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STATE/FEDERAL/FEE 
WATERFLOOD UNITS 

UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION 

SOUTH REDLAfl"ll xmr 
EDDY COUNTY, NEW MEXICO 

THIS AGREEMENT, entered into as of the x a L day cf l u X L c " 20 u - > . by and between the parties 
subscribing, ratifying, or consenting hereto, and herein referred to 88 tbe "parties hereto," 

WITNESSETH: 

WHEREAS, the parties hereto arc thc owners of working, royalty or otber oil and gas interests in the Unit Area subject to this Agreement; 
and 

WHEREAS, flic Mracral Leasing Act of February 23,1920, 41 StaL 437, as amended, 30 U.S.C. Sec 181 et seq., authorizes Federal 
leasees and their representatives to unite with each other, or jointly cr separately with others, in coDectivery adopting and operating a cooperative or 
unit plan of development or operation of any oil or gas pool, field, or like area, or any part thereof for the purpose of more properly ccmaerving thc 
natural resources thereof whenever determined aod certified by the Secretary ofthe Interior to be necessary or advisable in the public interest; and 

WHEREAS, the Commissioner of Public Lands of the State of New Mexioo is authorized by an Act of thc Legislature (Section 1, Chapter 
88, Laws 1943, as amended by Section 1 of Chapter 176, Laws cf 1961) (Chapter 19, Article 10, Section 43, NewMexico Statutes 1978 Annotated), 
to consent to and approve die development or operation of State lands under agreements made by leasees of State land jemu^ cr severally olher 
lessees where such agreements provide for the unit operation or development of part of or all of any oil cr gas pool, field or area; and 

WHEREAS, the Conmiiaaianer of Public Lands ofthe State of New Mexioo is authorized by an Act of the Legislature (Section 1°, Chapter 
88, Laws 1943, as amended by Section 1, Chapter 162, Laws of 1931) (Chapter 19, Article 10, Section 47, New Mexioo Statutes 1978 Atmotated) tc 
amend with thc approval of lessee, evidenoed by thc lessee's execution of such agreement or otherwise, any oil and gay lease embracing State lands to 
that thc length of tbe term of Baid lease may coincide with the term of Buch agreements for thc anil operation and development of part or all of any oil 
or gas pool, field or area; and 

WHEREAS, the Oil Conservation Division of ute State of New Mexioo (hereinafter referred to as tbe "Division") is authorized by an Act 
ofthe Legislature (Chapter 72, Laws of1933 as amended) (Chapter 70, Article 2, Section 2 ct seq., New Mexioo Statutes 1978 Annotated) to approve 
this Agreement and the conservation provisions hereof; and 

WHEREAS, tbe Oil Coraervation Division cf fte Energy and Minerals Department cf the State cf New Mexico is authorized by law 
(Chapter 63, Article 3 and Article 14.NALS. 1933 Annotated) to approve this Agreement and the conservation provisions hereof, and 

WHEREAS, the parties hereto bold sufficient interest m the Unit Area covering thc land hereinafter described to give reasonably cficctive 
control of operations therein; and 

WHEREAS, it is tbe purpose of thc parties hereto to conserve natural resources, prevent waste, and secure other benefits obtainable 
through development and operation of the area subject to this Agreement under the terms, conditions, and limitations herein set forth; 

NOW THEREFORE, in consideration of the premises and the promises herein ocntaincd, thc parties hereto commit to this Agreement tbeir 
respective interest in thc below-defined Unit Area, and agree severally among themselves as follows: 

SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February 23. 1920, as amended, supra, 
and all valid pertinent regulations, including operating and unit plan regulations, heretofore issued thereunder or valid, |'flin"n, and reasonable 
regulations hereafter issued thereunder are accepted and made a part of this Agreement as to Federal tends, provided such regulations are not 
inconsistent with thc terms of this Agreement; and as to non-Federal lands, the oil and gas operating regulations in effect as of the Effective Date hereof 
governing drilling and producing operations, not inconsistent with tbe terms hereof or the laws of the state in which the nOD-Fcderal tend ia located, arc 
hereby accepted and made a part of this Agreement 

SECTION Z UNIT AREA AND DErTNITIONS. For the purpose cf Bus AgreemmL the follnwmp term. «~t e^pr^i/™ «. 
used herein shall mean: 

(a) "Unit Area" is defined as those tends described in Exhibit "B" and depicted on Exhibit "A" hereof, and such land is hereby designated 
and recognized as constituting the Unit Area, containing 9 6 1 . 6 1 acres, more or less, in E d d y County, New Mexioo. 
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(b) "Land Cccnnngsiooer" is defined as Ihe Commissioner of PuhJio Lands ofthe State of New Mexico. 

(c) 'Division" is defined as the Oil Conservation Drvisira 

(d) "Authorized Officer" or "A.O." is any employee of the Bureau of Land Management who has been delegated the required authority to 
act cn behalf ofthe BLM. 

(e) "Sewetary" is defined as the Sectary ofthe hlerior ofthe Lhit^ 

(f) "Department" is defined as tbe Department tf the Interior tftteU^ 

(g) Trooer BLM Office" is defined as file Bureau of Land Management office having jurisdiction over the federal lands moulded in the 
Unit Area. 

(h) "Unitized Formation" shall mean that interval underlying the Unit Ansa, the vertical limits of which extended from an upper limit 
described as 100 feel below mean sea level cr at tbe tô  
San Andres formation; the geologic markers having been previously found to occur at 1» 4 3 0 a n d t h e b a s e O f 
which is found@ 1,762' in the Carper-Sivley Joint Account Magruder #13 
(330' FSL, 480' FEL of Section 35, T17S, R27E, Eddy County, NM) as record 

constituent liquid or Kcjaefiahle hydrocarbons, other man outside substances, within and produced from thc Unitized Formation. 

© "Tract" is each parcel ofland described as such and given a Tract number in Exhibit H". 

(Ir) T w d Partitapatimi" is defined as the percentage of pmticiptfian ahnam on FAihit "R" far atlnearing Tfrwfawd Snt»t«nn«. to a Tract 
under this agreement. 

0) "Unit Participation" is the sum ofthe percentages Detained by multiplying the Working mterest of a Wcdring Interest Owner in each 
Tract by Ac Tract ParticqKticii of such Tract 

(m) "Wcdring interest" is the right to search for, produce and acquire Unitized Substances vmetherbeld as an incident of envnership of 
mineral fee simple title, under an oil and gas lease, operating agreement, or otherwise held, which interest is chargeable with and rMiprfii 
to pay or bear, either in cash or out of production, or ctberwise, all or a portion of the cost of drunag, developing and producing the 
Unitized Substances from the Umtized Formation and. operations thereof hereunder. Provided that any royalty mterest created out of a 
vforking interest subsequent to the execution of mis Agreemeni by the owner of the working into est shall continue to be subject to such 
working interest burdens and obligations. 

(n) "Working mterest Owner" is any party hereto owning a Working fciterest, F -"M"-E a carried wotting interest owner, holding an 
interest in Umtized Substances by virtue of a lease, operating agreement, fee title or otherwise. Tbe owner cf oil and gas rights mat arc free 
of lease or other instrument creating a Working mterest in another shaU be regarded as a Working interest Owner to the extent of seven-
eighths (7/8) cflus mterest m Uniti^ 

(o) "Royalty Interest" or "Royalty" is an interest other man a Working Interest in or right to receive a portion ofthe IWtized Substances or 
the proceeds thereof and includes royally mterert re 
payment mterest, net profit contracts, or any other payment or burden which docs not carry with it the right to search for and produce 
unitized substances. 

(p) "Royalty Owner" is die owner of a Royalty Interest 

(q) "Unit Operating Agreement" is the agreement entered into by and between tbe Unit Operator and the Working Interest Owners as 
provided in Section 9, infra, and shall be styled "Unit Operating Agreement, Unit, E d d y County 

NewMexioo". South Redlake I I 
(r) "OS and Gas Rights" is the right to explore, Develop and operate lands within the Unit Area fbr fbe production tf Unitized Substances, 
or to snare in the production so obtained or the proceeds thereof. 

(s) "Outside Substances" is any substance obtained from any source other than tbe Unitized Formation and injected into the Unitized 
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Formation. 

(t) "Unit Manager" ia any person or corporation appointed by Working Interest Owners to perform the duties of Unit Operator until the 
selection and qualification of a successor Unit Operator as provided for in Section 7 hcreof-

(u) "Unit Operator" is the party designated by Workmg hiterest Ow 

(v) "Unit Operations* is any operatica conducted pursue 

(w) "Unit Equipment" is all personal property, lease and well equipment, plants, and other facilities and equipment taken over or otherwise 
acquired fbr the joint account fix use m Unit Ciperations. 

(x) "Unit Expense" is aU cost, expense, or indebtedness incurred by Working Interest Owners or Unit Operator piirsuant to this Agreement 
and the Unit Operating Agreement for or on account of Unit Operations. 

(y) "rJffeotive Date" is the date determined in accordance with Section 24, or as re-determined in accordance with Section 39. 

SECTION 3. EXHIBITS. The following exhibits are incorporated herein by reference: Exhibit "A" attached hereto is a map 
showing Aw Unit Area aad the boundaries end identity of tracts and leases in said Umt Area to the extent known to the Unit Operator. Exhibit "B" 
attached hereto is a schedule showing, to tbe extent known to thc Unit Operator, the acreage comprising each Tract, percentages and kind of ownership 
of oil and gas interests m all land in the Unil Area, and Tract Participation of each Tract However, nothing herein or in said schedule or map shall be 
construed as a representation by any party hereto as to the ownership of any interest other than such interest or itterests as are shown in said map or 
schedule as owned by such party. Tbe shapes and descriptions of the respective Treats have been established by using the best information available. 
Each Working mterest Owner is responsible for supplying Unit Operator with accurate information relating to each Working Interest Owner's interest 
If it sur«eouenth/ appears that any Tract, because of diverse royalty or working interest ownership on the Effective Dete hereof, should be divided into 

more than one Tract, or when any revision is requested by tbe A O , or any correction of any error cdbCT or clerical is 
needed, then the Unit Operator, wim the approval of the Working Interest Owners, may correct thc mistake by revising the exhibits to conform to the 
facts. The revision shall not include any recvaluation of engineering cr geologica] interpretations used in determining Tract rVticipation. Each such 
revision of an exhibit inade raw to thirty (30) days after the FJ3feotive Date shall be eflcobve as of the Effective Date. Each other such revision of an 
exhibit shall be effective at 7:00 aju. co the first day of thc oaleodar monm 
date as may De determined by Working mterest Owners and set forth in the revised exhibit Copies of such revision shall he filed wim the Land 
Cornmissioner, and not less than four copies shall be filed with thc A.O. In any such revision, there shall be no retroactivr allocation or adjustment of 
Unit Expense or of interests in thc Unitized Substances produced, or proceeds thereof. 

SECTION 4. EXPANSION. Thc above described Unit Area may, with roc approval of the AO. and Land Commissioner, when 
practicable be expanded to include therein any additional Tract or Tracts regarded at reasonably necessary or advisable fbr the purposes of this 
Agreement provided, however, in such expansion there shall be no retroactive allocation or adjustment of Unit Expense or of iumeals in the Unitized 
Substances produced, or proceeds thereof. Pursuant to Subsectian (b) the Working Interest Owners may agree upon an adjustment of investment by 
reason of tbe expansion. Such expansion shall be effected in the following manner: 

(a) The Working Interest Owner or Owners of a Tract or Tracts desiring to bring such Tract or Tracts into this out, shaU file an 
apptication therefor with Unil Operator requesting such admission. 

(b) Unit Operator shall circulate a notice of the proposed expansion to each Working Interest Owner io tbe Unit Area and m the Tract 
propoeed to be included in thc unit, setting out thc basis for admission, the Tract Participation to be assigned to each Tract in thc enlarged 
Unit Area and other pcrtiucui data. After negotiation (at Working Interest Owners' meeting or otherwise) if at least three Working Interest 
Owners having in the aggregate Bevenrv-Dve percent (75%) of thc Unit Participation then in effect have agreed to inchiaion of snch Tract rr 
Tracts in the Unit Area, then Unit Operator shaU : 

1. After obtaining preliminary concurrence by the AO. and Land Commissioner, prepare a nonce of proposed expansion 
ckscribing the contemplated changes in thc boundaries of the Unit Area, the reason therefor, tbe basis for sAnission ofthe additional Tract 
or Tracts, tbe Tract Participation to be assigned thereto and tbe proposed effective date thereof; and 

2. TJeliver copies of said notice to Land Commissioner, the AO. at thc proper BLM Office, each Working mterest Owner and 
to thc last known address of each lessee and lessor whose interests are affected, advising such parties that thirty <30) days will be allowed 
for submission to thc Unit Operator of any objection to such proposed expansion; and 

3. File, upon the expiration of said thirty (30) day period as set out in (2) mimrriiatery above with the Land Commissioner and 
AO. the following: (B) evidence of mailing or delrvering copies of said notice of expansion; (b) an application for approval of such 
expansion; (o) an mstrumcnt containing the appropriate joinders in compliance with the participation retirements of Section 14, and 
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Section 34, infra; and (d) a copy cf all objections received along with the Unit Operators response thereto. 

The expansion shaD, after due consideration of all pertinent mformation and approval by the Land Commissioner and the AO., become 
effective as of the date prescribed in tbe notice thereof, preferably the first day of the month subsequent to tbe date cf notice. The revised Tract 
Participation ofthe i eapccnve Tracts inchided within the Unit Area prior to such enlargement shall remain the game ratio one to another. 

SECTION 5. UNTITZED LAND. AO land committed to mis Agreement as to the Unitized Formation shall oonstitute land 
referred to herein as "Unitized Land" or "Land subject to this Agreement". Nothing herein shaD be construed to unitize, pool, or in sny way affect the 
oil, gas and other minerals contained in or that may be produced from any formation other than tbe Unitized Formation as defined in Section 2 (h) of 
this Agreement 

McQuadrangle, LC 
SECTION 6. UNIT OPERATOR. _ is hereby designated the Unit Operator, and by signing tlus 

mstrumcnt as Unit Operator, agrees and consents to accept thc dubes and obligations of Unit Operator for the operation, development, and rjroduction 
of Unitized Substances as herein provided Whenever icfemnc is made herein to thc Unit Operator, such reference means the Unit Operator acting in 
that capacity and not as an owner of interests in Unitized Substances, when such interest are owned by it and thc term "Working Interest Owner" when 
used herein shall include or refer to thc Unit Operalor as thc owner of a Working Interest when such an interest is owned by it 

Unit Operator shall have a hen upon interests of Working Owners in the Unit Area to the extent provided in the Unit Operating Agrccment 

SECTION7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have me right to resign at any time, 
but such resignation shall not become effective so as to release Unit Operator from the duties and obligations of Ugh Operator and terminate Unit 
Operators rights as such for a period of six (fi) months after written notice cf intention to resign has been given by Unit Operator to all Working 
Interest Owners, the Land Commissioner and thc AO. unless a new Unit Operator shall have taken over and assumed the duties and obligations of 
Unit Operator prior to the expiration of said period. 

The Unit Operator shall, upon default or failure in the performance of its duties and obligations hereunder, be subject to removal by 
Working Interest Owners having m the aggregate eighty percent (80%) or more of the Unit Participation then in effect exclusive of the Working 
Interest Owner who is the Unit Operator. Such removal shall be effective upon notice thereof to the Land Commissioner and thc AO. 

In all such mstanons of effective resignation 
the Working mterest Owners ShaD be jointly responsible for the performance of the duties cf thc Unit Operator and shall, IK< later man thirty (30) days 
brftUT B?rh "~jg*">*'"" " removal hcnnmei effective, appoint a Iliiit Manager ir. r w j m m l t h m in any nrtiryn tr, hr, h l m i W m » « f r r 

The resignation or removal cf Unit Operator under this Agreement shall not tenninate its right, title or mterest as me owner cf a Working 
Interest or other interest in Unitized Substances, but upon the resignation or removal of Unit Operator becoming effective, such Unit Operator shall 
deliver possession of aU wells, equipment, books and records, materials, appurtenances and any other assets used in mrnr̂ tton with the Unit 
Operations to thc new duly qualified successor Unit Operator or to thc Unit Manager if no such new Unit Operator is elected. Nothing herein shall be 
construed as authorizing thc removal cf any material, eqnqment or appurtenances needed for the preservation of any weUs. Nothing herein contained 
shall be construed to relieve or discharge any Unit Operator or Unit Manager who resigns cr is removed hcrcundei from any habfliry or duties accruing 
or rxrfcrmabje by it prior to thc effective date of such resignation or rcmovat 

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender its resignation as Unit Operator cr 
shall be removed as hereinabove raxrvided, the Working Interest Owners shall select a successor Unit Operator as herein provided. Such sdection shaU 
not become effective until (a) a Unit Operator so selected shall accept in writing the duties and icsrwmiliihtieB of Umt Operator, and (b) the selection 
shall have been approved by the Land Commissioner and the AO. If no successor Unit Operator or Unit Manager is selected and qualified as herein 
prfiTrlrrl, thr 1 Mr* Ow«mi««nner Mwvnr Ihe A.O, at ttnarglnatinn may <WJ«r> l^i. I^prr^nrf^ trmin^l 

In selecting a successor Unit Operator, the aflSrmativc vote of three or more Working mterest Owners having a total cf sixty-five percent 
(65%) or more of the total Unit Participation shall prevail; provided mat if any one Working mterest Owner has a Unit Participation of more than 
thirty-five percent (35%), its negative vote or failure to vote shall not be regarded as sufficient unless supported by Ihe vote of one or more other 
Working Interest Owners having a total Unit Participation cf at least five percent (3%) If the Unit Operator who is removed votes only to succeed 
itself cr &ih to vote, the successor Unit Operator may be selected by the affirmative vote of thc owners of at least seventy-five percent (75%) ofthe 
Unit Participation reinaining after excluding the Unit Participation of Unit Operator so removed. 

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT 
Costs and expenses incurred by Unit Operator io conducting Unit Operations hereunder shaD be paid, apportioned among and borne by the Working 
Interest Owners in accordance wim the Unit Operating Agreement Such Unit Operating Agreement shall also provide the manner in which thc 
Working Interest Owners shaD be entitled to receive their respective proportionate and allocated share ofthe benefits accruing hereto in conformity 
with their uriderrying operating agreements, leases or other contracts and such other rights and obligations as between Unit Operator and the Working 
Interest Owners as may be agreed upon by the Unit Operator and the Working Interest Owners; however, no such Unit Operating Agreement shall be 
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deemed either to modify any of the terms and conditions of this Agreement or to relieve me Unit Operator of any right or obligation established under 
this Agreement, and in case of any inconsistency or conflict between this Agreement and the Unit Operating Agreement, this Agreement shall prevail 
Copies of any Unit Operating Agreement executed purauart 
BLM Office as required prior to approval of this Agreement-

SECTION10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise specifically provided herein, the 
exclusive right, privilege and duty of exercising any and all rights of thc parties hereto mohichng surface rights which are necessary or convenient for 
prospecting for, producing, storing, allocating and distributing the Unitized Substances are hereby delegated to and shall be exercised by tbe Unit 
Operator as herein provided. Upon request, acceptable evidence of title to said rights shall be deposited with said Unit Operator, and together with this 
Agreement, shaD constitute and define the rights, privileges and obligations of Unit Operator. Nothing herein, however, shall be construed to transfer 
title to any land or to any lease or operating agreement, it being understood mat under mis Agreement thc Unit Operator, m its capacity as Unit 
Operator, shall exercise the rights of possession and use vested in the parties hereto only for thc purposes herein specified. 

SECTION 11. PLAN OF OPERATIONS. It is recognized and agreed by the parties hereto that all of the land subject to this 
Agreement is reasonably proved to be productive of Umtized Substances and that the object and purpose of this Agreement is to formulate and to put 
into effect an improved recovery project in order to effect sdditional recovery of Unitized Substances, prevent waste and conserve natural resources. 
Unit Operator shall have the right to inject into the Unitized Formation any substances fbr secondary recovery or •^nrm4 recovery purposes in 
accordance with a plan of operation approved by thc Working Interest Owners, the AO., the Land COnmussioner and the Division, including the right 
to drill and mainlain injection wells on the Unitized Land and completed in the Unitized Formation, and to use rhm'hnrJ weB or wells producing 
from the Unitized Formation fbr said purpose. Subject to like approval, thc Plan of Operation may be revised as conditions may warrant 

Thc initial Plan of Operation shall be filed with tbe AO, the Land Commisjuorter and the Division concurrently with the filing ofthe Unit 
Agreement fbr final approval. Said initial plan of operations and aU revisions thereof shaD be as complete and »̂ ~pnrt» as the AO., the Land 
Commissioner and tbe Division may determine to be necessary for timely operation consist ml herewith. Upon approval of mis Agreement and the 
initial plan by use AO. and Comnussioner, said plan, aod all subsequently approved plans, shall constitute the operating obligations of thc Unit 
Operator under this Agreement for the period specified therein. Thereafter, from thne to time before tbe expiration nf any mating plan the Unit 
Operator shaD submit''far lite approval a plan for an additional specified period of opaatium. After such operations are cxmuncneed, reasonable 
diligence shall be exercised by thc Unit Operator in oomph/ing with the obligations cf tbe approved Plan of Operation. 

>J^rfwjnW.m<Bng anything tn the contrary herein cantajned, nhnulrt the Unit O n m t n r f e i l to n « n i ~ r ~ Tlmt f^mttVTrm for the secondary 

recovery of Unitized Substances from the Unit Area within eighteen (18) months after the effective date of this Agreement, cr any mi thereof 
approved by the AO., mis Agreement aluiU temmate a^ 

SECTION 12. USE OF SURFACE AND USE OF WATER. The parties to the extent of their right, anri nrtmrt., I ^ r i y p r t ^ 
Unit Operator the right to use as much of the surface, induding the waa? thereunder, of the Unitized Land as may reasonably be necessary for Unit 
Operations. 

Unit Operator's free use of water or brine or both for Unit Operations, shall not include any water from any well, lake, pond or irrigation 
ditch of a surface owner, unless approval fbr such use is granted by the surface owner. 

Unit Operator shaD pay the surface owner for damages to growing crops, fences, improvements and structures on the Unitized Land that 
result from Unit Operations, and such payments shaD be considered as items cf unit expense to be borne by aO tbe Working mterest Owners of lands 
subject hereto. 

SECTION 13. TRACT PARTICIPATION. In Exhibit "B" attached hereto there are listed and numbered iha Tf"fr ̂ thm 
the Unit Area, and set form opposite each Tract are figures which icpmcut the Tract Participation, during Unit Operations if all Tracts in the Unit 
Area qualify as provided herein. The Tract Participation of each Tract as shown in Exhibit "B" was determined m accordance wim the foUowing 
formula: 

Tract Participation = 50MA/B + 40%CvD+10%E/F 

A = the Tract Cumulative Oil Production frcm me Umtized F 

B «• the Unit Total Cumulative Oil Prafacu'cn frca the Uniti^ 

C = the Remaining Primary Oil Reserves from thc Unitized Formation for thc Tract, beginning October 1,1982, as determined by 
me Technical Convnince on February 25,1983. 

D = the Remaining Primary OO Reserves from the Unitized Formation fbr all Unit Tracts, beginning October 1, 1982, as 
determined by the Technical Committer on February 25,1983. 
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E = the amcratcfotf produced from the IJmuzê  January 1,1982, through September 30,1982. 

F = the amount of oil produced from tbe Unitized Formation by all Unit Tracts from January 1,1982, through September 30,1982 

In the event less than all Tracts are qualified on the Effective Dale hereof, the Tract Participation shall be calculated on the basis of all such 
qualified Tracts rather than all Tracts m tbe Unit Area. 

SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and after the Effective Date hereof the Tracts within the Unit 
Area which shall be entitled to participation in the production of Unitized Substances shaD be those Tracts more particularly described in Exhibit "B" 
tbat corner or have a common boundary (Tracts separated only by a public road or a railroad right-of-way shall be considered to have a common 
boundary), and that otherwise qualify as follows: 

(a) Each Tract as to which Working Interest Owners owning one himdred percent (100%) of the Working Interest have become parties to 
this Agreement and as to which Royalry Owners owning seventy-five percent (75%) or more of the Royalry Interest have become parties to 
this Agreement 

(b) Each Tract ss to which Working mterest Owners cwru^ cwhimcVcdrxxcoit (100%)c>f the Wcnkmg Interest have beorsne parha to 
tins Agreement, and as to which Royalty Owistrs owimtg k « man 
to this Agreement, and as to which (1) the Working interest Owner who operates the Tract and Working Interest Owners owning at least 
seventy-five percent (73%) of the remaining Working Interest in such Tract have joined in a request fbr the inclusion of such Tract, and as 
to which (2) Working Interest O 
the requirements ofSection 14 (a) above have voted in favor of the inclusion of such tract 

(c) Each Tract as to which Working Interest Owners owning less than one hundred percent (100%) of the Working Interest have become 
parties to this Agreement rcgardkw hereto; and as to which (1) the 
Working Interest Owner who operates the Tract and Working Interest Owner owning at least seventy-five percent (75%) cf the rernaining 
Working Interest in such Tract who have become parties to this Agreement have joined in a request for inclusion of such Tract, and have 
executed and delivered, or obligated themselves to execute and deliver an indemnity agreement incknmifyinji and agreeing to hold harmless 
the other owners Of committed Working mlerests, their successors and assigns; against all claims and demands that may by made by thc 
owners rfWctkmg Interest mstwh Tract who are net parua 
which (2) Working Interest Owners owning st least seventy-five percent (75%) of the Unit Participation in all Tracts mat meet tbe 
requirements ofSection 14 (a) and 14 (b) have voted in favor cf the inclusion cf such Tract and to accept tbe indemnity agiecuautt Upon 
the inclusion of such a Tract, ttie Tract Participation which would have been attributed to thc non-subscribing owners of Working Interest 
in such Tract, had they become parties to this Agreement and the Unit Operating Agreement shall be attributed to the Working Interest 
Owners in such Tract who have become parties to such agreements, and joined in the iridemnity agreement, in proportion to their respective 
Working Interests in the Tract 

If on thc Effective Date of this Agreement there is any Tract c>r Tracts v̂ uch have rx* been effectively cornniiried to or made subject to this 
Agreement by qualifying as above provided, men such Tract or Tracts shall not be entitled to participate hereunder. Unit Operator shall when 
submitting mis Agreement for final approval by the Land Commissioner and thc A O , file therewith a schedule of those tracts which have been 
committed and made subject to mis Agreement and are entitled to participate in Unitized Substances. Ssid schedule shall set form opposite each such 
committed Tract the lease number or assignment number, the owner cf record of the lease, and tbe percentage partwipation of such tract which shall be 
computed according to die participation formula set forth in Section 13 (Tract Participation) above. This schedule of participation shall be revised 
Exhibit "B" and upon approval thereof by the Land Commissioner and tbe AO., shall become a part of this Agreement and shall govern thc allocation 
ofproduction of Unitized Substances until a new schedule is approved by thc Land Cornmissioner and AO. 

SECTION 15.A ALLOCATION OF UNTTIZFT) eaip<rTANf*R>! All TmihW S n t t « » . .~-A . - - —• 
except any part of such Unitized Substances used in cordormity wim good operating praotiocs on unitized land for drilling, operating, camp and other 
production or development purposes and for injection or unavoidable loss in accordance wim a Plan of Operation approved by the A Q and Land 
Ccsnmissioner) shaU be apportioned among and allocated to the rpialifirrl Tracts in accordance with tbe respective Tract Parus^uons effective 
hereunder during tbe respective periods such Unitized Substances were produced, as set forth in the schedule of participation in Exhibit "B*. The 
amount of Unitized Substances so allocated to each Tract and only that amount (regardless of whether it be more or less than the amount ofthe actual 
production of Unitized Substances from thc well or wens, if any, on such Tract) shall, fbr all intents, uses and purposes, be deemed to have been 
produced from such Tract 

The Unitized Substances allocated to each Tract shall be attributed among, or accounted fbr, to the parties entitled to share in the 
production from such Tract in the same manner, in the same proportions, and upon the same conditions, as they would have participated and shared in 
(he production from such Tracts, or in the proceeds thereof, had this Agreement not been entered into; and with the same legal force and effect 
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No Tract cx>mrntttrd to thia Ag/ecmeut and qualified for participation as above provided shall be subsequently excluded from participation 
hereunder on account of defection of Unitized Substances. 

If the Working interest and/cr the Royalty interest in any Tract arc divided with respect to separate parcels or portions of such Tract and 
owned now or hereafter in severalty by different persons, the Tract Participation shall in the absence cf a recordable instrument executed by aD owners 
in such Tract and furnished to Unit Operator fixing the divisions cf ownership, be divided among such parcels or portions in nroportion to the riumber 
of surface acres in each. 

SECTION 15 J3. EXCESS IMPUTED NEWLY DISCOVERED CRUDE OIL. Each Tract shall he allocated any r*r*** imping 
newly discovered crude oil in the nroportion that ita Tract Participation bears to the total of the Tract Parucrpations of all Tracts not previously 
allocated the total number of barrels of crude oil allocable to these Tracts out of unit production in accordance with the Tract Participations of such 
Tracts; provided, however, that excess imputed newly discovered crude oil allocated to each such Tract, when added to the total number of barrels of 
imputed newly discovered crude oil previously allocated to it, shall not exceed, in any month, the total number of barrels of oil allocable to it out of 
unit production in accordance with its Tract Particapetton. 

SECTION 15.C. EXCESS IMPUTED STRIPPER CRUDE OIL. Each Tract shall be allocated anv excess imputed stripper mute oil 
in the proportion that its Tract Partirapaticn bean to the total ofthe Tract Participations of all Tracts not previously allocated the total number of crude 
oil barrels allocable to these Tracts out of unit production in accordance with the Tract Participations of such Tracts; provided, however, that excess 
imputed stripper crude oil allocated to each such Tract, when added to the total number of barrels of imputed stripper crude oil previously allocated to 
it, shall not exceed, in any month, tbe total number of barrels of oil allocable to it out of unit production in acoordance with its Tract Participation. 

SECTION 15D. TAKING UM'iT/EM INSTANCES TN KIND. The Unitized Substances allocated to each Tract shall be 
delivered in kind to the respective parties entitled thereto by virtue of tbe ownership of cal and gas rights therein. Each such party shall have the right to 
construct, maintain and operate all necessary facilities fbr tbat purpose within the Unitized Area, provided the same are so constructed, maintained and 
operated as not to interfere with Unit Operations. Subject to Section 17 hereof, any extra expenditure incurred by Unit Operator by reason of the 
delivery m kind of any portion of the Uiutized Substances shaD te 
fail to take or otnervnse adequately dispose of its proportionate share of the production from thc Unitized Formation then so long as such condition 
continues, Unit Operator, for thc account and at the expense of the Wcrking Interest Owner ofthe Tract or Tracts concerned, and in order to avoid 
curtailing tbe operation of the Unit Area, may, but shall not be required to, sell or otherwise dispose of such production to itself or to others, provided 
that all contracts of sale by Unit Operator of any other parly's share of Unitized Suretances shall be only for such reasonable periods of time as are 
consistent wim the minimum needs ofthe industry under tbe circumstances, but in no event shall any such contract be fbr a period in excess of one 
year, and at not less than tbe prev^ 
therewith as having received such prcductio 
Working Interest Owner of the Tract or Tracts conoerned. Nccwitristariding the foregoing, Unit Operator shaD not make a sale into interstate conimercc 
of any Working Interest Owners share of gas production without first giving such Working Interest Owner sixty (60) days' notice of such intended 
sale. 

Any Working Interest Owner receiving in kind or separately disposing of all or any part of thc Unitized Substances allocated to any Tract, 
or receiving the proceeds therefrom if die same is sold or purchased by Unit Operator, shall be responsible for thc payment of aD royalty, overriding 
royalty and production payments due thereon, and each such party shall hold each other Working Interest Owner harmless against all claims, nrmmyk 
and causes of action by owners cf such royalty, overriding royalty and production payments. 

If, after the Effective Date of mis Agreement, there is any Tract or Tracts that are subsequently committed hereto, as provided in Section 4 
(Expansion) hereof, cr any Tract or Tracts within the Unit Area not committed hereto as of the Effective Date hereof but which are subsequently 
committed hereto under the provisions ofSection 14 (Tracts Qualified for Participation) and Section 32 (Non-joinder and Subsequent Joinder); cr if 

any Tract is excluded from this Agreement as provided fbr in Section 21 (Loss of Title) the schedule of participation as shown in Exhibit "8" shall be 
revised by the Unit Operator, and the revised Exhibit "B", upon approval by thc Land Commissioner and the AO., shall govern the aUocation of 
production on and after the effective date thereof until a revised schedule is approved as hereinabove provided. 

SECTION 16. OUTSIDE SUBSTANCES. If gas obtained from formations not subject to thia Agreement i« manAmJ ^ 
Unitized Formation for use in repressuring, stimulating of production or increasing ultimate recovery whioh shall be in conformity wim a Plan of 
Operation first approved by the Land Commissioner and the AO., a like amount of gas with appropriate dediiction for loss or depletion from any 
cause may be withdrawn from unit weUs completed in the Unitized Formation royalty free as to dry gas, but not royalty free as to the products 
extracted therefrom; provided that such withdrawal shall be at such time as may be provided in the approved Plan cooperation or as otherwise may be 
consented to or prescribed by Ihe Land Commissioner and foe AO. as conforming to good petroleum engineering practices and provided further that 
such right of withdrawal shaD terminate on the termination date of this Agreement 

SECTION 17. ROYALTY SETTLEMENT. The State of New Mexico and United Stale, nf *~\ .n v^ky r»~nrn 
who, under an existing contract, are entitled to take in kind a share of the substances produced from any Tract unitized hereunder, shall continue to be 
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entitled to such right to take in kind their share of the Unitized Substances allocated to such Tract, and Unit Operator shall make deliveries of such 
Royalty share taken in kind in conformity with the applicable contracts, laws and regulations. Settlement for Royalty not taken in kind shal] be made 
by Working Interest Owners responsible therefor under existing contracts, laws and reguktions on or before the last day of each month for Unitized 
Substances produced during Ihe preceding calendar month; provided, however, that nothing herein contained shall operate to relieve the lessees of any 
land from their respective lease obligations for the payment of any Royalty due under the leases, except that such Royalty shall be computed on 
Unitized Substances as allocated to each Tract in accordance with tbe terms of this Agreement With respect to Federal leases oommitted hereto on 
winch tbe royalty rate depends upon the daily average production per well, such average production shall be determined in accordance with the 
operating regulations pertaining to Federal leases as though the comnutted Tracts were included in a single consolidated lease. 

If the amount of producuon or ttie proceeds thereof accruing to any Royalty Owner (except the United States of America) in a Tract 
depends upon the average production per well or thc average pipeline runs per well from such Tract during any period of time, then such production 
shad be determined from and after the efieotive date hereof by drviding tbe quantity of Unitized Substances allocated hereunder to such Tract during 
such period of time by the number of wells tocatedmereoncapabte 
Tract not having any well so capable ctf producing Unitized Substances cn tr« Fiiective Date hereof shall be cionsidered as having one such well for the 
purpose of this provision. 

All Royalty due the State of New Mexico and the United States of America and the other Royalty Owners hereunder shall be computed and 
paid on the basis cf all Unitized Substances allocated to the respective Tract or Tracts ccinmitted hereto, in beu of actual production from such Tract 
or Tracts. 

With the exception of Federal and State requirements to the contrary, Working Interest Owners may use or consume Unitized Substances 
for Unit Operations and no Royalty, overriding royalty, production or other payments shall be payable on ""̂ Hint of Unitized Substances used, lost, or 
consumed in Unit Operations. 

Each Royalty Owner (other than tbe State of New Mexico and thc United States of America) that executes mis Agreement lepicacuui and 
warrants that it is the owner rf a Royalty Interest m a T r ^ If any 
Royalty mterest in a Tract or Tracts should be lost by title failure or otherwise in whole or in part, during the term of this Agreement, then the Royally 
Interest of thc party representing himself to be the owner thereof shall be reduced proportionately and the interest of all parties shall be adjusted 
accordingly. 

SECTION 18. RENTAL Sf'l 11 FMlflJT Rentals cr minimum Royalties due on the leases committed hereto shall be paid by 
Wcdcing Interest Owners responsible therefor under existing contracts, laws and regulations provided that twthing herein contained shall operate to 
relieve the lessees of any land frcm their respective lease obligations for the payment of any rental or minimum Royalty in lieu thereof, due under men-
leases. Rental fbr lands of me State 
of New Mexico. Rental cr minimum Royalty fbr lands of thc United States of America subject to this Agreement shaU be paid at thc rate specified in 
the respective leases from the United States of America, unless such rental or mmimurn Royalty is waived, suspended or reduced by law or by 
approval of the Secretary or Ins duly authorized representative. 

SECTION 19. CONSERVATION. Operations hereunder and production rf Unitized Substance, shall he conAintnit tr, pnmAU fr> 
the most ecoriomical and efficient recovery of said substances without waste, as defined by or pursuant to Federal and State laws and regulations. 

SECTION 20. DRAINAGE. The Unit Operator shall take all reasonable and prudent measures to prevent drainage rf Umtized 
Substances from unitized land by wells on land not subject to this Agreement 

The Unit Operator, upon approval by the Wcrking Interest Owners, the A.O. end the Land Commissioner, is hereby empowered to enter 
into a borderline agreement or agreements with working interest owners of adjoining lands not subject to this Agreement wim respect to operation in 
the border area for the maximum economic recovery, conservation purposes and proper protection of the parties and interest affected. 

SECTION 21. LOSS OF TITLE, m the event title to anv Tract of unitized land shall fail and the n™- n v » , nannr* i ~ w ^ T A 

join in this Agreement, such Tract shall be automatically regarded as not committed hereto, and there shall be such readjustment of future costs and 
benefits as may be required on account of the loss of such title. In the event of a dispute at to title to any Royalty, Working Interest, or other interests 
subject thereto, payment or delivery on account thereof may be withheld without liability for interest until the dispute is finally settled; provided, mat, 
as to State or Federal lands or leases, no payments rffunA due tbe United States or the State rfNew Mexico shall be vvithhdd, but such be 
deposited as directed by the A.O. or Land Cornmissioner (as the esse may be) to be held as unearned money pending final settlement of the title 
dispute, and then applied as earned or returned in accordance with such final settlement 

If the tide or right cf any party claiming the right to receive in kind all or any portion of the Unitized Substances allocated to a Tract a in 
dispute, Unit Operator at the direction rf Working Interest Owners shall either: 

(a) require that thc party to whom such Unitized Substance are delivered or to whom the proceeds thereof are paid furnish security for the 
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proper accounting therefor to the rightful owner if the title or right of such party fails in whole or in part, or 

(b) withhold and market the portion of Unitized Substances with respect to which title or right is in dispute, and impound die proceeds 
thereof until such time as the title or right thereto is established by a final judgement of a court of ocmrjetent jurisdiction or otherwise to the 
satisfaction of Wcrking mterest Owners, whereupon the proceeds so iimxwnded shall be paid to the party rightfully entitled thereto. 

Each Wcrking Interest Owner shall bxfcmnify, hold harmless, and defend all other Wcrking Interest Owners against any and all claims by 
any party against the interest attributed to such Working Interest Owner on Exrribit "B". 

Unit Operator as such is relieved from any responsibility for any defect cr failure of any title hereunder. 

SECTION 22. LEASES AND CONTRACTS CONFORMED AMD EXTENDED. The terms, conditions and provisions of all 
leases, subleases and other contracts relating to exploration, drilling, development or operation for oil or gas on lands committed to this Agreement are 
hereby expressly incdified and amended to the extent necessary to make the same conform to the provisions hereof, but otherwise to remain in full 
force and effect, and the parties hereto hereby consent lhat the Secretary and the Land OmmissksKr, respectively, shaU and by their approval hereof, 
or by the approval hereof by their duly authorized representatives, do hereby establish, alter, change or revoke tbe drilling, producing, rental, minimum 
Royalty and Royalty requirements of Federal and State leases committed hereto and the regulations in respect thereto to confojui said requirements to 
thc provisions of this Agreement. 

Without limiting the generality of the foregoing, all teases, subleases and contracts are particularly modified in accordance with the 
foOcwing: 

(a) The development and operation of lands subject to mis Agreement under the terms hereof shall be deemed full performance of aD 
obligations fbr development and operation with respect to each Tract subject to tins Agreement, regardless of whether there it any 
development of any Tract of thc Unit Area, ncrwitftstanding anything to the contrary in any lease, operating agreement or other contract by 
and between the parties hereto, or their icapeotivc predecessors m interest, or any cf mem. 

(b) Drilling, producing or improved recovery operations performed liereunder shaD be deemed to be performed upon and for the benefit of 
each Tract, and no lease shall be deemed to expire by reason of failure to drill or produce wells situated on tbe land therein embraced 

(c) Suspension cf drilling cr producing operatim 
A.O., or their duly authorized representatives, shall be deemed to cortstitiitr such suspension pursuant to such direction or consent as to 
each Tract within tbe Unitized Area. 

(d) Each lease, sublease, or contract relating to thc exploration, drilling, development, or operation for oil and gas which by its terms might 
evriiTer-rinrtothetermmatirmnfthi* Agreement hoehy e*1mdert heyrmrt any snch term «r» pmviA<t tkerem *n mart il <iK»tl h~ o^rtfrm^ 
in full force and effect for and during thc term cf this Agreement 

(e) Any lease embracing lands ofthe State of New Mexioo which is made subject to this Agjccmcnt shall continue in force beyond the term 
provided therein as to thc lands committed hereto until the termination hereof. 

(f) Any lease embracing lands of the State of New Mexico having only a portion of its land oommitted hereto shall be segregated as to that 
portion committed and that not ooamutted, and the terms of such tease shall apply separately to such segregated portions commencing as of 
the Effective Date hereof Provided, however, that notwithstanding any of tbe provisions of this Agreement to the contrary, such lease 
(including both segregated portions) shaD continue in fuO force and effect beyond tbe term provided therein as to all lands embraced in 
such lease if oil cr gas is, or has heretofore been discovered in paying miarmHira on some part of the lands embraced in such lease 
committed to mis Agreement or, so long as a portion of tbe Unitized Substances produced from the Unit Ares is, under the terms of fins 
Agreement aÛ xated to the portion of thc lands covered by such lease committed to this Agi mucin, or, at any time during the term hereof, 
as to any lease that is then valid and subsisting and upon which tbe lessee or the Unit Operator is men engaged in bona fide drifting, 
reworking, or improved recovery operations on any part of the lands embraced in such lease, men thc same as to all lands embraced therein 
shall remain in full force and effect so long as such operations are diligently prosecuted, and if they result in the production of oil or gas, 
said lease shall continue in full force and effect as to all of the lands embraced therein, so long thereafter as oil or gas in paying quantities is 
being produced from any pcrtion of said lands. 

(g) The segregation of any Federal lease committed to tins Agreement is governed by the following provision in the fourth paragraph of 
Section 17 ® of the Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 Stat 781-784): "Any (Federal) lease 
heretofore or hereafter committed to any such (unit) plan embracing lands that are in part within and in part outside of the area covered by 
any such plan shall be segregated into separate leases as to the lands committed and thc lands not committed as ofthe effective date of 
unitization; provided, however, that any such lease as to thc non-unitized portion shall continue in force and effect fbr tbe term thereof but 
for not less than two years from the date of such segregation and so long thereafter 8s oil or gas is produced in paying quantities." 
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SECTION 23. COVENANTS RUN WITH LAND. The covenants herein shall be construed to be covenants running with the hmA 
with respect to the interest of the parties hereto and their successors in mterest until this Agreement terminates, and any grant, transfer or conveyance of 
interest in land or leases subject hereto shall be and hereby is conditioned upon tbe assumption of all privileges and obligations hereunder by the 
grantee, transferee or other successor m interest No aasigm^ 
until the first day of the calendar month after Unh Operator is furnished with the original, cr acceptable rjhotostatio or certified copy, ofthe recorded 
instrument or transfer, and no assignment or transfer of any Royalty Interest subject hereto shaD be binding upon the Working Interest Owner 
responsible therefor until the first day of thc calendar month after said Wcrking Interest Owner is furnished with the original, cr acceptable photostatic 
or certified copy, of the recorded instrument or transfer. 

SECTION 24. ErTECTTVE DATE AND TERM This Ainxement shsJl become 
it as of the date of execution or ratification by such party and shall become effective on the first day cf the calendar month next following thc approval 
of fins Agreement by the A.O, the Ljiid Commissioner ami 

If this Agreement does not become effective on or before A u g u s t 3 1 T 2Q03 . it shall ipso facto expire on said date 
(hereinafter call "Tjcpiration Date") and thereafter be of no further force or effect, unless prior thereto this Agreement has been executed or ratified by 
Working Interest Owners owning a combined Participation of at least seventy-five percent (75%); and at least seventy-five percent (75%) of such 
Working Interest Owners committed to this Agreement have decided to extend Expiration Date fbr a period not to exceed one (1) year (hereinafter 
called "Extended Expiration Date"). If Expiration Date is so extended and this Agreemeni dots not become effective on or before the Extended 
Expiration Date, it shall n»o facto expire on ExtcnckdFjcpiration Date and thereafter be of no further force and effect 

Unit Operator shaD file for record within thirty (30) days after the Effective Date of this Agreement, in tbe office of the County Clerk cf 
County, New Mexioo, where a counterpart of this Agreement has become effective according to its terms and stating further the 

effective date. 

The terms of this Agreement shaD be fbr and durmg the time that Umtized Substances S R produced from the unitized land and so long 
thereafter as drilling, reworking or other operations (inefedmg improved leuovei y operations) are prosecuted thereon without cessation of more than 
ninety (90) consecutive days unless accner terminated as lierein provided. 

This Agreement may be terminated with the approval of the Land Cornmissioner and thc A.O. by Working tetereat Owners owning eighty 
percent (80%) of the Unit Participation then in effect whenever such Working mterest Owners determine that Unit Orio iitiota are no longer pi uS table, 
or in the interest of conservaticsa. Upon app^ 
determination. Notice of any sue* termination shall be filed by Unit Operator in the office of the County Clerk of Rrtrty County, New 
Mexico, v/itnm thirty (30) days tf 

Upon termination of this Agreement, thc parties hereto shall be governed by thc terms and provisions of the leases and writraats affecting 
thc separate Tracts just as if this Agreement had never been entered into. 

Notwithstanding any other provisions in the leases unitized under this Agreement, Royalry Owners hereby grant Working Interest Owners 
a period of six months after termination of this Agreement m which to salvage, sell, distribute cr otherwise dispose of thc personal property and 
facilities used in ocsroection with Unit Operations. 

SECTION 25. RATE OF raOSPECTING. DEVELOPMENT & PRODUCTION AB production and the dkpn™! thenanf Anil 
be in conformity with allocations and quotas made or fixed by any duly authorized person or regulatory body under any Federal or State Statute The 
A.O. is hereby vested with authority to alter or modify from time to time, in his discretion, the rate of prospecting and development and within be 
limits made or fixed by the Division to alter or modify the quantity and rate of production under tins Agreement, such autljority being hereby limited to 
alteration or modification in the public interest the purpose thereof and the public interest to be served tiicrcby to be stated in the order tf alteration or 
modification; provided, further, that no such alteration or rnodification shall be effective as to any land of thc State of New Mexico as to the rate of 
prospecting and development in the absence of the specific written approval tltereof by the Land Cccnmissicocr and as to any lands in the State of New 
Mexico cr privatery-owned lands subject to tins Agreement or to the quantity and rate of production from such lands in the absence of specific written 
approval thereof by me Division. 

Powers in this Section vested in the A.O. shaD only be exercised after notice to Unit Operator and opportunity for hearing to be held not 
less than fifteen (15) days from notice, and thereafter subject to administrative appeal before Deceasing final 

SECTJON26. NONDISCRIMINATION. Unit Operator in cormection with the performance of work under tins Agreement 
relating to leases cf the United States, agrees to comply with all of tbe previsions tf Section 202 (1) to (7) inclusive tf Executive Order 11246, (30 
FJR. 12319), which are hereby inoorporated by reference m 

SECTION 27. APPEARANCES. Unit Operator shall have the right to appear for or on behalf of any interests affected hereby 
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before the Land Commissioner, the Department, and the Division, and to appeal from any order issued under the rules and regulations of the Land 
Commissioner, the Department or the Divisic^ 
before the Land Commissioner, the Department or the Division or any other legally constituted authority; provided, however, that any other interested 
party shall also have the right at his or its own expense to be heard in any such proceeding. 

SECTION 28. NOTICES. All notices, demands, objections or statements required hereunder to be given or rendered tn the parries 
hereto shall be deemed fully given if made in writing and personally delivered to the party or parties or sent by postpaid certified or registered mail, 
HtfrtrwMeH tn mch party or parties al their last known address set forth in cramedinn with the nignnhlrea herein or tn the eatjfinatjon r r nnnjefH hfPWlf OT 

to such other address as any such party or parties may have furnished in writing to thc party sencbng the notice, demand or statement 

SECTION 29. NO W ATVER OF CERTAIN RIGHT. Nothing in this Agreement oontained shall be construed as a waiver hy any 
party hereto of the right to assert any legal or ccnstitational right or defense as to the validity or invalidity of any law of me State wberein said Unitized 
Lands are located, or regulations issued thereunder in any way affecting such party, or as a waiver by any such party of any right beyond his or its 
authority to waive; provided however, each party hereto covenants mat it will not resort to any action to partition the unitized land or the Unit 
Equipment 

SECTION 30. ECIUIPMENT AND FACTf ITTES NOT FIXTURES ATTACHED TO REALTY. Each Working Internal Owner 
has heretofore placed and used on its Tract or Tracts oommitted to this Agreement various well and lease equipment and other property, equipment and 
facilities. It is also recognized that additional equipment and facilities may hereafter be placed and used upon thc Unitized Land as now or hereafter 
cc4tstitutcd Therefore, for all purposes of this Agreement any such ecniirrnenl shall be considered to be personal property and not fixtures attached to 
realty. Accordingly, said weU and lease equipment and personal piopaly is hereby severed from the mineral estates affected by this Agreement, and it 
is agreed that any such equipment and personal property shall be and remain personal property of the Working mterest Owners for all purposes. 

SECTION 31. UNAVOIDABLE DELAY. AH obligations under this Agreement requiring the Unit Operator to commence or 
continue improved recovery operations or to operate on or produce Unitized Substances from any cf the lands covered by this Agreement shall be 
suspended while, but only so long as, the Umt Operate*, despite and diligence, u prevented from compiymg wan such 
obligations, in whole or m part, by strikes, acts of God, Federal, State or municipal law or agency, unavoidable arrirltiit, uncontrollable delays m 
transportation, inability to obtain necessary materials or equipment in open market, or other matters beyond the reasonable control of thc Unit Operator 
whether similar to matters lierein enumerated or not 

SECTION 32. NONJOINDER AND SUBSEQUENT JOINDER Joinder by any Royalty Owner, at any time, must be 
accompanied by appropriate joinder of the coriespoi>ding Working Interest Owner in order fbr the interest of such Royalty Owner to be regarded as 
effectively committed Joinder to this Agreement by a Working Interest Owner, at any time, must be awrtiiinanied by app'yriatc joinder to the Unit 
Operating Agreeiucut inoida for snch interest to be regarded as effectively committed to this Agreement 

Any oil or gas interest in the Unitized Formatter") not committed hereto prior to submission cf this Agituumt to the Land Commissioner 
and the AO. for final approval may thereafter be committed hereto upon compliance with the applicable provisions of this Section and of Section 14 
(Tracts Qualified for Participation) hereof, at any time up to the Effective Date hereof on the same basis of Tract Participation aa provided in Section 
13, by tbe owner or owners thereof subscribing, ratifying, or consent ing in writing to this Agreement and, if the interest is a Working Interest, by the 
owner of such interest subscribing also to the Unit Operating Agreement 

It is understood and agreed, however, that from and after the Infective Date hereof tbe right of subsequent joinder as provided in this 
Section shall be subject to such requirements or approvals and on such basis as may be agreed upon by Wcrking Interest Owners owning not less than 
sixty-five percent (65%) of tbe Unit Participation then in effect, and approved by foe Land Cbnmnsaioner and AO. Such subsequent joinder by a 
proposed Working Interest Owner must be evidenced by his execution or ratification of this Agreement and thc Unit Operating Agreement and, where 
State or Federal land is involved, such joinder must be approved by fee Land Commissioner or A.O. Such joinder by a proposed Royalty Owner must 
be evidenced by his execution, ratification or consent cf this Agreement and must be consented to in writing by the Working Interest Owner 
responsible for the payment of any benefits that may accrue hereunder in behalf of such proposed Royalty Owner. Except as may be cjtherwise herein 
provided subsequent joinder to this Agreement shall be effective as of the first day cf thc month following the filing wim the Land Oxmnnsiorter and 
AO. of duly executed counterparts cf any and aD documents necessary to establish effective ccsnmitment of any Tract or interest to this Agreement, 
imless objection to snch joinder 

SECTION 33. COUNTERPARTS. This Agreenxrt niay be executed in any number cf counterparts, no one of which needs to be 
executed by all parties and may be ratified cr consented to 
those parties who have executed such a counterpart, ratification or consent hereto with thc same force and effect as if all parties had signed the same 
document, and regardless cf whether or not it is executed by all other parties owning or rJ»immg an interest m the land within the Described Unit Area. 
Furthennore, this Agreement shall extend to and be binding on the parties hereto, their successors, heirs and assigns. 

SECTION 34. JOINDER IN DUAL CAPACITY. Execution as lierein provided by any party « either « « ^ i„.—,. r y ^ 
or a Royalty Owner shall commit all interests owned or controlled by such party, provided, that if the party is the owner ofa Working Interest, he must 
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also execute the Unit Operating Agreement 

SECTION 35. TAXES. Each patty hereto shall, for its own acoount render and pay its share of any taxes levied against or 
measured by the amount or value cf use Unitized Substances produced from thc unitized land; provided, however, that if it is required or if it be 
detennined that the Unit Operator or the several Working Interest Owners must pay or advance said taxes for die acoount ofthe parties hereto, it B 
hereby expressly agreed mat the parties so paying or advancing said taxes shaU be reimbursed therefor by the parties hereto, i«u--t»>ting Royalty 
Owners, who may be responsible for the taxes on their respective allocated share of said Unitized Substances. No taxes shall be charged to the United 
States or to thc State of New Mexioo, nor to any lessor who has a contract with a lessee which requires his lessee to pay such taxes. 

SECTION 36. NO PARTNERSHIP. Tire duties, obligations and Karahnes of the parties l>ereto are intended to he «eve« I «mH not 
joint or collective. This Agreement is not mtennVd to create, and shall not be construed to create, an association cr trust, cr to impose a partnership 
duty, obligation or liability with regard to any one or more of the parties hereto. Each party hereto shaU be individuauy responsible for its own 
obligation as nerein provided. 

SECTION 37. PRODUCTION AS OF THE EFFECTIVE DATE. Unit Operator shall make a proper and timely gauge of aD 
leases and other tanks within the Unit Area in order to ascertain thc amount of merchantable oil above thc pipeline cormection, in such tanks as of 7:00 
ajn. on the Effective Date hereof. All such oil which has been produced in accordance with established allowables shall be and remain the ptupcity cf 
thc Working Interest Owner entitled thereto, the same as if the unit had pot been fcrmcd; and thc responsible Working Interest Owner shall pmwpUy 
remove said oil fiom the unitized land. Any such oil not so removed shall be sold by Umt Operator for the account of such Working Interest Owners, 
subject to the payment of all Royalty to Royalty Owners under thc terms hereof. The oil mat is in excess of thc prior allowable of the wells from which 
it was produced shall be regarded as Unitized Substances produced after Effective Date liereof. 

If, as cf the Effective Date hereof, any Tract is overproduced with respect to the allowable of the weUs on that Tract and the amount of 
o\er-pioductian has been sold or otherwise disposed cf, such ovrr-produotion shall be regarded as a part of the Unitized Substances produced after the 
Effective Date hereof and shall be charged to such Tract as having been dehvered to the parties entitled to Unitized Substances allocated to such Tract 

SECTION 38. NO SHARING OF MARKET. This Agreement is not intended to provide and shall not be construed1 tn pmvinV 
chrootry or indirectly, for any cooperative refining, joint sale or marketing cf Unitized Substances. 

SECTION 39. STATUTORY UNITIZATION. If and when Working Interest Owners owning at least seventy-fivepercent (75%) 
Unit Participation and Royalty Owners owning at least seventy-fivepercent (73%) Royalty Interest have become paTties to ̂ Agreement or have 
approved this Agreement m writing and su 
make application to the Division fcr statmory unitization of the nncommined interests pursuant to the Statutory Unitization Act (Qiaptcr 63,. Article 
14, NM.S. 1953 Annotated̂  If such application is made and statutory unitization ia approved by thc Dhosjon, then effective es of the date ofthe 
Divisions order approving statutory unitization, this Agreement and/or the Unit Operating Agreement shall automatically be revised and/or amended 
in accordance with the folknvmg: 

(1) Section 14 of this Agreement shaD be revised by substituting for tbe entire said section the following: 

"SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION On and after the FJfective Date hereof all Tracts within the Unit 
Area shaD be entitled to participation in the production of Unitized Substances." 

(2) Section 24 of this Agreement shaU be revised by substituting for the first three paragraphs of said section thc following: 

"SECTION 24. EFFECTIVE DATE AND TERM Tha Agreement shall become effective on me find day of the clennW month 
next following the effective date of the Division's order approving statutory unitization upon the terms and conditions of tins Agreement, as r w W 
(if any amendment is necessary) to conform to the Division's order, approval of this Agreement, as so amended, by the Land Commissioner, and Ihe 
A.O. and thc filing by Unit Operator of this Agreement or notice thereof for record hi the effice of the County Clerk of E d d y County, New 
Mexico. Unit Operator shall not file this Agreement or notice thereof for record, and hence mis Agreement shaD not become effective, unless within 
ninety (90) days after tiie date aU other prerequisites for efBwtiveness of tins Agreement have been satisfied, such films it approved by Working 
Interest Owners envning a combined Unit Participation of at least sixty-five percent (65%) as to aU Tracts within flic Unit Area. 

TJnit Operator shaD, within thirty (30) days after thc Jiffcctjvc Date cf mis Agreement file for record in thc office ofthe County Clerk of 
E d d y County, New Mexico, a certificate to the effect that tins Agreement has become effective m accordance wim its terms, therein 

identifying tbe Division's order approving statutory unitization and stating the Effective Date." 

(3) This Agreement and/or the Unit Operating Agreement shall be amended in any and all respects necessary to conform to the Divisions 
order approving statutory unitization. 

Any and all amendments of this Agreement and/cr the Unit Operating Agreement that are necessary to conform said agreements to the 
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Divisions order approving stowtoryunhizatira 
approval by said parties, exoepl as follows: 

(a) If any intendment of mis Agreement has the effect of reducing any Royalry Owner's, participation in the production of Unitized 
Substances, such Royalty Owner shall sot be deemed to have hereby approved the amended agreement without the necessity cf further' 
approval in writing by said Royalty Owner, and 

(b) If any amendment cf this Agreemeni and/or tbe Unit Operating Agreement has tbe effect cf reducing any Working mterest Owners 
participation in the production cf Unitized Substances or increasing such Working mterest Owners share of Unit Expense, such Wcskmg 
Interest Owner shall not be deemed lo have hereby approved the amended agreements without he necessity of further approval in writing by 
said Wcrking Interest Owner. 

Executed as 

By: 

Delbert McDougal, Manager 
Date of Execution: 

/I 

ss: 
STATE OF T E X A S ) 

COUNTY OF Lub^bp c k 

Tbe foregoing instrument was acknowledged before me this 

Delbert McDougal, Manager .for/of McQuadrangle, LC 

Texas Limited L i a b i l i t y Companym b e h a t f r f g a i d company 

My Commission Expires: 

Nctaif^bUo TERRY ROWLAND 
Notir, Public, Start of Texas 
My Commtoelon Explrw 12-12-06 
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OWNERSHIP MAP 
SOUTH RED LAKE II UNIT 

EDDY COUNTY, NEW MEXICO 
LEGEND 

• PRODUCING WELL 
# GAS WELL 
-cV DRY HOLE 
A PLUGGED VBANDONED 

PRESENT L.„i" AREA 

JULY. 2004 

BY: JIM PIERCE 

DRAWING BY: HTL 



AMENDED EXHIBIT "B". SCHEDULE OF OWNERSHIP 

Schedule Showing All Lands and Leases Within the 
SOUTH REDLAKE II UNIT, EDDY COUNTY, NEW MEXICO 

Tract Description Acres Serial Number Basic Royalty Lessee of 
Number of Lands and Expiration and Percentage Record 

Overriding Royalty Working Interest 
and Percentage and Percentage 

2A. 

4. 

5. 

Section 35: 
SW/4SE/4, 
SE/4SW/4 
T17S, R27E 

Section 35: 
SE/4NW/4, 
SE/4NE/4: 
T17S, R27E 

Section 35: 
NE/4NE/4 
TI7S.R27E 

Section 35: 
W/2NE/4 
T17S, R27E 

Section 35: 
SE/4SE/4, 
NE/4SW/4, 
N/2SE/4 
T17S, R27E 

Section 1: 
Lot 4 
(NWNW) 
T18S.R27E 

80 LC-028755-A USA/All OXY USA Losee, etal McQuadrangle, LC 
HBP Sliding Scale WTP, LP 5.00% 100% 

80 

80 

160 

LC-050158 
HBP 

40 LC-050158 
HBP 

LC-055561 
HBP 

LC-057798 
HBP 

USA/All 
Sliding 
Scale 

USA/All 
Sliding 
Scale 

USA/All 
Sliding 
Scale 

USA/All 
Sliding 
Scale 

BP America Trigg, et al 
Production Co. 5.00% 

McQuadrangle, LC 
100% 

BP America Trigg, etal McQuadrangle, LC 
Production Co. 5.00% 100% 

Occidental Cockburn, et al McQuadrangle. LC 
Permian, LTD. 5.00% 100% 

OXY USA Donohue, et al McQuadrangle, LC 
WTP, LP 5.00% 100% 

40.22 LC-0624121 USA/All BP America Paul Slayton, McQuadrangle, LC 
HBP Sliding Scale Production Co. etal 100% 

5.00% 

6 Federal Tracts totaling 480.22 Acres or 49.94% ofthe Unit Area. 

Section 2: 
Lot 3 
(NENW) 
T18S, R27E 

Section 36: 
E/2SW/4 
T17S,R27E 

Section 2: 
Lot 2 (NWNE) 
T18S, R27E 

40.60 2029-75 
HBP 

80 B-752-2 
HBP 

40.46 B-1483-26 
HBP 

State of NM 
12.5% 

State of NM 
12.5% 

State of NM 
12.5% 

OXY USA 
WTP, LP 

Paton, et al 
12.5% 

McQuadrangle, LC 
100% 

Wm. P. Dooley Wm.P.Dooley, McQuadrangle, LC 
et al 100% 

16.25% 

OXY USA Laura Kaempf, McQuadrangle, LC 
WTP, L.P. et al 100% 

12.5% 



Section 36: 40 B-8318-134 State of NM BP America Harlan Steed, 
SE/4NW/4 HBP 12.5% Production Co. etal 
T17S, R27E 16.25% 

McQuadrangle. LC 
100% 

10. 

11. 

Section 2: 
Lot 1 (NENE) 
T18S, R27E 

Section 36: 
NW/4SW/4 
T17S.R27E 

40.33 

40 

B-9299-4 
HBP 

B-l 1538-14 
HBP 

State of NM 
12.5% 

State of NM 
12.5% 

BP America Hudson, et al 
Production Co. 15.00% 

McQuadrangle, LC 
100% 

Conoco Inc.; Manix Energy McQuadrangle, LC 
Pure Energy LLC, et al 100% 
Group, Inc.; 16.25% 
Bellwether 
Exploration Co. 

12. 

13. 

14. 

15. 

Section 36: 
NE/4NW/4 
T17S, R27E 

Section 36: 
SW/4SW/4 
T17S, R27E 

Section 36: 
SW/4NE/4 
T17S, R27E 

Section 36: 
W/2NW/4 
T17S, R27E 

40 

40 

40 

80 

B-l 1538-14 
HBP 

E-379-5 
HBP 

E-l 059-2 
HBP 

V-5512 
HBP 

State of NM " " McQuadrangle, LC 
12.5% 100% 

State of NM Occidental McQuadrangle, McQuadrangle, LC 
12.5% Permian, LP LC, etal 100% 

10.00% 

State of NM BP America " McQuadrangle, LC 
12.5% Production Co. 100% 

State of NM Southwestern Southwestern Southwestern 
16.67% Energy Prod. Energy Prod. Energy Production 

Company Company Company 
100% 

10 State Tracts Totaling 481.39 Acres or 50.06% of Unit Area 

Total Federal Acreage: 
Total State Acreage: 

Total Acreage in Unit Area: 

480.22 Acres or 49.94% 
481.39 Acres or 50.06% 

961.61 Acres or 100.00000% 
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EXHIBIT "C". SCHEDULE OF TRACT PARTICIPATION (production, 

1. 7.99535% 

2. 6.41114% 

2A. 6.41114% 

3. 4.82955% 

4. 8.82591% 

5. 0 

6. 1.99737% 

7. 12.90584% 

8. 2.99767% 

9. 4.99586% 

10. 1.99818% 

Section 35: SW/4SE/4, SE/4SW/4. 
T17S, R27E 

Section 35: SE/4NW/4, SE/4NE/4 
T17S, R27E 

Section 35: NE/4NE/4 
T17S, R27E 

Section 35: W/2NE/4 
T17S.R27E 

Section 35: SE/4SE/4, NE/4SW/4, 
N/2SE/4 

T17S, R27E 

Section 1: Lot 4 (NWNW) 
T18S, R27E 

Section 2: Lot 3 (NENW) 
T18S, R27E 

Section 36: E/2SW/4 
T17S, R27E 

Section 2: Lot 2 (NWNE) 
T18S, R27E 

Section 36: SE/4NW/4 
T17S, R27E 

Section 2: Lot 1 (NENE) 
T18S, R27E 

Federal Lease #LC-028755-A 
Sliding Scale Royalty 
Reduced to 2.1% effective 7/1/00 

Federal Lease #LC-050158 
Sliding Scale Royalty 
Reduced to 1.3% effective 7/1/00 

Federal Lease #LC-050158 
Sliding Scale Royalty 
Reduced to 1.3% effective 7/1/00 

Federal Lease #LC-055561 
Sliding Scale Royalty 
Reduced to 2.9% effective 7/1/00 

Federal Lease #LC-057798 
Sliding Scale Royalty 
Reduced to 0.5% effective 7/1/00 

Federal Lease #LC-062412 
Sliding Scale Royalty 
Reduced to 0.5% effective 7/1/00 

State Lease #2029-75 
12.5% 

State Lease #B-752-2 
12.5% 

State Lease # B-1483-26 
12.5% 

State Lease #B-8318-134 
12.5% 

State Lease #B-9299-4 
12.5% 



11. 2.99767% Section 36: NW/4NW/4 
T17S, R27E 

12. 2.99767% Section 36: NE/4NW/4 
T17S, R27E 

13. 16.81945% Section 36: SW/4SW/4 
T17S, R27E 

14. 2.99767% Section 36: SW/4NE/4 
T17S, R27E 

15. 14.82127% Section 36: W/2NW/4 
T17S, R27E 

State Lease #B-11538-14 
12.5% 

State Lease #B-11538-14 
12.5% 

State Lease #E-379-5 
12.5% 

State Lease #E-1059-2 
12.5% 

State Lease #V-5512 


