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UNIT AGREEMENT 
SOUTH CARTER (SAN ANDRES) UNIT 

LEA COUNTY, NEW MEXICO 

THIS AGREEMENT, entered i n t o as of the day of 

, 1994. 

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 s u b j e c t t o 

t h i s Agreement; and 

WHEREAS, the Min e r a l Leasing Act of February 25, 1920, 41 

S t a t . 437, as amended, 30 U.S.C. Sees. 181 et seq., a u t h o r i z e s 

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 o t h e r , 

or j o i n t l y or se p a r a t e l y 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 

o p e r a t i n g a cooperative or u n i t p l a n of development or o p e 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 of more p r o p e r l y conserving the n a t u r a l resources 

t h e r 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 a u t h o r i z e d 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 S t a t u t e s 

197 8 Annotated) , t o consent t o and approve the development or 

op e r a t i o n of State lands under agreements made by lessees of State 

l a n d 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 

pr o v i d e f o r the u n i t o p e r a t i o n or development of p a r t of or a l l of 

any o i l or gas po o l , f i e l d or area; and 

WHEREAS, the O i l Conservation D i v i s i o n of the State of New 

Mexico ( h e r e i n a f t e r r e f e r r e d to as the " D i v i s i o n " ) i s a u t h o r i z e d 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 S t a t u t e s 1978 

Annotated) t o approve t h i s Agreement and the co n s e r v a t i o n 

p r o v i s i o n s hereof; and 
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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 giv e 

reasonably e f f e c t i v e c o n t r o l of 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 ot h e r b e n e f i t s 

o b t a i n a b l e through development and o p e r a t i o n of the area s u b j e c t 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 h e r e i n 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 : 

ARTICLE I 

DEFINITIONS 

As used i n t h i s Agreement: 

1.1 U n i t Area i s the land i d e n t i f i e d by Tracts i n E x h i b i t A 

and shown on E x h i b i t B as t o which t h i s Agreement a p p l i e s . 

1.2 U n i t i z e d Formation i s the subsurface p o r t i o n of the U n i t 

Area commonly known as the San Andres f o r m a t i o n and t h a t i s 

s t r a t i g r a p h i c a l l y e q u i v a l e n t to the i n t e r v a l between the logged 

depths of 4820' f e e t t o 5590' as d e f i n e d by the H a l l i b u r t o n 

R a d i o a c t i v i t y Log on the Moore & Turner McQuien #1 dated January 5, 

1955 l o c a t e d 1980' FNL and 435' FEL, Section 8, Township 18 South, 

Range 3 9 East, Lea County, New Mexico. 

1.3 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 substances ot h e r than Outside Substances 

w i t h i n or produced from the U n i t i z e d Formation. 

1.4 Working; I n t e r e s t i s 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, 

i n c l u d i n g a c a r r i e d i n t e r e s t , the owner of which i n t e r e s t i s 

o b l i g a t e d t o pay, 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 p o r t i o n of the U n i t Expense; however, O i l and Gas Rights 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 s h a l l 

be regarded as a Working I n t e r e s t t o the ext e n t of Seven-Eights 
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(7/8) t h e r e o f and a Royalty I n t e r e s t to the extent of the remaining 

One-Eight (1/8) t h e r e o f . A Royalty I n t e r e s t c reated out of a 

Working I n t e r e s t subsequent t o the execution of t h i s agreement by 

the owner of such Working I n t e r e s t s h a l l continue t o be s u b j e c t 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 t h a t are s t a t e d i n 

t h i s agreement and the U n i t Operating Agreement. 

1.5 Royalty I n t e r e s t i s a r i g h t t o or i n t e r e s t i n any p o r t i o n 

of the U n i t i z e d Substances or proceeds thereof other than a Working 

I n t e r e s t . 

1.6 Royalty Owner i s a p a r t y hereto who owns a Royalty 

I n t e r e s t . 

1.7 Working- I n t e r e s t Owner i s a p a r t y hereto who owns a 

Working I n t e r e s t . 

1.8 Tr a c t i s each p a r c e l of land described as such and given 

a T r a c t number i n E x h i b i t A. 

1.9 U n i t Operating Agreement i s the agreement entered i n t o by 

Working I n t e r e s t Owners, having the same E f f e c t i v e date as t h i s 

agreement, e n t i t l e d "Unit Operating Agreement, South Carter (San 

Andres) U n i t " , Lea County, New Mexico. 

1.10 U n i t Operator i s the Working I n t e r e s t Owner 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, a c t i n g as operator and not as a Working 

I n t e r e s t Owner. 

1.11 T r a c t P a r t i c i p a t i o n i s the percentage shown on E x h i b i t 

A f o r a l l o c a t i n g U n i t i z e d Substances to a Tract i n accordance w i t h 

the p r o v i s i o n s of A r t i c l e 5 hereof. 

1.12 U n i t P a r t i c i p a t i o n of a Working I n t e r e s t Owner 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 such Working I n t e r e s t Owner i n each Tract t h a t q u a l i f i e s f o r 

i n c l u s i o n w i t h i n the U n i t Area by the Tract P a r t i c i p a t i o n of such 

T r a c t . 

1.13 Outside Substances are a l l substances obtained from any 

source o t h e r than the U n i t i z e d Formation f o r a c o n s i d e r a t i o n by the 

Working I n t e r e s t Owners and which are i n j e c t e d i n t o the U n i t i z e d 

Formation. 
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1.14 O i l and Gas Rights are the r i g h t s to explore, develop, 

and operate lands w i t h i n the Un i t Area f o r the p r o d u c t i o n of 

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 . 

1.15 U n i t Operations are a l l operations conducted pursuant t o 

t h i s agreement and the U n i t Operating Agreement. 

1.16 U n i t 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. 

1.17 U n i t 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 

of U n i t Operations. 

1.18 E f f e c t i v e Date i s the time and date t h i s agreement 

becomes e f f e c t i v e as provided i n Section 17.1. 

1.19 Party i s a s i g n a t o r y Party hereto. 

ARTICLE 2 

EXHIBITS 

2.1 E x h i b i t s . The f o l l o w i n g e x h i b i t s , which are attached 

hereto, are i n c o r p o r a t e d h e r e i n by reference: 

2.1.1 E x h i b i t A i s a schedule t h a t describes each T r a c t 

i n the U n i t Area and shows i t s T r a c t P a r t i c i p a t i o n . 

2.1.2 E x h i b i t B i s a map t h a t shows the boundary l i n e s 

of the U n i t Area and the Tracts t h e r e i n . 

2.2 Reference to E x h i b i t s . When reference i s made t o an 

e x h i b i t , i t i s t o the e x h i b i t as o r i g i n a l l y attached o r, i f 

r e v i s e d , t o the l a s t r e v i s i o n . 

2.3 E x h i b i t s Considered Correct:. E x h i b i t s A and B s h a l l be 

considered t o be c o r r e c t u n t i l r e v i s e d as h e r e i n p r o v i d e d . 

2.4 Correcting; E r r o r s . The shapes and d e s c r i p t i o n s of the 

r e s p e c t i v e Tracts have been e s t a b l i s h e d by usi n g the best i n f o r ­

mation a v a i l a b l e . I f i t subsequently appears t h a t any T r a c t , 

because of d i v e r s e r o y a l t y or working i n t e r e s t ownership on the 

E f f e c t i v e Date, should have been d i v i d e d i n t o more than one T r a c t , 
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or t h a t any mechanical m i s c a l c u l a t i o n or c l e r i c a l e r r o r has been 

made, U n i t Operator, w i t h the approval of Working I n t e r e s t Owners, 

s h a l l c o r r e c t the mistake by r e v i s i n g the e x h i b i t s t o conform t o 

the f a c t s . The r e v i s i o n s h a l l not i n c l u d e any r e - e v a l u a t i o n of 

e n g i n e e r i n g or g e o l o g i c a l i n t e r p r e t a t i o n s used i n d e t e r m i n i n g T r a c t 

P a r t i c i p a t i o n . Each such r e v i s i o n of an e x h i b i t made p r i o r t o 

t h i r t y (30) days a f t e r the E f f e c t i v e Date s h a l l be e f f e c t i v e as of 

the E f f e c t i v e Date. Each such r e v i s i o n t h e r e a f t e r made s h a l l be 

e f f e c t i v e a t 7:00 a.m. on the f i r s t day of the calendar month next 

f o l l o w i n g the f i l i n g f o r record of the r e v i s e d e x h i b i t or on such 

oth e r date as may be determined by Working I n t e r e s t Owners and set 

f o r t h i n the r e v i s e d e x h i b i t . 

2.5 F i l i n g Revised E x h i b i t s . I f an e x h i b i t i s r e v i s e d , U n i t 

Operator s h a l l execute an a p p r o p r i a t e instrument w i t h the r e v i s e d 

e x h i b i t a t t a c h e d and f i l e the same f o r r e c o r d i n the county i n 

which t h i s agreement i s f i l e d . 

ARTICLE 3 

CREATION AND EFFECT OF UNIT 

3.1 O i l and Gas Rights U n i t i z e d . A l l O i l and Gas Rights of 

Royalty Owners i n and t o the lands described i n E x h i b i t A, and a l l 

O i l and Gas Rights of Working I n t e r e s t Owners i n and t o s a i d lands, 

are hereby u n i t i z e d i n s o f a r as t h e i r r e s p e c t i v e O i l and Gas Rights 

p e r t a i n t o the U n i t i z e d Formation, so t h a t U n i t Operations may be 

conducted w i t h respect t o the U n i t i z e d Formation as i f the U n i t 

Area had been i n c l u d e d i n a s i n g l e lease executed by a l l Royalty 

Owners, as l e s s o r s , i n f a v o r of a l l Working I n t e r e s t Owners, as 

lessees, and as i f the lease contained a l l of the p r o v i s i o n s of 

t h i s agreement. 

3.2 Personal Property Excepted. A l l lease and w e l l equip­

ment, m a t e r i a l s , and other f a c i l i t i e s h e r e t o f o r e or h e r e a f t e r 

placed by any of the Working I n t e r e s t Owners on the lands covered 

hereby s h a l l be deemed to be and s h a l l remain personal p r o p e r t y 

belonging t o and may be removed by Working I n t e r e s t Owners. The 

r i g h t s and i n t e r e s t s t h e r e i n as among Working I n t e r e s t Owners are 

set f o r t h i n the U n i t Operating Agreement. 
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3.3 Amendment of Leases and Other Agreements. The p r o v i s i o n s 

of the v a r i o u s leases, agreements, d i v i s i o n and t r a n s f e r orders, or 

o t h e r instruments p e r t a i n i n g t o the r e s p e c t i v e Tracts or the 

p r o d u c t i o n therefrom are amended to the extent necessary t o make 

them conform t o the p r o v i s i o n s of t h i s agreement, but otherwise 

s h a l l remain i n e f f e c t . 

3.4 C o n t i n u a t i o n of Leases and Term I n t e r e s t s . Production 

from any p a r t of the U n i t i z e d Formation, except f o r the purpose of 

d e t e r m i n i n g payments t o Royalty Owners, or o t h e r U n i t Operations 

s h a l l be considered as p r o d u c t i o n from or operations upon each 

T r a c t , and such p r o d u c t i o n or operations s h a l l continue i n e f f e c t 

each lease or term m i n e r a l or r o y a l t y i n t e r e s t as t o a l l lands and 

formations covered thereby and i n c l u d e d i n t h i s u n i t j u s t as i f 

such op e r a t i o n s were conducted on and as i f a w e l l were producing 

from each T r a c t . 

3.5 T i t l e s Unaffected by U n i t i z a t i o n . Nothing h e r e i n s h a l l 

be construed t o r e s u l t i n the t r a n s f e r of t i t l e t o O i l and Gas 

Rights by any Party hereto t o any other Party or t o U n i t Operator. 

The purpose of t h i s Agreement i s t o p r o v i d e f o r the c o o p e r a t i v e 

development and o p e r a t i o n of the U n i t Area and f o r the s h a r i n g of 

U n i t i z e d Substances as h e r e i n provided. 

3.6 I n j e c t i o n Rig-hts. Royalty Owners hereby g r a n t Working 

I n t e r e s t Owners 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 i n whatever amounts Working I n t e r e s t Owners deem 

expedient f o r U n i t Operations, together w i t h the r i g h t t o d r i l l , 

use, 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 Area, and t o use f o r 

i n j e c t i o n purposes any non-producing or abandoned w e l l s or dry 

holes and any producing w e l l s completed i n the U n i t i z e d Formation. 

3.7 Development O b l i g a t i o n . Nothing h e r e i n s h a l l r e l i e v e 

Working I n t e r e s t Owners from any o b l i g a t i o n to develop reasonably 

as a whole the lands and leases committed hereto. 

ARTICLE 4 

PLAN OF OPERATIONS 

4.1 U n i t Operator. Working I n t e r e s t Owners are c o n c u r r e n t l y 

h e r e w i t h e n t e r i n g i n t o the U n i t Operating Agreement, d e s i g n a t i n g 
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Great Western D r i l l i n g company as the i n i t i a l U n i t Operator. U n i t 

Operator s h a l l have the e x c l u s i v e r i g h t t o conduct U n i t Operations, 

which s h a l l conform t o the p r o v i s i o n s of t h i s agreement and the 

U n i t Operating Agreement. I f there i s any c o n f l i c t between such 

agreements, t h i s agreement s h a l l govern. 

4.2 Method of Operation. To the end t h a t the q u a n t i t y of 

U n i t i z e d Substances u l t i m a t e l y recoverable may be increased and 

waste prevented, Working I n t e r e s t Owners s h a l l , w i t h d i l i g e n c e and 

i n accordance w i t h good engineering and p r o d u c t i o n p r a c t i c e s , 

engage i n pressure maintenance or secondary recovery o p e r a t i o n s by 

means of i n j e c t i o n of gas, water, a i r , carbon d i o x i d e , s u r f a c a n t s , 

s o l u b l e o i l , or other substances, or any combination t h e r e o f , i n 

the U n i t i z e d Formation. 

4.3 Change of Method of Operation. Nothing h e r e i n s h a l l 

prevent Working I n t e r e s t Owners from d i s c o n t i n u i n g or changing i n 

whole or i n p a r t any method of o p e r a t i o n which, i n t h e i r o p i n i o n , 

i s no longer i n accord w i t h good engineering or p r o d u c t i o n 

p r a c t i c e s . Other methods of o p e r a t i o n may be conducted or changes 

may be made by Working I n t e r e s t Owners from time t o time i f 

determined by them t o be f e a s i b l e , necessary, or d e s i r a b l e t o 

increase the u l t i m a t e recovery of U n i t i z e d Substances. 

ARTICLE 5 

TRACT PARTICIPATIONS 

5.1 T r a c t P a r t i c i p a t i o n . The Tr a c t P a r t i c i p a t i o n of each 

T r a c t i s shown i n E x h i b i t A and s h a l l be the summation of three 

f a c t o r s , described and weighted as f o l l o w s : 

(a) 50% of the r a t i o of a c t u a l cumulative o i l produced from 

such t r a c t as of 1/1/94 to the t o t a l cumulative o i l 

produced by primary recovery operations from the U n i t i z e d 

Formation from a l l q u a l i f i e d T r a c t s : and 

(b) 10% of the r a t i o of the number of surface acres contained 

i n such t r a c t t o the summation of the number of surface 

acres contained i n a l l q u a l i f i e d T r a c t s : and 

(c) 40% of the r a t i o of the remaining recoverable p r i m a r y o i l 

i n each t r a c t as of 1/1/94 t o the t o t a l remaining 
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recoverable primary o i l from the U n i t i z e d Formation from 

a l l q u a l i f i e d T r a c t s . 

5.2 R e l a t i v e T r a c t P a r t i c i p a t i o n s . I f the U n i t Area i s 

enlarged or reduced, the r e v i s e d Tract P a r t i c i p a t i o n s of the Tra c t s 

remaining i n the U n i t Area and which were w i t h i n the U n i t Area 

p r i o r t o the enlargement or r e d u c t i o n s h a l l remain i n the same 

r a t i o one t o another. 

5.3 E f f e c t i v e Dates of Tract P a r t i c i p a t i o n . The p a r t i c i p a t i o n 

of each T r a c t set f o r t h i n A r t i c l e 5.1 s h a l l become e f f e c t i v e as of 

the e f f e c t i v e date of t h i s agreement as determined by A r t i c l e 17 

hereof. 

ARTICLE 6 

ALLOCATION OF UNITIZED SUBSTANCES 

6.1 A l l o c a t i o n t o Tra c t s . A l l U n i t i z e d Substances produced 

and saved s h a l l be a l l o c a t e d t o the several Tracts i n accordance 

w i t h the r e s p e c t i v e T r a c t P a r t i c i p a t i o n s e f f e c t i v e d u r i n g the 

p e r i o d t h a t the U n i t i z e d Substances were produced. The amount of 

U n i t i z e d Substances a l l o c a t e d t o each T r a c t , regardless of whether 

the amount i s more or le s s than 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 T r a c t , s h a l l be 

deemed f o r a l l purposes to have been produced from such T r a c t . 

6.2 D i s t r i b u t i o n W i t h i n T r a c t s . 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 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 to share i n the p r o d u c t i o n from such 

Tra c t 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 

p r o d u c t i o n from such T r a c t , 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 e f f e c t . 

I f any O i l and Gas Rights i n a Tract h e r e a f t e r become d i v i d e d and 

owned i n s e v e r a l t y as t o d i f f e r e n t p a r t s of the T r a c t , the owners 

of the d i v i d e d i n t e r e s t s , i n the absence of an agreement p r o v i d i n g 

f o r a d i f f e r e n t d i v i s i o n , s h a l l share i n the U n i t i z e d Substances 

a l l o c a t e d t o the T r a c t , or i n the proceeds t h e r e o f , i n p r o p o r t i o n 

t o the surface acreage of t h e i r r e s p e c t i v e p a r t s of the T r a c t . Any 

r o y a l t y or oth e r payment which depends upon per w e l l p r o d u c t i o n or 

8 



p i p e l i n e runs from a w e l l or w e l l s on a Tract s h a l l , a f t e r the 

E f f e c t i v e Date, be determined by d i v i d i n g the U n i t i z e d Substance 

a l l o c a t e d t o the T r a c t by the number of w e l l s on the T r a c t capable 

of producing U n i t i z e d Substances on the E f f e c t i v e Date; however, i f 

any T r a c t has no w e l l thereon capable of producing U n i t i z e d 

Substances on the E f f e c t i v e Date/ the Tract s h a l l , f o r the purpose 

of t h i s d e t e r m i n a t i o n , be deemed t o have one such well;, thereon. 
H 

6.3 Taking- U n i t i z e d Substances i n Kind. 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 e l i v e r e d i n k i n d t o 

the r e s p e 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 of the ownership 

of O i l and Gas Rights t h e r e i n or by purchase from such owners. 

Such p a r t i e s s h a l l have the r i g h t , a t t h e i r sole cost and expense, 

to c o n s t r u c t , m a i n t a i n , and operate w i t h i n the U n i t Area a l l 

necessary f a c i l i t i e s f o r t h a t purpose, p r o v i d e d they are so 

c o n s t r u c t e d , 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. Any and a l l e x t r a expenditures 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 of any p o r t i o n of 

U n i t i z e d Substances s h a l l be borne by the owner of such p o r t i o n . 

I f a Royalty Owner has the r i g h t t o take i n k i n d a share of 

U n i t i z e d Substances and f a i l s t o do so, the Working I n t e r e s t Owners 

whose working i n t e r e s t i s s u b j e c t t o such Royalty i n t e r e s t , s h a l l 

be e n t i t l e d t o take i n k i n d such share of U n i t i z e d Substances. 

6.4 F a i l u r e t o Take i n Kind. I f any Party f a i l s t o take i n 

k i n d or s e p a r a t e l y dispose of such Party's share of U n i t i z e d 

Substances, U n i t Operator s h a l l have the r i g h t , but not the 

o b l i g a t i o n , f o r the time being and s u b j e c t to r e v o c a t i o n a t w i l l by 

the P arty owning the share, t o purchase or s e l l t o others such 

share; however, a l l c o n t r a c t s of sale by U n i t Operator of any other 

Party's share of U n i t i z e d Substances s h a l l be o n l y f o r such 

reasonable periods of 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 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. The proceeds 

of the U n i t i z e d Substances so disposed of by U n i t Operator s h a l l be 
i 

p a i d t o the Working I n t e r e s t Owners of each a f f e c t e d T r a c t or a 

p a r t y designated by such Working I n t e r e s t Owners who s h a l l 
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d i s t r i b u t e such, proceeds to the P a r t i e s e n t i t l e d t h e r e t o . 

N o t w i t h s t a n d i n g the fo r e g o i n g , 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 other Party's share of gas 

p r 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 other Party s i x t y (60) days' 

n o t i c e of such intended sale. 

6.5 R e s p o n s i b i l i t y f o r Royalty Settlements. Any Party 

r e c e i v i n g i n k i n d or sepa r a t e l y d i s p o s i n g of a l l or 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 Tr a c t or r e c e i v i n g the 

proceeds t h e r e f r o m s h a l l be resp o n s i b l e f o r the payment of a l l 

r o y a l t i e s , o v e r r i d i n g r o y a l t i e s , p r o d u c t i o n payments, and a l l o t h e r 

payments chargeable against or payable out of such U n i t i z e d 

Substances, and s h a l l indemnify a l l P a r t i e s hereto, i n c l u d i n g U n i t 

Operator, a g a i n s t any l i a b i l i t y f o r such payment. 

6.6 Royalty on Outside Substances. I f any Outside Substances 

c o n s i s t i n g of n a t u r a l gases i s i n j e c t e d i n t o the U n i t i z e d 

Formation, One Hundred percent (100%) of any l i k e substance 

contained i n U n i t i z e d Substances subsequently produced and s o l d , or 

used f o r o t h e r than U n i t Operations, s h a l l be deemed t o be a p a r t 

of the Outside Substance so i n j e c t e d u n t i l the t o t a l volume deemed 

to be such Outside Substances equals the t o t a l volume of such 

Outside Substance so i n j e c t e d . I f any Outside Substance which 

p r i o r t o i n j e c t i o n i s l i q u e f i e d petroleum gas or oth e r l i q u i d 

hydrocarbons i s i n j e c t e d i n t o the U n i t i z e d Formation, ten percent 

(10%) of a l l U n i t i z e d Substances produced and s o l d a f t e r one year 

from the time the i n j e c t i o n of such Outside Substance was commenced 

s h a l l be deemed t o be a p a r t of the Outside Substance so i n j e c t e d 

u n t i l the t o t a l value of the p r o d u c t i o n deemed t o be such Outside 

Substance equals the t o t a l cost of the Outside Substance so 

i n j e c t e d . Such ten percent (10%) of the U n i t i z e d Substances deemed 

to be Outside Substances w i l l be i n a d d i t i o n t o t h a t which i s being 

recovered f o r n a t u r a l gases as hereinabove pr o v i d e d , i f bot h 

l i q u e f i e d petroleum gas or other l i q u i d hydrocarbons and n a t u r a l 

gases are i n j e c t e d . No payments s h a l l be due or payable t o Royalty 

Owners on substances produced from the U n i t i z e d Formation t h a t are 

deemed t o be Outside Substances. 
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ARTICLE 7 

PRODUCTION AS OF THE EFFECTIVE DATE 

7.1 O i l or L i q u i d Hydrocarbons i n Lease Tanks. Unit•Operator 

s h a l l gauge or otherwise determine the amount of merchantable o i l 

or o t h e r l i q u i d hydrocarbons produced from the U n i t i z e d Formation 

t h a t are i n lease and po w e r - o i l tanks as of 7:00 a.m. on the 

E f f e c t i v e Date. O i l or other l i q u i d hydrocarbons i n t r e a t i n g 

v e s s e l s , separator equipment, and tanks below p i p e l i n e connections 

s h a l l be considered t o be merchantable. Any merchantable o i l or 

oth e r l i q u i d hydrocarbons t h a t are a p a r t of or a t t r i b u t a b l e t o the 

p r i o r a l l o w a b l e of the w e l l s from which they were produced s h a l l 

remain the p r o p e r t y of the p a r t i e s e n t i t l e d t h e r e t o as i f t h i s 

agreement had not been entered i n t o . Any such merchantable o i l or 

other l i q u i d hydrocarbons not promptly removed may be s o l d by U n i t 

Operator f o r the account of the Working I n t e r e s t Owners e n t i t l e d 

t h e r e t o who s h a l l pay 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 , p r o d u c t i o n 

and ot h e r payments due thereon under the p r o v i s i o n s of a p p l i c a b l e 

leases or othe r c o n t r a c t s . Any o i l or l i q u i d hydrocarbons i n 

excess of t h a t a t t r i b u t a b l e to the p r i o r a l l o w a b l e of the w e l l s 

from which they were produced s h a l l be regarded as U n i t i z e d 

Substances produced from the E f f e c t i v e Date. 

7.2 Overproduction. I f , as of the E f f e c t i v e Date, any Tr a c t 

i s overproduced w i t h respect t o the a l l o w a b l e of the w e l l s on t h a t 

T r a c t , and i f the amount of overproduction has been s o l d or 

otherwise disposed o f , such overproduction 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 

and s h a l l be charged to 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 T r a c t . 

ARTICLE 8 

USE OR LOSS OF UNITIZED SUBSTANCES 

8.1 Use of U n i t i z e d Substances. 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, i n c l u d i n g 

but not l i m i t e d t o the i n j e c t i o n t h e r e o f i n t o the U n i t i z e d 

Formation. 
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8.2 Royalty Payments. No r o y a l t y , 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 U n i t Operations. 

ARTICLE 9 

TRACTS TO BE INCLUDED IN UNIT 

9.1 Q u a l i f i c a t i o n of Tr a c t s . On and a f t e r the E f f e c t i v e Date 

and u n t i l the enlargement or r e d u c t i o n t h e r e o f , the U n i t Area s h a l l 

be composed of the Tracts l i s t e d i n E x h i b i t A t h a t corner or have 

a common boundary (Tracts separated only by a p u b l i c highway or a 

r a i l r o a d r i g h t of way s h a l l be considered 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 : 

9.1.1 T r a c t Ownership. Each Tract as t o which Working 

I n t e r e s t Owners owning Ninety Percent (9 0%) of the Working I n t e r e s t 

have become p a r t i e s to t h i s agreement, and as to which Royalty 

Owners owning Seventy-Five percent (75%) or more of the Royalty 

I n t e r e s t have become p a r t i e s t o t h i s agreement. 

9.1.2 V o t i n g I n t e r e s t . Each Tr a c t 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 to t h i s agreement, and as t o which 

Royalty Owners owning l e s s than Seventy-Five percent (75%) of the 

Royalty I n t e r e s t have become p a r t i e s t o t h i s agreement, and as t o 

which (a) a l l Working I n t e r e s t Owners i n such T r a c t 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 Tract i n the U n i t Area, and as 

to which (b) Working I n t e r e s t Owners having Ninety percent (90%) or 

more of the combined v o t i n g i n t e r e s t s i n a l l Tracts t h a t meet the 

requirements of Section 9.1.1 have voted i n favor of the i n c l u s i o n 

of such T r a c t . For the purpose of t h i s s e c t i o n 9.1.2, the v o t i n g 

i n t e r e s t of a Working I n t e r e s t Owner s h a l l be equal t o the r a t i o 

t h a t i t s U n i t P a r t i c i p a t i o n a t t r i b u t a b l e t o Tr a c t s t h a t q u a l i f y 

under Section 9.1.1 bears to the t o t a l U n i t P a r t i c i p a t i o n of a l l 

Working I n t e r e s t Owners a t t r i b u t a b l e to a l l Tracts t h a t q u a l i f y 

under Section 9.1.1. 

9.1.3 Indemnity Agreement. Each - Tr a c t as t o which 

Working I n t e r e s t Owners owning less than Ninety percent (9 0%) of 

the Working I n t e r e s t have become p a r t i e s to t h i s agreement, 
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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 (a) one or more of the Working 

I n t e r e s t Owners i n such t r a c t i n c l u d i n g the Working I n t e r e s t Owner 

who operates the T r a c t , 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 of such T r a c t i n the U n i t 

Area,, and have executed and d e l i v e r e d , or have o b l i g a t e d themselves 

t o execute and d e l i v e r , an indemnity agreement i n d e m n i f y i n g and 

agreeing t o h o l d harmless the other Working I n t e r e s t Owners i n the 

U n i t Area, t h e i r successors and assigns, against a l l claims and 

demands t h a t may be made by the owners of Working I n t e r e s t i n such 

T r 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 of the Tract i n the U n i t Area; and as t o which (b) 

Working I n t e r e s t Owners having Ninety percent (90%) or more of the 

combined v o t i n g i n t e r e s t i n a l l Tracts t h a t meet the requirements 

of Section 9.1.1 and 9.1.2 have voted i n f a v o r of the i n c l u s i o n of 

such T r a c t and t o accept the indemnity agreement. For the purpose 

of t h i s 9.1.3, the v o t i n g i n t e r e s t of each Working I n t e r e s t owner 

s h a l l be equal t o the r a t i o t h a t i t s U n i t P a r t i c i p a t i o n 

a t t r i b u t a b l e t o Tracts t h a t q u a l i f y under Sections 9.1.1 and 9.1.2 

bears t o the t o t a l U n i t P a r t i c i p a t i o n of a l l Working I n t e r e s t 

Owners a t t r i b u t a b l e to a l l Tracts t h a t q u a l i f y under Sections 9.1.1 

and 9.1.2. Upon the i n c l u s i o n of such a T r a c t i n the U n i t Area, 

the U n i t P a r t i c i p a t i o n t h a t would have been a t t r i b u t a b l e t o the 

non-subscribing owners of Working I n t e r e s t i n such T r a c t , had they 

become p a r t i e s t o t h i s agreement and the U n i t Operating Agreement, 

s h a l l be a t t r i b u t e d , 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 i n such T r a c t , t o the Working I n t e r e s t Owners i n the T r a c t 

who have executed indemnity agreements. 

9.2 Commitment of I n t e r e s t t o U n i t . The execution of t h i s 

agreement by a p a r t y 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 i n the U n i t Area as of the date of execution, any 

a d d i t i o n a l i n t e r e s t s acquired before the E f f e c t i v e Date, and any 

and a l l o t h e r i n t e r e s t s acquired a f t e r the E f f e c t i v e Date. 

9.3 Revision of E x h i b i t s . I f any of the Tracts described i n 

E x h i b i t A f a i l t o q u a l i f y f o r i n c l u s i o n i n the U n i t Area, U n i t 
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Operator s h a l l recompute the Tract P a r t i c i p a t i o n of each of the 

q u a l i f y i n g T r a c t s , using the o r i g i n a l basis of computation, and 

s h a l l r e v i s e E x h i b i t s A and B a c c o r d i n g l y . Such r e v i s e d e x h i b i t s 

s h a l l be e f f e c t i v e as of 7:00 a.m. on the E f f e c t i v e Date. 

ARTICLE 10 

TITLES 

10.1 Removal of Tract from U n i t Area. I f a T r a c t ceases t o 

have s u f f i c i e n t Working I n t e r e s t Owners or Royalty Owners committed 

to t h i s agreement t o meet the c o n d i t i o n s of A r t i c l e 9 because of 

f a i l u r e of t i t l e of any p a r t y hereto, such T r a c t s h a l l be removed 

from the U n i t Area e f f e c t i v e as of 7:00 a.m. on the f i r s t day of 

the calendar month i n which the f a i l u r e of t i t l e i s f i n a l l y 

determined unless w i t h i n n i n e t y (90) days a f t e r the date of f i n a l 

d e t e r m i n a t i o n of the f a i l u r e of t i t l e , the T r a c t q u a l i f i e s under a 

Section of A r t i c l e 9. 

10.2 Revision of E x h i b i t s . I f a T r a c t i s removed from the 

U n i t Area because of f a i l u r e of t i t l e , U n i t Operator, s u b j e c t t o 

Section 5.2, s h a l l recompute the Tract P a r t i c i p a t i o n of each of the 

Tracts remaining i n the U n i t Area and s h a l l r e v i s e E x h i b i t s A and 

B a c c o r d i n g l y . The r e v i s e d e x h i b i t s s h a l l be e f f e c t i v e as of 7:00 

a.m. on the f i r s t day of the calendar month i n which such f a i l u r e 

of t i t l e i s f i n a l l y determined. 

.10.3 Working I n t e r e s t T i t l e s . I f t i t l e t o a Working I n t e r e s t 

f a i l s , the r i g h t s and o b l i g a t i o n s of Working I n t e r e s t Owners by 

reason of the f a i l u r e of t i t l e s h a l l be governed by the U n i t 

Operating Agreement. 

10.4 Royalty I n t e r e s t T i t l e s . I f t i t l e t o a Royalty I n t e r e s t 

f a i l s , but the Tract t o which i t r e l a t e s i s not removed from the 

U n i t Area, the Party whose t i t l e f a i l e d s h a l l not be e n t i t l e d to 

share hereunder w i t h respect t o such f a i l e d i n t e r e s t . 

10.5 Production Where T i t l e i s i n Dispute. 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 to r e c e i v e 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 T r a c t i s i n 

d i s p u t e , U n i t Operator a t the d i r e c t i o n of Working I n t e r e s t Owners 

s h a l l e i t h e r : 
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(a) r e q u i r e t h a t the p a r t y to whom such U n i t i z e d 

Substances are d e l i v e r e d or to whom the proceeds th e r e 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 of 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 of U n i t i z e d 

Substances w i t h respect t o which t i t l e or r i g h t i s i n d i s p u t e , and 

impound the proceeds thereof i n account of U n i t Operator 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 

judgement of a c o u r t of competent j u r i s d i c t i o n or otherwise t o the 

s a t i s f a c t i o n of Working I n t e r e s t Owners, whereupon the proceeds so 

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 . 

10.6 Payment of Taxes to Pr o t e c t T i t l e . The owner of surface 

r i g h t s t o lands w i t h i n the U n i t Area, or severed m i n e r a l i n t e r e s t s 

or Royalty I n t e r e s t s i n such lands, or lands o u t s i d e the U n i t Area 

on which U n i t Equipment i s l o c a t e d , i s r e s p o n s i b l e f o r the payment 

of any ad valorem taxes on a l l such r i g h t s , i n t e r e s t s , or p r o p e r t y , 

unless such owner and Working I n t e r e s t Owners otherwise agree. I f 

any ad valorem taxes are not p a i d by or f o r such owner when due, 

U n i t Operator may, w i t h approval of Working I n t e r e s t Owners, a t any 

time p r i o r t o tax s a l e , or e x p i r a t i o n of p e r i o d of redemption a f t e r 

tax s a l e , pay the t a x , redeem such r i g h t s , i n t e r e s t s , or p r o p e r t y , 

and discharge the tax l i e n . Any such payment s h a l l be an i t e m of 

Un i t Expense. U n i t Operator s h a l l , i f p o s s i b l e , w i t h h o l d from any 

proceeds d e r i v e d from the sale of U n i t i z e d Substances otherwise due 

any d e l i n q u e n t taxpayer an amount s u f f i c i e n t t o d e f r a y the costs of 

such payment or redemption, such w i t h h o l d i n g t o be c r e d i t e d t o 

Working I n t e r e s t Owners. Such w i t h h o l d i n g s h a l l be w i t h o u t 

p r e j u d i c e t o any other remedy a v a i l a b l e t o U n i t Operator or Working 

I n t e r e s t Owners. 

ARTICLE 11 

EASEMENTS OR USE OF SURFACE 

11.1 Grant of Easements. The p a r t i e s h e r e t o , 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 g r a n t to Working I n t e r e s t 

Owners the r i g h t t o use as much of the surface of the land w i t h i n 



the U n i t Area as may be reasonably necessary f o r u n i t Operations 

and the removal of U n i t i z e d Substances from the U n i t Area 

i n c l u d i n g , b ut not l i m i t e d t o , the r i g h t of Working I n t e r e s t Owners 

to u t i l i z e any non-producing or abandoned well-bores f o r i n j e c t i o n 

purposes; however, n o t h i n g 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 p l a n t s i t e f o r 

water i n j e c t i o n , gas i n j e c t i o n , or gas processing. 

11.2 Use of Water. 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 Area f o r U n i t 

Operations, except water from any w e l l , lake, pond, or i r r i g a t i o n 

d i t c h of a Royalty Owner, unless otherwise agreed between the 

p a r t i e s . 

11.3 Surface Damages. Working I n t e r e s t Owners s h a l l pay the 

owner f o r damages to the s o i l , 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 i n accordance w i t h the terms and p r o v i s i o n s a p p l i c a b l e 

t o each r e s p e c t i v e lease. 

ARTICLE 12 

ENLARGEMENTS OF UNIT AREA 

12.1 Enlargements of U n i t Area. The U n i t Area may be 

enlarged from time t o time t o in c l u d e acreage reasonably proven t o 

be p r o d u c t i v e upon such terms as may be determined by Working 

I n t e r e s t Owners i n c l u d i n g , but not l i m i t e d t o , the f o l l o w i n g : 

(a) The acreage s h a l l q u a l i f y under a Section of A r t i c l e 

9 . 

(b) The p a r t i c i p a t i o n t o b.e a l l o c a t e d t o the acreage 

s h a l l be f a i r and reasonable, c o n s i d e r i n g a l l a v a i l a b l e 

i n f o r m a t i o n . 

(c) 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 ; however, t h i s l i m i t a t i o n 

s h a l l n ot prevent an adjustment of investment by reason of the 

enlargement. 

12.2 Determination of Tract P a r t i c i p a t i o n . U n i t Operator, 

s u b j e c t t o Section 5.2, s h a l l determine the T r a c t P a r t i c i p a t i o n of 



each T r a c t w i t h i n the U n i t Area as enlarged, and s h a l l r e v i s e 

E x h i b i t s A and B a c c o r d i n g l y . 

12.3 E f f e c t i v e Date. The e f f e c t i v e date of any enlargement of 

the U n i t Area s h a l l be 7:00 a.m. on the f i r s t day of the calendar 

month f o l l o w i n g compliance w i t h c o n d i t i o n s f o r enlargement as 

s p e c i f i e d by Working I n t e r e s t Owners, and the f i l i n g f o r r e c o r d of 

r e v i s e d E x h i b i t s A and B i n the county or counties i n which t h i s 

agreement i s recorded. 

ARTICLE 13 

TRANSFER OF TITLE -- PARTITION 

13.1 Transfer of T i t l e . Any conveyance of a l l or any p a r t of 

any i n t e r e s t owned by any Party hereto w i t h respect t o any T r a c t 

s h a l l be made expressly s u b j e c t to t h i s agreement. No change of 

t i t l e s h a l l be b i n d i n g upon U n i t Operator, or upon any Par t y hereto 

other than the Party so t r a n s f e r r i n g , u n t i l 7:00 a.m. on the f i r s t 

day of the calendar month next succeeding the date of r e c e i p t by 

U n i t Operator of a photocopy, or a c e r t i f i e d copy, of the recorded 

instrument evidencing such change i n ownership. 

13.2 Waiver of Rights t o P a r t i c i p a t i o n . Each p a r t y hereto 

agrees t h a t d u r i n g the existence of t h i s agreement, 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 Formation or the 

U n i t Equipment, and to t h a t e xtent waives the b e n e f i t s of a l l laws 

a u t h o r i z i n g such p a r t i t i o n . 

13.3 No Cross-Conveyance Intended. N o t w i t h s t a n d i n g any 

p r o v i s i o n t o the c o n t r a r y h e r e i n , the execution of t h i s Agreement 

i s not intended t o and s h a l l not be deemed t o c o n s t i t u t e a cross-

conveyance of i n t e r e s t i n the U n i t Area between the p a r t i e s h e r e t o . 

ARTICLE 14 

RELATIONSHIP TO PARTIES 

14.1 No P a r t n e r s h i p . 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 se v e r a l and not 

j o i n t or c o l l e c t i v e . I t i s not the i n t e n t i o n of the P a r t i e s t h a t 

t h i s Agreement i s made or intended f o r the b e n e f i t of t h i r d 

P a r t i e s . This agreement i s not intended t o . c r e a t e , and s h a l l not 

be construed to cre a t e , an a s s o c i a t i o n , agency, j o i n t v e n t u re, co-
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venture, p r i n c i p a l or t r u s t r e l a t i o n s h i p , 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 Party hereto s h a l l be 

i n d i v i d u a l l y r e s p o n s i b l e f o r i t s own o b l i g a t i o n s as h e r e i n 

p r o v i d e d . 

14.2 No J o i n t R e f i n i n g or Marketing. This agreement i s not 

intended t o p r o v i d e , 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 j o i n t r e f i n i n g or marketing of 

U n i t i z e d Substances. 

14.3 Royalty Owners Free of Costs. This agreement i s not 

intended t o impose, and s h a l l not be construed t o impose, upon any 

Royalty Owner the o b l i g a t i o n t o pay U n i t Expense unless such 

Royalty Owner i s otherwise so o b l i g a t e d . 

14.4 I n f o r m a t i o n t o Royalty Owners. Each Royalty Owner s h a l l 

be e n t i t l e d t o a l l i n f o r m a t i o n i n possession of U n i t Operator t o 

which such Royalty Owner i s e n t i t l e d by an e x i s t i n g agreement w i t h 

any Working I n t e r e s t Owner. 

ARTICLE 15 

LAWS AND REGULATIONS 

15.1 Laws and Regulations. This agreement s h a l l be governed 

and determined by the laws of the State of New Mexico and s h a l l be 

sub j e c t t o a l l a p p l i c a b l e f e d e r a l , s t a t e , and m u n i c i p a l laws, 

r u l e s , r e g u l a t i o n s , and orders. 

ARTICLE 16 

FORCE MAJEURE 

16.1 Force Majeure. A l l o b l i g a t i o n s imposed by t h i s agreement 

on each p a r t y , except f o r the payment of money, s h a l l be suspended 

w h i l e compliance i s prevented, i n whole or i n p a r t , by a la b o r 

d i s p u t e , f i r e , war, c i v i l d i s t u r bance, a c t of God; by f e d e r a l , 

s t a t e , or m u n i c i p a l laws; by any r u l e , r e g u l a t i o n , or order of a 

governmental agency; by i n a b i l i t y t o secure m a t e r i a l s ; or by any 

other cause or causes, whether s i m i l a r or d i s s i m i l a r , beyond 

reasonable c o n t r o l of the p a r t y . No p a r t y s h a l l be r e q u i r e d 

a g a i n s t i t s w i l l t o a d j u s t or s e t t l e any la b o r d i s p u t e . N e i t h e r 

t h i s agreement nor any lease or other instrument s u b j e c t hereto 
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s h a l l be terminated by reason of suspension of U n i t Operations due 

to any one or more of the causes set f o r t h i n t h i s A r t i c l e . 

ARTICLE 17 

EFFECTIVE DATE 

17.1 E f f e c t i v e Date. This agreement s h a l l become b i n d i n g upon 

each Pa r t y as of the date such Party signs the instrument by which 

i t becomes a Party hereto and, unless sooner ter m i n a t e d as p r o v i d e d 

i n Section 17.2, s h a l l become e f f e c t i v e as t o q u a l i f i e d T r a c t s a t 

the time and date as determined by the U n i t Operator, and set f o r t h 

i n a c e r t i f i c a t e f i l e d f o r record by U n i t Operator i n Lea County, 

New Mexico. This c e r t i f i c a t e s h a l l also r e c i t e the percentage of 

the U n i t Area represented by the Tracts q u a l i f i e d under A r t i c l e 9 

and the book and page i n which a c o u n t e r p a r t of t h i s Agreement has 

been recorded. 

This c e r t i f i c a t e s h a l l not be f i l e d u n t i l a f t e r the f o l l o w i n g 

requirements have been met: 

(a) Tracts comprising s e v e n t y - f i v e percent (75%) or more 

of the U n i t Area as shown on the o r i g i n a l E x h i b i t A-1 have 

q u a l i f i e d under the p r o v i s i o n s of Section 9.1 of A r t i c l e 9. 

(b) At l e a s t one c o u n t e r p a r t of t h i s Agreement s h a l l be 

f i l e d f o r r e c o r d by the U n i t Operator i n Lea County, New 

Mexico. 

17.2 Ipso Facto Termination. I f the requirements of Section 

17.1 are not accomplished on or before January 1, 19 95, t h i s 

agreement s h a l l ipso f a c t o terminate on t h a t date ( h e r e i n a f t e r 

c a l l e d " t e r m i n 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 e f f e c t , 

unless p r i o r t h e r e t o two or more 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 of a t l e a s t Seventy-Five percent (75%) 

have become p a r t i e s to t h i s agreement and Working I n t e r e s t Owners 

owning Fifty-One (51%) or more of t h a t percent have decided t o 

extend the t e r m i n a t i o n date f o r a p e r i o d not t o exceed One year. 

I f the t e r m i n a t i o n date i s so extended and the requirements of 

Section 17.1 are not accomplished on or before the extended 

t e r m i n a t i o n date, t h i s agreement s h a l l ipso f a c t o t e r m i n a t e on the 

extended t e r m i n 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 e f f e c t . 
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For the purpose' of t h i s s e c t i o n , U n i t P a r t i c i p a t i o n s h a l l be as 

c a l c u l a t e d on the basis of Tract p a r t i c i p a t i o n s shown on the 

o r i g i n a l E x h i b i t A. 

ARTICLE 18 

TERM 

18.1 Term. The term of t h i s agreement s h a l l be f o r the time 

t h a t U n i t i z e d Substances are produced i n paying q u a n t i t i e s or other 

U n i t Operations are conducted w i t h o u t a c e s s a t i o n of more than 

n i n e t y (90) consecutive days, unless sooner ter m i n a t e d by Working 

I n t e r e s t Owners i n the manner h e r e i n provided. 

18.2 Termination by Working; I n t e r e s t Owners. This agreement 

may be term i n a t e d by two or more 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 of Seventy-Five percent (75%) or more 

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 f e a s i b l e . 

18.3 E f f e c t of Termination. Upon t e r m i n a t i o n of t h i s 

agreement, the f u r t h e r development and o p e r a t i o n of the U n i t i z e d 

Formation as a u n i t s h a l l be abandoned, and U n i t Operations s h a l l 

cease. Each o i l and gas lease and other agreement c o v e r i n g lands 

w i t h i n the U n i t Area s h a l l remain i n f o r c e as t o lands w i t h i n the 

u n i t f o r s i x t y (60) days a f t e r the date on which t h i s agreement 

te r m i n a t e s , and f o r such f u r t h e r p e r i o d as i s pr o v i d e d by the lease 

or other agreement. 

18.4 Salvaging Equipment Upon Termination. I f not otherwise 

granted by the leases or other instruments a f f e c t i n g each T r a c t , 

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 

(6) months a f t e r the date of t e r m i n a t i o n of t h i s agreement w i t h i n 

which t o salvage and remove U n i t Equipment. 

18.5 C e r t i f i c a t e of Termination. Upon t e r m i n a t i o n of t h i s 

agreement, U n i t Operator s h a l l f i l e f o r reco r d i n the county or 

counties i n which the land a f f e c t e d i s l o c a t e d a c e r t i f i c a t e t h a t 

t h i s agreement has terminated, s t a t i n g i t s t e r m i n a t i o n date. 
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ARTICLE 19 

EXECUTION 

19.1 O r i g i n a l , Counterpart, or Other Instrument. An owner of 

O i l and Gas Rights may become a p a r t y t o t h i s agreement by s i g n i n g 

the o r i g i n a l of t h i s instrument, a co u n t e r p a r t t h e r e o f , or other 

instrument agreeing t o become a p a r t y hereto. The s i g n i n g of any 

such instrument s h a l l have the same e f f e c t as i f a l l P a r t i e s had 

signed the same instrument. 

19.2 Joinder i n Dual Capacity. Execution as h e r e i n p r o v i d e d 

by any Pa r t y as e i t h e r a Working I n t e r e s t Owner or a Royalty Owner 

s h a l l commit a l l i n t e r e s t s i n the U n i t Area owned or c o n t r o l l e d by 

such Party. 

ARTICLE 2 0 

GENERAL 

20.1 A c t i o n by Working I n t e r e s t Owners. Except as otherwise 

p r o v i d e d i n t h i s agreement, any a c t i o n or approval r e q u i r e d by 

Working I n t e r e s t Owners hereunder s h a l l be i n accordance w i t h the 

p r o v i s i o n s of the U n i t Operating Agreement. 

2 0.2 Liens and S e c u r i t y I n t e r e s t s . U n i t Operator s h a l l have 

a l i e n upon and a s e c u r i t y i n t e r e s t i n the i n t e r e s t s of Working 

I n t e r e s t Owners i n the U n i t Area and Working I n t e r e s t Owners s h a l l 

have a l i e n upon and a s e c u r i t y i n t e r e s t i n the i n t e r e s t of U n i t 

Operator i n the U n i t Area as provided i n the U n i t Operating 

Agreement. 

ARTICLE 21 

SUCCESSORS AND ASSIGNS 

21.1 Successors and Assigns. This agreement s h a l l extend t o , 

be b i n d i n g upon, and i n u r e t o the b e n e f i t of the p a r t i e s hereto and 

t h e i r r e s p e c t i v e h e i r s , devisees, l e g a l r e p r e s e n t a t i v e s , 

successors, and assigns, and s h a l l c o n s t i t u t e a covenant running 

w i t h the lands, leases, and i n t e r e s t covered hereby. 
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IN WITNESS WHEREOF, the p a r t i e s hereto have executed t h i s 

agreement on the dates opposite t h e i r r e s p e c t i v e s i g n a t u r e s . 

"WORKING INTEREST OWNERS" 

UNIT OPERATOR 

GREAT WESTERN DRILLING COMPANY 

BY: d ^ ^ n " 
ALAN T. DAVIS 
PRESIDENT 

"NON-OPERATOR WORKING INTEREST OWNERS" 

By: 
P r i n t e d Name 
T i t l e : 

"Royalty Owners" 

THE STATE OF TEXAS 

COUNTY OF MIDLAND 

§ 
§ 
§ 

Western 
This instrument was acknowledged before me on t h i i 

day of January, 19 94 by ALAN T. DAVIS , PRESIDENT of Great 
D r i l l i n g - Company, a Texas c o r p o r a t i o n , on beh a l f of s a i d 
c o r p o r a t i o n . ^ . r r n_._„_,_, 

KIM E. PRESLAR 
NOTARY PUBLIC 

State of Texas 
Comm Exp 12-14-97 My Commission Expires /<3 J/d 

THE STATE OF 

COUNTY OF 

TEXAS 

day of 
This instrument was acknowledged before me on t h i s 

, 1994 by 

Notary P u b l i c 
My Commission Expires: 
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THE STATE OF § 
§ 

COUNTY OF § 

This instrument was acknowledged before me on t h i s day of 
, 1994, by : as 

of a ( s t a t e of 
i n c o r p o r a t i o n ) c o r p o r a t i o n , on behalf of s a i d c o r p o r a t i o n . 

Notary Public 
My Commission Expires 

THE STATE OF 

COUNTY OF 

This instrument was acknowledged before me on t h i s day of 
, 1994, by_ as 

of a ( s t a t e of 
i n c o r p o r a t i o n ) c o r p o r a t i o n , on behalf of s a i d c o r p o r a t i o n . 

Notary Public 
My Commission Expires: 



EXHIBIT "A" 
TO 

UNIT AGREEMENT 
SOUTH CARTER UNIT 

LEA COUNTY, NEW MEXICO 

TRACT TRACT TRACT UNIT TRACT 
NO. DESCRIPTION ACREAGE PARTICIPATION 

1 J Lots 4 & 5, S/2 NW/4 and E/2 212 .307820889 
SW/4 of Section 5, T-18-S, 
R-39-E, N.M.P.M. 
( E f f i e Carter Lease) 

2 V Lot 6 of Section 5, T-18-S, 26 .062275098 
R-39-E, N.M.P.M. 
(Burton Federal Lease) 

Lot 1 and the N/2 NW/4 of 106 .468871443 
Section 8, T-18-S, R-39-E, 
N.M.P.M. 
(S. Johnson Lease) 

4 The North 120.0 acres of a 120 .071405599 
318.7 acre t r a c t being l o t s 
2, 3, 4, S/2 NW/4 and SW/4 of 
Section 8, T-18-S, R-39-E, 
N.M.P.M. 
(McQuien Lease) 

y 5 A l l of the NE/4 NE/4 of 40 .019597026 
Section 7, T-18-S, R-39-E, 
N.M.P.M. 
(Carter "A" Lease) 

j 6 A l l of the SE/4 SE/4 of 40 .012481269 
Section 6, T-18-S, R-39-E, 
N.M.P.M. 
(Johnson "A" Lease) 

A l l of the W/2 SW/4 of 80 ' .057548677 
5, T-18-S, R-39-E, N.M.P.M. 
(S.P. Johnson Lease) 



EXHIBIT "B" TO UNIT AGREEMENT 
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PROPOSED 

SOUTH CARTER (SAN ANDRES) UNIT 
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L E G E N D 

V « ; UNIT PRODUCER 

_ PRODUCER TO BE DRILLED 

_ INJECTOR 

( ^ ) TRACT NUMBER 

^ / TEMPORARILY ABANDONED 
TO BE MADE A PRODUCER OR P&A 

^ PLUGGED PRODUCER 

GREAT WESTERN DRILLING COMPANY 

SOUTH CARTER (SAN ANDRES) UNIT 
Lea County, New Mexico 

2000 

Scale in Feet 

4000 


