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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION OF THE 

TRAVIS PENN UNIT 
EDDY COUNTY, NEW MEXICO 

NO. 

THIS AGREEMENT, entered i n t o as of the ist d a v Q f 
MAY , 19 81 , by and between the p a r t i e s s u b s c r i b i n g , 

r a t i f y i n g or consenting hereto, and herein r e f e r r e d to as "Par t i e s 
hereto"; 

W I T N E S S E T H 

WHEREAS, the p a r t i e s hereto are the owners of working, 
r o y a l t y or other o i l or gas i n t e r e s t s i n the Unit Area subject to 
t h i s Agreement; 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 t h e i r r e p r e s e n t a t i v e s to u n i t e w i t h each other, 
or j o i n t l y or separately w i t h others i n c o l l e c t i v e l y adopting and 
operating a u n i t plan of development or operation of any o i l or 
gas pool, f i e l d , or l i k e area, or any par t thereof f o r the purpose 
of more p r o p e r l y conserving the n a t u r a l resources thereof whenever 
determined ard c e r t i f i e d by the Secretary of the I n t e r i o r to be 
necessary or advisable i n the p u b l i c i n t e r e s t ; and 

WHEREAS, the Commissioner of Public Lands of the State of 
New Mexico i s authorized by an Act of the L e g i s l a t u r e (Sec. 3, 
Chap. 88, Laws 1943 as amended by Section 1 of Chap. 162, Laws of 
1951, Section 19-10-45 to 47 N.M.S.A. (1978)) to consent to or 
approve t h i s Agreement on behalf of the State of New Mexico, inso
f a r as i t covers and includes lands and mineral i n t e r e s t s of the 
State of New Mexico; and 

WHEREAS, the O i l Conservation D i v i s i o n of the State of New 
Mexico Department of Energy i s 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) t o approve t h i s Agreement, and 
the conservation p r o v i s i o n s hereof; and 

WHEREAS, the p a r t i e s hereto hold s u f f i c i e n t i n t e r e s t s i n 
the Travis Penn Unit covering the land h e r e i n a f t e r described to 
give reasonably e f f e c t i v e c o n t r o l of operation t h e r e i n ; and 

WHEREAS, i t i s the purpose of the p a r t i e s hereto to con
serve n a t u r a l resources, to prevent waste and secure the other 
b e n e f i t s obtainable through development and operation of the area 
subject to t h i s Agreement under the terms, c o n d i t i o n s and l i m i t a 
t i o n s herein set f o r t h . 

NOW, THEREFORE, i n cons i d e r a t i o n of the premises and the 
promises herein contained, the p a r t i e s hereto commit to t h i s Agree
ment t h e i r r espective i n t e r e s t s i n the Un i t i z e d Formation of the 
below defined Unit Area, and agree s e v e r a l l y among themselves as 
f o l l o w s : 

SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral 
Leasing Act of February 25, 1920, as amended, supra, and a l l 
v a l i d p e r t i n e r t r e g u l a t i o n s , i n c l u d i n g operating and u n i t plan 
r e g u l a t i o n s , heretofore issued thereunder and v a l i d , p e r t i n e n t and 
reasonable r e g u l a t i o n s h e r e a f t e r issued thereunder are accepted and 
made a par t of t h i s Agreement as to Federal lands, provided such 
r e g u l a t i o n s are not i n c o n s i s t e n t w i t h the terms of t h i s Agreement; 
and as to non-Federal lands, the o i l and gas operating r e g u l a t i o n 



i n e f f e c t as of the e f f e c t i v e date hereof governing d r i l l i n g and 
producing operations, not i n c o n s i s t e n t w i t h the terms hereof or the 
laws of the State i n which the non-Federal land i s l o c a t e d , are here
by accepted and made a p a r t of t h i s Agreement. 

SECTION 2. UNIT AREA AND DEFINITIONS. For the purpose of 
t h i s Agreement, the f o l l o w i n g terms and expressions as used herein 
s h a l l mean; 

(a) "Unit Area" i s defined as those lands described i n 
E x h i b i t "B" and depicted on E x h i b i t "A" hereof, and such land i s 
hereby designated and recognized as c o n s t i t u t i n g the Unit Area, 
cont a i n i n g 400.00 acres, more or l e s s , i n Eddy County, New Mexico. 

(b) "Land Commissioner" i s defined as the Commissioner of 
Public Lands of the State of New Mexico. 

(c) " D i v i s i o n " i s defined as the O i l Conservation D i v i s i o n 
of the State of New Mexico, Department of Energy; 

(d) " D i r e c t o r " i s defined as the D i r e c t o r of the United 
States Geological Survey. 

(e) "Secretary" i s defined as the Secretary of the I n t e r i 
or of the Um.ted States of America, or h i s duly authorized delegate. 

( f ) "Department" i s defined as the Department of the 
I n t e r i o r of :he United States of America. 

(g) "Deputy" i s defined as the Deputy Conservation Manager, 
O i l & Gas of the United States Geological Survey f o r the area i n 
which the Unit Area i s s i t u a t e d . 

j 

(h) " U n itized Formation" s h a l l mean t h a t subsurface por
t i o n of the Unit Area commonly known as the Cisco-Canyon formation, 
which i s that: continuous s t r a t i g r a p h i c i n t e r v a l t h a t was encountered 
between the logged depths of 9,815 f e e t and 9,935 f e e t i n Harvey E. 
Yates Company's Travis Deep Unit #2 Well, as shown on the CNL Density 
Radioactive „og of said w e l l dated June 23 , 1977 which w e l l i s 
located 1980 f e e t from the North l i n e and 1780 f e e t from the East l i n e 
of Section 13, Township 18 South, Range 28 East, Eddy County, New 
Mexico. 

( i ) " Unitized Substances" are a l l o i l , gas, gaseous sub
stances, sulphur contained i n gas, condensate, d i s t i l l a t e and a l l 
associated and c o n s t i t u t e n t l i q u i d or l i q u e f i a b l e hydrocarbons 
w i t h i n and produced from the U n i t i z e d Formation, of the U n i t i z e d 
Land. 

( j ) "Tract" i s each parcel of land described as such and 
given a Tract: number i n E x h i b i t "B". 

(k) "Tract P a r t i c i p a t i o n " i s defined as the percentage of 
p a r t i c i p a t i o n shown on E x h i b i t "C" f o r a l l o c a t i n g U n i t i z e d Substances 
to a Tract under t h i s Agreement. 

(1) "Unit P a r t i c i p a t i o n " i s the sum of the percentages 
obtained by m u l t i p l y i n g the Working I n t e r e s t of a Working I n t e r e s t 
Owner i n each Tract by the Tract P a r t i c i p a t i o n of such Tract. 



(m) "Working I n t e r e s t " i s the r i g h t t o search f o r , produce 
and acquire U n i t i z e d Substances whether held as an i n c i d e n t of owner
ship o f mineral fee simple t i t l e , under an o i l and gas lease, or 
otherwise h e l d , which i n t e r e s t i s chargeable w i t h and o b l i g a t e d to 
pay or bear, e i t h e r i n cash or out of production, or otherwise, a l l 
or a p o r t i o n of the cost of d r i l l i n g , developing and producing the 
U n i t i z e d Substance from the U n i t i z e d Formation and operations there
of hereunder. Provided t h a t any r o y a l t y i n t e r e s t created out of a 
working i n t e r e s t subsequent to the execution of t h i s Agreement by 
the owner of the working i n t e r e s t s h a l l continue t o be subject to 
such working i n t e r e s t burdens and o b l i g a t i o n s . 

(n) "Working I n t e r e s t Owner" i s any p a r t y hereto owning a 
Working I n t e r e s t , i n c l u d i n g a c a r r i e d working i n t e r e s t owner, hold
ing an i n t e r e s t i n U n i t i z e d Substances by v i r t u e of a lease, operat
ing agreement, fee t i t l e or otherwise. The owner of O i l and Gas 
Rights t h a t are free of lease or other instrument c r e a t i n g a working 
i n t e r e s t i n another s h a l l be regarded as a Working I n t e r e s t Owner 
to the extent of seven-eighths (7/8) of h i s i n t e r e s t i n U n i t i z e d 
Substances, and as a Royalty Owner w i t h respect to h i s remaining 
one-eighth (-./8) i n t e r e s t t h e r e i n . 

(o) "Royalty I n t e r e s t " or "Royalty" i s an i n t e r e s t other 
than a Working I n t e r e s t i n or r i g h t t o receive a p o r t i o n of the 
U n i t i z e d Substances or the proceeds thereof and includes the r o y a l 
t y i n t e r e s t reserved by the lessor by an o i l and gas lease and any 
o v e r r i d i n g r o y a l t y i n t e r e s t , o i l payment i n t e r e s t , net p r o f i t 
c o n t r a c t s , or any other payment or burden which does not carry w i t h 
i t the right: to search f o r and produce U n i t i z e d Substances. 

(p) "Royalty Owner" i s the owner of a Royalty I n t e r e s t . 

(q) "Unit Operating Agreement" i s the agreement entered 
i n t o by and between the Unit Operator and the Working I n t e r e s t 
Owners as provided i n Section 9, i n f r a , and s h a l l be s t y l e d "Unit 
Operating Agreement, Travis Penn U n i t , Eddy County, New Mexico". 

( r ) " O i l and Gas Rights" i s the r i g h t to explore, develop 
and operate lands w i t h i n the Unit Area f o r the production of U n i t i z e d 
Substances, or t o share i n the production so obtained or the proceeds 
thereof. 

(s) "Outside Substances" i s any substance obtained from 
any source other than the U n i t i z e d Formation and i n j e c t e d i n t o the 
U n i t i z e d Formation. 

( t ) "Unit Manager" i s any person or c o r p o r a t i o n appointed 
by Working I n t e r e s t Owners to perform the d u t i e s of Unit Operator 
u n t i l the s e l e c t i o n and q u a l i f i c a t i o n of a successor Unit Operator 
as provided f o r i n Section 7 hereof. 

(u) "Unit Operator" i s the party designated by Working 
I n t e r e s t Owners under the Unit Operating Agreement t o conduct Unit 
Operations. 

(v) "Unit Operations" i s any operation conducted pursuant 
to t h i s Agreement and the Unit Operating Agreement. 

(w) "Unit Equipment" i s a l l personal property, lease and 
w e l l equipment, p l a n t s , and other f a c i l i t i e s and equipment taken 
over or otherwise acquired f o r the j o i n t account f o r use i n Unit 
Operat ions. 

(x) "Unit Expense" i s a l l cost, expense, or indebtedness 
incurred pursuant to t h i s Agreement and the Unit Operating Agreement 
f o r or on account of Unit Operations. 
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SECTION 3. EXHIBITS. E x h i b i t "A" attached hereto i s a map 
showing the Unit Area and the boundaries and i d e n t i t y of t r a c t s and 
leases 'in said Unit Area to the extent known to the Unit Operator. 
E x h i b i t "B" attached hereto i s a schedule showing, to the extent 
known to the Unit Operator, the acreage comprising each Tract, 
percentages and kind of ownership of o i l and gas i n t e r e s t s i n a l l 
land i n the Unit Area. E x h i b i t "C" attached hereto shows the Tract 
P a r t i c i p a t i o n of each Tract i n the Unit Area. However, nothing 
herein or i n said schedule or map s h a l l be construed as a represen
t a t i o n by any party hereto as to the ownership of any i n t e r e s t 
other than such i n t e r e s t or i n t e r e s t s as are shown i n said map or 
schedule as owned by such p a r t y . E x h i b i t "D" attached hereto i s 
the p r o v i s i o n s of paragraphs 1 through 7 of Section 202 of Executive 
Order 11246. E x h i b i t s , "A", "B" and "C" s h a l l be revised by the 
Unit Operator whenever changes i n the Unit Area render such r e v i s i o n 
necessary or when requested by the Deputy, and copies of such r e v i 
sion s h a l l be f i l e d w i t h the Land Commissioner, and not less than 
f i v e copies s h a l l be f i l e d w i t h the Deputy. 

SECTION 4. EXPANSION. The above described Unit Area may 
when p r a c t i c a b l e or necessary be expanded to include t h e r e i n any 
a d d i t i o n a l Tract or Tracts regarded as reasonably necessary or 
advisable f o r the purposes of t h i s Agreement. Such expansion s h a l l 
be e f f e c t e d Ln the f o l l o w i n g manner: 

( a) Voluntary Expansion. 

(1) The Working I n t e r e s t Owner or Owners of a Tract 
or Tracts d e s i r i n g to b r i n g such Tract or Tracts i n t o 
t h i s u n i t , s h a l l f i l e an a p p l i c a t i o n t h e r e f o r w i t h 
Unit Operator requesting such admission. 

(2) Unit Operator s h a l l c i r c u l a t e a n o t i c e of the 
proposed expansion to each Working I n t e r e s t Owner i n 
the Unit Area and i n the Tract proposed to be included 
i n the U n i t , s e t t i n g out the basis f o r admission, the 
Tract P a r t i c i p a t i o n to be assigned t o each Tract i n 
the enlarged Unit Area and other p e r t i n e n t data. I f 
at l e a s t three Working I n t e r e s t Owners having i n the 
aggregate e i g h t y percent (80%) Unit P a r t i c i p a t i o n then 
i n e f f e c t have agreed to i n c l u s i o n of such Tract or 
Tracts i n the Unit Area, then Unit Operator s h a l l : 

(A) A f t e r o b t a i n i n g p r e l i m i n a r y concurrence by 
the Deputy, prepare a n o t i c e of proposed expan
sion d e s c r i b i n g the contemplated changes i n the 
boundaries of the Unit Area, the reason t h e r e f o r , 
the basis f o r admission of the a d d i t i o n a l Tract 
or Tracts, the Tract P a r t i c i p a t i o n to be assigned 
t h e r e t o and the proposed e f f e c t i v e date t h e r e o f ; 
and 

(B) D e l i v e r copies of said n o t i c e to the Land 
Commissioner, the Deputy, each Working I n t e r e s t 
Owner and to the lessee and lessor whose i n t e r e s t s 
are a f f e c t e d , advising such p a r t i e s t h a t t h i r t y 
(30) days w i l l be allowed f o r submission to the 
Unit Operator of any o b j e c t i o n to such proposed 
expansion; and 

(C) F i l e , upon the e x p i r a t i o n of said t h i r t y 
(30) day period as set out i n (2) immediately 
above w i t h the Land Commissioner and Deputy the 
f o l l o w i n g : (a) Evidence of m a i l i n g or d e l i v e r 
ing copies of said n o t i c e of expansion; (b) An 
a p p l i c a t i o n f o r approval of such expansion; 



(c) An instrument containing the appropriate j o i n 
ders i n compliance w i t h the p a r t i c i p a t i o n r e q u i r e 
ments of Section 14, and Section 32, i n f r a ; and 
(d) A copy of a l l o b j e c t i o n s received along w i t h 
the operators response t h e r e t o . 

(3) The expansion s h a l l , a f t e r due cons i d e r a t i o n of 
a l l p e r t i n e n t i n f o r m a t i o n and approval by the Land Com
missioner and the Deputy, become e f f e c t i v e as of the 
date prescribed i n the no t i c e t h e r e o f , p r e f e r a b l y the 
f i r s t day of a month subsequent to the date of n o t i c e . 
The revised Tract P a r t i c i p a t i o n of the respective 
Tracts included w i t h i n the Unit Area p r i o r to such 
enlargement s h a l l remain the same r a t i o one to another. 

(b) Compulsory Expansion. 

(1) I f i n Unit Operators o p i n i o n , the Unit Area should 
at any time be expanded t o include an a d d i t i o n a l Tract 
or T r a c t s , and the Working I n t e r e s t Owners of such 
Tract or Tracts are u n w i l l i n g to j o i n the expanded U n i t , 
U n i t Operator s h a l l c i r c u l a t e a no t i c e of proposed com
pulsory expansion to each working i n t e r e s t owner i n 
the Unit Area and i n the Tract or Tracts proposed to 
be included i n the Unit s e t t i n g out the proposed basis 
f o r admission and Tract p a r t i c i p a t i o n to be assigned 
to each Tract i n the expanded Unit Area and other 
p e r t i n e n t data. I f at l e a s t three Working I n t e r e s t 
Owners having i n the aggregate eighty percent (80%) 
u n i t p a r t i c i p a t i o n then i n e f f e c t concur i n the neces
s i t y f o r such expansion, then Unit Operator s h a l l : 

(A) F i l e w i t h the D i v i s i o n and the Deputy, i f 
the Tract or Tracts to be included are f e d e r a l 
land, an a p p l i c a t i o n f o r compulsory u n i t i z a t i o n 
requesting i n c l u s i o n of such Tract or Tracts i n 
the proposed expanded u n i t and prosecute such 
a p p l i c a t i o n to entry of a f i n a l order by the 
Div i s i o n . 

(B) Deliver copies of such order to the Land 
Commissioner, the Deputy, each Working I n t e r e s t 
Owner and to the Lessees and Lessors whose i n 
t e r e s t s are a f f e c t e d by such order. 

(2) I f such order grants the requested r e l i e f , the 
expansion of the Unit w i l l be e f f e c t i v e as of the 
e f f e c t i v e date of such order or as set out t h e r e i n . 

SECTION 5. UNITIZED LAND. A l l land committed to t h i s 
Agreement as to the Un i t i z e d Formation s h a l l c o n s t i t u t e land r e f e r r e d 
to herein as "Uni t i z e d Land" or "Land subject t o t h i s Agreement". 
Nothing herein s h a l l be construed to u n i t i z e , pool, or i n any way 
a f f e c t the o i l , gas and other minerals contained i n or t h a t may be 
produced from any formation other than the Un i t i z e d Formation as 
defined i n Section 2(h) of t h i s Agreement. 

SECTION 6. UNIT OPERATOR. Harvey E. Yates Company i s 
hereby designated the Unit Operator, and by signing t h i s instrument 
as Unit Operator agrees and consents to accept the duties and 
o b l i g a t i o n s of Unit Operator f o r the op e r a t i o n , development and 
production of Un i t i z e d Substances as herein provided. Whenever 
reference i s made herein to the Unit Operator, such reference means 
the Unit Operator ac t i n g i n t h a t capacity and not as an owner of 
i n t e r e s t s i n Un i t i z e d Substances, when such i n t e r e s t s are owned by 
i t and the term "Working I n t e r e s t Owner" when used herein s h a l l 
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include or r e f e r to the Unit Operator as the owner of a Working 
I n t e r e s t when such an i n t e r e s t i s owned by i t . 

Unit Operator s h a l l have a l i e n upon i n t e r e s t s of Working 
I n t e r e s t Owners i n the Unit Area to the extent provided i n the Unit 
Operating Agreement. 

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit 
Operator s h a l l have the r i g h t to resign at any time, but such r e s i g 
n a t i o n s h a l l not become e f f e c t i v e so as to release Unit Operator 
from the d u t i e s and o b l i g a t i o n s of Unit Operator and terminate Unit 
Operator's r i g h t s as such f o r a period of s i x (6) months a f t e r w r i t 
ten n o t i c e of i n t e n t i o n to resign has been given by Unit Operator 
to a l l Working I n t e r e s t Owners, the Land Commissioner and the 
Deputy unless a new Unit Operator s h a l l have taken over and assumed 
the d u t i e s and o b l i g a t i o n s of Unit Operator p r i o r to the e x p i r a t i o n 
of said period. The r e s i g n a t i o n or removal of Unit Operator s h a l l 
not release Unit Operator from any l i a b i l i t y f o r any d e f a u l t by i t 
hereunder occ u r r i n g p r i o r to the e f f e c t i v e date of i t s r e s i g n a t i o n 
or removal. 

The Unit Operator s h a l l be subject t o removal i f i t f a i l s 
or refuses to car r y out i t s d u t i e s hereunder, or becomes i n s o l v e n t , 
bankrupt or i s placed i n r e c e i v e r s h i p by the a f f i r m i t i v e vote of 
two (2) or more Working I n t e r e s t Owners owning a m a j o r i t y of the 
Unit P a r t i c i p a t i o n then i n e f f e c t i n c l u d i n g the Unit P a r t i c i p a t i o n 
a t t r i b u t a b l e to the Unit Operator. 

In a!.l such instances of e f f e c t i v e r e s i g n a t i o n or removal, 
u n t i l a successor t o Unit Operator i s selected and approved as 
h e r e i n a f t e r provided, the Working I n t e r e s t Owners s h a l l be j o i n t l y 
responsible f o r the performance of the d u t i e s of the Unit Operator 
and s h a l l , not l a t e r than t h i r t y (30) days before such r e s i g n a t i o n 
or removal becomes e f f e c t i v e , appoint a Unit Manager to represent 
them i n any eiction to be taken hereunder. 

The r e s i g n a t i o n or removal of Unit Operator under t h i s 
Agreement s h a l l not terminate i t s r i g h t , t i t l e or i n t e r e s t as the 
owner of a Working I n t e r e s t or other i n t e r e s t i n U n i t i z e d Substances, 
but upon the r e s i g n a t i o n or removal of Unit Operator becoming 
e f f e c t t i v e , such Unit Operator s h a l l d e l i v e r possession of a l l w e l l s , 
equipment, books and records, m a t e r i a l s , appurtenances and any 
other assets used i n connection w i t h the Unit Operations and owned 
by the Working I n t e r e s t Owners to the new duly q u a l i f i e d successor 
Unit Operator or to the Unit Manager i f no such new Unit Operator 
i s e l e c t e d , to be used f o r the purpose of conducting Unit Operations 
hereunder. Nothing herein s h a l l be construed as a u t h o r i z i n g the 
removal of any m a t e r i a l , equipment of appurtenances needed f o r the 
p r e s e r v a t i o n of any w e l l s . Nothing herein contained s h a l l be con
strued to r e l i e v e or discharge an Unit Operator or Unit Manager who 
resigns or i s removed hereunder from any l i a b i l i t y or d u t i e s accruing 
or performable by i t p r i o r to the e f f e c t i v e date of such r e s i g n a t i o n 
or removal. 

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit 
Operator s h a l l tender i t s r e s i g n a t i o n as Unit Operator or s h a l l be 
removed as hereinabove provided, the Working I n t e r e s t Owners s h a l l 
s e l e c t a successor Unit Operator as herein provided. Such s e l e c t i o n 
s h a l l not become e f f e c t i v e u n t i l (a) a Unit Operator so selected 
s h a l l accept i n w r i t i n g the du t i e s and r e s p o n s i b i l i t i e s of Unit 
Operator, and (b) the s e l e c t i o n s h a l l have been approved by the 
Land Commissioner and the Deputy. I f no successor Unit Operator or 
Unit Manager i s selected and q u a l i f i e d as herein provided, the Land 
Commissioner and/or the D i r e c t o r , a t t h e i r e l e c t i o n , may declare 
t h i s Agreement terminated. 
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I n s e l e c t i n g a successor U n i t O p e r a t o r the a f f i r m a t i v e v o t e 
of t h r e e or more Working I n t e r e s t Owners ha v i n g a t o t a l o f s i x t y -
f i v e pe'rcent (65%) or more o f the t o t a l U n i t P a r t i c i p a t i o n s h a l l 
p r e v a i l ; p r o v i d e d t h a t i f any one Workinq I n t e r e s t Owner has a U n i t 
P a r t i c i p a t i o n o f more than t h i r t y - f i v e p e r c e n t ( 3 5 % ) , i t s n e g a t i v e 
vote or f a i l u r e t o v o t e s h a l l n o t be regarded as s u f f i c i e n t u n l e s s 
s u p p o r t e d by the v o t e o f one o r more o t h e r Working I n t e r e s t Owners 
having a t o t a l U n i t P a r t i c i p a t i o n of a t l e a s t f i v e p e r c e n t ( 5 % ) . 
I f t he U n i t Dperator who i s removed vo t e s o n l y t o succeed i t s e l f o r 
f a i l s t o v o t e , the successor U n i t Operator may be s e l e c t e d by the 
a f f i r m a t i v e v o t e o f the owners of a t l e a s t s e v e n t y - f i v e p e r c e n t 
(75%) o f the U n i t P a r t i c i p a t i o n r e m a i n i n g a f t e r e x c l u d i n g the U n i t 
P a r t i c i p a t i o n of U n i t Operator so removed. 

SECTION 9. ACCOUNTING PROVISIONS & UNIT OPERATING AGREEMENT. 
Costs and expenses i n c u r r e d by UnTt Operator i n c o n d u c t i n g U n i t 
O p e r a t i o n s hereunder s h a l l be p a i d , a p p o r t i o n e d among and borne by 
t h e Working I n t e r e s t Owners i n accordance w i t h the U n i t O p e r a t i n g 
Agreement. Such U n i t O p e r a t i n g Agreement s h a l l a l s o p r o v i d e the 
manner i n which the Working I n t e r e s t Owners s h a l l be e n t i t l e d t o 
r e c e i v e t h e i r r e s p e c t i v e p r o p o r t i o n a t e and a l l o c a t e d share of the 
b e n e f i t s a c c r u i n g h e r e t o i n c o n f o r m i t y w i t h t h e i r u n d e r l y i n g o p e r a t 
i n g agreements, leases or o t h e r c o n t r a c t s and such o t h e r r i g h t s and 
o b l i g a t i o n s as between U n i t O perator and the Working I n t e r e s t Owners 
as may be agreed upon by the U n i t Operator and the Working I n t e r e s t 
Owners; however, no such U n i t O p e r a t i n g Agreement s h a l l be deemed 
e i t h e r t o m o d i f y any of the terms and c o n d i t i o n s o f t h i s Agreement 
or t o r e l i e v e the U n i t Operator o f any r i g h t or o b l i g a t i o n e s t a b 
l i s h e d under t h i s Agreement, and i n case o f any i n c o n s i s t e n c y or 
c o n f l i c t between t h i s Agreement and the U n i t O p e r a t i n g Agreement, 
t h i s Agreement s h a l l p r e v a i l . Copies of any U n i t O p e r a t i n g Agree
ment executed p u r s u a n t t o t h i s S e c t i o n s h a l l be f i l e d w i t h the 
Land Commissioner and w i t h the Deputy as r e q u i r e d p r i o r t o a p p r o v a l 
o f t h i s Agreement. 

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except 
as o t h e r w i s e s p e c i f i c a l l y p r o v i d e d h e r e i n the e x c l u s i v e r i g h t , 
p r i v i l e g e and d u t y o f e x e r c i s i n g any and a l l r i g h t s o f the p a r t i e s 
h e r e t o which are necessary or c o n v e n i e n t f o r p r o s p e c t i n g f o r , p r o 
d u c i n g , s t o r i n g , a l l o c a t i n g and d i s t r i b u t i n g the U n i t i z e d Substances 
are hereby d e l e g a t e d t o and s h a l l be e x e r c i s e d by the U n i t Operator 
as h e r e i n p r o v i d e d . Upon r e q u e s t , a c c e p t a b l e evidence of t i t l e t o 
s a i d r i g h t s s h a l l be d e p o s i t e d w i t h s a i d U n i t O p e r a t o r , and t o g e t h e r 
w i t h t h i s Agreement, s h a l l c o n s t i t u t e and d e f i n e the r i g h t s , p r i v i 
l e g e s and o b l i g a t i o n s of U n i t O p e r a t o r . N o t h i n a h e r e i n , however, 
s h a l l be c o n s t r u e d t o t r a n s f e r t i t l e t o any l a n d or t o any l e a s e or 
o p e r a t i n g agreement, i t being understood t h a t under t h i s Agreement 
the U n i t O p e r a t o r , i n i t s c a p a c i t y as U n i t O p e r a t o r , s h a l l e x e r c i s e 
the r i g h t s o f p o s s e s s i o n and use v e s t e d i n the p a r t i e s h e r e t o o n l y 
f o r t h e purposes h e r e i n s p e c i f i e d . 

SECTION 11. PLAN OF OPERATIONS. I t i s r e c o g n i z e d and agreed 
by the p a r t i e s h e r e t o t h a t a l l of t h e l a n d s u b j e c t t o t h i s aqreement 
i s reasonably proved t o be p r o d u c t i v e of U n i t i z e d Substances and t h a t 
t h a t the o b j e c t and purpose o f t h i s Agreement i s t o f o r m u l a t e and 
t o p u t i n t o e f f e c t an improved r e c o v e r y p r o j e c t i n o r d e r t o e f f e c t 
a d d i t i o n a l r e c o v e r y o f U n i t i z e d Substances, p r e v e n t waste and 
conserve n a t u r a l r e s o u r c e s . The p a r t i e s h e r e t o agree t h a t the U n i t 
Operator may, s u b j e c t t o the consent and a p p r o v a l of a Plan of 
O p e r a t i o n by the Working I n t e r e s t Owners, the Deputy, the Land 
Commissioner and the D i v i s i o n , i n j e c t i n t o the U n i t i z e d Formation, 
t h r o u g h any w e l l or w e l l s completed t h e r e i n , b r i n e , w a t e r , a i r , qas, 
o i l , l i q u e f i e d p e t r o l e u m gases and any one or more o t h e r substances 
or c o m b i n a t i o n of substances whether produced from the U n i t i z e d 
Land or n o t , and t h a t the l o c a t i o n o f i n p u t w e l l s and the r a t e s of 
i n j e c t i o n t h e r e i n s h a l l be governed by standards o f good g e o l o g i c 



and petroleum engineering p r a c t i c e s and conservation methods. Sub
j e c t to l i k e approval the Plan of Operation may be revised as 
cond i t i o n s may warrant. 

The i n i t i a l Plan of Operation s h a l l be f i l e d w i t h the Deputy, 
the Land Commissioner and the D i v i s i o n c o n c u r r e n t l y w i t h the f i l i n g 
of t h i s Unit Agreement f o r f i n a l approval. Said i n i t i a l plan of 
operations and a l l r e v i s i o n s thereof s h a l l be as complete and 
adequate as the Deputy, the Land Commissioner and the D i v i s i o n may 
determine to be necessary f o r t i m e l y operation c o n s i s t e n t herewith. 
Said i n i t i a l plan s h a l l provide f o r the i n j e c t i o n of the residue 
gas produced from the U n i t i z e d Formation commencing w i t h i n twelve 
months from the e f f e c t i v e date hereof and continuing u n t i l such 
time as the i n i t i a l plan i s terminated or modified by a subsequent 
plan w i t h the approval of a l l necessary p a r t i e s , i n c l u d i n g the 
Deputy, the Land Commissioner and the D i v i s i o n . Upon approval of 
t h i s Agreement and the i n i t i a l plan by the Deputy and Commissioner, 
said plan, and a l l subsequently approved plans s h a l l c o n s t i t u t e 
the operating o b l i g a t i o n s of the Unit Operator under t h i s Agreement 
f o r the period s p e c i f i e d t h e r e i n . Thereafter, from time t o time 
before the e x p i r a t i o n of any e x i s t i n g plan, the Unit Operator 
s h a l l submit f o r l i k e approval a plan f o r an a d d i t i o n a l s p e c i f i e d 
period of ope r a t i o n . A f t e r such operations are commenced, reason
able d i l i g e n c e s h a l l be exercised hy the Unit Operator i n complying 
complying w i t h the o b l i g a t i o n s of the approved Plan of Operation. 

Notwithstanding anything t o the contrary herein contained, 
should the Unit Operator f a i l to commence operation of an improved 
recovery p r o j e c t i n c o r p o r a t i n g the i n j e c t i o n of produced gas w i t h i n 
one (1) year a f t e r the e f f e c t i v e date of t h i s Agreement, or any 
extension thereof approved by the Deputy, t h i s Agreement s h a l l 
terminate a u t o m a t i c a l l y as of the date of d e f a u l t . 

SECTION 12. USE OF SURFACE AND USE OF WATER. The p a r t i e s 
have to the extent of t h e i r r i g h t s and I n t e r e s t s , hereby granted to 
Unit Operator the r i g h t to use as much of the surface of the Uni t i z e d 
Land as may reasonably be necessary f o r Unit Operations; provided 
t h a t nothing herein s h a l l be construed as leasing or otherwise 
conveying t o the Unit Operator a s i t e f o r water, gas i n j e c t i o n or 
other p l a n t s or camp s i t e . 

U n i t Operator s h a l l have free use of water or br i n e or both 
from the U n i t i z e d Land f o r Unit Operations, except water from any 
w e l l , lake, pond or i r r i g a t i o n d i t c h of a surface Owner, unless 
approval f o r such use i s granted by the surface Owner. 

Unit Operator s h a l l pay the Owner f o r damages to growing 
crops, timber, fences, improvements and s t r u c t u r e s on the Un i t i z e d 
Land t h a t r e s u l t from U n i t Operations. 

SECTION 13. TRACT PARTICIPATION. In E x h i b i t "C" attached 
hereto there are l i s t e d and numbered the various Tracts w i t h i n the 
Unit Area, and set f o r t h opposite each Tract are f i g u r e s which 
represent the Tract P a r t i c i p a t i o n i f a l l Tracts i n the Unit Area 
q u a l i f y as provided herein. The Tract P a r t i c i p a t i o n s of each Tract 
as shown i n E x h i b i t "C" were determined i n accordance w i t h the 
f o l l o w i n g parameters: 

A. The net p o r o s i t y f e e t of pay w i t h p o r o s i t y above a four per
cent (4%) cut o f f s h a l l be determined from i n t e r p r e t a t i o n of gen
e r a l l y accepted c a l i b r a t e d e l e c t r i c log surveys of the q u a l i f y i n g 
wells through the u n i t i z e d formation. The net p o r o s i t y feet so 
determined at each w e l l i n the formation t o be u n i t i z e d s h a l l be 
p l o t t e d on a map at the respective w e l l l o c a t i o n s and an isopachous 
map constructed. 
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B. The productive n e t - p o r o s i t y acre f e e t f o r each q u a l i f y i n g 
t r a c t s h a l l be determined by planimeter methods from the constructed 
isopachous net p o r o s i t y f e e t of u n i t i z e d formation. 

C. The t r a c t p a r t i c i p a t i o n of each q u a l i f y i n g t r a c t s h a l l be 
the r a t i o of the i n d i v i d u a l t r a c t net p o r o s i t y acre f e e t volume 
di v i d e d by the summation of the net p o r o s i t y acre f e e t volumes of 
a l l q u a l i f y i n g t r a c t s . 

I n the event less than a l l Tracts are q u a l i f i e d on the 
E f f e c t i v e Date hereof, the Tract P a r t i c i p a t i o n s s h a l l be c a l c u l a t e d 
on the basis of a l l such q u a l i f i e d Tracts rather t h a t a l l Tracts i n 
the Unit Area. 

SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and 
a f t e r the E f f e c t i v e Date hereof the Tracts w i t h i n the Unit Area 
which s h a l l be e n t i t l e d to p a r t i c i p a t i o n i n the production of U n i t 
ized Substances s h a l l be those Tracts more p a r t i c u l a r l y described 
i n E x h i b i t "B" t h a t corner or have a common boundary (Tracts sepa
rated only by a p u b l i c highway or a r a i l r o a d r i g h t of way s h a l l be 
considered to have a common boundary), and t h a t otherwise q u a l i f y 
as f o l l o w s : 

(a) Each Tract as to which Working I n t e r e s t Owners owning 
one hundred percent (100%) of the Working I n t e r e s t have become 
p a r t i e s to t h i s Agreement and as to which Royalty Owners owning 
seventy-five percent (75%) or more of the Royalty I n t e r e s t have 
become p a r t i e s to t h i s Agreement. 

(b) Each Tract as t o which Working I n t e r e s t Owners owning 
one hundred percent (100%) of the Working I n t e r e s t have become 
p a r t i e s t o t h i s Agreement, and as to which Royalty Owners owning 
less than seventy-five percent (75%) of the Royalty I n t e r e s t have 
become p a r t i e s to t h i s Agreement, and as to which (1) the Working 
I n t e r e s t Owner who operates the Tract and at l e a s t seventy-five 
percent .(75% ) of a l l other Working I n t e r e s t Owners i n such Tract 
have j o i n e d i n a request f o r the i n c l u s i o n of such T r a c t , and as to 
which (2) owners of se v e n t y - f i v e percent (75%) of the combined Unit 
P a r t i c i p a t i o n i n a l l Tracts t h a t meet the requirements of Section 
14 (a) above have voted i n favor of the i n c l u s i o n of such t r a c t . 

(c) Each Tract as to which Working I n t e r e s t Owners owning 
less than one hundred percent (100%) of the Working I n t e r e s t have 
become p a r t i e s t o t h i s Agreement, regardless of the percentage of 
Royalty I n t e r e s t t h e r e i n t h a t i s committed hereto; and as to which 
(1) the Working I n t e r e s t Owner who operates the Tract and a t o t a l 
of s e v e n t y - f i v e percent (75%) or more of the other Working I n t e r e s t 
Owners i n such Tract who have become p a r t i e s to t h i s Agreement have 
joi n e d i n a request f o r i n c l u s i o n of such Tr a c t , and have executed 
and d e l i v e r e d , or o b l i g a t e d themselves to execute and d e l i v e r , an 
indemnity agreement indemnifying and agreeing to hold harmless the 
other owners of committed Working I n t e r e s t s , t h e i r successors and 
assigns, against a l l claims and demands t h a t may be made by the 
owners of Working I n t e r e s t i n such Tract who are not p a r t i e s to 
t h i s Agreement, and which a r i s e out of the i n c l u s i o n of the Tract; 
and as to which (2) the owners of seventy-five percent (75%) of the 
Unit P a r t i c i p a t i o n i n a l l Tracts t h a t meet the requirements of 
Section 14 (a) and 14 (b) have voted i n favor of the i n c l u s i o n of 
such t r a c t and to accept the indemnity agreement. Upon the i n c l u s i o n 
of such a T r a c t , the Tract P a r t i c i p a t i o n s which would have been 
a t t r i b u t e d to the non-subscribing owners of Working I n t e r e s t i n 
such T r a c t , had they become p a r t i e s to t h i s Agreement and the Unit 
Operating Agreement, s h a l l be a t t r i b u t e d to the Working I n t e r e s t 
Owners i n such Tract who have become p a r t i e s to such agreements, 
and j o i n e d i n the indemnity agreement, i n p r o p o r t i o n to t h e i r 
respective Working I n t e r e s t s i n the Tract. 

- 9 -



I f on the E f f e c t i v e Date of t h i s Agreement there i s any 
Tract or Tracts which have not been e f f e c t i v e l y committed to or made 
subject to t n i s Agreement by q u a l i f y i n g as above provided, then such 
Tract or Tracts s h a l l not be e n t i t l e d t o p a r t i c i p a t e hereunder. Unit 
Operator s h a l l , when submitting t h i s Agreement f o r f i n a l approval by 
the Land Commissioner and the Deputy, f i l e t h e r e w i t h a schedule of 
those Tracts which have been committed and made subject t o t h i s 
Agreement and are e n t i t l e d to p a r t i c i p a t e i n Un i t i z e d Substances. 
Said schedule s h a l l set f o r t h opposite each such committed Tract the 
lease number or assignment number, the owner of record of the lease, 
and the percentage p a r t i c i p a t i o n of such Tract which s h a l l be com
puted according t o the p a r t i c i p a t i o n formula set out i n Section 13 
(Tract P a r t i c i p a t i o n ) above. This schedule of p a r t i c i p a t i o n s h a l l 
be Revised E x h i b i t "C" and upon approval thereof by the Land Commis
sioner and the Deputy s h a l l become a p a r t of t h i s Agreement and s h a l l 
govern the a l l o c a t i o n of production of Un i t i z e d Substances u n t i l a 
new schedule i s approved by the Land Commissioner and Deputy. 

SECTION 15. ALLOCATION OF UNITIZED SUBSTANCES. A l l U n i t i z e d 
Substances produced and saved ( l e s s , save and except any p a r t of such 
U n i t i z e d Substances used i n conformity w i t h good operating p r a c t i c e s 
on u n i t i z e d land f o r d r i l l i n g , o p e r a t i n g , camp and other production 
or development purposes and f o r i n j e c t i o n or unavoidable loss i n 
accordance w i t h a Plan of Operation approved by the Deputy) s h a l l 
be apportioned among and a l l o c a t e d t o the q u a l i f i e d Tracts i n ac
cordance w i t h the respective Tract P a r t i c i p a t i o n s e f f e c t i v e here
under during the respective periods such U n i t i z e d Substances were 
produced, as set f o r t h i n the schedule of p a r t i c i p a t i o n i n E x h i b i t 
"C". The amount of U n i t i z e d Substances so a l l o c a t e d t o each Tra c t , 
and only t h a t amount, (regardless of whether i t be more or less than 
the amount of the actual production of U n i t i z e d Substances from the 
w e l l or w e l l s , i f any, on such Tract) s h a l l , f o r a l l i n t e n t s , uses 
and purposes, be deemed t o have been produced from such Tr a c t . 

The U n i t i z e d Substances a l l o c a t e d to each Tract s h a l l be 
d i s t r i b u t e d among, or accounted f o r , to the p a r t i e s e n t i t l e d to 
share i n the production from such Tract i n the same manner, i n the 
same p r o p o r t i o n s , and upon the same c o n d i t i o n s , as they would have 
p a r t i c i p a t e d and shared i n the production from such Tracts, or i n 
the proceeds t h e r e o f , had t h i s Agreement not been entered i n t o ; and 
wi t h the same l e g a l force and e f f e c t . 

No Tract committed to t h i s Agreement and q u a l i f i e d f o r par
t i c i p a t i o n as above provided s h a l l be subsequently excluded from par
t i c i p a t i o n hereunder on account of d e p l e t i o n of Un i t i z e d Substances. 

I f the Working I n t e r e s t and/or the Royalty I n t e r e s t i n any 
Tract are di v i d e d w i t h respect t o separate parcels or p o r t i o n s of 
such Tract and owned now or he r e a f t e r i n se v e r a l t y by d i f f e r e n t 
persons, the Tract P a r t i c i p a t i o n s h a l l , i n the absence of a record
able instrument executed by a l l owners and furnished to Unit Opera
t o r f i x i n g the d i v i s i o n s of ownership, be divi d e d among such parcels 
or p o r t i o n s i n p r o p o r t i o n to the number of surface acres i n each. 

The U n i t i z e d Substances a l l o c a t e d to each Tract s h a l l be 
de l i v e r e d i n kind to the respective Working I n t e r e s t Owners and 
p a r t i e s e n t i t l e d t h e r e t o by v i r t u e of the ownership of O i l and Gas 
Rights t h e r e i n . Each Working I n t e r e s t Owner and the p a r t i e s e n t i t l e d 
t h e r e t o s h a l l have the cont i n u i n g r i g h t t o receive such production 
i n kind at a common p o i n t w i t h i n the Unit Area and to s e l l or dispose 
of the same as i t sees f i t . Each such p a r t y s h a l l have the r i g h t 
t o c o n s t r u c t , maintain and operate a l l necessary f a c i l i t i e s f o r t h a t 
purpose on U n i t i z e d Land, provided the same are so constructed, main
tained and operated as not to i n t e r f e r e w i t h operations c a r r i e d on 
pursuant hereto. Subject t o Section 17 hereof, any e x t r a expenditure 
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incurred by J n i t Operator by reason of the d e l i v e r y i n kind of any 
p o r t i o n of the U n i t i z e d Substances s h a l l be borne by the p a r t y respon
s i b l e t h e r e f o r under the c o n t r o l l i n g lease or co n t r a c t . I n the event 
any I n t e r e s t Owner s h a l l f a i l to take or otherwise adequately dispose 
of i t s p r o p o r t i o n a t e share of the production from the Unitized Forma
t i o n c u r r e n t l y as and when produced, then so long as such c o n d i t i o n 
continues, Unit Operator, f o r the account and at the expense of the 
Working I n t e r e s t Owner of the Tract or Tracts concerned, and i n order 
to avoid c u r t a i l i n g the operation of the Unit Area, may, but s h a l l not 
be required t o , s e l l or otherwise dispose of such production to i t s e l f 
or to others on a day-to-day basis, provided t h a t a l l contracts of 
sale by Unit Operator or any other party's share of Un i t i z e d Substan
ces s h a l l be only f o r such reasonable periods of time as are c o n s i s t 
ent w i t h the minimum needs of the in d u s t r y under the circumstances, 
but i n no event s h a l l any such c o n t r a c t be f o r a period i n excess of 
one year, and at not less than the p r e v a i l i n g market p r i c e i n the area 
f o r l i k e p r o d u c t i o n , and the account of such Working I n t e r e s t Owner 
s h a l l be charged t h e r e w i t h as having received such production. The net 
proceeds, i f any, of the Un i t i z e d Substances so disposed of by Unit 
Operator s h a l l be paid to the Working I n t e r e s t Owner of the Tract or 
Tracts concerned. Notwithstanding the foregoing, Unit Operator s h a l l 
not make a sale i n t o i n t e r s t a t e commerce of any Working I n t e r e s t 
Owner's share: of gas production without f i r s t g i v i n g such Working 
I n t e r e s t Owner s i x t y (60) days notice of such intended sale. 

Any Working I n t e r e s t Owner r e c e i v i n g i n kind or separately 
disposing of a l l or any part, of the Un i t i z e d Substances a l l o c a t e d to 
any T r a c t , or r e c e i v i n g the proceeds therefrom i f the same i s sold 
or purchased by Unit Operator, s h a l l be responsible f o r the payment 
of a l l Royalty, o v e r r i d i n g r o y a l t y and production payments due there
on, and each such p a r t y s h a l l hold each other Working I n t e r e s t Owner 
harmless against a l l claims, demands and causes of ac t i o n by owners 
of such Royalty, o v e r r i d i n g r o y a l t y and production payments. 

I f , a f t e r the E f f e c t i v e Date of t h i s Agreement, there i s 
any Tract or Tracts t h a t are subsequently committed hereto, as pro
vided i n Section 4 (Expansion) hereof, or any Tract or Tracts w i t h i n 
the Unit Area not committed hereto as of the E f f e c t i v e Date hereof 
but which are subsequently committed hereto under the pr o v i s i o n s of 
Section 14 (Tracts Q u a l i f i e d f o r P a r t i c i p a t i o n ) and Section 32 
(Nonjoinder and Subsequent J o i n d e r ) , or i f any Tract i s excluded 
from t h i s Agreement as provided f o r i n Section 31 (Loss of T i t l e ) , 
the schedule of p a r t i c i p a t i o n as shown i n E x h i b i t "C" , s h a l l be 
revised by the Unit Operator; and the revised E x h i b i t "C", upon 
approval by the Land Commissioner and the Deputy, s h a l l govern the 
a l l o c a t i o n of production on and a f t e r the e f f e c t i v e date thereof 
u n t i l a revised schedule i s approved as hereinabove provided. 

I f the Unit Area i s enlarged, the revised Tract P a r t i c i p a 
t i o n s of the Tracts which were w i t h i n the Unit Area p r i o r to the 
enlargement s h a l l remain i n the same r a t i o one to another. 

SECTION 16. OUTSIDE SUBSTANCES. I f gas obtained from f o r 
mations not subject to t h i s Agreement i s introduced i n t o the U n i t i z e d 
Formation f o r use i n repr e s s u r i n g , s t i m u l a t i n g of production or i n 
creasing u l t i m a t e recovery which s h a l l be i n conformity w i t h a Plan 
of Operation f i r s t approved by the Land Commissioner and the Deputy, 
a l i k e amount of gas w i t h appropriate deduction f o r loss or d e p l e t i o n 
from any cause may be withdrawn from u n i t w e l l s completed i n the 
Uniti z e d Formation r o y a l t y f r e e as t o dry gas, but not r o y a l t y free 
as to the products e x t r a c t e d therefrom; provided t h a t such withdrawal 
s h a l l be at such time as may be provided i n the approved Plan of 
Operation or as otherwise may be consented to or prescribed by the 
Land Commissioner and the Deputy as conforming to good petroleum 
engineering p r a c t i c e s and provided f u r t h e r t h a t such r i g h t of w i t h 
drawal s h a l l terminate on the t e r m i n a t i o n date of t h i s Agreement. 

- n -



SECTION 17. ROYALTY SETTLEMENT. The State of New Mexico 
and United States of America and a l l Royalty Owners who, under an 
e x i s t i n g c o n t r a c t , are e n t i t l e d t o take i n kind a share of the sub
stances produced from any Tract u n i t i z e d hereunder, s h a l l continue 
to be e n t i t l e d to such r i g h t to take i n kind t h e i r share of the 
Uni t i z e d Substances a l l o c a t e d to such T r a c t , and Unit Operator s h a l l 
make d e l i v e r i e s of such Royalty share taken i n kind i n conformity 
w i t h the ap p l i c a b l e c o n t r a c t s , laws and r e g u l a t i o n s . Settlement 
f o r Royalty not taken i n kind s h a l l be made by Working I n t e r e s t 
Owners responsible t h e r e f o r under e x i s t i n g c o n t r a c t s , laws and 
r e g u l a t i o n s on or before the l a s t day of each month f o r U n i t i z e d 
Substances produced during the preceding calendar month; provided, 
however, t h a t nothing herein contained s h a l l operate t o r e l i e v e the 
lessees of any land from t h e i r respective lease o b l i g a t i o n s f o r the 
payment of any Royalty due under t h e i r leases, except t h a t such 
Royalty s h a l l be computed on U n i t i z e d Substances as a l l o c a t e d to 
each Tract :.n accordance w i t h the terms of t h i s Agreement. With 
respect to Federal leases committed hereto on which the r o y a l t y r a t e 
depends upon the d a i l y average production per w e l l , such average 
production s h a l l be determined i n accordance w i t h the operating 
r e g u l a t i o n s p e r t a i n i n g to Federal leases as though the committed 
Tracts were included i n a s i n g l e consolidated lease. 

I f the amount of production or the proceeds thereof accruing 
to any Royalty Owner (except the United States of America) i n a 
Tract depends upon the average production per w e l l or the average 
p i p e l i n e runs per w e l l from such Tract during any period of time, 
then such production s h a l l be determined from and a f t e r the e f f e c t i v e 
date hereto by d i v i d i n g the q u a n t i t y of U n i t i z e d Substances a l l o c a t e d 
hereunder to such Tract during such period of time by the number of 
wel l s locate3 thereon capable of producing U n i t i z e d Substances as 
of the E f f e c t i v e Date hereof, provided t h a t any Tract not having any 
w e l l so capable of producing U n i t i z e d Substances on the E f f e c t i v e 
Date hereof s h a l l be considered as having one such w e l l f o r the pur
pose of t h i s p r o v i s i o n . 

A l l Royalty due the State of New Mexico and the United 
States of America and the other Royalty Owners hereunder s h a l l be 
computed and paid on the basis of a l l U n i t i z e d Substances a l l o c a t e d 
t o the respective Tract or Tracts committed hereto, i n l i e u of 
act u a l production from such Tract or Tracts. 

Each Royalty Owner (other than the State of New Mexico and 
the United States of America) t h a t executes t h i s Agreement represents 
and warrants t h a t i t i s the owner of a Royalty I n t e r e s t i n a Tract 
or Tracts w i t h i n the Unit Area as i t s i n t e r e s t appears i n E x h i b i t 
"B" attached hereto. I f any Royalty I n t e r e s t i n a Tract or Tracts 
should be l o s t by t i t l e f a i l u r e or otherwise i n whole or i n p a r t , 
during the term of t h i s Agreement, then the Royalty I n t e r e s t of the 
party representing himself t o be the owner thereof s h a l l be reduced 
p r o p o r t i o n a t e l y and the i n t e r e s t s of a l l p a r t i e s s h a l l be adjusted 
accord i n g l y . 

SECTION 18. RENTAL SETTLEMENT. Rentals or minimum Royalties 
due on leases committed hereto s h a l l be paid by Working I n t e r e s t 
Owners responsible t h e r e f o r under e x i s t i n g c o n t r a c t s , laws and 
re g u l a t i o n s provided t h a t nothing herein contained s h a l l operate to 
r e l i e v e the lessees of any land from t h e i r r e s p e c t i v e lease o b l i 
gations f o r the payment of any r e n t a l or minimum Royalty i n l i e u 
t h e r e o f , due under t h e i r leases. Rental f o r lands of the State of 
New Mexico subject to t h i s Agreement s h a l l be paid at the r a t e 
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Rental or minimum Royalty f o r lands of the United States of America 
subject to t h i s Agreement s h a l l be paid at the r a t e s p e c i f i e d i n 
the r e s p e c t i v e leases from the United States of America, unless 
such r e n t a l or minimum Royalty i s waived, suspended or reduced by 
law or by approval of the Secretary or h i s duly authorized repre
s e n t a t i v e . 

SECTION 19. CONSERVATION. Operations hereunder and production 
of U n i t i z e d Substances s h a l l be conducted to provide f o r the most 
economical and e f f i c i e n t recovery of said substances without waste, 
as defined by or pursuant to Federal and State laws and r e g u l a t i o n s . 

SECTION 20. DRAINAGE. The Unit Operator s h a l l take appro
p r i a t e and cidequate measures to prevent drainage of Un i t i z e d Sub
stances from u n i t i z e d land by wells on land not subject to t h i s 
Agreement, i n c l u d i n g , but not l i m i t e d t o , proceedings under the New 
Mexico Compulsory Pooling Act. 

The Unit Operator, upon approval by the Working I n t e r e s t 
Owners, the Deputy and the Land Commissioner, i s hereby empowered 
to enter i n t o a border l i n e agreement or agreements w i t h working 
i n t e r e s t owners of a d j o i n i n g lands not subject to t h i s Agreement 
w i t h respect to operation i n the border area f o r the maximum economic 
recovery, conservation purposes and proper p r o t e c t i o n of the p a r t i e s 
and i n t e r e s t a f f e c t e d . 

SECTION 21. LEASES AND CONTRACTS CONFORMED AND EXTENDED. 
The terms, c o n d i t i o n s and p r o v i s i o n s of a l l leases, subleases and 
other c o n t r a c t s r e l a t i n g to e x p l o r a t i o n , d r i l l i n g , development or 
operation f o r o i l or gas on lands committed t o t h i s Agreement are 
hereby expressly modified and amended to the extent necessary to 
make the same conform t o the p r o v i s i o n s hereof, but otherwise t o 
remain i n f u l l force and e f f e c t , and the p a r t i e s hereto hereby 
consent t h a t the Secretary and the Land Commissioner, r e s p e c t i v e l y , 
s h a l l and by t h e i r approval hereof, or by the approval hereof by 
t h e i r duly authorized r e p r e s e n t a t i v e s , do hereby e s t a b l i s h , a l t e r , 
change or revoke the d r i l l i n g , producing, r e n t a l , minimum Royalty 
and Royalty requirements of Federal and State leases committed 
hereto and the r e g u l a t i o n s i n respect t h e r e t o to conform said r e 
quirements t o the p r o v i s i o n s of t h i s Agreement. 

Without l i m i t i n g the g e n e r a l i t y of the foregoing, a l l leases, 
subleases and cont r a c t s are p a r t i c u l a r l y modified i n accordance w i t h 
the f o l l o w i n g : 

(a) The development and operation of lands subject to t h i s 
Agreement under the terms hereof s h a l l be deemed f u l l performance of 
a l l o b l i g a t i o n s f o r development and operation w i t h respect to each 
p a r t or separately owned Tract subject t o t h i s Agreement, regardless 
of whether there i s any development of any p a r t i c u l a r p a r t or Tract 
of the Unit Area, notwithstanding anything to the contrary i n any 
lease, operating agreement or other c o n t r a c t by and between the 
p a r t i e s hereto, or t h e i r respective predecessors i n i n t e r e s t , or 
any of them. 

(b) D r i l l i n g , producing or improved recovery operations 
preformed hereunder s h a l l be deemed to be performed upon and f o r 
the b e n e f i t of each Tra c t , and no lease s h a l l be deemed to expire 
by reason of f a i l u r e t o d r i l l or produce w e l l s s i t u a t e d on the land 
t h e r e i n embraced. 

(c) Suspension of d r i l l i n g or producing operations on a l l 
u n i t i z e d lands pursuant to d i r e c t i o n or consent of the Land Commis
sioner and the Secretary, or t h e i r duly authorized r e p r e s e n t a t i v e s , 
s h a l l be deemed to c o n s t i t u t e such suspension pursuant to such 
d i r e c t i o n or consent as to each Tract of u n i t i z e d lands. 
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SECTION 17. ROYALTY SETTLEMENT. The State of New Mexico 
and United States of America and a l l Royalty Owners who, under an 
e x i s t i n g c o n t r a c t , are e n t i t l e d t o take i n kind a share of the sub
stances produced from any Tract u n i t i z e d hereunder, s h a l l continue 
to be e n t i t l e d t o such r i g h t to take i n kind t h e i r share of the 
Uni t i z e d Substances a l l o c a t e d t o such T r a c t , and Unit Operator s h a l l 
make d e l i v e r i e s of such Royalty share taken i n kind i n conformity 
w i t h the a p p l i c a b l e c o n t r a c t s , laws and r e g u l a t i o n s . Settlement 
f o r Royalty not taken i n kind s h a l l be made by Working I n t e r e s t 
Owners responsible t h e r e f o r under e x i s t i n g c o n t r a c t s , laws and 
r e g u l a t i o n s on or before the l a s t day of each month f o r U n i t i z e d 
Substances produced during the preceding calendar month; provided, 
however, t h a t nothing herein contained s h a l l operate to r e l i e v e the 
lessees of any land from t h e i r r e spective lease o b l i g a t i o n s f o r the 
payment of any Royalty due under t h e i r leases, except t h a t such 
Royalty s h a l l be computed on U n i t i z e d Substances as a l l o c a t e d to 
each Tract i n accordance w i t h the terms of t h i s Agreement. With 
respect t o Federal leases committed hereto on which the r o y a l t y r a t e 
depends upon the d a i l y average production per w e l l , such average 
production s h a l l be determined i n accordance w i t h the operating 
r e g u l a t i o n s p e r t a i n i n g to Federal leases as though the committed 
Tracts were included i n a s i n g l e consolidated lease. 

I f tne amount of production or the proceeds thereof accruing 
t o any Royalty Owner (except the United States of America) i n a 
Tract depends upon the average production per w e l l or the average 
p i p e l i n e runs per w e l l from such Tract during any period of time, 
then such production s h a l l be determined from and a f t e r the e f f e c t i v e 
date hereto by d i v i d i n g the q u a n t i t y of U n i t i z e d Substances a l l o c a t e d 
hereunder to such Tract during such period of time by the number of 
wells located thereon capable of producing U n i t i z e d Substances as 
of the E f f e c t i v e Date hereof, provided t h a t any Tract not having any 
w e l l so capable of producing U n i t i z e d Substances on the E f f e c t i v e 
Date hereof s h a l l be considered as having one such w e l l f o r the pur
pose of t h i s p r o v i s i o n . 

A l l Royalty due the State of New Mexico and the United 
States of America and the other Royalty Owners hereunder s h a l l be 
computed and paid on the basis of a l l U n i t i z e d Substances a l l o c a t e d 
t o the respective Tract or Tracts committed hereto, i n l i e u of 
actu a l production from such Tract or Tracts. 

Each Royalty Owner (other than the State of New Mexico and 
the United States of America) t h a t executes t h i s Agreement represents 
and warrants t h a t i t i s the owner of a Royalty I n t e r e s t i n a Tract 
or Tracts w i t h i n the Unit Area as i t s i n t e r e s t appears i n E x h i b i t 
"B" attached hereto. I f any Royalty I n t e r e s t i n a Tract or Tracts 
should be l o s t by t i t l e f a i l u r e or otherwise i n whole or i n p a r t , 
during the term of t h i s Agreement, then the Royalty I n t e r e s t of the 
party representing himself to be the owner thereof s h a l l be reduced 
p r o p o r t i o n a t e l y and the i n t e r e s t s of a l l p a r t i e s s h a l l be adjusted 
accord i n g l y . 

SECTION 18. RENTAL SETTLEMENT. Rentals or minimum Royalties 
due on leases committed hereto s h a l l be paid by Working I n t e r e s t 
Owners responsible t h e r e f o r under e x i s t i n g c o n t r a c t s , laws and 
re g u l a t i o n s provided t h a t nothing herein contained s h a l l operate t o 
r e l i e v e the lessees of any land from t h e i r respective lease o b l i 
gations f o r zhe payment of any r e n t a l or minimum Royalty i n l i e u 
t h e r e o f , due under t h e i r leases. Rental f o r lands of the State of 
New Mexico sabject to t h i s Agreement s h a l l be paid at the r a t e 
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(d) Each lease, sublease, or c o n t r a c t r e l a t i n g to the 
e x p l o r a t i o n , d r i l l i n g , development or operation f o r o i l and gas 
which by i t s terms might expire p r i o r to the t e r m i n a t i o n of t h i s 
Agreement, i s hereby extended beyond any such term so provided 
t h e r e i n , so t h a t i t s h a l l be continued i n f u l l force and e f f e c t f o r 
and during the term of t h i s Agreement. 

(e) Any lease embracing lands of the State of New Mexico 
which i s made subject to t h i s Agreement s h a l l continue i n force 
beyond the term provided t h e r e i n as to the lands committed hereto 
u n t i l the t e r m i n a t i o n hereof. 

( f ) Any lease embracing lands of the State of New Mexico 
having only a p o r t i o n of i t s land committed hereto s h a l l be segregated 
as to t h a t p o r t i o n committed and th a t not committed, and the terms 
of such lease s h a l l apply separately to such segregated p o r t i o n s 
commencing as of the e f f e c t i v e date hereof. Provided, however, t h a t 
notwithstanding any of the p r o v i s i o n s of t h i s Agreement to the con
t r a r y , such lease s h a l l continue i n f u l l force and e f f e c t beyond the 
term provided t h e r e i n as to a l l lands embraced i n such lease i f o i l 
or gas i s , or has heretofore been discovered i n paying q u a n t i t i e s on 
some pa r t o:; the lands embraced i n such lease committed to t h i s 
Agreement or, so long as a p o r t i o n of the Un i t i z e d Substances 
produced from the Unit Area i s , under the terms of t h i s Agreement, 
a l l o c a t e d to the p o r t i o n of the lands covered by such lease committed 
to t h i s Agreement, or, at any time during the term hereof, as to 
any lease t h a t i s then v a l i d and s u b s i s t i n g and upon which the 
lessee or the Unit Operator i s then engaged i n bona f i d e d r i l l i n g , 
reworking, or improved recovery operations on any p a r t of the lands 
embraced i n such lease, then the same as to a l l lands embraced 
t h e r e i n s h a l l remain i n f u l l force and e f f e c t so long as such 
operations are d i l i g e n t l y prosecuted, and i f they r e s u l t i n the 
production of o i l or gas, said lease s h a l l continue i n f u l l force 
and e f f e c t a.s t o a l l of the lands embraced t h e r e i n , so long t h e r e 
a f t e r as o i l or gas i n paying q u a n t i t i e s i s being produced from any 
p o r t i o n . o f said lands. 

(g) The segregation of any Federal lease committed to t h i s 
Agreement i s governed by the f o l l o w i n g p r o v i s i o n i n the f o u r t h 
paragraph of Section 1 7 ( j ) of the Mineral Leasing Act, as amended 
by the Act of September 2, 1960, (74 Stat. 781-784): "Any (Federal) 
lease h e r e t o f o r e or h e r e a f t e r committed to any such ( u n i t ) plan 
embracing lands t h a t are i n p a r t w i t h i n and i n pa r t outside of the 
area covered by any such plan s h a l l be segregated i n t o separate 
leases as to the lands committed and the lands not committed as of 
the E f f e c t i v e Date of u n i t i z a t i o n ; provided, however, t h a t any such 
lease as to the non-unitized p o r t i o n s h a l l continue i n force and 
e f f e c t f o r the term thereof but f o r not less than two years from 
the date of such segregation and so long t h e r e a f t e r as o i l or gas 
i s produced i n Paying Q u a n t i t i e s . " 

SECTION 22. COVENANTS RUN WITH LAND. The covenants herein 
s h a l l be construed to be covenants running w i t h the land w i t h 
respect to the i n t e r e s t of the p a r t i e s hereto and t h e i r successors i n 
i n t e r e s t u n t i l t h i s Agreement terminates, and any g r a n t , t r a n s f e r 
or conveyance of i n t e r e s t i n land or leases subject hereto s h a l l be 
and hereby i s conditioned upon the assumption of a l l p r i v i l e g e s and 
o b l i g a t i o n s hereunder by the grantee, t r a n s f e r e e or other successor 
i n i n t e r e s t . No assignment or t r a n s f e r of any Working I n t e r e s t 
subject hereto s h a l l be binding upon Unit Operator u n t i l the f i r s t 
day of the calendar month a f t e r Unit Operator i s furnished w i t h the 
o r i g i n a l , or acceptable p h o t o s t a t i c or c e r t i f i e d copy, of the 
recorded instrument or t r a n s f e r ; and no assignment or t r a n s f e r of 
any Royalty I n t e r e s t subject hereto s h a l l be binding upon the 
Working I n t e r e s t Owner responsible t h e r e f o r u n t i l the f i r s t day 
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of the calendar month a f t e r said Working I n t e r e s t Owner i s furnished 
w i t h the o r i g i n a l , or acceptable p h o t o s t a t i c or c e r t i f i e d copy, of 
the recorded instrument or t r a n s f e r . 

SECTION 23. EFFECTIVE DATE AND TERM. This Agreement s h a l l 
become binding upon each pa r t y who executes or r a t i f i e s i t as of 
the date of execution or r a t i f i c a t i o n by such pa r t y and s h a l l become 
e f f e c t i v e on the f i r s t day of the calendar month next f o l l o w i n g the 
approval of t h i s Agreement by the Deputy, the Land Commissioner and 
the D i v i s i o n . 

I f t h i s Agreement does not become e f f e c t i v e on or before 
19 _, i t s h a l l ipso f a c t o expire on said date 

( h e r e i n a f t e r c a l l e d " e x p i r a t i o n date") and t h e r e a f t e r be of no 
f u r t h e r force or e f f e c t , unless p r i o r t h e r e t o t h i s Agreement has 
been executed or r a t i f i e d by Working I n t e r e s t Owners owning a com
bined P a r t i c i p a t i o n of at l e a s t eighty percent ( 8 0 % ) , and at l e a s t 
seventy-five percent (75%) of such Working I n t e r e s t Owners committed 
to t h i s Agreement have decided t o extend said e x p i r a t i o n date f o r a 
period not to exceed s i x months ( h e r e i n a f t e r c a l l e d "extended e x p i r a 
t i o n d a t e " ) . I f said e x p i r a t i o n date i s so extended and t h i s Agree
ment does not become e f f e c t i v e on or before said extended e x p i r a t i o n 
date, i t s h a l l ipso f a c t o expire on said extended e x p i r a t i o n date 
and t h e r e a f t e r be of no f u r t h e r force or e f f e c t . 

Unit Operator s h a l l f i l e f o r record w i t h i n t h i r t y (30) days 
a f t e r the E f f e c t i v e Date of t h i s Agreement, i n the o f f i c e where a 
counterpart of t h i s Agreement i s recorded, a c e r t i f i c a t e to the 
e f f e c t t h a t t h i s Agreement has become e f f e c t i v e according to i t s 
terms and s t a t i n g f u r t h e r the e f f e c t i v e date. 

The term of t h i s Agreement s h a l l be f o r and during the time 
t h a t U n i t i z e d Substances are produced from the u n i t i z e d land and so 
long t h e r e a f t e r as d r i l l i n g , reworking or other operations ( i n c l u d i n g 
improved recovery operations) are prosecuted thereon without cessa
t i o n of more than ninety (90) consecutive days unless sooner t e r m i 
nated as herein provided. 

This Agreement may be terminated w i t h the approval of the 
Land Commissioner and the Deputy by Working I n t e r e s t Owners owning 
e i g h t y percent (80%) of the Unit P a r t i c i p a t i o n then i n e f f e c t when
ever such Working I n t e r e s t Owners determine th a t Unit Operations 
are no longer p r o f i t a b l e , or i n the i n t e r e s t of conservation. Upon 
approval, such t e r m i n a t i o n s h a l l be e f f e c t i v e as of the f i r s t day 
of the month a f t e r said Working I n t e r e s t Owners' determination. 
Notice of any such t e r m i n a t i o n s h a l l be f i l e d by Unit Operator i n 
the o f f i c e of the County Clerk of Eddy County, New Mexico, w i t h i n 
t h i r t y (30) days of the e f f e c t i v e date of t e r m i n a t i o n . 

Upon t e r m i n a t i o n of t h i s Agreement, the p a r t i e s hereto s h a l l 
be governed by the terms and pr o v i s i o n s of the leases and contracts 
a f f e c t i n g the separate Tracts j u s t as i f t h i s Agreement had never 
been entered i n t o . 

I f not otherwise provided by the leases u n i t i z e d under t h i s 
Agreement, Royalty Owners hereby grant Working I n t e r e s t Owners a 
period of s i x months a f t e r t e r m i n a t i o n of t h i s Agreement i n which 
to salvage, s e l l , d i s t r i b u t e or otherwise dispose of the personal 
property and f a c i l i t i e s used i n connection w i t h Unit Operations. 

SECTION 24. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. 
A l l production and the disposal thereof s h a l l be i n conformity w i t h 
a l l o c a t i o n s and quotas made or f i x e d by any duly authorized person 
or r e g u l a t o r y body under any Federal or State s t a t u t e . The D i r e c t o r 
i s hereby vested w i t h a u t h o r i t y t o a l t e r or modify from time to time, 
i n his d i s c r e t i o n , the r a t e of prospecting and development and w i t h i n 
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the l i m i t s made or f i x e d by the Commission t o a l t e r or modify the 
q u a n t i t y and r a t e of production under t h i s Agreement, such a u t h o r i t y 
being hereby 1 i m i t e d to a l t e r a t i o n or m o d i f i c a t i o n i n the p u b l i c 
i n t e r e s t , the purpose thereof and the p u b l i c i n t e r e s t to be served 
thereby to be stated i n the order of a l t e r a t i o n or m o d i f i c a t i o n ; 
provided, f u r t h e r , t h a t no such a l t e r a t i o n or m o d i f i c a t i o n s h a l l 
be e f f e c t i v e as to any land of the State of New Mexico as to the 
rate of prospecting and development i n the absence of the s p e c i f i c 
w r i t t e n approval thereof by the Land Commissioner and as to any 
lands of the State of New Mexico or p r i v a t e l y owned lands subject 
to t h i s Agreement or to the q u a n t i t y and r a t e of production from 
such lands i.n the absence of s p e c i f i c w r i t t e n approval thereof by 
the Commission. 

Powers i n t h i s Section vested i n the D i r e c t o r s h a l l only be 
exercised a f t e r n o t i c e to Unit Operator and o p p o r t u n i t y f o r hearing 
to be held not less than f i f t e e n (15) days from n o t i c e , and there
a f t e r subject to a d m i n i s t r a t i v e appeal before becoming f i n a l . 

SECTION 25. NONDISCRIMINATION. Unit Operator i n connection 
w i t h the performance of work under thTs -Agreement r e l a t i n g to leases 
of the United States agrees to comply w i t h the clauses set f o r t h i n 
E x h i b i t "D" attached hereto and made a p a r t hereof. 

SECTION 26. APPEARANCES. Unit Operator s h a l l have the r i g h t 
to appear f c r or on behalf of any i n t e r e s t s a f f e c t e d hereby before 
the Land Commissioner, the Department, and the D i v i s i o n , and to appeal 
from any order issued under the r u l e s and r e g u l a t i o n s of the Land 
Commissioner, the Department or the D i v i s i o n , or to apply f o r r e l i e f 
from any of said r u l e s and r e g u l a t i o n s or i n any proceedings r e l a t i v e 
to operations before the Land Commissioner, the Department or the 
D i v i s i o n or any other l e g a l l y c o n s t i t u t e d a u t h o r i t y ; provided, how
ever, t h a t any other i n t e r e s t e d party s h a l l also have the r i g h t at 
his or i t s own expense to be heard i n any such proceeding. 

SECTION 27. NOTICES. A l l n o t i c e s , demands, o b j e c t i o n s or 
statements required hereunder to be given or rendered to the p a r t i e s 
hereto s h a l l be deemed f u l l y given i f made i n w r i t i n g and personally 
d e l i v e r e d to the pa r t y or p a r t i e s or sent by postpaid c e r t i f i e d or 
r e g i s t e r e d m a i l , addressed to such p a r t y or p a r t i e s at t h e i r respec
t i v e addresses set f o r t h i n connection w i t h the signatures hereto 
or to the r a t i f i c a t i o n or consent hereof or to such other address 
as any such party or p a r t i e s may have furnished i n w r i t i n g to the 
part y sending the n o t i c e , demand or statement. 

SECTION 28. NO WAIVER OF CERTAIN RIGHTS. Nothing i n t h i s 
Agreement contained s h a l l be construed as a waiver by any pa r t y 
hereto of the r i g h t to assert any l e g a l or c o n s t i t u t i o n a l r i g h t or 
defense as to the v a l i d i t y or i n v a l i d i t y of any law of the State 
wherein said U n i t i z e d Lands are lo c a t e d , or r e g u l a t i o n s issued there
under i n any way a f f e c t i n g such p a r t y , or as a waiver by any such 
pa r t y of any r i g h t beyond h i s or i t s a u t h o r i t y to waive; provided, 
however, each p a r t y hereto convenants t h a t i t w i l l not r e s o r t to 
any a c t i o n to p a r t i t i o n the u n i t i z e d land or the Unit Equipment. 

SECTION 29. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED 
TO REALTY. l ach Working I n t e r e s t Owner has heretofore placed and 
used on i t s Tract or Tracts committed to t h i s Agreement various w e l l 
and lease equipment and other p r o p e r t y , equipment and f a c i l i t i e s . 
I t i s also recognized t h a t a d d i t i o n a l equipment and f a c i l i t i e s may 
he r e a f t e r be placed and used upon the U n i t i z e d Land as now or here
a f t e r c o n s t i t u t e d . Therefore, f o r a l l purposes of t h i s Agreement 
any such equipment s h a l l be considered t o be personal property and 
not f i x t u r e s attached to r e a l t y . Accordingly, said w e l l and lease 
equipment and personal property i s hereby severed from the mineral 
estates a f f e c t e d by t h i s Agreement, and i t i s agreed t h a t any such 
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equipment and personal property s h a l l be and remain personal property 
of the Working I n t e r e s t Owners f o r a l l purposes. 

SECTION 30. UNAVOIDABLE DELAY. A l l o b l i g a t i o n s under t h i s 
Agreement r e q u i r i n g the Unit Operator to commence or continue improv
ed recovery operations or to operate on or produce U n i t i z e d Sub
stances from any of the lands covered by t h i s Agreement s h a l l be 
suspended w h i l e , but only so long as, the Unit Operator, despite the 
exercise of due care and d i l i g e n c e , i s prevented from complying w i t h 
such o b l i g a t i o n s , i n whole or i n p a r t , by s t r i k e s , acts of God, Fed
e r a l , State of municipal law or agency, unavoidable accident, uncon
t r o l l a b l e delays i n t r a n s p o r t a t i o n , i n a b i l i t y to o b t a i n necessary 
m a t e r i a l s i n open market, or other matters beyond the reasonable 
c o n t r o l of the Unit Operator whether s i m i l a r to matters herein 
enumerated cr not. 

SECTION 31. LOSS OF TITLE. In the event t i t l e t o any Tract 
of u n i t i z e d land s h a l l f a i l so as to render the Tract inoperable 
under t h i s Agreement and the tr u e owner cannot be induced t o j o i n 
t h i s Agreement, or forced to j o i n i n compulsory u n i t i z a t i o n proceed
ings, such Tract s h a l l be a u t o m a t i c a l l y regarded as not committed 
hereto as of the f i r s t day of the calendar month i n which the f a i l 
ure of t i t l e i s determined and there s h a l l be such readjustment of 
f u t u r e costs and b e n e f i t s as may be required on account of the loss 
of such t i t l e . In the event of a dispute as to t i t l e as to any 
Royalty, Working I n t e r e s t or other i n t e r e s t subject t h e r e t o , payment 
or d e l i v e r y on account thereof may be wi t h h e l d without l i a b i l i t y or 
i n t e r e s t u n t i l the dispute i s f i n a l l y s e t t l e d ; provided, t h a t as to 
State or Federal land or leases, no payments of funds due the State 
of New Mexico or the United States of America s h a l l be w i t h h e l d , but 
such funds s h a l l be deposited as d i r e c t e d by the Land Commissioner 
and/or the Deputy (as the case may be), to be held as unearned money 
pending f i n a l settlement of the t i t l e d i s p u t e , and then applied as 
earned or returned i n accordance w i t h such f i n a l settlement. 

Unit Operator as such i s r e l i e v e d from any r e s p o n s i b i l i t y 
f o r any defect of f a i l u r e of any t i t l e hereunder. 

SECTION 32. NONJOINDER AND SUBSEQUENT JOINDER. Joinder by 
any Royalty Owner, at any time, must be accompanied by appropriate 
j o i n d e r of the corresponding Working I n t e r e s t Owner i n order f o r 
the I n t e r e s t of such Royalty Owner t o be regarded as e f f e c t i v e l y 
committed. Joinder of t h i s Agreement by a Working I n t e r e s t Owner, 
at any time, must be accompanied by appropriate j o i n d e r to the Unit 
Operating Agreement i n order f o r such i n t e r e s t to be regarded as 
e f f e c t i v e l y committed to t h i s Agreement. 

Any o i l or gas i n t e r e s t i n the Un i t i z e d Formations not com
mit t e d hereto p r i o r to submission of t h i s Agreement to the Land Com
missioner and the Deputy f o r f i n a l approval may t h e r e a f t e r be com
mit t e d hereto upon compliance w i t h the a p p l i c a b l e p r o v i s i o n s of 
t h i s Section and of Section 14 (Tracts Q u a l i f i e d f o r P a r t i c i p a t i o n ) 
hereof, at any time up to the e f f e c t i v e date hereof on the same basis 
of p a r t i c i p a t i o n as provided i n said Section 14, by the owner or own
ers thereof s u b s c r i b i n g , r a t i f y i n g , or consenting i n w r i t i n g to t h i s 
Agreement and, i f the i n t e r e s t i s a Working I n t e r e s t , by the owner 
of such i n t e r e s t subscribing also to the Unit Operating Agreement. 

I t i s understood and agreed, however, t h a t from and a f t e r 
the E f f e c t i v e Date hereof the r i g h t of subsequent Joinder as provided 
i n t h i s Section s h a l l be subject to such requirements or approvals 
and on such basis as may be agreed upon by Working I n t e r e s t Owners 
owning not less than s i x t y - f i v e percent (65%) of the Unit P a r t i c i p a 
t i o n then i n e f f e c t , and approved by the Land Commissioner and Deputy. 
Such subsequent j o i n d e r by a proposed Working I n t e r e s t Owner must be 
evidenced by hi s execution or r a t i f i c a t i o n of t h i s Agreement and the 
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Unit Operating Agreement and, where State or Federal land i s i n 
volved, such Joinder must be approved by the Land Commissioner or 
Deputy.' Such Joinder by a proposed Royalty Owner must be evidenced 
by h i s execution, r a t i f i c a t i o n or consent of t h i s Agreement and must 
be consented to i n w r i t i n g by the Working I n t e r e s t Owner responsible 
fo r the payment of any b e n e f i t s t h a t may accrue hereunder i n 
behalf of such proposed Royalty Owner. Except as may be otherwise 
herein provided, subsequent j o i n d e r to t h i s Agreement s h a l l be 
e f f e c t i v e as of the f i r s t day of the month f o l l o w i n g the f i l i n g w i t h 
the Land Commissioner and the Deputy of duly executed counterparts 
of any and a l l documents necessary to e s t a b l i s h e f f e c t i v e commitment 
of any Tract or i n t e r e s t t o t h i s Agreement, unless o b j e c t i o n to such 
j o i n d e r by the Land Commissioner or the Deputy i s duly made s i x t y 
(60) days a f t e r such f i l i n g . 

SECTION 33. COUNTERPARTS. This Agreement may be executed 
i n any number of counterparts, no one of which needs to be executed 
by a l l p a r t i e s and may be r a t i f i e d or consented to by separate 
instrument i n w r i t i n g , s p e c i f i c a l l y r e f e r r i n g hereto, and s h a l l be 
binding upon a l l those p a r t i e s who have executed such a counterpart, 
r a t i f i c a t i o n or consent hereto w i t h the same force and e f f e c t as 
i f a l l p a r t i e s had signed the same document, and regardless of 
whether or not i t i s executed by a l l other p a r t i e s owning or claiming 
an i n t e r e s t i n the land w i t h i n the above described Unit Area. 

SECTION 34. JOINDER IN DUAL CAPACITY. Execution as herein 
provided by any pa r t y as e i t h e r a Working I n t e r e s t Owner or a 
Royalty Owner s h a l l commit a l l i n t e r e s t s owned or c o n t r o l l e d by 
such p a r t y ; provided, t h a t i f the pa r t y i s the owner of a Working 
I n t e r e s t , he must also execute the Unit Operating Agreement. 

SECTION 35. TAXES. Each party hereto s h a l l , f o r i t s own 
account, render and pay i t s share of any taxes l e v i e d against or 
measured by the amount or value of the Un i t i z e d Substances produced 
from the u n i t i z e d land; provided, however, t h a t i f i t i s required 
or i f i t be determined t h a t the Unit Operator or the several Working 
I n t e r e s t Owners must pay or advance said taxes f o r the account of 
the p a r t i e s hereto, i t i s hereby expressly agreed t h a t the p a r t i e s 
so paying or advancing said taxes s h a l l be reimbursed t h e r e f o r by 
the p a r t i e s hereto, i n c l u d i n g Royalty Owners, who may be responsible 
f o r the taxes on t h e i r respective a l l o c a t e d share of said U n i t i z e d 
Substances. No taxes s h a l l be charged to the United States or t o 
the State of New Mexico, nor to any lessor who has a co n t r a c t w i t h 
a lessee which requires h i s lessee to pay such taxes. 

SECTION 36. NO PARTNERSHIP. The d u t i e s , o b l i g a t i o n s and 
l i a b i l i t i e s of the partTes hereto are intended to be several and 
not j o i n t or c o l l e c t i v e . This Agreement i s not intended to create, 
and s h a l l not be construed to create, an as s o c i a t i o n or t r u s t , or 
to impose a p a r t n e r s h i p duty, o b l i g a t i o n or l i a b i l i t y w i t h regard to 
any one or more of the p a r t i e s hereto. Each party hereto s h a l l be 
i n d i v i d u a l l y responsible f o r i t s own o b l i g a t i o n s as herein provided. 

SECTION 37. PRODUCTION AS OF THE EFFECTIVE DATE. Unit 
Operator s h a l l make a proper and t i m e l y gauge of a l l leases and 
other tanks w i t h i n the u n i t i z e d land i n order to a s c e r t a i n the 
amount of merchantable o i l above the pipe l i n e connection i n such 
tanks as of the e f f e c t i v e date hereof. A l l such o i l which has then 
been produced i n accordance w i t h e s t a b l i s h e d allowables s h a l l be 
and remain the property of the I n t e r e s t Owner e n t i t l e d t h e r e t o , the 
same as i f the u n i t had not been formed; and the responsible Working 
I n t e r e s t Owner s h a l l promptly remove said o i l from the u n i t i z e d 
land. Any such o i l not so removed s h a l l be sold by Unit Operator 
f o r the account of such Working I n t e r e s t Owners, subject t o the 
payment of a l l Royalty to Royalty Owners under the terms hereof. 
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- I f , as of the E f f e c t i v e Hate h e r e o f , any T r a c t i s o v e r p r o 
duced w i t h r e s p e c t t o the a l l o w a b l e of the w e l l s on t h a t T r a c t and 
the amount of o v e r - p r o d u c t i o n has been s o l d or o t h e r w i s e disposed 
o f , such o v e r - p r o d u c t i o n s h a l i be regarded as a p a r t o f the U n i t i z e d 
Substances produced a f t e r the Hf lie c t i ve Date hereof and s h a i l be 
charged t o such T r a c t as having been d e l i v e r e d t o the p a r t i e s 
e n t i t l e d t o U n i t i z e d Substances a l l o c a t e ; ! t o such T r a c t . 

IN WITNESS WHEREOF, the p a r t i e s h e r e t o have caused t h i s 
Agreement t o be executed and have s e t o p p o s i t e t h e i r r e p r e s e n t i v e 
names the date o f e x e c u t i o n . 

.TTEST: 

A s s t . S e c r e t a r y 

HARVEY E. YATES COMPANY 

0 
BY: 

P r e s i d e n t 

STATE OF NEW MEXICO ) 
) 

COUNTY OF CHAVES ) 

f Tne f o r e g o i n g i n s t r u m e n t was acknowledged b e f o r e me t h i s 
day of ' V^;r/1 , by 

"-Cfg^c^y , Vice P r e s i d e n t of HARVEY E. YATES COMPANY, a New 
Mexico C o r p o r a t i o n , on b e h a l f of s a i d c o r p o r a t i o n . 

My Commission E x p i r e 

Notar/y i'u:,!. | c li M. J#KM \\ 

/,,,f'»;,TO " : 

\ \ .WRY OF STATE V 
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EXHIPfT "D " 

ATTACH!'!) TO AN!) '.AIM', A PART OP 
UNIT ACREEMEMT DATED May 1, 1981 

BETWEEN HAKVKY !•: . YATKS COMPANY AS OPKUATOR, 
AND OTUKR SIGNATORY PARTI KS TIIKRKTO AS 

NON-0>EEAT( )RS . 

N ONHIS C RIM 1N AI TO N C EA U S E 

HARVEY E. YATES COMPANY i here i na f t o t.' r e f e r r e d t o as "Operator," aqrees, 
u n l e s s exempt t h e r e f r o m , t o comply w i t h a l l p r o v i s i o n 1 ; o f E x e c u t i v e Order 
11246, which are i n c o r p o r a t e d h e r o i n by r e f e r e n c e , and i f Operator has 
more than 50 employees, Operator must f i l e Standard Form 100 (KEO-1 ) 
and develop a w r i t t e n " A f f i r m a t i v e A c t i o n Compliance Proqram" f o r each 
of i t s e s t a b l i s h m e n t s accord i nq t o She Rules, and Re< j u L a t ion s pub I ished 
by the U n i t e d Stat.es Depa r tmen t o l Labor i n 4 1 C.P.R., Chanter 60. 
Opera t o r f u r t h e r hereby c e r t i f i e s that i t does not now and w i l l , not 
m a i n t a i n any f a c i l i t i e s p r o v i d e d f o r i t s employees i n a segregated 
manner or p e r m i t i t s employees t o p e r f o r m t h e i r s e r v i c e s a t any l o c a t i o n 
under i t s c o n t r o l where seqreqatod f a c i l i t i e s are m a i n t a i n e d , as such 
segregated f a c i l i t i e s are d e f i n e d i n T i t l e 41, Chapter 60-1.8, Code o t 
Federal R e q u l a t i o n s , r e v i s e d as o f 1/1/69, u n l e s s exempt t h e r e from. 

Unless exempt by rules., roqu I a t i ons o r or dorr, of the U n i t e s S t a t e s 
S e c r e t a r y o f Labor, issued p u r s u a n t t o Sect i o n 20 4 o f the E x e c u t i v e 
Order 11246 dated September 24, 19 6 5, d u r i n q the performance o f t h i s 
c o n t r a c t , the Operator aqrees as f o l l o w s : 

" (1 ) The Op e r a t o r w i l l not d i ser i m ina te a g a i n s t any employee or: a p p l i c a n t 
f o r employment because o f r a c e , c o l o r , re 1. i g i o n , sex or n a t i o n a l 
o r i g i n . The Oper a t o r w i l l take' a f f i r m a t i v e a c t i o n t o ensure the 
A p p l i c a n t s are employed and t h a t employees, are t r e a t e d d u r i n q 
employment, w i t h o u t r e g a r d t o t h e i r r a c e , c o l o r , r e l i g i o n , sex or 
n a t i o n a l o r i g i n . Such a c t i o n s h a l l i n c l u d e , but not be l i m i t e d t o 
the f o l l o w i n g : employment, u p g r a d i n g , demotion or t r a n s f e r , r e 
c r u i t m e n t or r e c r u i t m e n t a d v e r t i s i n g ; l a y o f f or t e r m i n a t i o n ; r a t e s 
o f. pay or o t h e r forms of componsa t i on; and s e l e c t i o n f o r t r a i n i n g , 
i n e l a d i n g a p p r e n t i c e s h i p . The Operator aqrees t o post i n c o n s p i c 
uous, p l a c e s , a v a i l a b l e t o employees and a p p l i c a n t s f o r employment, 
n o t i c e s t o be provide.1 by the c o n t r a c t i n g o f f i c e s e t t i n q f o r t h the 
p r o v i s i o n s o f t h i s n o n d i s c r i m i n a t i o n c l a u s e . 

" ( 2 ) The Operator w i l l , i n a l l s o l i c i t a t i o n s o r a d v e r t i s e m e n t s f o r 
employees, placed by or on b e h a l f of the O p e r a t o r , s t a t e t h a t a l l 
q u a l i f i e d app I i c a n t s w i l l r e c e i v e eons, i de ra t i o n f o r employment 
w i t h o u t r e g a r d t o race, c o l o r , rel. iq i o n , sex or n a t i o n a l o r i g i n . 

" ( .I ) The Op'-rstor w i l l sent! t o each i a!or un i on o r represent;* t i v e o f 
work'pe; w i t h which hr; has a c o l l e t iv-- b a r g a i n i n g agreement or 
o t h e r c o n t r a c t o r und e r s t a n d i n g , a notice' f o be provides] by the 
a q e n c y c o n t r a c t i n q o f f i c e r , a < 1 v i:; i n >; t. he l a b o r u n i o n o r wo r k e r s 1 

represen t a t i ve td the Operator ' s coium i t merits under Sect ion 2 0 2 o f 
E x e c u t i v e Order 1124 6 o f September 24, I 965 , and s h a l l post copies 
of the not i ce i n consp i.cuous p 1 ac's, ava i 1 ab Ie t o employoos and 
a p p l i c a n t s f o r employment. 

" ( 4 ) The o p e r a t o r w i l l , comply w i t h a I I p r o v i s i o n s o f E x e c u t i v e Order 
1124s of September 24 , 196 5, and o f the r u l e s , r e g u l a t i o n s and 
r e l e v a n t o r d e r s n f the S e c r e t a r y of Rubor. 

" ( 5 ) Tile Ooerator wi 1.1 f u r n i s h a l l i n f o i m a t ion and r e p o r t s r e q u i r e d by 
E x e c u t i v e Order 11246 of September 24, 1965, and by the r u l e s , 
r e q u l a t i o n s and o r d e r s o f the S e c r e t a r y o f Labor, o r pursuant 
t h e r e t o , and w i l l p e r m i t access t o h i s books, r e c o r d s and accounts 
by the c o n t r a c t i n g agency and the S e c r e t a r y o f Labor f o r purposes 
of i n v e s t i g a t i o n t o a s c e r t a i n compliance w i t h such r u l e s , regu
l a t i o n s and orde r s . 



I n tho event of the O p e r a t o r ' s noncompliance w i t h the n o n d i s c r i m i 
n a t i o n c l a u s e s of t h i s c o n t r a c t or w i t h any o f .such r u l e s , 
r e g u l a t i o n s or o r d e r s , t h i s c o n t r a c t may be c a n c e l l e d , t e r m i n a t e d 
or suspended i n whole or i n p a r t and the Operator may be d e c l a r e r ! 
i n e l i g i b l e f o r f u r t h e r Government c o n t r a c t s i n accordance w i t h 
procedures a u t h o r i z e d i n Execut i v e Order 1 1246 of: September 2 4 , 
196 5, and such o t h e r s a n c t i o n s may be imposed and remedies invoked 
as p r o v i d e d i n E x e c u t i v e Order 1124b of: September 24 , 196 5, or by 
r u l e , r e g u l a t i o n or o r d e r o f the Soere f u r y o f Labor, or as o t h e r w i s e 
p r o v i d e d by law. 
The O p e r a t o r w i l l include; the p r o v i s i o n s of paragraphs ( I ) t h r o u g h 
(7) i n every s u b c o n t r a c t or purchase o r d e r u n l e s s exempted by 
r u l e s , r e g u l a t i o n s or o r d e r s of the S e c r e t a r y of Labor issued 
p u r s u a n t t o S e c t i o n 204 of E x e c u t i v e Order 1124 6 of September 24, 
1 965, so t h a t such p r o v i s i o n s w i l 1 bo b i n d i n g upon each s u b c o n t r a c t o r 
or vendor. The Operator w i l l take such a c t i o n w i t h r e s p e c t to any 
s u b c o n t r a c t or purchase o r d e r as the c o n t r a c t i n g agency may d i r e c t 
as a means of e n f o r c i n g such p r o v i s i o n s i n c l u d i n g s a n c t i o n s f o r 
noncompliance; p r o v i d e d however, t h a t i n the event the O o e r a t o r 
becomes i n v o l v e d i n , o r i s t h t eat ened w i t h , l i t i g a t i o n w i t h a 
s u b c o n t r a c t o r or vendor as a r e s u l t o f such d i r e c t i o n by the 
c o n t r a c t i n g agency, tho Operator may reques t the U n i t e d S t a t e s t o 
e n t e r i n t o such l i t i g a t i o n t o p r o t e c t the i n t e r e s t s o f the U n i t e d 
S t a t e s . " 


