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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION 

OF THE 
NORTH VACUUM ABO WEST UNIT AREA 

COUNTY OF LEA 
STATE OF NEW MEXICO 

THIS AGREEMENT entered i n t o as of the f i r s t day of September 
1980, by and between the p a r t i e s subscribing, r a t i f y i n g , or consent­
ing hereto, and herein referred to as the "parties hereto," 

W I T N E S S E T H : 

WHEREAS, the parties hereto are the owners of working, 
royalt y , or other o i l and gas interests i n the Unit area subject 
to t h i s agreement, and 

WHEREAS, the Commissioner of Public Lands of the State 
of New Mexico i s authorized by an Act of the Legislature (Sees. 
19-10-45, 46, 47 N.M. Statutes 1978 Annotated) t o consent t o and 
approve the development or operation of State lands under agree­
ments made by lessees of State land j o i n t l y or severally with other 
lessees where such agreements provide f o r the u n i t operation or 
development of part of or a l l of any o i l or gas pool, f i e l d or area; 
and 

WHEREAS, the Commissioner of Public Lands of the State 
of New Mexico i s authorized by an Act of the Legislature (Sec. 1, 
Chap. 162, Laws of 1951; Chapter 7j A r t i c l e 11, Section 4 l , New 
Mexico Statutes, 1953 Annotated) t o amend with the approval of 
lessee, evidenced by the Lessee's execution of such agreement or 
otherwise, any o i l and gas lease embracing State lands so that 
the length of the term of said lease may coincide with the term 
of such agreements f o r the u n i t operation and development of part 
or a l l of any o i l or gas pool, f i e l d or area; and 

WHEREAS, the O i l Conservation Division of the State of 
New Mexico Energy and Minerals Department Is authorized by an Act 
of the Legislature (Chapters 70 and 71, New Mexico Statutes 1978, 
Annotated) to approve t h i s agreement and the conservation provisions 
hereof: and, 

WHEREAS, the parties hereto hold s u f f i c i e n t i n t e r e s t i n 
the North Vacuum Abo West Unit Area covering land hereinafter des­
cribed t o give reasonably e f f e c t i v e control of operations therein; 
and 

WHEREAS, i t i s the purpose of the parties hereto to en­
able i n s t i t u t i o n and consummation of add i t i o n a l recovery operations, 
to conserve natural resources, prevent waste and secure other bene­
f i t s obtainable through development and operation of the North 
Vacuum Abo West Unit subject t o t h i s agreement under the terms, 
conditions and l i m i t a t i o n s herein set f o r t h . 

NOW, THEREFORE, i n consideration of the premises and the 
promises herein contained, the parties hereto commit to t h i s agree­
ment t h e i r respective i n t e r e s t s i n the "Unit Area" and the "Unitized 
Formation" l y i n g thereunder (as those terms are defined hereinafter) 
and agree severally among themselves as follows: 

1. ENABLING ACT AND REGULATIONS. The o i l and gas operating 
regulations i n e f f e c t as of the e f f e c t i v e date hereto governing 
d r i l l i n g and producing operations not inconsistent with the terms 
hereof or the laws of the State of New Mexico are hereby accepted 
and made a part of t h i s agreement. 

2. DEFINITIONS. For the purpose of t h i s agreement, the 
following terms and expressions as used herein s h a l l mean: 

(a) "Division" means the O i l Conservation Division of 
the Energy and Minerals Department of the State of New Mexico. 

(b) "Commissioner" means the Commissioner of Public 
Lands of the State of New Mexico. 

(c) "Royalty I n t e r e s t " or "Royalty" means an in 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 to receive a po r t i o n of 
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the Unitized Substances or the proceeds thereof and includes the 
royalty i n t e r e s t reserved by the lessor by an o i l and gas lease 
and any overriding royalty 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 s contract, or any other payment or burden which does not 
carry with i t the r i g h t t o search f o r and produce Unitized Sub­
stances. 

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

(e) "Tract" means each parcel of land described as such 
and given a Tract number i n Exhibit B. 

( f ) "Tract P a r t i c i p a t i o n " means the percentage of Unit­
ized Substances allocated to a Tract under t h i s agreement as shown 
i n Exhibit B. 

(g) "Unit Area" means the land shown on Exhibit A, and 
described by Tracts i n Exhibit B, encompassing 2,000 acres, more 
or less. 

(h) "Unit Operating Agreement" means any agreement or 
agreements, whether one or more, entered i n t o either separately 
or c o l l e c t i v e l y by and between the Unit Operator and the Working 
Interest Owners, as provided i n Section 9, ACCOUNTING PROVISIONS 
AND UNIT OPERATING AGREEMENT, and s h a l l be styled "Unit Operating 
Agreement f o r the Development and Operation of the North Vacuum 
Abo West Unit Area, County of Lea, State of New Mexico." 

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

(j) "Unitized Formation" means the Abo Formation identi­
fied between the depths of 8,587 feet (minus 4,500 feet subsea) and 
8,937 feet (minus 4,850 feet subsea) on the Dresser Atlas Sidewall 
Neutron-Gamma Ray Log, run on May 4, 1972, in Texaco's New Mexico 
"T" State (NCT-4) Well No. 3, located 60O feet from the north and 
west lines of Section 28, T-17-S, R-34-E, Lea County, New Mexico, 
and is to include all subsurface points throughout the Unit Area ^ 
correlative to those identified depths. JL^-^ 3 ^t^^g 

(k) "Unitized Substances" means a l l o i l , gas, gaseous 
substances, sulphur contained i n gas, condensate, d i s t i l l a t e and 
a l l associated and constituent l i q u i d or l i q u e f i a b l e hydrocarbons 
wi t h i n or produced from the Unitized Formation. 

(1) "Working I n t e r e s t " means the r i g h t to search f o r , 
produce and acquire Unitized Substances whether held as an incident 
of ownership of mineral fee simple t i t l e , under an o i l and gas lease 
or otherwise. 

(m) "Working Interest Owner" means any party thereto 
owning a Working I n t e r e s t , including a carried working i n t e r e s t 
owner, holding an in t e r e s t i n Unitized Substances by v i r t u e of a 
lease, operating agreement, fee t i t l e or otherwise, which i n t e r e s t 
i s chargeable w i t h and obligated to pay or bear, either 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 Unitized Substances from the 
Unitized Formation and the operation thereof hereunder. The owner 
of o i l and gas righ t s which are free of lease or other instrument 
conveying the Working In t e r e s t to another s h a l l be regarded as a 
Working Interest Oxvner to the extent of seven-eighths (7/8) of his 
interest i n Unitized Substances, and as a Royalty Owner with res­
pect to his remaining one-eighth (1/8) i n t e r e s t therein. 

(n) "Voting I n t e r e s t " means each Working I n t e r e s t Owner 
shal l have a voting i n t e r e s t equal to i t s then Unit P a r t i c i p a t i o n . 
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(o) " O i l and Gas Rights" are the ri g h t s to explore, 
develop, and operate lands w i t h i n the Unit Area f o r the produc­
t i o n of Unitized Substances, or to share i n the production so 
obtained or the proceeds thereof. 

(p) "Unit Operations" are a l l operations conducted 
pursuant to t h i s agreement and the Unit Operating Agreement. 

(q) "Unit Equipment" i s a l l personal property, lease 
and w e l l equipment, plants, 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 Operations. 

( r ) "Unit Expense" i s a l l cost, expense, or indebted­
ness incurred by Working In t e r e s t Owners or Unit Operator pursuant 
to t h i s agreement and the Unit Operating Agreement f o r or on 
account of Unit Operations. 

3. EXHIBITS. The following e x h i b i t s , which are attached 
hereto, are incorporated herein by reference: 

EXHIBIT A: i s a map that i l l u s t r a t e s the boundary 
lines of the Unit Area and the Tracts therein. 

EXHIBIT B: i s a schedule that describes each Tract 
i n the Unit Area and sets f o r t h the percentage of 
p a r t i c i p a t i o n f o r each Tract. 

Said Schedule s h a l l become e f f e c t i v e at 7:00 a.m. on the 
ef f e c t i v e date of t h i s agreement. 

I t i s hereby agreed by a l l parties to t h i s agreement that 
Unit Operator i s empowered t o correct any mathematical or c l e r i c a l 
errors itfhich may exist i n the pertinent exhibits to t h i s agreement; 
provided, however, that correction of any error other than correc­
t i o n of mathematical or c l e r i c a l error s h a l l be made by Unit Operator 
only a f t e r f i r s t having obtained approval of Working I n t e r e s t Owners 
and the Commissioner. The correction of any error s h a l l not include 
any re-evaluation of engineering or geological interpretations used 
i n determining "Tract P a r t i c i p a t i o n . " 

Exhibits A and B s h a l l be revised by Unit Operator when­
ever changes render such r e v i s i o n necessary, and at least two copies 
of such revision s h a l l be f i l e d with the Commissioner. 

4. EXPANSION OF UNIT AREA. The above described Unit Area may, 
when practicable, be expanded to include therein any additional t r a c t 
or t r a c t s regarded as reasonably necessary or advisable f o r the pur­
poses of t h i s agreement, whenever such expansion i s necessary or ad­
visable to conform with the purposes of t h i s agreement. Tract P a r t i c i 
pations r e s u l t i n g from such expansion s h a l l be on a negotiated basis 
and, a f t e r agreement between the affected parties has been reached, . 
such expansion s h a l l be effected i n the following manner. 

(a) Unit Operator, with concurrence of two or more work­
ing i n t e r e s t owners a l l of whom have at least a combined seventy-five 
percent (75$) of the then Voting I n t e r e s t and af t e r preliminary con­
currence by the Commissioner and the Division, s h a l l prepare a notice 
of proposed expansion describing the contemplated changes i n the 
boundaries of the Unit Area, the reasons therefor, and the proposed 
e f f e c t i v e date thereof, preferably the f i r s t day of a month subse­
quent to the date of notice. 

(b) Said notice s h a l l be delivered to the Commissioner and 
the D i v i s i o n , and copies thereof mailed t o the l a s t known address of 
each Working In t e r e s t owner, lessee, and lessor whose interests are 
affected, advising that 30 days x v i l l be allowed f o r submission to the 
Unit Operator of any objections. 
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(c) Upon expiration of the 30-day period provided i n the 
preceding item (b) hereof, Unit Operator s h a l l f i l e w i t h the Com­
missioner and the Division evidence of mailing of the notice of 
expansion and a copy of any objections thereto which have been 
f i l e d w i t h the Unit Operator, together w i t h an application i n suf­
f i c i e n t number f o r approval of such expansion and with appropriate 
joinders. 

(d) A f t e r due consideration of a l l pertinent information, 
the expansion s h a l l , upon approval by the Commissioner and the D i v i ­
sion, become ef f e c t i v e as of the date prescribed i n the notice 
thereof. 

I n any approved expansion of the Unit Area, the revised 
Tract Participants of those Tracts which were committed p r i o r to 
each such expansion s h a l l remain i n the same r a t i o one to another. 

5. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l o i l , gas, 
gaseous substances, sulphur contained i n gas, condensate, d i s t i l l a t e 
and a l l associated and constituent l i q u i d and l i q u e f i a b l e hydro­
carbons i n the lands committed to t h i s agreement are, as to the 
Abo Formation, u n i t i z e d under the terms of t h i s agreement (and are 
herein called Unitized Substances) and said lands s h a l l constitute 
lands referred to herein as "unitized land" or "land subject t o 
t h i s agre ement." 

6. UNIT OPERATOR. TEXACO INC. i s hereby designated as the 
Unit Operator and by signature hereto as Unit Operator agrees and 
consents to accept the duties of Unit Operator f o r the development 
and production of Unitized Substances as herein provided. Whenever 
reference i s made herein to the "Unit Operator," such reference 
means the Unit Operator acting i n that capacity and not as an owner 
of i n t e r e s t i n Unitized Substances, and the term "Working Interest 
Ox-mer" x̂ hen used herein s h a l l include or ref e r to Unit Operator as 
the owner of a Working I n t e r e s t when such i n t e r e s t i s owned by i t . 

7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator 
shall have the r i g h t to resign at any time, but such resignation 
s h a l l not become e f f e c t i v e so as to release Unit Operator from the 
duties and obligations of Unit Operator and terminate Unit Opera­
tor's r i g h t s as such f o r a period of six (6) months a f t e r notice 
of i n t e n t i o n to resign has been served by Unit Operator on a l l 
Working I n t e r e s t Ox^ners and the Commissioner and the Division, and 
u n t i l a l l wells then d r i l l e d hereunder are placed i n s a t i s f a c t o r y 
condition f o r suspension or abandonment, whichever i s required by 
the Division as to State lands, unless a new Unit Operator s h a l l 
have been selected and approved and s h a l l have taken over and 
assumed the duties and obligations of Unit Operator p r i o r to the 
expiration of said period. 

The resignation of Unit Operator s h a l l not release Unit 
Operator from any l i a b i l i t y or default by i t hereunder occurring 
p r i o r to the e f f e c t i v e date of i t s resignation. 

The Unit Operator may be removed at any time by the 
af f i r m a t i v e vote of Working I n t e r e s t Owners having ninety percent 
(90$) or more of the Voting I n t e r e s t remaining a f t e r excluding the 
voting i n t e r e s t of the Unit Operator. Such removal s h a l l be effec­
t i v e upon notice thereof to the Commissioner. 

In a l l such instances of resignation or removal, u n t i l a 
successor Unit Operator i s selected and approved, as hereinafter 
provided, the Working In 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 duties of Unit Operator and s h a l l , not 
l a t e r than 30 days before such resignation or removal becomes effec­
t i v e , appoint a common agent to represent them i n any action to be 
taken hereunder. 
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The resignation 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 s i n Unitized Sub­
stances, but upon the resignation or removal of Unit Operator be­
coming e f f e c t i v e , such Unit Operator s h a l l deliver possession of 
a l l equipment, materials, and appurtenances used i n conducting the 
Unit operations owned by the Working Interest Owners to the new 
duly q u a l i f i e d successor Unit Operator, or to the owner thereof 
i f no such new Unit Operator I s elected, to be used f o r the pur­
pose of conducting Unit operations hereunder. Nothing herein s h a l l 
be construed as authorizing removal of any material, equipment and 
appurtenances needed f o r the preservation of any wells. 

8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator s h a l l 
tender his or i t s resignation as Unit Operator, or s h a l l be removed 
as hereinabove provided, the Working In t e r e s t Owners s h a l l , by affirma­
t i v e vote of at least s i x t y - f i v e percent (65%) of the then Voting 
I n t e r e s t , select a successor Unit Operator; provided, however, i f the 
Unit Operator that i s removed f a i l s to vote or votes only to succeed 
i t s e l f , the successor Unit Operator may be selected by the Affirma­
t i v e vote of at least f i f t y - o n e percent (51%) of the Voting Interest 
remaining a f t e r excluding the voting i n t e r e s t of the Unit Operator 
that resigned or was removed. Such selection s h a l l not become effec­
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 duties and r e s p o n s i b i l i t i e s of Unit Operator, and (b) the selec­
t i o n s h a l l have been approved by the Commissioner. I f no succes­
sor Unit Operator i s selected and q u a l i f i e d as herein provided, the 
Commissioner may, at his e l e c t i o n , declare t h i s Unit Agreement term­
inated. 

9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. A l l 
costs and expenses incurred by Unit Operator i n conducting Unit 
operations hereunder s h a l l be apportioned among, borne and paid by 
the Working I n t e r e s t Owners, a l l i n accordance with t h i s agreement 
and the Unit Operating Agreement. The Unit Operating Agreement 
sha l l also provide the manner i n which the Working Interest Owners 
sha l l be e n t i t l e d to receive t h e i r respective proportionate and 
allocated share of the benefits accruing hereto i n conformity w i t h 
t h e i r underlying operating agreements, leases, or other independent 
contracts and such other r i g h t s and obligations as between Unit 
Operator and the Working In t e r e s t Owners as they may agree upon. 
However, the Unit Operating Agreement s h a l l not be deemed to modify 
the terms and conditions of t h i s Unit Agreement or to relieve the 
Unit Operator of any r i g h t or o b l i g a t i o n established under t h i s 
Unit Agreement; i n case of any inconsistency or c o n f l i c t between 
the Unit Agreement and the Unit Operating Agreement, t h i s agreement 
sh a l l p r e v a i l . One true copy of the Unit Operating Agreement shall 
be f i l e d with the Commissioner. 

10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as other­
wise s p e c i f i c a l l y provided herein, the exclusive r i g h t , p r i v i l e g e , 
and duty of exercising any and a l l r i g h t s of the parties hereto 
(including surface r i g h t s ) which are necessary or convenient f o r 
the prospecting f o r , producing, stor i n g , a l l o c a t i n g , and d i s t r i b u t ­
ing the Unitized Substances, are hereby granted and delegated to 
and s h a l l be exercised by the Unit Operator as herein provided. 
Upon request therefor, acceptable evidence of t i t l e to said r i g h t s 
s h a l l be deposited with said Unit Operator and, together w i t h t h i s 
agreement, s h a l l constitute and define the r i g h t s , p r i v i l e g e s , and 
obligations of Unit Operator. Nothing herein, however, s h a l l be 
construed to transfer t i t l e to any land, "lease, Royalty I n t e r e s t , 
operating agreement or communitization agreement, i t being under­
stood that under t h i s agreement the Unit Operator, i n i t s capacity 
as Unit Operator, s h a l l exercise the r i g h t s of possession and use 
vested i n the parties hereto only f o r the purposes herein specified. 

11. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO REALTY. 
Each Working Interest Owner has heretofore placed and used on i t s 
Tract or Tracts committed to t h i s agreement, various well and lease 
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equipment and other property, equipment and f a c i l i t i e s . I t i s 
also recognized that additional equipment and f a c i l i t i e s may 
hereafter be placed and used upon the Unit Area as now or here­
a f t e r constituted. Therefore, f o r a l l purposes of t h i s agree­
ment any and a l l such equipment s h a l l be considered to be per­
sonal property and not f i x t u r e s attached t o 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 affected by t h i s agreement, and 
i t i s agreed that any and a l l such equipment and personal property 
s h a l l be and remain personal property f o r a l l purposes. 

12. PLAN OF FURTHER DEVELOPMENT AND OPERATION. I t i s recog­
nized and agreed by the parties hereto that the object and purpose 
of t h i s agreement i s t o formulate and to put i n t o e f f e c t an additional 
recovery project i n order to effe c t the optimum recovery of Unitized 
Substances, prevent waste and conserve natural resources. The parties 
hereto agree that the Unit Operator may, subject to the consent and 
approval of a plan of operation by the Working I n t e r e s t Owners, 
the Commissioner and the Division, i n j e c t Into the Unitized Forma­
t i o n , through any wel l or wells completed therein, brine, water, 
a i r , gas, o i l , l i q u e f i e d petroleum gas, or any other substance or 
a combination of any of said substances, whether produced from the 
Unitized formation or not, and th a t the lo c a t i o n of input wells 
and the rates of i n j e c t i o n therein and the rate of production s h a l l 
be governed by standards of good geologic and petroleum engineer­
ing practices and conservation methods. This agreement i s and sh a l l 
be subject to the conservation laws of the State of New Mexico to 
the v a l i d r ules, regulations and orders of the Commissioner and the 
Division and to a l l other applicable f e d e r a l , state and municipal 
laws, rules, regulations and orders. The parties hereto, subject 
to p r i o r r i g h t s , I f any, grant to Unit Operator the use of brine 
or water or both from any formation i n and under the Unit Area f o r 
i n j e c t i o n i n t o the Unitized Formation. A f t e r commencement of addi­
t i o n a l recovery operations, Unit Operator s h a l l f u r n i s h the Commis­
sioner and the Division monthly i n j e c t i o n and production reports 
fo r each well i n the Unit Area. The Working Interest Owners, the 
Commissioner, and the Division s h a l l 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 a l l p arties t o t h i s agreement; provided, however, 
that any major revisions of the plan of operation involving a basic 
deviation from the i n i t i a l plan of operation s h a l l be subject to 
the consent and approval of the Working I n t e r e s t Owners, the Commis­
sioner and the Division. 

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 
Commissioner and the Division concurrently with the f i l i n g of t h i s 
Unit Agreement fo r f i n a l approval. Reasonable diligence s h a l l be 
exercised i n complying with the obligations of said plan of opera­
tions. 

13. PARTICIPATION. The Tract Participations shown on Exhibit 
B attached hereto s h a l l govern the a l l o c a t i o n of Unitized Substances 
on and af t e r the e f f e c t i v e date of t h i s Unit Agreement and u n t i l the 
allo c a t i o n schedule i s revised pursuant to t h i s agreement and the re­
vised Tract Participations are approved by the Commissioner of the 
Division. 

The Tract P a r t i c i p a t i o n of each t r a c t i n the Unit Area, 
under Phase I and Phase I I , as shown on Exhibit A and described i n 
Exhibit B, has been calculated and determined i n accordance with 
the following formulas using data heretofore approved by the Work­
ing Interest Owners: 

Two Phase Formula: 

Phase I - 25% weight to the Tract Percent of 
usable Unit wells, 

30% weight to the Tract Percent of 
Current Unit production f o r the 
period 5-1-79 to 11-1-79, 

25% weight to the Tract Percent of 
cumulative Unit production to 11-1-79, 

20% weight to the Tract Percent of 
remaining Unit primary o i l 
reserves as of 11-1-79 

100% 
Phase I i s to be i n e f f e c t u n t i l the production of 
977,447 barrels of o i l from the Unit Area a f t e r 11-1-79. 
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Phase I I - 100$ weight to the Tract percent of 
ultimate Unit primary production 

Investment - Phase I I Unit p a r t i c i p a t i o n 

14. ALLOCATION OF UNITIZED SUBSTANCES. A l l Unitized Sub­
stances produced and saved (less, save and except any part of such 
Unitized Substances used i n conformity w i t h good operating practices 
on u n i t i z e d land f o r d r i l l i n g , operating, camp and other production 
or development purposes and f o r pressure maintenance) s h a l l be appor­
tioned among and allocated to the committed Tracts i n accordance 
with the respective Tract Participations e f f e c t i v e hereunder during 
the respective periods such Unitized 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 Exhibit B. The amount 
of Unitized Substances so allocated t o each committed Tract, and 
only that amount (regardless of whether i t be more or less than the 
amount of the actual production of Unitized Substances from the well 
or wells, i f any, on such T r a c t ) , s h a l l , f o r a l l i n t e n t s , uses and 
purposes, be deemed to have been produced from such Tract. 

The Unitized Substances allocated to each such Tract s h a l l 
be d i s t r i b u t e d among, or accounted f o r t o , the parties 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 proportions, and upon the same conditions, as they would have 
participated and shared i n the production from such Tract, or i n 
the proceeds thereof, had t h i s agreement not been entered i n t o , 
and with the same leg a l e f f e c t . I t i s hereby agreed that produc­
t i o n of Unitized Substances from any such committed Tract s h a l l be 
allocated as provided herein regardless of whether o i l or gas i s 
being produced from any p a r t i c u l a r Tract committed hereto. I f the 
Working Interests or the Royalty Interests i n any Tract are divided 
with respect t o separate parcels or portions of such Tract and 
owned severally 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 of 
such Tract s h a l l , i n the absence of a recordable instrument among 
a l l owners f i x i n g the d i v i s i o n of ownership, be divided among such 
parcels or portions i n proportion to the number of surface acres 
i n each. 

15. BALANCING OF PRODUCTION. Unit Operator s h a l l make a 
proper and timely gauge of a l l lease and other tanks located on 
each committed Tract i n order to ascertain the amount of merchant­
able o i l i n such tanks, above the pipe l i n e connections, as of 7:00 
a.m. on the e f f e c t i v e date hereof. A l l Unitized Substances which 
are a part of the p r i o r allowable of the we l l or wells from which 
the same were produced s h a l l be and remain the property of the 
Working In t e r e s t Owners e n t i t l e d thereto as i f the Unit had not 
been formed and such Working I n t e r e s t Owners s h a l l promptly remove 
same. Any such Unitized Substances not so removed may be sold by 
the Unit Operator f o r the account of such Working In t e r e s t Owners, 
subject t o the payment of a l l royalty t o Royalty Owners under the 
terms and provisions of the applicable lease or leases and other 
contracts. A l l such Unitized Substances which are i n excess of 
the p r i o r allowable of the we l l or wells from which the same were 
produced s h a l l be regarded and treated the same as Unitized Sub­
stances produced a f t e r the e f f e c t i v e date hereof. I f , as of the 
ef f e c t i v e date hereof, any Tract i s over-produced w i t h respect to 
the allowable of the we l l or wells on that Tract and the amount of 
such over-production has been sold or otherwise disposed of, such 
over-production s h a l l be regarded and included as a part of the 
Unitized Substances produced a f t e r the e f f e c t i v e date hereof and 
the amount thereof charged to such Tract as having been delivered 
to the persons e n t i t l e d to Unitized Substances allocated to such 
Tract. 

16. TAKING UNITIZED SUBSTANCES IN KIND. The Unitized Sub­
stances allocated to each Tract shall be delivered i n kind to the 
respective parties e n t i t l e d thereto by v i r t u e of the ownership of 
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O i l and Gas Rights therein or by purchase from such owners. Such 
parties s h a l l have the r i g h t to construct, maintain and operate 
w i t h i n the Unit Area a l l necessary f a c i l i t i e s f o r that purpose, pro­
vided they are so constructed, maintained, and operated as not to 
i n t e r f e r e w i th Unit Operations. Any extra expenditures incurred by 
Unit 0p>erator by reason of the delivery i n kind of any portion of 
Unitized Substances s h a l l be borne by the owner of such portion. 
I f a Royalty Owner has the r i g h t to take i n kind a share of Unit­
ized Substances and f a i l s to do so, the Working Interest Owner whose 
Working Interest i s subject to such Royalty Interest s h a l l be en­
t i t l e d to take i n kind such share of United Substances. 

17. FAILURE TO TAKE IN KIND. I f any party f a i l s to take i n 
kind or separately dispose of such party's share of Unitized Sub­
stances, Unit Operator s h a l l have the r i g h t , but not the o b l i g a t i o n , 
for the time being and subject to revocation at w i l l by the party 
owning the share, to purchase or s e l l to others such share; however, 
a l l contracts of sale by Unit Operator of any other party's share 
of Unitized Substances s h a l l be only f o r such reasonable periods of 
time as are consistent w i t h the minimum needs of the industry under 
the cirsumstances, but i n no event s h a l l any such contract be f o r a 
period i n excess of one year. The proceeds of the Unitized Sub­
stances so disposed of by Unit Operator s h a l l be paid to the Working 
Interest Owners of each affected Tract or a party designated by such 
Working Interest Owners who s h a l l d i s t r i b u t e such proceeds to the 
parties e n t i t l e d thereto. Notwithstanding the foregoing, Unit Opera­
tor 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 other party's 
share of gas production without f i r s t giving such other party s i x t y 
(60) days' notice of such intended sale. 

18. CERTIFICATION OF UNIT PRODUCTION. C e r t i f i c a t i o n of produc­
t i o n f o r the North Vacuum Abo West Unit s h a l l be i n accordance with 
current rules and regulations of the U. S. Department of Energy. 

Each t r a c t s h a l l r e t a i n such regulatory benefit as i t was e n t i t l e d 
to receive under competitive operation and i t s h a l l share with a l l 
Tracts such additional regulatory benefit as may r e s u l t from u n i t i z e d 
operation by ex i s t i n g or future rules and regulations of the U.S. 
Department of Energy. 

19. ROYALTY SETTLEMENT. I f , under any e x i s t i n g lease, the State 
of New Mexico i s e n t i t l e d to take i n kind a share of the Unitized Sub­
stances produced from any committed Tract, the Unit Operator s h a l l make 
deliveries of such Royalty share taken i n kind i n conformity with the 
applicable contracts, laws and regulations. Settlement f o r Royalty 
Interests not taken i n kind s h a l l be made by Working I n t e r e s t Owners 
responsible therefor under ex i s t i n g contracts, laws and regulations, 
on or before the l a s t day of each month f o r Unitized Substances pro­
duced during the preceding calendar month; provided, however, that 
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 respective lease obligations f o r the payment of any 
r o y a l t i e s due under t h e i r leases except that said r o y a l t i e s s h a l l be 
computed i n accordance with the terms of t h i s agreement. 

I f gas obtained from lands not subject to t h i s agreement i s i n t r o ­
duced i n t o the Unitized Formation f o r use i n pressure maintenance, 
stimulation of production, or increasing ultimate recovery, which s h a l l 
be i n conformity w i t h a plan f i r s t approved by the Commissioner and 
the Division, a l i k e amount of gas, less appropriate deductions f o r loss 
from any cause, may be withdrawn from the u n i t i z e d formation r o y a l t y 
free as to dry gas, but not as to the products extracted therefrom; pro­
vided that such withdrawal s h a l l be pursuant to such conditions and 
formulas as may be prescribed or approved by the Commissioner; pro­
vided f u r t h e r , that such r i g h t of withdrawal s h a l l terminate on the 
termination of t h i s agreement. I f l i q u e f i e d petroleum gases obtained 
from lands or formations not subject to t h i s agreement be injected i n t o 
the Unitized Formation f o r the purpose of increasing ultimate recovery, 
which s h a l l be i n conformance w i t h a plan f i r s t approved by the Com­
missioner, part or a l l of such l i q u e f i e d petroleum gases may be with­
drawn royalty free pursuant to such conditions and formulas as may be 
prescribed or approved by the Commissioner. 

Royalty due on account of State lands s h a l l be computed and paid 
on the basis of a l l Unitized Substances allocated to such lands. 
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20. RENTAL SETTLEMENT. Rentals on State of New Mexico lands 
subject to t h i s agreement s h a l l be paid at the rate specified i n 
the respective leases, or may be reduced or suspended under order 
of the Commissioner pursuant to applicable laws and regulations. 

21. CONSERVATION. Operations hereunder and production of 
Unitized Substances s h a l l be conducted so as to provide f o r the 
most economical and e f f i c i e n t recovery of such substances to pre­
vent waste as defined by State laws or regulations. 

22. DRAINAGE. Unit Operator s h a l l take appropriate and ade­
quate measures to prevent drainage of Unitized Substances from the 
committed Tracts by wells on land not subject to t h i s agreement, 
or, with consent of the Commissioner and pursuant to applicable 
regulations, pay a f a i r and reasonable compensatory royalty. 

23. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, 
conditions and provisions of a l l leases, subleases, and other 
contracts r e l a t i n g to exploration, d r i l l i n g , development, or 
operation f o r o i l , gas, gaseous substances, sulphur contained 
i n gas, condensate, d i s t i l l a t e and a l l associated and constituent 
l i q u i d or l i q u e f i a b l e hydrocarbons i n and under lands committed 
to t h i s agreement are hereby expressly modified and amended to 
the extent necessary to make the same conform to the provisions 
hereof, but otherwise to remain i n f u l l force and e f f e c t ; and the 
parties hereto hereby consent that the Commissioner as to State 
leases s h a l l by his approval hereof, or by the approval hereof by 
his duly authorized representative, does hereby establish, 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 State leases committed hereto and the 
regulations i n respect thereto to confirm said requirements to the 
provisions of t h i s agreement, and without l i m i t i n g the generality 
of the foregoing, Unit Operations conducted on any part of the Unit 
Area s h a l l be considered with respect to leases or term mineral or 
royalty interests as follows: 

(a) The development and operation of lands subject to 
th i s agreement under the terms hereof s h a l l be deemed f u l l per­
formance of a l l obligations f o r development and operation with 
respect to each and every part or separately owned Tract committed 
to 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 part of or Tract of u n i t i z e d land, notwithstand­
ing anything to the contrary i n any lease, operating agreement, or 
other contract by and between the parties hereto, or t h e i r respec­
t i v e predecessors i n i n t e r e s t , or any of them. 

(b) Production from any part of the Unitized Formation, 
except f o r the purpose of determining payments to Royalty Owners., 
or other Unit Operations s h a l l be considered as production from or 
operations upon each Tract; and such production or operations shall 
continue i n e f f e c t each lease or term mineral or royalty i n t e r e s t 
as to a l l lands and formations covered thereby j u s t as i f such 
operations were conducted on and as i f a well were producing from 
each Tract. 

(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 Commis­
sioner s h a l l be deemed to constitute such suspension pursuant to 
such d i r e c t i o n or consent as to each and every Tract of u n i t i z e d 
land. 

(d) 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 be­
yond the term provided therein as to the lands committed hereto 
u n t i l the termination hereof. 

(e) Any lease embracing lands of the State of New Mexico 
having only a por t i o n of i t s land committed hereto s h a l l be segre­
gated as to that portion committed and that not committed, and the 
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terms of such lease s h a l l apply separately as to such segregated 
portions commencing as of the Effective Date hereof. Provided, 
however, t h a t , notwithstanding any of the provisions of t h i s 
agreement to the contrary, 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 therein 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 quantities on some part of the lands em­
braced 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 Unitized Substances produced from the Unit Area 
is", under the terms of t h i s agreement, allocated 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 that i s 
v a l i d and subsisting 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 re­
covery operations on any part of the lands embraced i n such lease, 
then the same as to a l l lands embraced therein should 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 as to a l l lands 
embraced therein, so long thereafter as o i l or gas i n paying quanti­
t i e s i s being produced from any portion of said lands. 

2k. COVENANTS RUN WITH LAND. The covenants herein s h a l l be 
construed to be covenants running xsrith the land with respect to the 
inte r e s t s of the parties hereto and t h e i r successors i n in t e r e s t 
u n t i l t h i s agreement terminates, and any grant, tr a n s f e r , or con­
veyance 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 
obligations hereunder by the grantee, transferee, or other succes­
sor i n i n t e r e s t . 

25. EFFECTIVE DATE. This agreement sh a l l become binding upon 
each party as of the date such party executes or r a t i f i e s the i n s t r u ­
ment by which i t becomes a party hereto. This agreement s h a l l become 
ef f e c t i v e as of 7:00 o'clock a.m. of the f i r s t day of the calendar 
month next foll o w i n g approval by the Commissioner. 

There must be f i l e d at least one counterpart of t h i s Agree­
ment f o r record i n the o f f i c e of the County Clerk of Lea County, New 
Mexico, by the Unit Operator. 

Unit Operator s h a l l , 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, f i l e f o r record 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 that t h i s agreement 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. 

26. IPSO FACTO TERMINATION. I f the requirements of A r t i c l e 25 
are not accomplished on or^before September 1, 1981, t h i s agreement 
sha l l ipso facto terminate on thaV date (hereinafter called "termina­
t i o n date") and thereafter be of no f u r t h e r e f f e c t , unless p r i o r 
thereto Working Interest Owners owning a combined Phase I Unit P a r t i c i ­
pation of at least Seventy-five percent (75$) have become parties to 
t h i s agreement and Working Interest Owners owning seventy-five percent 
(7^$) or more of that percent have decided to extend the termination 
date f o r a period not to exceed one year. I f the termination date i s 
so extended and the requirements of A r t i c l e 25 are not accomplished 
on or before the extended termination date, t h i s agreement s h a l l ipso 
facto terminate on the extended termination date and thereafter be of 
no further e f f e c t . For the purpose of t h i s a r t i c l e , Unit P a r t i c i p a ­
t i o n s h a l l be as calculated on the basis of Phase I Tract P a r t i c i p a ­
t i o n shown on the o r i g i n a l Exhibit B. 

- 10 -



27. TERM. The term of t h i s agreement s h a l l be f o r and during 
the time that Unitized Substances are produced i n paying quantities 
from the Unit Area and so long thereafter as d r i l l i n g , reworking, 
or other operations (including secondary recovery operations) are 
prosecuted thereon without cessation of more than ninety (90) con­
secutive days, unless sooner terminated by Working I n t e r e s t Owners 
i n the manner hereinafter provided. 

This agreement may be terminated with the approval of the 
Land Commissioner and two or more Working In t e r e s t Owners owning 
seventy-five percent (75$) or more of the then Unit P a r t i c i p a t i o n 
whenever such Working Interest Owners determine that Unit Operations 
are no longer p r o f i t a b l e , feasible or i n the i n t e r e s t of conserva­
t i o n . Notice of any such termination s h a l l be given by Unit Opera­
tor to a l l parties hereto. 

Upon termination of t h i s agreement, the f u r t h e r develop­
ment and operation of the Unit Area as a Unit s h a l l be abandoned, 
Unit operations s h a l l cease, and thereafter the parties hereto 
s h a l l be governed by the terms and provisions of the leases and 
contracts a f f e c t i n g the separate t r a c t s . 

I f not otherwise covered by the leases u n i t i z e d under 
t h i s agreement each Royalty Owner hereby grants Working Interest 
Owners a period of six months a f t e r termination 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 with Unit 
Operations. 

Upon termination of t h i s agreement, Unit Operator s h a l l 
f i l e f o r record i n the o f f i c e of the County Clerk of Lea County, 
New Mexico, a c e r t i f i c a t e to the e f f e c t that t h i s agreement has 
terminated and declaring therein the termination date. 

28. APPEARANCES. Unit Operator s h a l l , a f t e r notice t o other 
parties affected, have the r i g h t to appear f o r or on behalf of any 
and a l l interests affected hereby before the Division and to appeal 
from orders issued under the regulations of said Division or to 
apply f o r r e l i e f from any of said regulations or i n any proceedings 
r e l a t i v e to operations before the Division, or other l e g a l l y con­
s t i t u t e d authority; provided, however, that any other interested 
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. 

29- NOTICES. A l l notices, demands, objections or statements 
required hereunder to be given or rendered t o the parties 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 de­
l i v e r e d t o , or delivered by c e r t i f i e d mail, to the party or parties 
at t h e i r respective addresses set f o r t h i n connection with 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 may have furnished i n w r i t i n g 
to the party sending the notice, demand or statement. 

30. NO WAIVER OF CERTAIN RIGHTS. Nothing contained i n t h i s 
agreement shall be construed as a waiver by a party 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 of New Mexico, 
or regulations issued thereunder i n any way a f f e c t i n g such party, 
or as a waiver by any such party of any r i g h t beyond his or i t s 
authority to waive. 

31. UNAVOIDABLE DELAY. A l l obligations under t h i s agree­
ment requiring the Unit Operator to commence or continue d r i l l i n g 
or to operate on or to produce Unitized Substances from any of 
the lands subject to t h i s agreement s h a l l be suspended while, but 
only so long as, the Unit Operator, despite the exercise of due 
care and diligence, i s prevented from complying with such o b l i ­
gations, i n whole or i n part, by s t r i k e s , acts of God, Federal, 
State, or municipal law or agencies, unavoidable accidents, uncon­
t r o l l a b l e delays i n transportation, i n a b i l i t y to obtain necessary 
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materials i n open market, or other matters beyond the reasonable 
control of the Unit Operator whether simila r to matters herein 
enumerated or not. 

32. TITLE. Each Party who, by acceptance of produced Unit­
ized Substances or the proceeds thereof, may claim to own a Work­
ing Interest or Royalty I n t e r e s t In and to any Tract or i n the 
Unitized Substances allocated thereto, shall be deemed to have 
warranted i t s t i t l e to such i n t e r e s t , and, upon receipt of the 
Unitized Substances or the proceeds thereof to the c r e d i t of such 
i n t e r e s t , s h a l l indemnify and hold harmless a l l other Parties i n 
Interest from any loss due to f a i l u r e , i n whole or i n pa r t , of 
i t s t i t l e to any such i n t e r e s t . 

I f the t i t l e or r i g h t of any Party claiming the r i g h t 
to receive i n kind a l l or any port i o n of the Unitized Substances 
allocated to a Tract i s i n dispute, Unit Operator at the direc­
t i o n of Working In t e r e s t Owners shall either: 

(a) require that the Party to whom such Unitized Sub­
stances are delivered or to whom the proceeds thereof are paid 
furnish security f o r the proper accounting therefor to the r i g h t ­
f u l owner i f the t i t l e or r i g h t of such Party f a i l s i n whole or 
i n p art, or 

(b) withhold and market the p o r t i o n of Unitized Substances 
with respect to which t i t l e or r i g h t i s i n dispute, and impound the 
proceeds thereof u n t i l such time as the t i t l e or r i g h t thereto i s 
established by a f i n a l judgment of a court of competent j u r i s d i c ­
t i o n or otherwise t o the s a t i s f a c t i o n of Working In t e r e s t Owners, 
Thereupon the proceeds so impounded sh a l l be paid to the Party r i g h t ­
f u l l y e n t i t l e d thereto, provided, that as to State land or leases, no 
payments of funds due the State of New Mexico s h a l l be withheld, such 
funds of the State s h a l l be deposited as directed by the Commissioner, 
a l l to be held as unearned money pending f i n a l settlement of the t i t l e 
dispute and then applied as earned or returned i n accordance with such 
f i n a l settlement. 

Unit Operator, as such, i s relieved from any r e s p o n s i b i l i t y 
for any dispute of t i t l e hereunder. 

Any conveyance of a l l or any part of any in t e r e s t owned by 
a Party with respect to any Tract s h a l l be subject t o t h i s Agreement. 
No change of t i t l e s h a l l be binding upon Unit Operator, or upon any 
Party other than the Party so t r a n s f e r r i n g u n t i l 7:00 a.m. on the 
f i r s t day of the calendar month mext succeeding the date of receipt 
by Unit Operator of a photocopy or a c e r t i f i e d copy of the recorded 
instrument evidencing such change i n ownership. 

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 , or i t may be r a t i f i e d or consented to by separate i n ­
strument 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 sh a l l be 
binding upon a l l those parties who have executed such a counter­
part, r a t i f i c a t i o n , or consent hereto with the same force and ef f e c t 
as i f a l l such parties had signed the same document and regardless 
of whether or not i t i s executed by a l l other parties owning or claim­
ing an in t e r e s t i n the lands w i t h i n the above described Unit Area. 

34. TAXES. The Working I n t e r e s t Owners s h a l l render and pay 
fo r t h e i r account and the account of the Royalty Owners a l l v a l i d 
taxes on or measured by the Unitized Substances i n and under or that 
may be produced, gathered and sold from the land subject to t h i s 
agreement a f t e r the e f f e c t i v e date of t h i s agreement, or upon the 
proceeds or net proceeds derived therefrom. The Working I n t e r e s t 
Owners i n each Tract may charge the proper proportion of said taxes 
to the Royalty Owners having interests i n said Tract, and may cur­
r e n t l y r e t a i n and deduct s u f f i c i e n t of the Unitized Substances or 
derivative products, or net proceeds thereof, from the allocated 
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share of each Royalty Owner to secure reimbursement f o r the taxes 
so paid. No such taxes s h a l l be charged to the State of New Mexico 
or to any lessor who has a contract w i t h his lessee which requires 
the lessee t o pay such taxes. 

I n order to avoid t i t l e f a i l u r e s which might i n c i d e n t a l l y 
cause the t i t l e to a Working In t e r e s t or Royalty I n t e r e s t to f a i l , 
the owners of (1) the surface r i g h t s t o each committed Tract, (2) 
severed mineral or royalty i n t e r e s t i n said Tracts and improvements 
located on said Tracts not u t i l i z e d f o r Unit Operations s h a l l i n ­
d i v i d u a l l y be responsible f o r the r e n d i t i o n and assessment, fo r 
ad valorem tax purposes, of a l l such property, and f o r the payment 
of such taxes, except as otherwise provided i n any contract or agree­
ment between such owners and a Working In t e r e s t Owner or Owners. I f 
any ad valorem taxes are not paid by such owner responsible therefor 
when due, Unit Operator may, at any time p r i o r to tax sale, pay the 
same, redeem such property and discharge such tax liens as may arise 
through nonpayment. I n the event Unit Operator makes any such pay­
ment or redeems any such property from tax sale. Unit Operator s h a l l 
be reimbursed therefor by the Working I n t e r e s t Owners i n proportion 
to t h e i r respective Unit Participations then i n e f f e c t , and Unit 
Operator s h a l l withhold from any proceeds derived from the sale of 
Unitized Substances otherwise due to said delinquent taxpayer or 
taxpayers an amount s u f f i c i e n t to defray the costs of such payment 
or redemption, such withholding to be d i s t r i b u t e d among the Working 
Int e r e s t Owners i n proportion to t h e i r respective contributions 
toward such payment or redemption. Such withholding s h a l l be with­
out prejudice t o any other remedy, e i t h e r at law or i n equity, which 
may be available f o r exercise by the Unit Operator or by the Working 
In t e r e s t Owners. 

35. NO PARTNERSHIP. The duties, obligations and l i a b i l i t i e s 
of the parties 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 association or t r u s t , or to impose a par t ­
nership 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 t o any one or more 
of the parties hereto. Each party hereto s h a l l be i n d i v i d u a l l y res­
ponsible f o r i t s own obligations as herein provided. 

36. NO SHARING OF MARKET. This agreement i s not intended to 
provide, and s h a l l not be construed to provide, d i r e c t l y or i n d i r e c t l y , 
f o r any cooperative r e f i n i n g , j o i n t sale, or marketing of Unitized 
Substances. ... ...... . 

37. STATUTORY UNITIZATION. I f and when Working Interest Owners 
owning at least 75% of the Phase I Unit P a r t i c i p a t i o n and Royalty Owners, 
save and except the State of New Mexico, owning at least 75% of the 
t o t a l Royalty Interest i n the Unit have become parties to t h i s Agree­
ment i n w r i t i n g and such Working Interest Owners have also become 
parties to the Unit Operating Agreement, the Unit Operator may make 
application to the Division f o r statutory u n i t i z a t i o n of the uncom­
mitted interests pursuant to the Statutory U n i t i z a t i o n Act (Chapter 70, 
A r t i c l e 7, New Mexico Statutes, 1978 Annotated). 

38. DEPARTMENT OF ENERGY REGULATIONS. Working Interest Owners 
agree to release Unit Operator from any and a l l losses, damages, 
i n j u r i e s , claims and causes of action a r i s i n g out of, incident to 
or r e s u l t i n g d i r e c t l y or i n d i r e c t l y from Unit Operator's interpre­
t a t i o n or application of rules, r u l i n g s , regulations or orders of 
the Department of Energy or predecessor agencies to the extent 
Unit Operator's i n t e r p r e t a t i o n or application of such rules, r u l i n g s , 
regulations or orders were made i n good f a i t h . Working In t e r e s t 
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Owners f u r t h e r agree to reimburse Unit Operator f o r t h e i r propor­
tionate share of any amounts Unit Operator may be required to refund, 
rebate or pay as a r e s u l t of an incorrect i n t e r p r e t a t i o n or applica­
t i o n of the above noted rules, r u l i n g s , regulations or orders, 
together w i t h t h e i r proportionate part of i n t e r e s t and penalties 
owing by Unit Operator as a re s u l t of such incorrect i n t e r p r e t a t i o n 
or a p p l i c a t i o n of such rules, r u l i n g s , regulations or orders. 

39. BORDER AGREEMENTS. Subject to the approval of the Com­
missioner, the Unit Operator w i t h Working I n t e r e s t Owners' approval 
i n accordance w i t h the voting procedure i n A r t i c l e 4.3.2 of the 
Unit Operating Agreement, may enter i n t o a border-protection' agree­
ment or agreements w i t h the Working I n t e r e s t Owners of lands adja­
cent t o the committed Tracts with respect to the operations i n the 
border area f o r the maximum ultimate recovery, conservation pur­
poses and property p r o t e c t i o n of the parties and i n t e r e s t . 

IN WITNESS WHEREOF, the p a r t i e s hereto have caused t h i s 
agreement t o be executed as of the date f i r s t w r i t t e n and have 
set opposite t h e i r respective names the date of execution and the 
address of each of the respective executing p a r t i e s . 

?. 0. Box 3109 
Midland, Texas 79702 

Date: 

THE STATE OF TEXAS 

COUNTY OF MIDLAND 

TEXACO INC. 

UNIT OPERATOR AND WORKING INTEREST OWNER 

Attorney-in-Fact ht y / 

The foregoing instrument was acknowledged before me t h i s 
day of 

A t t o r n e y - i n - F a c t f o r TEXACO INC 
o f s a id c o r p o r a t i o n . 

, 3^80, by a-LAS R. iVicDAXILL 
N C . ^ a Delaware c o r p o r a t i o n , on behalj 

My Commission Expires 

ftf.irHiit Firacber 
Notary Public i n and f o r 
Midland County, Texas 
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