
YATES DRILLING COMPANY 

UNIT AGREEMENT 

Dated: November 1, 1989 

CACTUS (QUEEN) UNIT 

Township 12 South, Range 31 East, N.M.P.M. 

Section 26 
Section 27 
Section 34 
Section 35 

SWiSWi 
SEi, EiswJ, swiswi 
NiNEj, SEiNEi, NiNWi 
NWiNWi 

Chaves County, New Mexico 

BEFORE EXAMINER STOGNER 
OIL CONSERVATION DIVISION 

Vfvres 
EXHIBIT NO. 

CASE NO. c'3oq^.-.r. ^ 



UNIT AGREEMENT 
CACTUS (QUEEN) UNIT 

CHAVES COUNTY, NEW MEXICO 
INDEX 

Section Page 

1 ENABLING ACT AND REGULATIONS 2 
2 UNIT AREA 2 
3 EXHIBITS 4 
4 EXPANSION 5 
5 UNITIZED LAND AND UNITIZED SUBSTANCES 6 
6 UNIT OPERATOR 6 
7 RESIGNATION OR REMOVAL OF UNIT OPERATOR 6 
8 SUCCESSOR UNIT OPERATOR 7 
9 ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT 7 

10 RIGHTS AND OBLIGATIONS OF UNIT OPERATOR 8 
11 EASEMENTS OR USE OF SURFACE 8 
12 PLAN OF OPERATION 8 
13 TRACT PARTICIPATION 9 
14 TRACTS QUALIFIED FOR PARTICIPATION 9 
15A ALLOCATION OF UNITIZED SUBSTANCES 11 
15B TAKING UNITIZED SUBSTANCES IN KIND 11 
16 OUTSIDE SUBSTANCES 12 
17 ROYALTY SETTLEMENT 13 
18 RENTAL SETTLEMENT 13 
19 CONSERVATION 14 
20 DRAINAGE 14 
21 LOSS OF TITLE 14 
22 LEASES AND CONTRACTS CONFORMED AND EXTENDED 15 
23 CONVENANTS RUN WITH LAND 16 
24 EFFECTIVE DATE AND TERM 16 
25 RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION 17 
26 NONDISCRIMINATION 18 
27 APPEARANCES 18 
28 NOTICES 18 
29 NO WAIVER OF CERTAIN RIGHTS 18 
30 EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO REALTY. 18 
31 UNAVOIDABLE DELAY 18 
32 NON-JOINDER AND SUBSEQUENT JOINDER 19 
3 3 COUNTERPARTS 19 
34 JOINDER IN DUAL CAPACITY 19 
35 TAXES 20 
36 NO PARTNERSHIP 20 
38 NO SHARING OF MARKET 20 
39 STATUTORY UNITIZATION 20 

EXHIBIT "A" (MAP OF UNIT AREA) 
EXHIBIT "B" (SCHEDULE OF OWNERSHIP) 
EXHIBIT "C" (SCHEDULE OF TRACT PARTICIPATION) 
EXHIBIT "D" (THERE IS NO EXHIBIT "D") 



UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION OF THE 

CACTUS (QUEEN) UNIT 
CHAVES COUNTY, NEW MEXICO 

THIS AGREEMENT, entered i n t o as of the 1st day of November 1989 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 here i n 
r e f e r r e d t o as the " p a r t i e s hereto," 

WITNESSETH: 

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 and gas i n t e r e s t s i n the U n i t Area sub j e c t t o t h i s Agreement; and 

WHEREAS, THE Mineral Leasing Act of February 25, 1920, 41 S t a t . 437, as 
amended, 30 U.S.C. Sees. 181 e t 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 t o 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 
o t h e r s , i n c o l l e c t i v e l y adopting and ope r a t i n g a cooperative or u n i t plan of 
development or ope r a t i o n of any o i l or gas p o o l , f i e l d , or l i k e area, or any 
p a r t t h e r e o f f o r the purpose o f more p r o p e r l y conserving the n a t u r a l resources 
ther e o f whenever determined and c e r t i f i e d by the Secretary of the I n t e r i o r t o 
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 (Section 1, Chapter 88, Laws 1943, as 
amended by Section 1 of Chapter 176, Laws of 1961) Chapter 19, A r t i c l e 10, 
Section 45, New Mexico Statutes 1978 Annotated), t o consent t o and approve the 
development or opera t i o n of State lands under agreements made by lessees of 
State land j o i n t l y or s e v e r a l l y w i t h other lessees where such agreements 
provide f o r the u n i t o p e r a t i o n or development o f p a r t of or a l l o f any o i l o r 
gas p o o l , f i e l d or area; and 

WHEREAS, the Commissioner of Public Lands of the State o f New Mexico i s 
authorized by an Act o f the L e g i s l a t u r e (Section 1, Chapter 88, Laws 1943, as 
amended by Section 1, Chapter 162, Laws of 1951) (Chapter 19, A r t i c l e 10, 
Section 47, New Mexico Statutes 1978 Annotated) t o amend w i t h 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 t h a t the l e n g t h of the term of 
sai d lease may coincide w i t h the term o f such agreements f o r the u n i t 
o p e r a t i o n and development of p a r t or a l l of any o i l or gas p o o l , f i e l d or 
area; and 

WHEREAS, the O i l Conservation D i v i s i o n o f the State of New Mexico 
( h e r e i n a f t e r r e f e r r e d t o as the " D i v i s i o n " ) i s authorized by an Act of the 
L e g i s l a t u r e (Chapter 72, Laws of 1935 as amended) (Chapter 70, A r t i c l e 2, 
Section 2 e t seq., New Mexico Statutes 1978 Annotated) 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 O i l Conservation D i v i s i o n o f the Energy and Minerals 
Department o f the State o f New Mexico i s authorized by law (Chapter 65, 
A r t i c l e 3 and A r t i c l e 14, N.M.S. 1953 Annotated) 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 h o l d s u f f i c i e n t i n t e r e s t i n the U n i t Area 
covering the land h e r e i n a f t e r described t o give reasonably e f f e c t i v e c o n t r o l 
o f operations 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 t o conserve n a t u r a l 
resources, prevent waste, and secure other b e n e f i t s obtainable through 
development and ope r a t i o n of the area subject t o 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 h e r e i n set f o r t h ; 

NOW, THEREFORE, i n c o n s 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 t o t h i s Agreement t h e i r r e s p e c t i v e 
i n t e r e s t i n the below-defined U n i t 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 n 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 , h e r e t o f o r e issued thereunder or 
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 p a r t o f t h i s Agreement as t o 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 o f t h i s Agreement; and as t o 
non-Federal lands, the o i l and gas ope r a t i n g r e g u l a t i o n s 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 o f the s t a t e i n which the 
non-Federal land i s lo c a t e d , are hereby accepted and made a p a r t o f t h i s 
Agreement. 

SECTION 2. UNIT AREA AND DEFINITIONS. The area described by Tracts i n 
E x h i b i t "B" and depicted on E x h i b i t "A" attached hereto i s 560.00 acres, more 
or l e s s , i n Chaves County, New Mexico. Said land i s described as f o l l o w s : 

Township 12 South, Range 31 East, N.M.P.M. 
Section 26: swjswi 
Section 27: SEj, EiSWi, swjswj 
Section 34: NiNEj, SEiNEi, NiNWi 
Section 35: NWjNWi 

For the purpose o f the Agreement, the f o l l o w i n g terms and expressions as used 
herein s h a l l mean: 

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

(b) " 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 o f the 
Department o f Energy and Minerals o f the State of New Mexico. 

(c) "Authorized O f f i c e r " or "A.O." i s any employee of the Bureau o f Land 
Management who has been delegated the r e q u i r e d a u t h o r i t y t o act on behalf of 
the BLM. 

(d) "Secretary" i s defined as the Secretary o f the I n t e r i o r o f the 
United States o f America, or h i s duly authorized delegate. 

(e) "Department" i s defined as the Department of the I n t e r i o r o f the 
United States o f America. 
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( f ) "Proper BLM O f f i c e " i s de f i n e d as the Bureau o f Land Management 
o f f i c e having j u r i s d i c t i o n over the f e d e r a l lands i n c l u d e d i n the Un i t Area. 

(g) " U n i t i z e d Formation" s h a l l mean t h a t i n t e r v a l u n d e r l y i n g the Un i t 
Area, the v e r t i c a l l i m i t s o f which extend from an upper l i m i t described as 50' 
above the top o f the Queen formation t o a lower l i m i t as the base o f the Queen 
formation; s a i d l i m i t s having been p r e v i o u s l y found t o occur a t 2930 
f e e t and 3100 f e e t , r e s p e c t i v e l y i n Yates D r i l l i n g Company's Doyal #1, located 
660' FNL and 990' FEL of Section 34, Township 12 South, Range 31 East. 

(h) " U n i t i z e d Substances" are 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 c o n s t i t u e n t 
l i q u i d or l i q u e f i a b l e hydrocarbons, other than o u t s i d e substances, w i t h i n and 
produced from the U n i t i z e d Formation. 

( i ) "Tract" i s each p a r c e l of land described as such and given a Tract 
number i n E x h i b i t "B" 

( j ) "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 "B" f o r a l l o c a t i n g U n i t i z e d Substances t o a Tract under t h i s 
Agreement. 

(k) "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. 

(1) "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 o f ownership of mine r a l fee 
simple t i t l e , under an o i l and gas lease, o p e r a t i n g agreement, 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 t o pay or bear, e i t h e r 
i n cash or out of p r o d u c t i o n , or otherwise, a l l or a p o r t i o n o f the cost of 
d r i l l i n g , developing and producing the U n i t i z e d Substances from the U n i t i z e d 
Formation and operations t h e r e o f 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 t o the execution o f 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 t o 
such working i n t e r e s t burdens and o b l i g a t i o n s . 

(m) "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, h o l d i n g 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, o p e r a t i n g agreement, fee t i t l e or 
otherwise. The owner o f o i l and gas r i g h t s t h a t are f r e e 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 t o the extent of seven-eights (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 t o h i s remaining 
one-eighth (1/8) i n t e r e s t t h e r e i n . 

(n) "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 les s o r or 
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 , n et p r o f i t c o n t r a c t s , or any other payment or burden which does not 
car r y w i t h i t the r i g h t t o search f o r and produce u n i t i z e d substances. 
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(o) "Royalty Owner" i s the owner of a Royalty I n t e r e s t . 

(p) "Unit Operating Agreement" i s the agreement entered i n t o by and 
between the U n i t 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, Chaves 
County, New Mexico". 

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

(r ) "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. 

(s) "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 t o perform the d u t i e s o f the U n i t 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 o f a successor U n i t Operator as provided f o r i n Section 7 
hereof. 

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

(u) "Unit Operations" i s any o p e r a t i o n conducted pursuant t o t h i s 
Agreement and the U n i t Operating Agreement. 

(v) "Unit Equipment" i s a l l personal p r o p e r t y , 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 U n i t Operations. 

(w) "Unit Expense" i s a l l cost, expense, or indebtedness i n c u r r e d by 
Working I n t e r e s t Owners or U n i t Operator pursuant t o t h i s Agreement and the 
U n i t Operating Agreement f o r or on account o f U n i t Operations. 

(x) " E f f e c t i v e Date" i s the date determined i n accordance w i t h Section 
24, or as redetermined i n accordance w i t h Section 39. 

(y) "Unit Cumulative Production" i s defined as the t o t a l number o f 
b a r r e l s produced through J u l y 31, 1989, from a l l t r a c t s w i t h i n the u n i t area 
which are q u a l i f i e d under the terms of t h i s agreement, as o f f i c i a l l y r e p o r ted 
to the Commission. 

SECTION 3. EXHIBITS. E x h i b i t "A" attached hereto i s a map showing the 
U n i t Area and the boundaries and i n d e n t i t y of t r a c t s and leases i n s a i d U n i t 
Area t o the e x t e n t known t o the Unit Operator, E x h i b i t "B" attached hereto i s 
a schedule showing, t o the extent known t o the U n i t Operator the acreage 
comprising each T r a c t , percentages and k i n d of ownership o f o i l and gas 
i n t e r e s t i n a l l land i n the U n i t 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 U n i t Area. However, nothing herein 
or i n s a i d schedule or map s h a l l be construed as a r e p r e s e n t a t i o n by any p a r t y 
hereto as t o the ownership o f 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 s a i d map or schedule as owned by such p a r t y . There 
i s no E x h i b i t "D". E x h i b i t s "A", "B" and "C" s h a l l be r e v i s e d by the U n i t 
Operator whenever changes i n the U n i t Area render such r e v i s i o n necessary or 
when requested by the Deputy, or 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, and three copies w i t h the Land 
Commissioner. 
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SECTION 4. EXPANSION. The above described U n i t Area may, w i t h the 
approval of the A.O. and Land Commissioner, when p r a c t i c a b l e be expanded t o 
include t h e r e i n any a d d i t i o n a l T r a c t or Tracts regarded as reasonably 
necessary or advisable f o r the purposes of t h i s Agreement provided however, i n 
such expansion there s h a l l be no r e t r o a c t i v e a l l o c a t i o n or adjustment of U n i t 
Expense or of i n t e r e s t s i n the U n i t i z e d Substances produced, or proceeds 
t h e r e o f . Pursuant t o Subsection (b) , the VJorking I n t e r e s t Owners may agree 
upon an adjustment of investment by reason of the expansion. Such expansion 
s h a l l be e f f e c t e d i n the f o l l o w i n g manner: 

(a) The Working I n t e r e s t Owner or Owners o f a Tract or Tracts d e s i r i n g 
t o 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 U n i t Operator requesting such admission. 

(b) U n i t Operator s h a l l c i r c u l a t e a n o t i c e o f the proposed expansion t o 
each Working I n t e r e s t Owner i n the Unit Area and i n the Tract proposed t o 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 t o be assigned t o each Tr a c t i n the enlarged U n i t Area and other 
p e r t i n e n t data. A f t e r n e g o t i a t i o n ( a t Working I n t e r e s t Owners' meeting or 
otherwise) i f a t l e a s t three Working I n t e r e s t Owners having i n the aggregate 
sev e n t y - f i v e percent (75%) of the 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 have 
agreed t o i n c l u s i o n of such Tract or Tracts i n the U n i t Area, then Unit 
Operator s h a l l : 

(1) 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 A.O. and Land 
Commissioner, prepare a n o t i c e o f proposed expansion d e s c r i b i n g the 
contemplated changes i n the boundaries of the U n i t 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 T r a c t or T r a c t s , the Tract 
P a r t i c i p a t i o n t o 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 

(2) D e l i v e r copies o f s a i d n o t i c e t o Land Commissioner, the A.O. a t 
the Proper BLM O f f i c e , each Working I n t e r e s t Owner and t o the l a s t known 
address o f each lessee and lessor whose i n t e r e s t s are a f f e c t e d , a d v i s i n g 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 t o the U n i t 
Operator o f any o b j e c t i o n t o such proposed expansion; and 

(3) F i l e , upon the e x p i r a t i o n of s a i d t h i r t y (30) day p e r i o d as set 
out i n (2) immediately above, w i t h the Land Commissioner and A.O., the 
f o l l o w i n g : 

( i ) Evidence of m a i l i n g s a i d n o t i c e o f expansion ( i i ) An 
a p p l i c a t i o n f o r such expansion i n s u f f i c i e n t number, 
appropriate approval and d i s t r i b u t i o n ; and ( i i i ) An 
instrument c o n t a i n i n g the appropriate j o i n d e r s i n 
compliance w i t h the p a r t i c i p a t i o n requirements o f 
Section 14 (TRACTS QUALIFIED FOR PARTICIPATION) and 
Section 32 (NON-JOINDER AND SUBSEQUENT JOINDER), i n f r a ; 
and ( i v ) a copy of any o b j e c t i o n s received. 

The expansion s h a l l , a f t e r due c o n s i d e r a t i o n o f 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 Commissioner and the A.O., become e f f e c t i v e as o f the 
date p r e s c r i b e d i n the n o 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 the month 
subsequent t o the date of n o t i c e . The r e v i s e d T r a c t P a r t i c i p a t i o n of the 
r e s p e c t i v e Tracts included w i t h i n the U n i t Area p r i o r t o such enlargement 
s h a l l remain the same r a t i o one t o another. 
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SECTION 5. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l land committed t o 
t h i s agreement as t o the U n 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 t o 
herei n as " U n i t i z e d Land" or "Land Subject t o t h i s Agreement". 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 c o n s t i t u e n t l i q u i d or l i q u e f i a b l e hydrocarbons produced from 
the U n i t i z e d Formation u n d e r l y i n g U n i t i z e d Land are u n i t i z e d under the term of 
t h i s Agreement and here i n are c a l l e d " U n i t i z e d Substances." 

SECTION 6. UNIT OPERATOR. Yates D r i l l i n g Company, a New Mexico 
c o r p o r a t i o n , i s hereby designated as Uni t Operator, and, by si g n i n g t h i s 
instrument as U n i t Operator, i t agrees and consents t o accept the d u t i e s and 
o b l i g a t i o n s o f U n i t Operator f o r the o p e r a t i o n , development, and p r o d u c t i o n o f 
U n i t i z e d Substances as he r e i n provided. Whenever reference i s made he r e i n t o 
the U n i t Operator, such reference means the U n i t Operator a c 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 i n U n i t i z e d Substances, and the term 
"Working I n t e r e s t Owner" when used h e r e i n s h a l l include or r e f e r t o Uni t 
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 . 

U n i t Operator s h a l l have a l i e n upon the i n t e r e s t o f the owners of 
Working I n t e r e s t s i n the U n i t i z e d Land t o the extent provided i n the U n i t 
Operating Agreement. 

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. U n i t Operator s h a l l 
have the r i g h t t o r e s i g n a t 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 t o release U n i t Operator from the d u t i e s and o b l i g a t i o n s o f 
Unit Operator and terminate U n i t Operator's r i g h t s as such f o r a p e r i o d o f s i x 
(6) months a f t e r w r i t t e n n o t i c e o f i n t e n t i o n t o r e s i g n has been given by Uni t 
Operator t o a l l Working I n t e r e s t Owners and the Deputy, and u n t i l a l l w e l l s 
are placed i n a c o n d i t i o n s a t i s f a c t o r y f o r suspension or abandonment, or 
operations, whichever i s r e q u i r e d by the Deputy, unless a new Un i t 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 o f Uni t Operator 
p r i o r t o the e x p i r a t i o n of said p e r i o d . 

U n i t Operator s h a l l , upon d e f a u l t or f a i l u r e t o the performance o f i t s 
d u t i e s or o b l i g a t i o n s hereunder, be subject t o removal o f not less than e i g h t y 
percent (80%) o f the committed Working I n t e r e s t (on the basis o f U n i t 
P a r t i c i p a t i o n ) exclusive of any VJorking I n t e r e s t owned by the U n i t Operator. 
Such removal s h a l l be e f f e c t i v e upon n o t i c e t h e r e o f t o the Land Commissioner 
and the A.O. 

I n a l l instances of r e s i g n a t i o n or removal, u n t i l a successor t o Uni t 
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 o f the d u t i e s 
of U n i t 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 o r removal becomes e f f e c t i v e , appoint a Uni t Manager t o represent 
them i n any a c t i o n t o be taken hereunder. 
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The r e s i g n a t i o n or removal of U n i t 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 U n i t Operator becoming e f f e c t i v e , such U n i t Operator s h a l l d e l i v e r 
possession o f 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 conducting the U n i t Operations and 
owned by the Working I n t e r e s t Owners ( i n c l u d i n g any and a l l data and 
in f o r m a t i o n which i t might have gained or assembled by reason of i t s o p e r a t i o n 
o f the U n i t i z e d Land) t o the new duly q u a l i f i e d successor U n i t Operator or t o 
the U n i t Manager i f no such new U n i t Operator i s e l e c t e d , t o be used f o r the 
purpose o f conducting U n i t Operations hereunder. Nothing h e r e i n s h a l l be 
construed as a u t h o r i z i n g removal o f any m a t e r i a l , equipment and 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 h e r e i n contained s h a l l be 
construed t o r e l i e v e or discharge any Uni t Operator who resigns or i s removed 
hereunder f o r 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 
t o 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 Uni t Operator s h a l l 
tender i t s r e s i g n a t i o n as U n i t 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 U n i t Operator 
as h e r e i n 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 
Un i t Operator so selected s h a l l accept i n w r i t i n g the d u t i e s and 
r e s p o n s i b i l i t i e s o f U n i t 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 A.O. I f no successor U n i t Operator 
or U n i t Manager i s selected and q u a l i f i e d as he r e i n provided, the Land 
Commissioner and/or the A.O., a t t h e i r e l e c t i o n , may declare t h i s Agreement 
terminated. 

I n s e l e c t i n g a successor U n i t Operator, the a f f i r m a t i v e vote of three or 
more Working I n t e r e s t Owners having a t o t a l of s i x t y - f i v e percent (65%) or 
more of 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 ; provided t h a t i f any one 
Working 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 
percent ( 3 5 % ) , i t s negative vote or f a i l u r e t o vote s h a l l not be regarded as 
s u f f i c i e n t unless supported by the vote of one or more other 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 percent (5%) . I f 
the U n i t Operator who i s removed votes only t o succeed i t s e l f or f a i l s t o 
vote, the successor U n i t Operator may be selected by the a f f i r m a t i v e vote of 
the owners of a t l e a s t s e v e n t y - f i v e percent (75%) o f the U n i t P a r t i c i p a t i o n 
remaining a f t e r excluding the U n i t P a r t i c i p a t i o n o f U n i t Operator so removed. 

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. 
Costs and expenses i n c u r r e d by Unit Operator i n conducting Unit Operations 
hereunder s h a l l be p a i d , apportioned among, and borne by the Working I n t e r e s t 
Owners i n accordance w i t h the U n i t Operating Agreement; however, no such U n i t 
Operating Agreement s h a l l be deemed e i t h e r t o modify any of the terms and 
con d i t i o n s o f t h i s U n i t 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 
inconsistency or c o n f l i c t between t h i s Agreement and the Un i t Operating 
Agreement, t h i s Agreement s h a l l p r e v a i l . Copies o f any U n i t Operating 
Agreement executed pursuant t o t h i s Section s h a l l be f i l e d w i t h the Land 
Commissioner and w i t h the A.O. a t the Proper BLM O f f i c e as r e q u i r e d p r i o r t o 
approval of t h i s Agreement. 
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SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as other­
wise s p e c i f i c a l l y provided h e r e i n , the exclusive r i g h t , p r i v i l e g e , and duty o f 
e x e r c i s i n g any and a l l r i g h t s of the p a r t i e s hereto which are necessary or 
convenient f o r prospecting f o r , producing, 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 delegated t o and s h a l l be 
exercised by the U n i t Operator as h e r e i n provided. The p a r t i e s hereto, t o the 
ex t e n t they have the r i g h t t o do so, grant t o U n i t Operator the use of b r i n e 
or water or both from any formation i n and under the U n i t i z e d Land f o r 
i n j e c t i o n i n t o the U n i t i z e d Formation. Upon request, acceptable 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 deposited w i t h s a i d U n i t Operator and, together 
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 define 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 o f U n i t Operator. Nothing h e r e i n , however, s h a l l be construed t o 
t r a n s f e r t i t l e t o any land or t o any lease 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 Operator, i n i t s capacity as 
U n i t Operator, s h a l l exercise the r i g h t s of possession and use vested i n the 
p a r t i e s hereto only f o r the purposes h e r e i n s p e c i f i e d . 

SECTION 11. EASEMENTS OR USE OF SURFACE. 

(a) The p a r t i e s hereto, t o 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 grant t o Working I n t e r e s t Owners the r i g h t t o use as much of the 
surface o f the U n i t i z e d Land as may reasonably be necessary f o r U n i t 
Operations and removal o f U n i t i z e d Substances therefrom; provided t h a t n othing 
h e r e i n s h a l l be construed as l e a s i n g or otherwise conveying t o Working 
I n t e r e s t Owners a s i t e f o r a water, gas i n j e c t i o n , processing or other p l a n t , 
or campsite. 

(b) Working I n t e r e s t Owners s h a l l have and are hereby granted f r e e use 
of water from the U n i t i z e d Land f o r Unit Operations, except water from any 
w e l l , l a k e , pond, or i r r i g a t i o n d i t c h of a Royalty Owner. 

(c) Working I n t e r e s t Owners s h a l l pay the owner f o r damages t o growing 
crops, timber, fences, improvements, and s t r u c t u r e s on the U n i t Area t h a t 
r e s u l t from U n i t Operations. 

SECTION 12. PLAN OF OPERATIONS. I t i s recognized and agreed by the 
p a r t i e s hereto t h a t a l l of the land subject t o t h i s Agreement i s reasonably 
proved t o be p r o d u c t i v e o f U n i t i z e d Substances and t h a t the o b j e c t and purpose 
of t h i s Agreement i s t o formulate and t o put i n t o e f f e c t an improved recovery 
p r o j e c t i n order t o e f f e c t a d d i t i o n a l recovery of U n i t i z e d Substances, prevent 
waste and conserve n a t u r a l resources. U n i t Operator s h a l l have the r i g h t t o 
i n j e c t i n t o the U n i t i z e d Formation any substances f o r secondary recovery or 
enhanced recovery purposes i n accordance w i t h a p l a n o f o p e r a t i o n approved by 
the Working I n t e r e s t Owners, the A.O., the Land Commissioner and the D i v i s i o n , 
i n c l u d i n g the r i g h t t o d r i l l and m a i n t a i n i n j e c t i o n w e l l s on the U n i t i z e d Land 
and completed i n the U n i t i z e d Formation, and t o use abandoned w e l l or w e l l s 
producing from the U n i t i z e d Formation f o r s a i d purpose. Subject t o l i k e 
approval, the Plan of Operation may be r e v i s e d as c o n d i t i o n s may warrant. 
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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 A.O., 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 o f t h i s U n i t 
Agreement f o r f i n a l approval. Said i n i t i a l p l a n of operations and a l l 
r e v i s i o n s t h e r e o f s h a l l be as complete and adequate as the A.O., the Land 
Commissioner and the D i v i s i o n may determine t o be necessary f o r t i m e l y 
o p e r a t i o n c o n s i s t e n t herewith. Upon approval o f t h i s Agreement and the 
i n i t i a l p l a n by the A.O. and Commissioner, s a i d p l a n , and a l l subsequently 
approved plans, s h a l l c o n s t i t u t e the ope r a t i n g o b l i g a t i o n s o f the Unit 
Operator under t h i s Agreement f o r the p e r i o d s p e c i f i e d t h e r e i n . T h e r e a f t e r , 
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 p l a n , the U n i t 
Operator s h a l l submit f o r l i k e approval a p l a n f o r an a d d i t i o n a l s p e c i f i e d 
p e r i o d o f opera t i o n s . A f t e r such operations are commenced, reasonable 
d i l i g e n c e s h a l l be exercised by the U n i t Operator i n complying w i t h the 
o b l i g a t i o n s o f the approved Plan of Operation. 

Notwithstanding anything t o the co n t r a r y herein contained, should the 
Unit Operator f a i l t o commence U n i t Operations f o r the secondary recovery of 
U n i t i t z e d Substances from the U n i t Area w i t h i n eighteen (18) months a f t e r the 
e f f e c t i v e date o f t h i s Agreement, or any extension t h e r e o f approved by the 
A.O., 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 o f the date of d e f a u l t . 

SECTION 13. TRACT PARTICIPATION. I n E x h i b i t "B" attached hereto there 
are l i s t e d and numbered the various Tracts w i t h i n the U n i t Area, and set f o r t h 
opposite each Tr a c t are f i g u r e s which represent the Tra c t P a r t i c i p a t i o n , 
d u ring U n i t Operations i f a l l Tracts i n the Uni t Area q u a l i f y as provided 
h e r e i n . The Tract P a r t i c i p a t i o n of each Tract as shown i n E x h i b i t "B" was 
determined i n accordance w i t h the f o l l o w i n g formula: 

Tract P a r t i c i p a t i o n = Cumulative Primary Production - 70% 

O r i g i n a l O i l i n Place - 25% 

Past Three Months Production - 5% 

100% 

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 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 r a t h e r than a l l Tracts i n the U n i t 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 U n i t Area which s h a l l be e n t i t l e d 
t o p a r t i c i p a t i o n i n the pro d u c t i o n o f U n i t i z e d 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 separated only by a p u b l i c road or a r a i l r o a d r i g h t - o f - w a y 
s h a l l be considered t o 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 : 
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(a) 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 t o which Royalty Owners owning se v e n t y - f i v e percent (75%) or more of 
the Royalty I n t e r e s t have become p a r t i e s t o 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 t o which Royalty Owners owning less than s e v e n t y - f i v e percent (75%) of 
the Royalty 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 t o which 
(1) the Working I n t e r e s t Owner who operates the Tract and Working I n t e r e s t 
Owners owning a t l e a s t s e v e n t y - f i v e percent (75%) of the remaining Working 
I n t e r e s t 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 t o which (2) Working I n t e r e s t Owners owning a t l e a s t 
s e v e n t y - f i v e percent (75%) of the combined U n i t 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 o f such t r a c t . 

(c) Each Tract as t o 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 t o which (1) the Working I n t e r e s t Owner who operates 
the Tract and Working I n t e r e s t Owner owning a t l e a s t s e v e n t y - f i v e percent 
(75%) o f the remaining Working I n t e r e s t i n such Tract who have become p a r t i e s 
t o t h i s Agreement have j o i n e d i n a request f o r i n c l u s i o n o f such T r 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 t o execute and d e l i v e r an 
indemnity agreement indemnifying and agreeing t o hol d 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 o f Working I n t e r e s t i n 
such Tr a c t who are not p a r t i e s t o t h i s Agreement, and which a r i s e out of the 
i n c l u s i o n o f the T r a c t ; and as t o which (2) Working I n t e r e s t Owners owning a t 
l e a s t s e v e n t y - f i v e 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 o f the 
i n c l u s i o n of such Tract and t o accept the indemnity agreement. Upon the 
i n c l u s i o n o f such a Tr 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 t o the nonsubscribing 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 t o t h i s Agreement and the Uni t Operating Agreement, s h a l l 
be a t t r i b u t e d t o 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 t o such agreement, and j o i n e d i n the indemnity agreement, i n 
p r o p o r t i o n t o t h e i r r e s p e c t i v e Working I n t e r e s t s i n the Tra c t . 

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 t o or made su b j e c t t o t h 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. U n i t Operator s h a l l , when s u b m i t t i n g t h i s 
Agreement f o r f i n a l approval by the Land Commissioner and the A.O., f i l e 
t h e r e w i t h a schedule o f those t r a c t s which have been committed and made 
subjec t t o t h i s Agreement and are e n t i t l e d t o p a r t i c i p a t e i n U n i t i z e d 
Substances. Said schedule s h a l l set f o r t h opposite each such committed T r a c t 
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 t r a c t which s h a l l be computed according 
t o the p a r t i c i p a t i o n formula set f o r t h 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 r e v i s e d E x h i b i t "B" and upon 
approval t h e r e o f by the Land Commissioner and the A.O., 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 o f produc t i o n of U n i t i z e d 
Substances u n t i l a new schedule i s approved by the Land Commissioner and A.O. 
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SECTION 15.A. 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 o f such U n i t i z e d 
Substances used i n conformity w i t h good ope r a t i n g 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 p r o d u c t i o n 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 o f Operation 
approved by the A.O. and Land Commissioner) 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 accordance w i t h the res p e c t i v e Tract 
P a r t i c i p a t i o n s e f f e c t i v e hereunder d u r i n g the r e s p e c t i v e 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 "B". 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 T r a c t , 
and only t h a t amount (regardless o f whether i t be more or less than the amount 
of the a c t u a l p r o d u c t i o n 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 T r a c t . 

The U n i t i z e d Substances a l l o c a t e d t o 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 , t o the p a r t i e s e n t i t l e d t o share i n the pro d u c t i o n 
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 pro d u c t i o n from 
such T r a c t s , 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 w i t h the same l e g a l force and e f f e c t . 

No T r a c t committed t o t h i s Agreement and 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 as 
above provided s h a l l be subsequently excluded from p a r t i c i p a t i o n hereunder on 
account of d e p l e t i o n of U n 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 
d i v i d e d w i t h respect t o separate p a r c e l s or p o r t i o n s of such Tr a c t and owned 
now or h e r e a f t e r i n s e 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 recordable instrument executed by a l l owners i n such 
Tract and f u r n i s h t o U n i t Operator f i x i n g the d i v i s i o n s of ownership, be 
d i v i 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 t o the number o f surface 
acres i n each. 

SECTION 15.B. TAKING UNITIZED SUBSTANCES IN KIND. The U n i t i z e d 
Substances a l l o c a t e d t o each Tr a c t s h a l l be d e l i v e r e d i n kin d t o the 
respe c t i v e 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 o f the ownership of o i l and gas 
r i g h t s t h e r e i n . 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 w i t h i n the U n i t i z e d 
Area, provided the same are so constructed, maintained and operated as not t o 
i n t e r f e r e w i t h U n i t Operations. Subject t o Section 17 hereof, any e x t r a 
expenditure i n c u r r e d by U n i t Operator by reason of the d e l i v e r y i n k i n d o f any 
p o r t i o n o f the U n i t i z e d Substances s h a l l be borne by the p a r t y t a k i n g 
d e l i v e r y . I n the event any Working I n t e x e s t Owner s h a l l f a i l t o take or 
otherwise adequately dispose o f i t s p r o p o r t i o n a t e share of the p r o d u c t i o n from 
the U n i t i z e d Formation, then so long as such c o n d i t i o n continues, U n i t 
Operator, f o r the T r a c t or Tracts concerned, and i n order t o avoid c u r t a i l i n g 
the o p e r a t i o n of the U n i t Area, may, but s h a l l not be r e q u i r e d t o , s e l l or 
otherwise dispose o f such pr o d u c t i o n t o i t s e l f or t o ot h e r s , provided t h a t a l l 
c o n t r a c t s o f sale by U n i t Operator o f any other p a r t y ' s share o f U n i t i z e d 
Substances s h a l l be only f o r such reasonable periods o f time as are c o n s i s t e n t 
w i t h the minimum needs of the i n d u s t r y under the circumstances, but i n no 
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event s h a l l any such c o n t r a c t be f o r a p e r i o d i n excess of one year, and a t 
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 p r o d u c t i o n . The net proceeds, i f any, of the U n i t i z e d 
Substances so disposed o f by U n i t Operator s h a l l be pai d t o the Working 
I n t e r e s t Owner of the Tract or Tracts concerned. Notwithstanding the 
foregoing, U n i t 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 o f gas pr o d u c t i o n w i t h o u t 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' n o t i c e 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 kin d or separately disposing of 
a l l or any p a r t of the U n i t i z e d Substances a l l o c a t e d t o 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 s o l d or purchased by U n i t 
Operator, s h a l l be responsible f o r the payment of a l l r o y a l t y , o v e r r i d i n g 
r o y a l t y and pro d u c t i o n payments due thereon, 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 a c t i o n by owners o f such r o y a l t y , o v e r r i d i n g r o y a l t y and produc t i o n 
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 provided i n Section 4 
(Expansion) hereof, or any Tract or Tracts w i t h i n the U n i t 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 p r o v i s i o n s o f 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 Tra c t i s 
excluded from t h i s Agreement as provided f o r i n Section 21 (Loss o f T i t l e ) , 
the schedule o f p a r t i c i p a t i o n as shown i n E x h i b i t "B" s h a l l be re v i s e d by the 
Unit Operator; and the r e v i s e d E x h i b i t "B", upon approval by the Land 
Commissioner and the A.O., s h a l l govern the a l l o c a t i o n o f produc t i o n on and 
a f t e r the e f f e c t i v e date t h e r e o f u n t i l a r e v i s e d schedule i s approved as 
hereinabove provided. 

SECTION 16. OUTSIDE SUBSTANCES. I f gas obtained from formations not 
subject t o 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 
rep r e s s u r i n g , s t i m u l a t i n g of produc t i o n or in c r e a s i n g 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 A.O., 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 U n i t i 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 f r e e as t o 
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 a t 
such time as may be provided i n the approved Plan o f Operator or as otherwise 
may be consented t o or pr e s c r i b e d by the Land Commissioner and the A.O. as 
conforming t o 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 o f withdrawal s h a l l terminate on the t e r m i n a t i o n date o f t h i s 
Agreement. 

SECTION 17. ROYALTY SETTLEMENT. The State o f 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 substances produced from any Tract 
u n i t i z e d hereunder, s h a l l continue t o be e n t i t l e d t o such r i g h t t o take i n 
kin d t h e i r share of the U n i t i z e d Substances a l l o c a t e d t o such T r a c t , and Uni t 
Operator s h a l l make d e l i v e r i e s o f such Royalty share taken i n kin d i n 
confor m i t y 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 
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f o r Royalty not taken i n kin d 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 d u r i n g the 
preceding calendar month; provided, however, t h a t nothing h e r e i n 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 r e s p e c t i v e lease 
o b l i g a t i o n s f o r the payment of any Royalty due under the 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 t o 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 p r o d u c t i o n per w e l l , such average p r o d u c t i o n s h a l l be determined i n 
accordance w i t h the o p e r a t i n g r e g u l a t i o n s p e r t a i n i n g t o Federal leases as 
though the committed Tracts were included i n a s i n g l e consolidated lease. 

I f the amount o f produc t i o n or the proceeds t h e r e o f accruing t o any 
Royalty Owner (except the United States of America) i n a Tra c t depends upon 
the average p r o d u c t i o n per w e l l or the average p i p e l i n e runs per w e l l from 
such T r a c t d u r i n g any p e r i o d of time, then such p r o d u c t i o n 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 hereof by d i v i d i n g the q u a n t i t y o f U n i t i z e d 
Substances a l l o c a t e d hereunder t o such T r a c t during such p e r i o d o f time by the 
number o f w e l l s l o c a t e d thereon capable o f producing U n i t i z e d Substances as o f 
the E f f e c t i v e Date hereof, provided t h a t any Tra c t not having any w e l l so 
capable o f 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 purpose o f 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 o f America 
and the other Royalty Owners hereunder s h a l l be computed and p a i d 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 re s p e c t i v e Tract or Tracts 
committed hereto, i n l i e u o f a c t u a l p r o d u c t i o n from such T r a c t or Tracts. 

With the exception of Federal and State requirement t o the c o n t r a r y , 
Working I n t e r e s t Owners may use or consume U n i t i z e d Substances f o r U n i t 
Operations and no Royalty, o v e r r i d i n g r o y a l t y , p r o d u c t i o n or other payments 
s h a l l be payable on account of U n i t i z e d Substances used, l o s t , or consumed i n 
Un i t Operations. 

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 o f a Royalty I n t e r e s t i n a Tra c t o f Tracts w i t h i n the Uni t 
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 Tra c t 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 , d u r i n g the term of t h i s Agreement, then the Royalty I n t e r e s t 
of the p a r t y r e p r e s e n t i n g himself t o be the owner t h e r e o f 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 o f a l l p a r t i e s s h a l l be adjusted 
a c c o r d i n g l y . 

SECTION 18. RENTAL SETTLEMENT. Rentals or minimum R o y a l t i e s due on the 
leases committee hereto s h a l l be pai d 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 provided t h a t nothing 
h e r e i n contained s h a l l operate t o r e l i e v e the lessees o f any land from t h e i r 
r e s p e c t i v e lease o b l i g a t i o n s f o r the payment o f 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 o f New 
Mexico subject t o t h i s Agreement s h a l l be p a i d a t the r a t e s p e c i f i e d i n the 
respe c t i v e leases from the State o f New Mexico. Rental or minimum Royalty f o r 
lands o f the United States of America sub j e c t t o t h i s Agreement s h a l l be p a i d 
a t the r a t e s p e c i f i e d i n the re s p e c t i v e leases from the United States o f 
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 r e p r e s e n t a t i v e . 
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SECTION 19. CONSERVATION. Operations hereunder and pro d u c t i o n of 
U n i t i z e d Substances s h a l l be conducted t o provide f o r the most economical and 
e f f i c i e n t recovery o f sai d substances w i t h o u t waste, as defined by or pursuant 
t o Federal and State laws and r e g u l a t i o n s . 

SECTION 20. DRAINAGE. The U n i t Operator s h a l l take a l l reasonable and 
prudent measures t o prevent drainage of U n i t i z e d Substances from u n i t i z e d land 
by w e l l s on land not subject t o t h i s Agreement. 

The U n i t Operator, upon approval by the VJorking I n t e r e s t Owners, the A.O. 
and the Land Commissioner, i s hereby empowered t o enter i n t o a b o r d e r l i n e 
agreement or agreements w i t h working i n t e r e s t owners o f a d j o i n i n g lands not 
subject t o t h i s Agreement w i t h respect t o op e r a t i o n 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 o f 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. LOSS OF TITLE. I n the event t i t l e t o any Tract o f u n i t i z e d 
land s h a l l f a i l and the t r u e owner cannot be induced t o j o i n i n t h i s 
Agreement, 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, 
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 
re q u i r e d on account of the loss of such t i t l e . I n the event of a dis p u t e as 
t o t i t l e t o any Royalty, Working I n t e r e s t , or other i n t e r e s t s s u b j e c t t h e r e t o , 
payment or d e l i v e r y on account t h e r e o f may be w i t h h e l d w i t h o u t l i a b i l i t y f o r 
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 t o State or 
Federal lands or leases, no payments o f funds due the United States or the 
State o f New Mexico 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 A.O. or Land Commissioner (as the case may be) t o be held as 
unearned money pending f i n a l settlement o f the t i t l e d i s p u t e , and then a p p l i e d 
as earned or returned i n accordance w i t h such f i n a l s e t t lement. 

I f the t i t l e or r i g h t of any p a r t y c l a i m i n g the r i g h t t o receive i n k i n d 
a l l or any p o r t i o n of the U n i t i z e d Substances a l l o c a t e d t o a Tract i s i n 
disp u t e , U n i t Operator a t the d i r e c t i o n o f Working I n t e r e s t Owners s h a l l 
e i t h e r : 

(a) r e q u i r e t h a t the p a r t y t o whom such U n i t i z e d Substances are 
d e l i v e r e d t o or whom the proceeds there o f are p a i d f u r n i s h s e c u r i t y f o r the 
proper accounting t h e r e f o r t o the r i g h t f u l owner i f the t i t l e or r i g h t o f such 
p a r t y f a i l s i n whole or i n p a r t , or 

(b) w i t h h o l d and market the p o r t i o n o f U n i t i z e d Substances w i t h respect 
to which t i t l e or r i g h t i s i n di s p u t e , and impound the proceeds t h e r e o f u n t i l 
such time as the t i t l e or r i g h t t h e r e t o i s e s t a b l i s h e d by a f i n a l judgment o f 
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 o f Working 
I n t e r e s t Owners, whereupon the proceeds as impounded s h a l l be p a i d t o the 
p a r t y r i g h t f u l l y e n t i t l e d t h e r e t o . 

Each Working I n t e r e s t Owner s h a l l indemnify, hold harmless, and defend 
a l l other Working I n t e r e s t Owners against any and a l l claims by any p a r t y 
against the i n t e r e s t a t t r i b u t e d t o such Working I n t e r e s t Owner on E x h i b i t "B". 

Un i t 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 defe c t 
or f a i l u r e of any t i t l e hereunder. 
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SECTION 22: 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 t o e x p l o r a t i o n , d r i l l i n g , development or opera t i o n f o r o i l or gas on 
lands committed t o t h i s Agreement are hereby expressly modified and amended t o 
the e x t e n t necessary t o 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 f o r c e and e f f e c t , and the p a r t i e s h e r e t 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 t o 
conform said requirements t o the p r o v i s i o n s o f 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 for e g o i n g , a l l leases, subleases 
and c o n t r a c t s are p a r t i c u l a r l y m o d i fied i n accordance w i t h the f o l l o w i n g : 

(a) The development and o p e r a t i o n o f lands subject t o 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 op e r a t i o n w i t h respect t o each Tract s u b j e c t t o t h i s 
Agreement, regardless o f whether there i s any development o f any Tract of the 
Un i t Area, n o t w i t h s t a n d i n g anything t o the c o n t r a r y i n any lease, o p e r a t i n g 
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 
r e s p e c t i v e 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 performed 
hereunder s h a l l be deemed t o be performed upon and f o r the b e n e f i t o f each 
Trac t , and no lease s h a l l be deemed t o 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 w i t h i n the Un i t Area 
pursuant t o d i r e c t i o n or consent of the Land Commissioner and the A.O., 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 t o c o n s t i t u t e such 
suspension pursuant t o such d i r e c t i o n or consent as t o each Tract w i t h i n the 
U n i t i z e d Area. 

(d) Each lease, sublease, or c o n t r a c t r e l a t i n g t o the e x p l o r a t i o n , 
d r i l l i n g , development, or opera t i o n f o r o i l and gas which by i t s terms might 
expire p r i o r t o 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 f o r c e 
and e f f e c t f o r and dur i n g the term of t h i s Agreement. 

(e) Any lease embracing lands o f the State o f New Mexico which i s made 
subject t o 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 t o 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 o f New Mexico having only a 
p o r t i o n o f i t s land committed hereto s h a l l be segregated as t o t h a t p o r t i o n 
committed and t h a t not committed, and the terms o f such lease s h a l l apply 
separately t o 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 n o t w i t h s t a n d i n g any o f the p r o v i s i o n s o f t h i s 
Agreement t o the c o n t r a r y , such lease ( i n c l u d i n g both segregated p o r t i o n s ) 
s h a l l continue i n f u l l f o r c e and e f f e c t beyond the term provided t h e r e i n as t o 
a l l lands embraced i n such lease i f o i l or gas i s , or has h e r e t o f o r e been 
discovered i n paying q u a n t i t i e s on some p a r t o f the lands embraced i n such 
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lease committed t o t h i s Agreement o r , so long as a p o r t i o n o f the U n i t i z e d 
Substances produced from the Unit Area i s , under the terms o f t h i s Agreement, 
a l l o c a t e d t o the p o r t i o n o f the lands covered by such lease committed t o t h i s 
Agreement, o r , a t any time d u r i n g the term hereof, as t o 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 leases or the U n i t 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 o f the lands embraced i n such lease, then the same as t o a l l lands 
embraced t h e r e i n s h a l l remain i n f u l l f o r c e 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 produc t i o n o f 
o i l or gas, said lease s h a l l continue i n f u l l f o r c e and e f f e c t as t o 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 o f any Federal lease committed t o 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 o f Section 17 ( j ) 
of the Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 
St a t . 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 t o any 
such ( u n i t ) p lan embracing lands t h a t are i n p a r t w i t h i n and i n p a 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 t o the lands committed and the lands not committed as o f 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 t o the n o n - u n i t i z e d 
p o r t i o n s h a l l continue i n f o r c e and e f f e c t f o r the term t h e r e o f 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 23. COVENANTS RUN WITH LAND. The covenants h e r e i n s h a l l be 
construed t o be covenants running w i t h the land w i t h respect t o 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 gr a n t , t r a n s f e r or conveyance o f i n t e r e s t i n land or 
leases s u b j e c t 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 o f any Working 
I n t e r e s t s u b j e c t hereto s h a l l be b i n d i n g upon U n i t Operator u n t i l the f i r s t 
day o f the calendar month a f t e r U n i t Operator i s f u r n i s h e d 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, o f the recorded instrument or 
t r a n s f e r ; and no assignment or t r a n s f e r o f any Royalty I n t e r e s t s u b j e c t hereto 
s h a l l be b i n d i n g 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 of the calendar month a f t e r s a i d Working I n t e r e s t Owner i s 
fu r n i s h e d 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, o f 
the recorded instrument or t r a n s f e r . 

SECTION 24. EFFECTIVE DATE AND TERM. This Agreement s h a l l become 
b i n d i n g upon each p a r t y who executes or r a t i f i e s i t as o f the date o f 
execution or r a t i f i c a t i o n by such p a 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 o f the calendar month next f o l l o w i n g the approval o f t h i s Agreement 
by the A.O., the Land Commissioner and the Commission. 

I f t h i s Agreement does not become e f f e c t i v e on or before January 1, 1989 
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 f o r c e 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 
combined P a r t i c i p a t i o n o f a t l e a s t s e v e n t y - f i v e percent (75%); and a t l e a s t 
s e v e n t y - f i v e percent (75%) of such Working I n t e r e s t Owners committed t o t h i s 
Agreement have decided t o extend E x p i r a t i o n Date f o r a p e r i o d not t o exceed 
one(l ) year ( 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 Date"). I f E x p i r a t i o n 
Date i s so extended and t h i s Agreement does not become e f f e c t i v e on or before 
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 e x pire on 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 f o r c e and e f f e c t . 

-16-



U n i t 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 o f t h i s Agreement, i n the o f f i c e o f the County Clerk of Chaves 
County, New Mexico, where a counterpart o f t h i s Agreement has become e f f e c t i v e 
according t o 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 terms of t h i s Agreement s h a l l be f o r and du r i n g 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 w i t h o u t cessation of more than n i n e t y (90) 
consecutive days unless sooner terminated as he r e i n provided. 

This Agreement may be terminated w i t h the approval o f the Land Commission 
and the A.O. by Working I n t e r e s t Owners owning e i g h t y percent (80%) o f the 
Unit P a r t i c i p a t i o n then i n e f f e c t whenever such Working I n t e r e s t Owners 
determine t h a t U n i t 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 o f 
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 o f the month a f t e r said Working I n t e r e s t Owners' determination. 
Notice o f 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 U n i t Operator i n the o f f i c e 
of the County Clerk o f Chaves 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 o f t e r m i n a t i o n . 

Upon t e r m i n a t i o n o f 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 p r o v i s i o n s of the leases and c o n t r a c t s 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 . 

Notwithstanding any other p r o v i s i o n i n 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 p e r i o d of s i x 
months a f t e r t e r m i n a t i o n o f t h i s Agreement i n which t o salvage, s e l l , 
d i s t r i b u t e or otherwise dispose of the personal p r o p e r t y and f a c i l i t i e s used 
i n connection w i t h U n i t Operations. 

SECTION 25. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. A l l 
pro d u c t i o n and the d i s p o s a l t h e r e o f 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 s . The A.O. 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 t o time, i n h i s 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 the l i m i t s made or f i x e d by the 
D i v i s i o n t o a l t e r or modify the q u a n t i t y and r a t e o f pro d u c t i o n under t h i s 
Agreement, such a u t h o r i t y being hereby l i m i t e d t o 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 there o f and the p u b l i c i n t e r e s t t o be 
served thereby t o be s t a t e d 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 t o any lands o f the State of New Mexico as t o the r a t e o f pro s p e c t i n g and 
development i n absence o f the s p e c i f i c w r i t t e n approval t h e r e o f by the Land 
Commissioner as t o any lands of the State o f New Mexico or privately-owned 
Lands subject t o t h i s Agreement as t o the q u a n t i t y and r a t e of produc t i o n i n 
the absence o f s p e c i f i c w r i t t e n approval t h e r e o f by the D i v i s i o n . 

Powers i n t h i s Section vested i n the A.O. s h a l l only be exercised a f t e r 
n o t i c e t o U n i t Operator and o p p o r t u n i t y f o r hearing t o be held not less than 
f i f t e e n (15) days from n o t i c e , and t h e r e a f t e r s u b j e c t t o a d m i n i s t r a t i v e appeal 
before becoming f i n a l . 
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SECTION 26. NONDISCRIMINATION. Un i t Operator i n connection w i t h the 
performance of work under t h i s Agreement r e l a t i n g t o leases of the United 
States, agrees t o comply w i t h a l l o f the p r o v i s i o n s of Section 202(1) t o (7) 
i n c l u s i v e o f Executive Order 11246, (30 F.R. 12319), which are hereby 
incorporated by reference i n t h i s Agreement. 

SECTION 27. APPEARANCES. Unit Operator s h a l l have the r i g h t t o appear 
f o r or on behal f o f 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 t o appeal from any order 
issued under the r u l e s and r e g u l a t i o n s o f the Land Commissioner, the 
Department or the D i v i s i o n , or t o apply f o r r e l i e f from any of s a i d 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 t o 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 ; p r ovided, however, t h a t any other i n t e r e s t e d paerty s h a l l a l so have 
the r i g h t a t h i s or i t s own expense t o be heard i n any such proceeding. 

SECTION 28. NOTICES. A l l n o t i c e s , demands, o b j e c t i o n s or statements 
r e q u i r e d hereunder t o be given or rendered t o 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 p e r s o n a l l y d e l i v e r e d t o the p a 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 t o such 
p a r t y or p a r t i e s a t t h e i r l a s t known address set f o r t h i n connection w i t h the 
signatures hereto or t o the r a t i f i c a t i o n or consent hereof or t o such other 
address as any such p a r t y or p a r t i e s may have f u r n i s h e d i n w r i t i n g t o the 
p a r t y sending the n o t i c e , demand or statement. 

SECTION 29. 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 p a r t y hereto of the r i g h t t o 
asser t 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 t o the v a l i d i t y or 
i n v a l i d i t y o f any law o f the State wherein s a i d 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 thereunder 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 p a r t y o f any r i g h t beyond h i s or i t s a u t h o r i t y t o waive; provided, 
however, each p a r t y hereto covenants t h a t i t w i l l not r e s o r t t o any a c t i o n t o 
p a r t i t i o n the u n i t i z e d land or the U n i t Equipment. 

SECTION 30. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO REALTY. 
Each Working I n t e r e s t Owner has he r e t o f o r e placed and used on i t s T r a c t or 
Tracts committed t o 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 h e 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 h e r e a f t e r c o n s t i t u t e d . Therefore, f o r a l l purposes t o t h i s 
Agreement, any such equipment s h a l l be considered t o be personal p r o p e r t y and 
not f i x t u r e s attached t o r e a l t y . Accordingly, s a i d w e l l and lease equipment 
and personal p r o p e r t y i s hereby severed from the mi n e r a l 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 equipment and personal p r o p e r t y 
s h a l l be and remain personal p r o p e r t y o f the Working I n t e r e s t Owners f o r a l l 
purposes. 

SECTION 31. 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 U n i t Operator t o commence or continue improved recovery 
operations or t o operate on or produce U n i t i z e d Substances from any o f 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 U n i t Operator, despite the exercise o f 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, Federal, State or municipal law or agency, unavoidable 
accident, u n c o n 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 t o o b t a i n 
necessary m a t e r i a l s or equipment i n open market, or other matters beyond the 
reasonable c o n t r o l of the U n i t Operator whether s i m i l a r t o matters h e r e i n 
enumerated or not. 
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SECTION 32. NONJOINDER AND SUBSEQUENT JOINDER. Joinder by any Royalty 
Owner, a t any time, must be accompanied by appropriate j o i n d e r o f 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 o f such Royalty 
Owner t o be regarded as e f f e c t i v e l y committed. Joinder t o t h i s Agreement by a 
Working I n t e r e s t Owner, a t any time, must be accompanied by appropriate 
j o i n d e r t o the Uni t Operating Agreement i n order f o r such i n t e r e s t t o be 
regarded as e f f e c t i v e l y committed t o t h i s Agreement. 

Any o i l or gas i n t e r e s t i n the U n i t i z e d Formations not committed hereto 
p r i o r t o submission of t h i s Agreement t o the Land Commissioner and the A.O. 
f o r f i n a l approval may t h e e a f t e r be committed hereto upon compliance w i t h the 
ap 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 ) hereo, a t any time up t o the E f f e c t i v e Date hereof on the same 
basis o f Tr a c t P a r t i c i p a t i o n as provided i n Section 13, by the owner or owners 
th e r e o f 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 t o 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 
s u b s c r i b i n g also t o the U n i t 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 o f subsequent j o i n d e r as provided i n t h i s Section s h a l l 
be subject t o 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 Uni t 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 A.O. 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 h i s execution or r a t i f i c a t i o n o f t h i s Agreement and 
the Unit Operating Agreement and, where State or Federal land i s i n v o l v e d , 
such j o i n d e r must be approved by the Land Commissioner or A.O. Such j o i n d e r 
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 o f t h i s Agreement and must be consented t o i n w r i t i n g by the 
Working I n t e r e s t Owner responsbile f o 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 h e r e i n provided, subsequent j o i n d e r t o t h i s Agreement s h a l l be 
e f f e c t i v e as o f 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 A.O. of duly executed counterparts of any and a l l documents 
necessary t o e s t a b l i s h e f f e c t i v e commitment o f any Trac t 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 t o such j o i n d e r by the Land Commissioner or the 
A.O., 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 c o u n t e r p a r t s , no one o f which needs t o 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 t o 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 b i n d i n g upon a l l those p a r t i e s who have 
executed such a co u n t e r p a r t , 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 
cla i m i n g an i n t e r e s t i n the land w i t h i n the described Unit Area. Furthermore, 
t h i s Agreement s h a l l extend t o and be b i n d i n g on the p a r t i e s hereto, t h e i r 
successors, h e i r s and assigns. 

SECTION 34. JOINDER IN DUAL CAPACITY. Execution as her e i n provided by 
any p a 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 p a r t y 
i s the owner of a Working I n t e r e s t , he must also execute the U n i t Operating 
Agreement. 
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SECTION 35. TAXES. Each p a r t y 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 o f the U n 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 r e q u i r e d or i f i t be determined t h a t the U n i t Operator 
or the several Working I n t e r e s t Owners must pay or advance s a i d 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 s a i d 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 r e s p e c t i v e a l l o c a t e d share of s a i d U n i t i z e d Substances. No taxes s h a l l 
be charged t o the United States or t o the State of New Mexico, nor t o any 
lessor who has a c o n t r a c t w i t h a lessee which r e q u i r e s h i s lessee t o 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 p a r t i e s hereto are intended t o 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 t o c r e a t e , and s h a l l not be construed t o 
create, an a s s o c i a t i o n or t r u s t , or t o 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 t o any one or more of the p a r t i e s hereto. Each p a r t y 
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 as h e r e i n 
provided. 

SECTION 37 . PRODUCTION AS OF THE EFFECTIVE DATE. U n i t O p e r a t o r s h a l l 
make a proper and t i m e l y gauge o f a l l leases and other tanks w i t h i n the U n i t 
Area i n order t o a s c e r t a i n the amount of merchantable o i l above the p i p e l i n e 
connection, i n such tanks as of 7.00 a.m. on 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 p r o p e r t y of the Working 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 s a i d 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 s o l d by U n i t 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 t o Royalty Owners under the terms hereof. The o i l t h a t i s i n excess 
of the p r i o r allowable of the w e l l s from which i t was produced s h a l l be 
regarded as U n i t i z e d Substances produced a f t e r E f f e c t i v e Date hereof. 

I f , as of the E f f e c t i v e Date hereof, any T r a c t i s over-produced w i t h 
respect t o the allowable o f the w e l l s on t h a t Tract and the amount of 
over-production has been so l d or otherwise disposed o f , such over-production 
s h a l l be regarded as a p a r t of the U n i t i z e d Substances produced a f t e r the 
E f f e c t i v e Date hereof and s h a l l be charged t o such Tract 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 d t o such 
Tract. 

SECTION 38. NO SHARING OF MARKET. This Agreement i s not intended t o 
provide and s h a l l not be construed t o p r o v i d e , 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 o f U n i t i z e d Substances. 

SECTION 39. STATUTORY UNITIZATION. I f and when Working I n t e r e s t Owners 
owning a t l e a s t s e v e n t y - f i v e percent (75%) U n i t P a r t i c i p a t i o n and Royalty 
Owners owning a t l e a s t s e v e n t y - f i v e percent (75%) Royalty I n t e r e s t have become 
p a r t i e s t o t h i s Agreement or have approved t h i s Agreement i n w r i t i n g and such 
Working I n t e r e s t Owners have also become p a r t i e s t o the U n i t Operating 
Agreement, U n i t Operator may make a p p l i c a t i o n t o the D i v i s i o n f o r s t a t u t o r y 
u n i t i z a t i o n o f the uncommitted i n t e r e s t s pursuant t o the S t a t u t o r y U n i t i z a t i o n 
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Act (Chapter 65, A r t i c l e 14, N.M.S. 1953 Annotated) . I f such a p p l i c a t i o n i s 
made and s t a t u t o r y u n i t i z a t i o n i s approved by the D i v i s i o n , then e f f e c t i v e as 
of the date of the D i v i s i o n ' s order approving s t a t u t o r y u n i t i z a t i o n , t h i s 
Agreement and/or the U n i t Operating Agreement s h a l l a u t o m a t i c a l l y be r e v i s e d 
and/or amended i n accordance w i t h the f o l l o w i n g : 

(1) Section 14 of t h i s Agreement s h a l l be re v i s e d by s u b s t i t u t i n g f o r 
the e n t i r e s a i d s e c t i o n the f o l l o w i n g : 

"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, a l l Tracts w i t h i n the U n i t Area s h a l l be 
e n t i t l e d t o p a r t i c i p a t i o n i n the produc t i o n o f U n i t i z e d Substances." 

(2) Section 24 o f t h i s Agreement s h a l l be r e v i s e d by s u b s t i t u t i n g f o r 
the f i r s t three paragraphs of said s e c t i o n the f o l l o w i n g : 

"SECTION 24. EFFECTIVE DATE AND TERM. This Agreement 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 
e f f e c t i v e date of the D i v i s i o n ' s order approving s t a t u t o r y u n i t i z a t i o n upon 
the terms and c o n d i t i o n s o f t h i s Agreement, as amended ( i f any amendment i s 
necessary) t o conform t o the D i v i s i o n ' s order; approval of t h i s Agreement, as 
so amended, by the Land Commissioner; and the A.O. and the f i l i n g by U n i t 
Operator of t h i s Agreement or n o t i c e t h e r e o f f o r record i n the o f f i c e o f the 
County Clerk o f Chaves County, New Mexico. U n i t Operator s h a l l not f i l e t h i s 
Agreement or i.otice t h e r e o f f o r record, and hence t h i s Agreement s h a l l not 
become e f f e c t i v e , unless w i t h i n n i n e t y (90) days a f t e r the date a l l other 
p r e r e q u i s i t e s f o r e f f e c t i v e n e s s of t h i s Agreement have been s a t i s f i e d , such 
f i l i n g i s approved by Working I n t e r e s t Owners owning a combined U n i t 
P a r t i c i p a t i o n o f a t l e a s t s e v e n t y - f i v e (75%) as t o a l l Tracts w i t h i n the Un i t 
Area. 

"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 o f the County Clerk of Chaves 
County, New Mexico, a c e r t i f i c a t e t o 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 i n accordance w i t h i t s terms, t h e r e i n i d e n t i f y i n g the D i v i s i o n ' s 
order approving s t a t u t o r y u n i t i z a t i o n and s t a t i n g the E f f e c t i v e Date." 

3. This Agreement and/or the Uni t Operating Agreement s h a l l be amended 
i n any and a l l respects necessary t o conform t o the D i v i s i o n ' s order approving 
s t a t u t o r y u n i t i z a t i o n . 

Any and a l l amendments o f t h i s Agreement an/or the U n i t Operating 
Agreement t h a t are necessary t o conform sa i d agreements t o the D i v i s i o n ' s 
order approving s t a t u t o r y u n i t i a t i o n s h a l l be deemed t o be hereby approved i n 
w r i t i n g by the p a r t i e s hereto w i t h o u t any necessity f o r f u r t h e r approval by 
sai d p a r t i e s , except as f o l l o w s : 

(a) I f any amendment o f t h i s Agreement has the e f f e c t of 
reducing any Royalty Owner's p a r t i c i p a t i o n i n the pro d u c t i o n o f U n i t i z e d 
Substances, such Royalty Owner s h a l l not be deemed t o have hereby approved the 
amended agreement w i t h o u t the necessity o f f u r t h e r approval i n w r i t i n g by s a i d 
Royalty Owner; and 
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(b) I f any amendment of t h i s Agreement and/or the Un i t 
Operating Agreement has the e f f e c t o f reducing any Working I n t e r e s t Owner's 
p a r t i c i p a t i o n i n the product i o n o f U n i t i z e d Substances or i n c r e a s i n g such 
Working I n t e r e s t Owners share of Uni t Expense, such Working I n t e r e s t Owner 
s h a l l not be deemed t o have hereby approved the amended agreements w i t h o u t the 
necessity of f u r t h e r approval i n w r i t i n g by said Working I n t e r e s t Owner. 

Executed as o f the day and year f i r s t above w r i t t e n . 

YATES DRILLING COMPANY 

Date of Execution: 

November 6, 1989 

STATE OF NEW MEXICO) 
: SS 

COUNTY OF EDDY) 

The foregoing instrument was acknowledged before me t h i s 6th day o f 
November 1989, by Peyton Yates, At t o r n e y - i n - F a c t f o r YATES DRILLING COMPANY, 

a New Mexico c o r p o r a t i o n , on behalf o f sai d c o r p o r a t i o n . 

My commission e x p i r e s : ^ ^ L t . ^ , 
August 28, 1991 Notary Public 
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27 
UNIT OUTLINE 

G a r n e r F e d 1 
TUS QUEEN 

PHILLIPS OIL y-

NM-015807 

_ * 7 

{ J j HBP 

G a r n e r F e d . 

YATES DRLG 

EST. # 3 

MARTIN YATES III 

NM-025S521 

HBP ( g ) 

B u r k i t t F e d . 

HBP 

YATES DRLG 
' EST. MARTM YATES IU 

NM-1582S 

D e L u n a F e d . 

f NflON oa. A GAS 

® 

D o * * ! 

UNIT 
• ENRON Oft, & GAS 

D o y a l 

ENRON Oft. & GAS 

D o y a l 

PHILLIPS on. 

NM-015807 

3 4 

HBP 

G a r n e r F a d . 

ENRON OR. & GAS J 

© J 
D o y a l 

YATES DRILLING CO. 

• 

m 
© 

CACTUS QUEEN UNIT 

T 12S - R 31E 

CHAVES COUNTY, NM 
EXHIBIT "A" 

ACREAGE PERCENTAGE 

FEDERAL LAND 240 ACRES 42.86% 

STATE LAND 

FEE LAND 

TRACT NUMBER 

160 ACRES 28.57% 

160 ACRES 28.57% 

SCALE: 1"=1000' 
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EXHIBIT "C" 

TO UNIT AGREEMENT 

PROPOSED CACTUS QUEEN 
STATUTORY UNIT 
CHAVES CO.. m 

PARTICIPATION FRACTION .'PARTICIPATION FRACTION PARTICIPATION FRACTION {PARTICIPATION FRACTION 

l l l i i i t ! , , ! ! ! 0.700000 i i i i ! ! ! ! ! ! ! ! ! , 0.050000 !! I ! ! ! ! ! ! ! ! ! ! 0.250000 ! 1.000000 

i 

i 

CUMULATIVE OIL PROD, ! HAY. JUNE k. JULY 1989 ! ORIGINAL OIL IN PLACE 1 
-----------------------

i THRU JULY 1989 (BBLS) ! PRODUCTION (BBLS* i(BBLS) 
UP! 1 C MUTT DAOTTPTC'f^TTrHI 

i WtLLb UNI 1 rftnlILlrHl1 UN 
) AtlOUUT ! FRACTION I AMOUNT ! FRACTION 1 AMOUNT FRACTION ' 

i iaimer Fed, *7 23,329 0.122941 198 0.109791 1 333,180 0.218569 0.146141 
1 aiGarner fed. »9 21.039 0.108547 116 0,063736 I 27,416 0.017985 0.083666 
1 USE/HE 34-12S -3 IE 0 0.000000 0 0.000000 20.483 0.013437 0.003359 
? iBurkitt Fed. 13 6,105 0.031499 75 0.041209 158,740 0.104135 0.050142 
2 i\mim 34-12S -31E 0 0.OOOOOO 0 0,000000 39.371 0.025828 0.006457 
3 IDeLuna Fed. 13 12,805 0.066065 102 0.056044 156,188 0.102461 0.074663 
4 SSaSlagher St « 51 i 19,546 0.100344 ; 194 0.106593 63,013 0.041340 0.036256 
5 ! Apache "27" St. i l i 19,618 0.101216 ! 94 0.051648 120,037 0.078745 ! 0.093120 
K •J alApache "27° 3t, #2 ! 6.755 0.034851 56 0.030769 24,152 0.015844 1 0.029895 
b!SW/SW 27-125 -31E ! 0 0.000000 ! 0 0,oooooo 24,547 0.016103 1 0.004026 

fc iDoyal i l 45,211 0.233258 533 0.295604 302,899 0.193704 ! 0.227737 
7 !Doyal 42 1 33,613 0,173420 ! 407 0.223626 204,277 0.134007 ! 0.166077 
8 !Doyal *3 1 0 0.000000 I 0 0.oooooo 8,844 0.005302 ! 0.001450 
9 iDoyal 14 ! 5,303 0.027360 ! 40 0,021978 41,219 0.027040 i 0.027011 

! 193.824 l.UUUOOO 1 1,620 1.000000 1,524,371 1.000000 ! 1.000000 


