(1) Producing gas wells, injection wells for recovery operations, water supply wells utilized for water flooding
operations and salt water disposal wells shall be considered the same as producing wells.

(2) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the
well schedule at the time the shutdown is effected. When such a well is plugged a charge shall be made
at the producing well rates.

(3) Wells being plugged back. drilled deeper. converted to a source or input well, or which are undergoing any
type of workover that requires the use of a drilling or workover rig shall be considered the same as drilling
wells.

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar month,
shall not be included in the well schedule, provided however., wells shut in by governmental regulatory
body shall be included in the well schedule only in the event the allowable production is transferred to some
other well or wells on the Joint Property. In the event of a unit allowable, all wells capable of producing
will be counted in determinmg the charge.

(5) Gas wells shall be included in the well schedule if directly connected to a permanent sales outlet even
though temporarily shut in due to overproduction or failure of purchaser to take the allowed production.

(68) Wells completed in multiple borizons, in which the production is not commingled down hole, shall be con-
sidered as a producing well for each separately producing horizon.

C. The well rates shall apply to the total number of wells being drilled or operated under the agreement to which
this Accounting Procedure is attached, irrespective of individual leases.

D. The well rates shall be adjusted on the first day of April of each year following the effective date of the agree-
ment to which this Accounting Pracedure is attached. The adjustment shall be computed by multiplying the
rate currently in use by the percentage increase or decrcase in the average weekly earnings of Crude Petroleum
and Gas Production Workers for the i<t calendar vear compared to the preceding calendar vear as shown by
“The Index of Average Weekly Farnings of Crude Petroleun: and Gas Production Workers” as published by the
United States Department of Labor. Birean of Labor Statistics, The adiusted rates shall be the rates currently
in use, plus or minus the computed adiustment.

6. For the construction of con:pressor plant= watlcr stations, sccondary recovery svetems, salt water disposal facili-

ties, and other such projects. ax distingui-hed from the more usual drilling and producing operations, Operator

in addition to the Administrative Oveorhend or Combined Fixed Rutes provided for in Paragraph 2 and 4 of this

Section III. shall charge the Joint Account with an additioaa! overhead charge as follows:

A. Total cost less than $23.000. no ¢c-arge.

B. Total cost more than $25.000 but jes: than $100,000, 5 7. ol total cost,

C. Total cost of 8100.000 or more.. 5 . of the first $100.009 pius 2 . of all over $100.000 of total cost.

Total cost shall mean the total gross cost of any one project. For the purpose of this Paragraph the component parts

of a single project shall not be treated separatelyr and the cost of drilling wells shall be excluded.

The specific rates provided for in thiz Scetion T mayv he amended from time to time by mutual agreement between

the Parties hereto if, in practice, the rates are found te be nsutficient or excessive.

IV, BASIS OF CHARGES TO JOINT ACCOUNT
Subject to the further provisions of this ¢ o IV, OQperator wotd precuve adl Alaterial and services for the Joint Prop-
crty. At the Operator’s option. Non-Oper: mav supply Miveriad or services for the Joint Property.
1. Purchases
Material purchased and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actually received.
2. Material furnished from Operator’s Warchouse or Other Properties
A, New Material {(Condition ~A™)
(1) Tut:ular goods. two ineh (27) wid over, shiwdl be priced on Eastern Mill base (1. e. Youngstown, Ohio: Lorain.
Ohio: and Indiana Harbor, Irdiana) on a minimum caiload basis etfective at date of movement and f. 0. b.
railway receiving point ne ;i the Joint Properts, vegardless of quantity. In equalized hauling charges.
Opecrator is permitied to inciude tern cents (10¢) per hundred-welght on all tubular goods furnizhed from
his stocks in lieu of loading and unloading costs sustained,
(2) Other Material shall be priced at the curvent replacamnaent cost of the same kind of Material, effective at date
of movement and f. 0. b. (ke ~uppls store or vallway  cecivieg point nearest the Joint Property where
Material of the same kind is availuble.
(3) The Joint Account zhall not he credited with cast discounts applicable to prices provided for in this Para-
graph 2 of Section IV,
B. Used Material (Condition “B™ ar-d “C™)
(1) Material in sound and servicezble condition and suituble for reuse without reconditioning. shall be classified
as Condition “B"” and priced at seventy-five per cent (7570) of the current price of new Material,
(2) Material which cannot be ciussified as Condition “B™7 but xhich,
(a) After reconditioning wiil he further =erviceable for original function as good secondhand Material
(Condition “B™). or
{(b) Iz serviceable for original function but =substantially not suitable for reconditioning, shall be classifi-
ed as Condition "C"” and priced at fifty per ceat (507 ) of current new price,
(3) Obsolete Material or Material which cannot be classificd as Condition “B™ or Condition ““C” shall be priced
at a value commensuwrate with if- nze. Material no longer suitable for its original purpose but usable for

31}
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3.

5.

The
tion

some other purpose, shall be priced on a basis comparable with that of items normally used for such cther

purpose.
(4) Material involving erection costs shall be charged at applicable percentage of the current knocked-down

price of new Material.

Premium Prices

Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section IV because of
national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may
charge the Joint Account for the required Material at the Operator’s actual cost incurred in procuring such Material,
in making it suitable for use, and in moving it to the Joint Property, provided, that notice in writing is
furnished to Non-Operators of the proposed charge prior to billing Non-Operators for such Material. Each Non-
Operator shall have the right, by so electing and notifying Operator within 10 days after receiving notice {from
Operator, to furnish in kind all or part of his share of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator
Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the

Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of eguipment and facilities at rates commensurate with cost of
ownership and operation. Such rates shall include cost of maintenance, repairs, other operating expense, in-
surance, taxes, depreciation and interest on investment not to exceed six per cent (6% ) per annum, provided
such rates shall not exceed those currently prevailing in the immediate area within which the Joint Property is
located. Rates for automotive equipment shall generally be in line with the schedule of rates adopted by the
Petroleum Motor Transport Association, or some other recognized organization, as recommeded uniform charges
against Joint Property operations. Rates for laboratory services shail not exceed those currently prevailing if
performed by outside service laboratories. Rates for trucks, tractors and well service units may include wages
and expenses of operator.

B. Whenever requested, Operator shall inform Non-Operators in advance of the rates it proposes to charge.

C. Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient.

V. DISPOSAL OF MATERIAL

Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus Condi-
“A” or “B” Material. The disposition of surplus Controllable Material, not purchased by Operator, shall be subject

to agreement between Operator and Non-Operators, provided Operator shall dispose of normal accumulations of junk

and
1.

The

scrap Material either by transfer or sale from the Joint Property.

Material Purchased by the Operafor or Non-Operators

Material purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account
for the month in which the Material is removed by the purchaser.

Division in Kind

Division of Material in kind, if made between Operator and Non-Operators, shall be in proportion to the respective
interests in such Material. The Parties will thereupon be charged individually with the value of the Material re-
ceived or receivable, Proper credits shall be made by the Operator in the monthly statement of operations.

Sales to Outsiders

Sales to outsiders of Material from the Joint Property shall be credited by Operator to the Joint Account at the net
amount collected by Operator from vendee. Any claim by vendee related to such sale shall be charged back to the

Joint Account if and when paid by Operator.

VI. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operators or divided in kind, unless otherwise agreed to between
Operator and Non-Operators shall be priced on the following basis:

New Price Defined
New price as used in this Section VI shall be the price specified for New Material in Section IV.

New Material
New Material {Condition “A”), being new Material procured for the Joint Property but never used, at one hundred
per cent (1009,) of current new price (plus sales tax if any).
Good Used Material
Good used Material (Condition “B”), being used Material in sound and serviceable condition, suitable for reuse
without reconditioning:
A. At seventy-five per cent (75¢%) of current new price if Material was charged to Joint Account as new, or
B. At sixty-five per cent (65% ) of current new price if Material was originally charged to the Joint Account as

secondhand at seventy-five percent (75% ) of new price.
Other Used Material
Used Material (Condition “C”), at fifty per cent (509 ) of current new price, being used Material which:
A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or
B. Is serviceable for original function but not suitable for reconditioning.
Bad-Order Material
Material (Condition “D”), no longer suitable for its original purpose without excessive repair cost but usable for
some other purpose at a price comparable with that of items normally used for such other purpose.
Junk Material
Junk Material (Condition “E”), being obsolete and scrap Material, at prevailing prices.
Temporarily Used Material
When the use of Material is temporary and its service to the Joint Property does not justify the reduction in price as
provided for in Paragraph 3 B of this Section VI, such Material shall be priced on a basis that will leave a net charge
to the Joint Account consistent with the value of the service rendered.

VII. INVENTORIES

Operator shall maintain detailed records of Material generally considered controllable by the Industry.
Periodic Inventories, Notice and Representation
At reasonable intervals, inventories shall be taken by Operator of the Joint Account Material, which shall include
all such Material as is ordinarily considered controllable. Written notice of intention to take inventory shall be
given by Operator at least thirty (30) days before any inventory is to begin so that Non-Operators may be repre-
sented when any inventory is taken. Failure of Non-Operators to be represented at an inventory shall bind Non-
Operators to accept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy
thereof.
Reconciliation and Adjustment of Inventories
Reconciliation of inventory with charges to the Joint Account shall be made, and a list of overages and shortages
shall be jointly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator
with the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only
for shortages due to lack of reasonable diligence.
Special Inventories
Special inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall be
the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

— 4
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NOW THIZREFPORE, in consiaeraclon 0L tiae premises ana tae

vromises herein contained, the parties hereto ratily, confirm
ané agree that the terms and conditions o©f the Ualt Agreement
and the Unit Operating Acreexent, apove i1dentiiied and designed

s

ce commenced as scon as conveniently possioble, shall as between

themselves as tne working interest owners In and under saic Uni
Agreenment and Unit Operating Acgreement, be cine percentage alloca-

tion oI production among the working interesct owners in the
various tracts involved in said Unit in accordance with "Working

Interest Owners Exhibit D" To Unit Operating Agreement, attached

by the parties hereto; the parties signatory hereto agree that
said Exhizit shall be the only applicable schedule as detween
them and that revisions in formula Zor participation shall be

events be controliling

(=

ineffective. Tnis agreement snall in al
&s beitween working interest owners.

This Acgreement shall be erfective as ¢i the time when
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& revision may taxe
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formula set forth in the basic Agreements.

THIS AGREEMENT shall continue in effect as 1ong as the Unit
Operating Agreement and Unit Agreement remain in full Zcorce and
effect. |
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part thereof, or other instrument agreeing to become a party

interests covered hereby; provided, nowever that this Agreement

)

snha.l. only be applicable to the working interest ownersalp of the
respective working interest owners signatory hereto.
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Date: CITIES SZERVICE OIL COMPANY
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Secretary

ATTEST:

Secretary
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COOPERATIVE AGREEMENT OF WORKING INTEREST OWNERS

UNIT AGREEMENT
AND
UNIT OPERATING AGREEMENT
SULIMAR QUEEN UNIT
CHAVES COUNTY, NEW MEXICO

THIS AGREEMENT entered into as of the 1lst day of August,
1971 effective as of the date acknowledged by the last signing

party, by and between the parties subscribing, ratifying or

consenting hereto, and herein referred to as "parties hereto",

WITNESSETH

WHEREAS, the parties hereto are the owners of working
interests in the land subject to the Unit Agreement and Unit
Operating Agreement Sulimar Queen Unit Chaves County, New
Mexico, dated August 1, 1971 reference to which is hereby made
for all purposes; and

WHEREAS, it is the purpose of the parties hereto to enable
the immediate institution and consummation of secondary recovery
operations under the terms of said Agreement notwithstanding the
fact that said Agreement is to be revised so as to éhange the net
floodable volume formula factor embodied therein; and

WHEREAS, it is the purpose of the parties hereto to confirm,
agree, ratify and establish as between the said working interest
owners a formula for the computation of participation by working
interest owners in accordance with the Schedule attached hereto
and which said Schedule was the original Schedule embodied in the
basic Unit Agreement and Unit Operating Agreement covering said
Unit Area and which said Exhibit is marked Exhibit "D To Unit
Operating Agreement Sulimar Queen Unit Chaves County, New Mexico."

'he said Exhibit for the purposes of this Agreement is reidentified




nerein as "Working Interest Owners Exhibit D" reference to

which 1s hereby made.

NOW THEREFORE, in consideration of the premises and the
promises herein contained, the parties hereto ratify, confirm
and agree that the terms and conditions of the Unit Agreement
and the Unit Operating Agreement, above identified and designed
for the purpose of conducting a secondary recovery operation to
be commenced as soon as conveniently possible, shall as between
themselves as the working interest owners in and under said Unit
Agreement and Unit Operating Agreement, be the percentage alloca-
tion of production among the working interest owners in the
various tracts involved.in said Unit in accordance with "Working
Interest Owners Exhibit D" To Unit Operating Agreement, attached
hereto, and that the Unit Participation set forth as to said
tracts as to Phases I and II shall be in accordance with the said
schedule and Exhibit attached hereto and so marked and identified
by the parties hereto; the parties signatory hereto agree that
said Exhibit shall be the only applicable schedule as between
them and that revisions in formula for participation shall be
ineffective. This agreement shall in all events be controlling
as between working interest owners.

This Agreement shall be effective as of the time when
acknowledged by the last signatory party hereto, and it is
expressly and specifically agreed that upon the final execution
by said party, Jack L. McClellan, the designated Unit Operator,
shall proceed to operate under the terms and conditions of said
Unit Operating Agreement and Unit Agreement for the secondary
recovery operations program outlined in said Agreement, and
notwithstanding the fact said Agreements have not been approved

by the United States Department of the Interior, United States



Geological Survey or other governing authority at the time said
operations are commenced, and notwithstanding the fact that the
participation formula may be revised so as to affect other interest
owners participation percentages. It is also expressly understood
and agreed, that all of the terms and conditions of said Agree-
ments shall be fully applicable except and only except the provi-
sions with regard to working interest owners Unit Participation
percentages. In this connection it 1is agreed that the percentage
of participation set forth on the working interest owners Exhibit
D shall prevail notwithstanding the fact a revision may take
place requiring the change of net floodable volume factor of the
formula sct forth in the basic Agrcemcnts.

THIS AGREEMENT shall continue in effect as long as the Unit
Operating Agreement and Unit Agreement remain in full force and
effect.

An owner of a working interest may become a party to this
Agreement by signing the original of this instrument, a counter-
part thereof, or other instrument agreeing to become a party
hereto. The signing of any such instrument shall have the same
effect as if all parties had signed the same instrument.

THIS AGREEMENT shall extend to, be binding upon, and inure
to the benefit of the parties hereto, their respective heirs,
devisees, legal representatives, successors, and assigns, and
shall constitute a covenant running with the lands, leases, and
interests covered hereby; provided, however that this Agreement
shall only be applicable to the working interest ownership of the

respective working interest owners signatory hereto.



IN WITNESS WHEREOF, the parties have executed this

Agreement on the dates opposite their signatures.

Date:

Date:

Date:

Date:

Date:

Date:

Date:

DATE:

Albert J. Black

Robert L. Graham

.. C. Harris

[6-28 -7/ A
IicClellan
/9 -
R. M Patterson
Jo -4 -7/ e

Z~—3J. P. Toles

CITIES SERVICE OIL COMPANY

By:
Vice-President or Attorney-in-
fact

ATTEST:
Secretary

PUBCO PETROLEUM COMPANY

By:
President
ATTEST:
Secretary



STATE OF i

COUNTY OF §
The foregoing instrument was acknowledged before me this
day of , 1971, by ,
: of , &

corporation, on behalf of said corpo-

ration.

My Commission Expires:

Notary Public

K ok ok ok 2 o o K K 3K K Ok K K
STATE OF g
COUNTY OF {
The fbregoing instrument was acknowledged before me this
_ day of y 1971, by )
of , &

corporation, on behalf of said corpo-
ration. '

My Commission Expires:

Notary Public

oK ok o ok K K KK % Rk

STATE OF ﬂe“g ﬂeqﬂcQ )

comnty oF ___( Aaves |

- The foregoing instrument was acknowledgegépefore me this
2L VR day of _QOCrobew 5 1971, by _X. ZEi/e8 .

My Commission Expires:

Qa7 L
. Notary Public

3 3 ok 3 % 4 3 3 K Ak ok 3 kK %
STATE OF ¢é“4 4%;4 Co 1
COUNTY OF ( :Aa ves )

The foregoing instrument was acknowled?ed before me this

AL day of __Doden 5 1971, by _dachk L e fdte.

My Commission Expires:
Q- 2-7 4&4;; s éjﬁ:
Notary Public




WORKING INTEREST OWNERS

EXHIBIT D
TO

UNIT OPERATING AGREEMENT

SULIMAR QUEEN UNIT

CHAVES COUNTY, NEW MEXICC

Working Unit Participation
Tract Interest , Percentage

NoO. Tract Name Working Interest Owner in Tract Phase 1 Pnase [I
1 Lisa-Federal "A" '~ J. P. Toles 0.1667 5.0469 6.4761
R. M. Patterson 0.1666 5.0438 6.4723
R. L. Graham 0.1667 5.0469 6.4761
L. C. Harris 0.2500 7.5687 9.7122
A. J. Black 0.1250 3.7844 L,8561
J. L. McClellan 0.1250 3. 78LL 4, 8561
1.0000 30.075L 38.8489
2 Lisa-Federal "B" J. P. Toles 0.1666 1.7454% 2.0196
R. M. Patterson 0.1667 1. 7464 2.0207
R. L. Graham 0.1667 1.746k% 2.0207
L. C. Harris 0.2500 2.6191 3.0306
A. J. Black 0.1250 1.3095 1.5152
J. L. McClellan 0.1250 1.3026 1.5152
4 1.0000 10.47 12.12206
3 Smernoff-Federal J. P. Toles 0.1666 0.5165 1.3987
R. M. Patterson 0.1667 0.5168 1.3996
R. L. Graham 0.1667 0.5168 1.3996
L. C. Harris 0.2500 O.7g5l 2.0989
A. J. Black 0.1250 0.3876 1.0495
J. L. McClellan 0.1250 0.38 1.0425

1.0000 3.1003 « 39
L Lisa-Federal "C" 'J. P. Toles 0.1667 5.2940 4,5998
R. M. Patterson 0.1667 5. 2940 4+.5998
, . R. L. Graham ° 0.1666 5.2908  4%,5970
L. C. Harris 0.2500 7.9395 6,8983
' A. J. Black 0.1250 3.9297 3.tt9l
J. L. McClellan 0.1250 3.9697 3,449
1.0000 31,7577 27,5931
5 Carthel-Federal J. P. Toles 0.1666 0.0000 0.1118
R. M. Patterson 0.1667 0.0000 0.1119
R. L. Graham 0.1667 0.0000 0.1119
L. C. Harris 0.2500 0.0000 0.1678
A. J. Black 0.1250 0.0000 0.0839
J. L. McClellan 0.1250 0.0000 0.0839
1.0000 0.0000 0.6712
6 Sulimar-Federal Pubco Petroleum Co. 1.0000 4.1267 L, 0000
7 LaRue-Federal J. P. Toles 0.1666 0.7969 0.4363
R. M. Patterson 0.1667 0.7974 0.4366
R. L. Graham 0.1667 0.7974 0.4366
L. C. Harris 0.2500 1.1959 0, 6547
A. %. Blgikll 0.1250 0.5930 0.327&
J. L. McClellan 0.1250 0.53 0 0.327+
1.0000 . 783 2.0190
8 Snyder-Federal Cities Service 0il Co. 1.0000 15.4802 5.7500
Total 100.0000 100.0000

Ccso Co.
Pub Co.
J.L.Mc
A.J.B.

Ini%tialed For Reidentification
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