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STATE/FEDERALFEE
- WATERFLOGD UNITS
UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION

soutH REDLARE T1 NI
EDDY COUNTY, NEW MEXICO

THIS AGREEMENT, entered imto s of the ___ 1ST  goyor  March o) 03 0 0y beroen tie partics
auhm'bhg,nﬁlyhg,ammdnghauqmdbﬂdnm&nedwuthe"puﬁehuuo,'
WITNESSETH:

Wm&hpuﬁahaaomﬁnmmdwﬁ&w)ﬁyuﬂhd“thhUﬂAmwﬁdb&hAM
and

WHEREAS, the Mineral Leasing Ast of February 25, 1920, 41 Stat. 437, as amended, 30 U.S.C. Sec. 181 et seq., suthorizes Federal
jessees and their representatives 1o unite with cach other, or jointly or scparstely with others, in collectively adopting and operating & cooperstive or
unit plen of dovelopment or operation of any oil or gas pool, field, or like arca, or any part thereaf for the puspose of mare properly conserving the
nstural resources thereof whenever determined and certified by the Secretary of the Interior to be necessary or advisable in the public interest; and

W}MEAS,ﬂ:ethmdmbﬁcM of the State of New Mexico is anthorized by an Act of the Legislamre (Section 1, Chapter
88, Laws 1943, as amended by Section 1 of Chapter 176, Lavs of 1961) (Chapter 19, Asticle 10, Seotion 45, New Mexioo Statutes 1978 Annctated),
10 consent to-and approve the development or operation”of State lands under agrecments made by kessecs of State lind jointly or severally with other
lessees where such agreements provide for the unit operation or development of part of or all of any oil or gas pool, field or area; and -

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is authorized by an Act of the Legislature (Seotion 1, Chspter
88, Lawe 1943, as amended by Seotion 1, Chapter 162, Laws of 1951) (Chapter 19, Atticle 10, Section 47, New Mexioo Statutes 1978 Annotated) te

amend with the approval of lessce, evidenoed by the Jessee's execution of such agrecment or otherwise, any oil and gas lease embracing Stste lands so
Mﬁclmgmdhelﬂmdmdhmemymdewbthehmd'nd)amamfuﬂtmmmmddevdqmmdpu\uaﬂofmyoﬂ

mmpool,ﬁddcrmmd

WHEREAS, the Oil Conservation Division of the State of New Metico (hereinafier referred 10 as the "Division™) is suthorized by an Act
of the Legislature (Chapter 72, Laws of 1935 as amended) (Chapter 70, Asticke 2, Section 2 et seq., New Mexico Statutes 1978 Annotated) to approve

WMWWMMJhMMMWdMWJNWWbMWW
(Chapter 65, Articke 3 and Article 14, NM.S. 1953 Annotated) to approve this Agreement and the conservation provisions heseaf; snd

WHEREAS, the parties hereto bold sufficient interest in the Unit Area covering the land bereinafier described to give reasonably effective
control of operations therein; and

WHEREAS, it is the purposc of the partics hereto to conserve natural resources, prevent waste, and seoure other benefits obtainable
through development and operation of the arca subject to this Agreament under the terms, conditions, and imitations herein set forth;

NOW'IHEREFORE,inmidaaﬁmdhm&ﬁhmk&h&m&b&hpﬁehﬂomﬁtb%@mﬂ&&
mﬁwmammmmmwwmwum:

SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February 25, 1920, as amended, suprs,
and all valid pertinent regulations, including operating and unit plan regulations, herctofore issued thereunder or valid, pertinent, and reasonable
regulations hereafier issued thereunder are acocpted and made 8 part of this Agrecment as to Federal lands, provided such regulstions are not

inconsistent with the terms of this Agreement; and as to non-Federal Jands, the oil and gas opcrating regulations in effect a2 of the Effective Date hereof’
govunmgdrﬂlmgandpod)mgopawan,naMM&hWWGthﬂanMhMMhdnwm

hereby accepted and made & part of this Agreement.
SECTION 2. Wrwhmdﬁwhmmmmm~
used herein shall mean:
(a)WAm'ndeﬂ:wduthachn&dam’bedesd\M"B'mddep:ctededn'bﬂ"A‘ha‘uimdwd:huduhuwbydmgnmd
and rocognized as constituting the Unit Area, containing 961,61  aares, more or less, in dy County, New Mexioo.
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(b)"LandOomminimu“'isdﬁned&theOominiaad’PnHiaLandsd‘ﬁ\e_Shled‘NewMeo.
(¢) *Division” is defined as the Oil Conservation Division of the Department of Energy and Minerals of the State of New Mexico.

(d)"AnﬂxorimeﬂieeH‘or'A.O.“isaﬂyunployeed‘lheBumnofLmdMungwmu\hobuhamddqalad!beteqnimdanthaity!n
act on behalf of the BLM.

() "Secretary" is defined as the Secretary of the Interior of the United States of America, or his duly suthorized delegate.
() "Depertment” is defined ss the Department of the Interior of the United States of America.

(g) "Proper BLM Offiice” is defined a5 the Bureav of Land Managemeni affioc having jurisdiction over the federal lands included in the
Unit Ares.

(h) "Unitized Formation” shall mean that interval underlying the Unit Ares, the vestical limits of which extended from an upper Limit
desoribed as 100 feet below mean sea level or at the top of the Grayburg Farmation, whichever is hi 10 8 Jower limit st the bese of the

Sen Andres formation; the geologic markers having been previously found to occur ot 1, 430" and the base of
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-
d on W Electric. Log taken March, 28, 1960, sajd log being measured
(%romr.lkefiy bqs”ﬁal.rl}gon. e}gevﬁtlg& of ﬂggl' éboi;;g.’ dea .ll.‘eav wnd al casocinnd and
oconstitnent liquid or liquefiable hydrocarbons, other than cutside substances, within and produced from the Unitized Formation.

@WM&MW&MW»M“M:TMWEW?} /

&)Wmhﬁeipeﬁm'kddneduﬁepempdpu&ipﬁmMmm&hM'B'hMgUnﬁnd.&hmmbaTm
under this agreement. - -

@) "Unit Participation” is the sum of the peroentages obtained by multiplying the Warking Interest of 8 Working Interest Owner in cach
Tract by the Tract Participation of such Tract. - oo e .

(m) "Working Interest” is the sight to scarch for, produce and soquire Unitized Substances whether beld s an incident of ownership of
minera} fee simpie title, mnder an oil and gas lease, opersting agreement; or otherwise held, which interest is chargesble with and obligated
to pay or bear, cither in cash or cut of production, or otberwise, all or a postion of the oost of drilling, developing and producing the
Unitized Substances from the Unitized Formetion and, operations thereof bereunder. Provided thet any royalty interest crested out of a
warking intcrest subsequent to the excoution of this Agreement by the owner of the working interest shall continue to be subject to such
() "Working Interest Owner” is any party hereto owning 8 Working Interest, including » carried werking interest owner, holding an
interest in Unitized Substances by virtiie of a lease, opersting agreement, fee title or otherwise. The owner of ol and gas rights that are free
of lease or other instrument aresting 8 Working Interest in another shall be regarded as 8 Working Interest Owner to the exteat of seven-
cighths (7/8) of his interest in Unitized Substances, and as & Royalty Owner with respect to his remsining one-cighth (1/8) interest therein.
(o) "Royalty Interest" ar "Royalty™ is an interest other then » Working Interest in or right to reoeive o portion of the Unitized Substances or
the proceeds thereof and includes the royalty interest reserved by the Jessor or by an oil and gas Jease and any overriding royalty interest, oil
psyment interest, net profit oontracts, or any other payment or burden which does not carry with it the right 1o search for and produce
unitized substanoes.

(p) "Royalty Owner" is the owner of a Royalty Interest.

(q) "Unit Operating Agreement” is the agreement eatered into by and between the Unit Operstor and the Working Interest Owners as
provided in Section 9, infra, and shall be styled "Unit Operating Agrecment, Unit, Eddy County,
New Mexioo". _ South RedTzke I

(r)“OildeasRigim“isthcrightwmlat,dewhpmdmm%hmmhhmﬁmldw&m
or to share in the production s0 obtained or the procecds thereof.

(s) "Outside Substances" is any substance cbtsined from any sotree other than the Unitized Formstion and injected into the Unitized
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Formation.

(©) "Unit Manager” is any person or corporation appointed by Working Intercst Owners to perform the datics of Unit Operator until the
selection and qualification of a successor Unit Operator as provided for in Section 7 hereof.

(u) "Unit Operutor” is the party designated by Working Interest Owners under the Unit Operating Agreement to condact Unit Operations.
(v)"UnitOpuaﬁm"ismyopattﬁ oconducted pursuant to this Agreement and the Unit Operating Agrecment.

(w) "Unit Equipment"” is all personal property, lease and well equipment, plants, and other facilitics and equipment taken over or otherwise
acquired for the joint scoount for use in Unit Operations,

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

(y) "Effective 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 arc incorporated herein by reference: Exhibit "A” attached hereto is a map

showing the Unit Arca and the boundarics and identity of tracts and leases in said Unit Area to the extent known to the Unit Operator. Exhibit "B
attached hereto is a schedule showing, 10 the extent known to the Unit Operator, the acreage comprising each Tract, percentages and kind of ownership
of oil and gas interests in all land in the Unit Area, and Tract Participation of cach Tract. However, nothing herein or in said schedule or map shall be
construed as a representstion by any party hereto as to the ownership of any interest other than such interest or interests as are shown in said map or
schedule as owned by such party. The shapes and descriptions of the respective Tracts have been established by using the best information available.
Each Working Interest Owner s responsible for supplying Unit Operator with accurate infarmation relating to cach Working Intcrest Owner's interest.
If it subsequently appears that any Tract, becanse of diverse royalty or working interest ownership on the Effective Date heréof, should be divided into

more than one Tract, or when any revision is requested by the A.O., or any correction of any arror other than mechanical miscalculations or.olerical is
" needed, then the Unit Operator, with the approval of the Working Interest Owners, may corect the mistake by revising the exhibits to conform to the
facts. The revision shall not include any reevalustion of enginecring or geological interpretations wsed in determining Tract Participation. Each such
revision of an exhibit made prior to thirty (30) days afier the Effective Date shall be effeotive as of the Effective Date. Each other such revision of an
exhibaulullbeeﬁechvcd%ﬂba.m.mlheﬁmMdhmmmﬂmﬂﬂmgﬂrmdd&emﬁwcmmm
date as may be detenmined by Werking Interest Owncin and set forth in“the rovised exhibit. Copies of such revision shall be filed with the Land
Commissioner, and not less than four copies ghall be filed with the A.O. hmynldmmmﬁmuhﬂbemmdbum«mmﬁ

UmwwdwmbW&mMumw

SECTION 4. EXPANSION. The above described Unit Arcs may, with the approval of the A.O. and Land Commissioner, when
.practicable be expanded to include therein any sdditional Tract or Tracts rogarded as reasonably neoessary or advisable for the purposes of this
Agreement provided, however, in such expansion there shall be no retroactive allocation or adjustment of Unit Expense or of interests in the Unitized
Substances produced, or prooceds thereof. Pursuant to Subsection (b), the Working Interest Owners may agree upon an sdjustment of investment by
resson of the expansion. Such expansion shall be effected in the following manner:

(8) The Working Interest Owner or Ovwners of a Tract or Tracts desiring to bring such Tract or Tracts into this unit, shall file an
application therefor with Unit Operstor requesting such admission.

{(b) Unit Operator shall circulate a notioe of the proposed expansion to each Working Interest Owner in the Unit Arca and in the Tract
proposed to be included in the unit, sctting out the besis for admission, the Tract Participation to be assigned 10 each Tract in the enlarged
Unit Area and other pertinent data. Afler negotiation (st Working Interest Owners’ mecting or otherwise) if at least three Working Interest
mwmuwwdmmawmummmwwWJMTMa
Tracts in the Unit Area, then Unit Operator shall:

1. After obtaining preliminary concurrence by the A.O. and Land Commissioner, prepare a notice of proposed expansion
describing the contemplated changes in the boundarics of the Unit Arca, the reason therefor, the basis for admission of the additional Tract
or Trects, the Tract Participation to be assigned thereto and the proposed effective date thereof, and

2. Deliver copies of said notice to Land Commisgioner, the A.O. at the proper BLM Office, each Working Interest Owner and
toﬁ.emmmammmmmwmmmmmmmammmuw
for subroission to the Unit Operstor of any objection 1o such proposed expansion; and

3. File, upon the expiration of said thirty (30) day period as set out in (2) immediately sbove with the Land Commissioner and
AO. thefnllowmg'(a)whmdmm;uwwmmdmdmdm@)mmmhw&m
expansion; (c) an instroment containing the appropriste joinders in compliance with the participetion requirements of Section 14, and
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Section 34, infrs; and (d) a copy of all objections received along with the Unit Opesator's response thereto.

The expansion shall, after doc consideration of all pertinent information and approval by the Land Commissioner and the A.O., beoome
effective as of the date presaribed in the notice thereof, preferably the first day of the month subsequent to the date of notice. The revised Tract
Pu'licipaxknoftherespeeﬁveTmimhdedwkhhﬁeUnitArupiutomdmmhﬂmhm“nﬁomwmhﬁ.

SECTION'S. UNITIZED LAND. All land committed to this Agrecment as to the Unitized Formatian shall constitute land
referred to herein as "Unitized Land” or "Land subsect 1o this Agreement”. Nothing herein shall be construed to unitize, pool, or in sny way affect the
od,gumdoﬂnrmxmhcmhmedmorﬂmmybepmdwedﬁmnyfamaﬁmodlrﬁnntbelhmndFammmnsd:ﬁudewumZ(h)of

this Agreement.
McQuadrangle, LC
SECTION 6. UNIT OPERATOR. is hereby designated the Unit Operator, and by signing this
instrument as Unit Operatar, agrees and consents to acoept the duties and obligations of Unit Operator for the operation, development, and production
of Unitized Substances as hercin provided Whenever reference is made herein to the Unit Operstor, 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 the tem "Working Interest Owner” when
used herein shall include or refer to the Unit Operator as the owner of 8 Working Interest when such an interest is owned by it

Unit Operator shall have a lien upon intercsts of Working Owners in the Unit Area to the extent provided in the Unit Operating Agreement.

SECTION 7. RESIGNATION OR REMOV AL OF UNIT OPERATOR. Unit Operator shall have the right to resign at any time,
but such resignation shall not become effective 80 a to release Unit Opersator from the duties and obligations of Unit Operator and terminate Unit
Operator’s rights as such for s period of six (6) months afier written notice of intention to resign has been given by Unit Operator to all Working
Interest Owners, the Land Commissioner and the A.O. unless a new Unit Operator shall have taken over and assumed the dutics and obligations of

. Unit Operator prior to the expiration of said period.
The Unit Operator shall, upon default or failure in the paformanos of its dutics and obligations hercunder, be subject to removal by

,;-,Wod:mg]ntuestOmshavmgmﬂuagyegm:agmypam(so%)umaed'hwpuhupnhmﬂnmd’aumofmwm
.- Interest Owner who is the Unit Operator. Such removal shall be effective upon notice thereof to the Land Commissioner and the A.O.

. hmmmdmmumm.mwwwammwmnwmu
meWainngInuutOwnc!Mhe_panﬂympmsﬂ:lcﬁrﬂ:epcfammecfﬁedmthmwmdeilm-ﬂmﬂmty(BO)chys
bﬁewarmmmamdbmdmammawm:gebwﬁnmmymmhukmw :

mmgnnbmormwaldlhtOpawmhaAymmmmmmmmweaMuhmdaWakmg

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 all wells, cquipment, books and records, materials, appurtenances and any other asscts used in connection with the Unit

Opersations to the now duly qualified sucoessor Unit Operator or to the Unit Mansger if no-such new Unit Operator is elected. Nothing herein shall be

construed es authorizing the removal of any material, equipment or appurtenanoes needed for the preservation of any wells. Nothing herein contained

shall be construed to relieve or discharge any Unit Operator or Unit Manager who resigns or is removed hereunder from any kisbility or duties acoruing
or performable by it prior to the effective dote of such resignation or removal.

SECTION 8. SUCCESSOR UNIT OPERATOR. Whencver the Unit Operator shall tender its resignation as Unit Operator or
shall be removed as heseinsbove provided, the Working Interest Owners shall seloct 8 sucoessor Unit Operator a8 herein provided. Such sclection shall
not become effective until (a) a Unit Operator so selcoted shall acoept in writing the duties and responsibilities of Unit Operator, and (b) the sclection
shall have been spproved by the Land Commissioner and the A.O. If no sucocssor Unit Operstor or Unit Maoager is selected and qualified as hercin
provided, the Land Commissioner and/or the A.O., at their election, may declare this Agreament terminsted.

In seleoting & successar Unit Operatar, the affirmative vote of three or more Working Interest Owners baving s total of sixty-five peroent
(65%) or more of the total Unit Participation shall prevail; provided that if any one Working Interest Owner hes » Unit Pesticipetion of more than
thirty-five peroent (35%), ifs negative vote or failure to vote shall not be regarded as sufficient unicss supported by the vote of one or more other
Waorking Interest Ownem having a total Unit Participation of at Jeast five percent (5%). If the Unit Operstor who is removed voles only to succeed
mdfa'fnih to vote, the successor Unit Operator msy be selected by the affirmative vote of the ownars of at least seventy-five peroent (75%) of the
Unit Participation remaining after excinding the Unit Participation of Unit Operstor so removed.

SECTIONS. ’ FER R
CosumdwmwﬂedbyUmlOpuabrmomdmgUnnOpamhadeMbcpald,awmedmmgmdbambyﬂuew«kmg
Interest Owners in acoordance with the Unit Operating Agreement.  Such Unit Operating Agrecment shall also provide the manner in which the
Working Interest Owncrs shall hmﬂdmmmmmmmwﬁu‘d&ebmﬁmmhummm
wnhthwundaiymgopaahngagrmﬂm,leuawahummdwdndhenglnamdobhgamubamwwmdﬂuWakmg
Interest Owners as may be agreed upon by the Unit Operator and the Working Interest Ouners; however, nomdnUnﬂOpum;Ammanlhnllhe
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deemed either to modify any of the terms and conditions of this Agreement or to relieve the 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 Agrecment shall prevail.
Copies of any Unit Operating Agmmmummbm&mﬂnﬂhﬂdwﬁﬂnwcmmmmﬁeho st the Proper

BLM Office as required prior to approval of this Agreement.

. SECTION 10. 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 the pertics bereto including surfasce rights which are neocssary or oonvenient for
prospecting for, producing, storing, allocating and distributing the Unitized Substances arc hercby delegated to and shall be exercised by the Unit
Operator es hercin provided. Upon request, acceptable evidenoe of title to said rights shall be deposited with said Unit Operater, and together with this
Agreement, shall constitute and define the rights, privileges and obligations of Unit Operator. Nothing herein, however, shall be construed to transfer
fitle to any land or to any leasc or operating agreement, it being understood that under this Agreement the Unit Operator, in its capacity as Unit
Operstor, shall exercise the rights of posscasion and usc vested in the perties hereto anly for the purposes herein specified.

SECTION 11. PLAN OF OPERATIONS. It is scoognized and agreed by the parties hereto that all of the land sabject to this
Agemtumamblypwed!ohmmdmnﬁ&bmﬂ&hmm%‘mm”bmmmwwt
into cffect an improved recovery project in order to effect additional recovery of Unitized Substances, prevent waste and conserve natural rescuroes.
Unit Operator shall have the right to inject into the Unitized Formation any substanoes for scoondary recovery or enhanoed recovery purposes in
acoordance with & plan of operation approved by the Working Interest Owners, thes A.O,, the Land Commissioner and the Division, including the right
to drill and maintain injection wells on the Unitized Land and completed in the Unitized Formation, and to use sbandoned well or wells producing
from the Unitized Formation for said purpose. Subject o like approval, the Plan of Operation may be revised as conditions may warrant.

mhﬁhlPhnofOpaaﬁmahanbeﬁbdmtheAO,ﬂandeiuionuandﬂnDiviﬁmmnMythheﬁlingofﬁeUnit
Agreement for final approval. Said initial plan of operations and all revisions thereof shall be as complete and adequste as the A.O., the Land
Commissioner and the Division may detcrmine 10 be neoessary for timely operation consistent herewith. Upon approval of this Agreement and the
initial plan by the A.O. mcanmmnm,udﬂmmdaﬂmbquqﬂywmmmmm&mo&gmdhm
wwmmwmﬁmwmmmhmwmmh xpiration of any existing plan, the Unit
Operator shall sebmit for like apy aplmﬁrmaddmmdMedpmodofopaahmAﬁum&mmmMmbk
diligence shall be exercised by the Unit Operator in complying with the obligations of the approved Plan of Operation.

Nmmmmmmmmwmmumwﬁmemwhmem
movaofUnmzedSnmﬁuntheUmAmmﬂmaM(la)naﬂuuﬂarﬂneMdawdmAmwnymw :
approved by the A.O., this Agreament ghall terminate sutomstically as of the date of default. )

SECTION 12. W@mmmumdmwmwmwmw
Unit Operator the right to use as much of the surface, including the water thacunder, dtheUnnmdLmdat mymubl'yheneoenuyﬁrUmt
Operations. .
UﬁtOpMﬁwmed‘mwhﬁn&anUnhOpasﬁlimMndemymﬁmnywell,hke,pondorinigsﬁal
ditch of a surface owner, unless approval for such use is granted by the surfioe owner.

Unit Operator shall pay the surface owner for damages to growing crops, fenoes, improveaments and structures on the Unitized Land that
result from Unit Operations, and such payments shall be considered as items of unit expense to be borne by all the Warking Interest Owners of lands
subyect hereto.

SECTION 13. TRACT PARTICIPATION. In Exhibit "B" sttached hereto there are listed and numbered the various Tracts within

the Unit Arca, and sct forth opposite cach Tract are figures which represent the Tract Participation, during Unit Operaticis if all Tracts in the Unit
AmqnahfyaspovndedhamMTmedthMudmmW'B'm&mMmmmﬁeﬂbwmg

formuls:

Tract Participation = 50% A/B + 40% C/D + 10% E/F
= the Troct Camulative Oil Production from the Unitized Formation ss of September 30, 1982
B= the Unit Total Cumulative Oil Production from the Unitized Formation as of Septcmber 30, 1982.

C= ﬁanmmgP:mmyOﬂRmﬁmdnUnﬂmdmethmbegwmgOmbel 1982, as determined by
the Technical Commitiee on February 25, 1983,

D= ﬂanamghmmOﬂRmﬁm&eUmhndFmﬁrdllmemmll982,n.
determined by the Technical Committee on February 25, 1983.
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E= the amount of oil produoed from the Unitized Fommation by the Tract from Jamusry 1, 1982, through September 30, 1982.
F= the amount of oil produced from the Unitized Formation by all Unit Tracts from January 1, 1982, through September 30, 1982.

In the event Jess than all Tracts are qualified on the Effective Date hereof, the Tract Participation shall be cakulated on the basis of all such
qualified Tracts rather than all Tracts in the Unit Arca.

SECTION 14, TRACTS QUALIFIED FOR PARTICIPATION. On and afier the Effective Date hereof, the Tracts within the Unit
Area which shall be entitied to participation in the production of Unitized Substances ahall be those Tracts more partioularly described in Exhibit *B”
that 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 Trect as to which Working Interest Owners owning one hundred peroent (1009%) of the Working Interest have become parties to
this Agreement and as to which Royalty Owners owning scventy-five percent (75%) or more of the Royalty Interest have become perties to
" this Agreement.

(b) Each Tract as to which Working Interest Owners owning onc hundred peroent (100%) of the Working Interest have beoome parties to
this Agreament, and as to which Royalty Owners owning less than seventy-five peroent (75%) of the Royalty Interest bave become parties
to this Agreement, and as to which (1) the Working Interest Owner who operates the Tract and Working Interest Owners owning at lcast
seventy-five percent (75%) of the remaining Working Interest in such Tract bave joined in & request for the inclusion of such Tract, and as
to which (2) Working Interest Owners owning st least seventy-five peroent (75%) of the combined Unit Participation in all Tracts that meet
the requirements of Section 14 (a) sbove have voted in favor of the inclusion of such tract

"(c) Each Tract as to which Warking Interest Owners owning less than one hundred peroent (100%) of the Working Interest have become

. parties to this Agreement, regardless of the percentage of Royalty Interest therein that is commitied bereto;.. and a8 -to which (1) the
" Working Interest Owner who operates the Tract and Warking Interest Owner owning at lcast seventy-five peroent (75%) of the remaining
" Warking Interest in such Tract who have become partics to this Agrecment have joined in a request for inciusion of such Tract, and have
executed and delivered, or obligated themselves 10 execute and deliver an indemnity agreement indemnifying and agrecing to hold harmless
i ﬂnahum‘ofmmﬂad“'ahnghuaun,ﬂutmmdus@,wmchmmddnmthﬁdmjbymwbyh
deakmghwum-uehTmmmmtpnmwﬂmAgmandwlndnmo-ncfﬂwmhumofﬂw’l‘na;mﬂum
which (2) Workihg Interest Owners owning st least scventy-five peroent (75%) of the Unit Perticipation in all Traots that imect the
requirements of Section 14 (a) and 14 (b) have voted in favor of the inclusion of such Tract and to accept the indemnity agreement. Upon
the inclusion of such a Tract, the Tract Participation which would have been attributed to the non-subscribing owners of Working Interest
in such Tract, had they bevome parties to this Agrecment and the Unit Operating Agreement, shall be attributed to the Working Interest
Owners in such Tract who have become partics to such agreements, and joined in the indemnity agreement, in proportion to their respective
Warking Interests in the Tract.

If on the Effective Date of this Agreement there is any Tract or Tracts which have not been effectively committed to or made subject to this
Agreement by qualifying as sbove provided, then such Tract or Tracts shall not be entitled to participete hereunder. Unit Operstor shall, when
submitting this Agreement for final approval by the Land Commissioner and the A.Q,, file therewith 8 sohedule of those tracts which have been
committed and made subject to this Agreement and are entitled to perticipate in Unitized Substanoes. Said schedule shall set forth opposite each such
committed Tract the lease number or assignment number, the owner of record of the lease, and the peroentage participation of such tract which shall be
compuied according to the perticipation formula set forth in Section 13 (Tract Participetion) above. This schedule of participetion shall be revised
Exhibit "B" and upon spproval thereof by the Land Commissioner and the A O., shall became s part of this Agreement and shall govemn the allocation
of production of Unitized Substances until a new schodule is approved by the Land Commissioner and A.O.

SECTION15.A.  ALLOCATION OF UNITIZED SUBSTANCES. All Unitized Substances produced and saved (less, save and
exocpt any part of such Unitized Substances used in conformity with good operating practioes on unitized land for drilling, operating, camp and other
production or development purposes and for injection or unavoidable loes in accordance with a Plan of Operation approved by the A.O. and Land
Commissioner) shall be apportioned among and allocated to the qualified Tracts in accordance with the respective Tract Porticipetions effective
bercunder during the 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 cach Tract, and only that amount (regardless of whether it be more or less than the amount of the actual

ion of Unitized Substances from the well or wells, if any, on such Tract) shall, for all intents, uses and purposes, be deemed to have been
produced from such Tract.

The Unitized Substances allocated to each Tract shall be distributed among, or accounted for, to the parties entitled 1o shar in the
promwmﬁmmethamﬂnmemm,mﬂwummmdupmthesmmuﬁwywwldhwpammtedmduhmedm
the production from such Tracts, or in the prooceds thereof, had this Agrecment not been entered into; &nd with the same Jegal foroe and effect.
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No Tract mmmwmwmmmummmumwymwﬁmmmm
hereunder on account of depletion of Unitized Substances.

lfﬂchakinglmelutmd/orﬂ!eRoynkylmminmyTnamdividedwiﬂnepeeﬂoscpltmpuudsorpaﬁmsofmleuotmd
ovwned now or hereafier in severalty by different persons, the Tract Participation shall in the absence of a recordable instrument executed by all owners
in such Tract and furnished to Unit Operator fixing the divisions of ownership, be divided among such peroels or portions in proportion to the number
of surface acres in cech.

SECTION15B.  EXCESS IMPUTED NEWLY DISOOVERED CRUDE OJL. Esch Truct shall be allocated sny excess imputed

newly discovered arude oil in the proportion that its Tract Participation bears to the tofal of the Tract Participations of all Tracts not previously
allocsted the total number of barrels of crude oil allocabie to these Tracts out of unit production in accordance with the Tract Participations of such
Tracts; provided, however, that exoess imputed newly discovered crude oil allocated to each such Tract, when added to the total number of barrels of
mtednewlydmvuedwdeoilpwmlyaﬂoemdtolgshnﬂnotameed.mmymmﬁ,thewalmhu'ofban*ofoilnﬂoulﬂew:tmtaf

unit production in acoordance with its Tract Participation.

SECTION 15.C. WMTMM&MMMMWWW«I
in the proportion that its Tract Participation bears 1o the total of the Tract Participations of all Tracts not previcusty allocated the total number of crade
oil barrels allocable to these Tracts out of unit production in accordance with the Tract Participations of such Tracts; provided, however, that exoess
imputed stripper crude oil allocated to cach such Tract, when added 10 the total rmber of barrels of imputed stripper crude oil previously allocated to
it, shall not exoced, in eny month, the total number of barrels of oil allocable to it cut of unit production in acoordance with its Tract Pasticipation,

SECTION 15D. TAKING UNITIZED SUBSTANCES IN KIND. The Unitized Substances allocsted to each Tract shall be
delivered in kind to the respective parties entitled thereto by virtue of the ownership of oil and gas rights thercin. Each such party shall have the right to
construct, maintain and operate all neocssary facilities for that 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 in kind of any portion of the Unitized Substances shall be bome by the party taking delivery. In the event any Working Interest Owner shall

failtotakeorothawnadeqmelydnpmeofnspopatmmd&epmﬁthmnndFmﬂmwlmgumohm
continues, Unit Operator, for the account and at the expense of the Working Interest Owner of the Tract or Tracts conoemed, and in arder to avoid
wmhngﬁeopanumdﬂwmtmmay,hluhﬂnmbemqmedtn,)dlammdmmwmdfwwmw
that all contracts of eale by Unit Operator of any other party’s share of Uiitized Substances shall be only for such reasonsbic periods of time as are
 consistent with the minimum pesds of the industry under the circumstanocs, but in 0o event shall any such contract be for a period in excess of one
year, and at not Jess than the prevailing market price in the area for like production, and the acoount of such Working Interest Owner shall be charged

- therewith as having received such production. The net proceeds, if any, of the Unitized Substanoes so disposed of by Unit Operator shall be paid to the
WakmghwastOmofﬂnTrwtorTmuomoamdNamﬂsnmdmgthefaemUnnOpemMmmankmommm
of any Working Interest Owner's share of gas production without first giving such Warking Interest Owner sixty (60) days' notioe of such intended

sale.

Any Working Interest Owner receiving in kind or separately disposing of all or any part of the Unitized Substanoes sllocated to eny Tract,
or reociving the proceeds thercfrom if the same is sold or. purchased by Unit Operator, shall be responsible for the payment of all royalty, overriding
royalty and production peyments due thercon, and cach such perty shall hold each other Working Interest Owner harmless against all claims, demands
and ceuses of action by owners of such royalty, overriding royalty and production pasyments.

EuﬂeﬂneEﬁ’ecﬁvéDatznfthis Agreement, there is any Tract or Tracts that erc subsequently committed hereto, as provided in Section 4
(Expansion) hereof, or any Tract or Tracts within the Unit Arca not committed hereto &s of the Effective Date beroof but which are subsequently
committed hereto under the provisions of Section 14 (Tracts Qualified for Pesticipation) and Section 32 (Non-joinder and Subsequent Joinder); or if

any Tract is excluded from this Agreement as provided for in Section 21 (Loss of Title), the schedule of participation as shown in Exhibit "B” shall be
revised by the Unit Operator; and the revised Exhibit "B”, upon approval by the Land Commissioner and the A.O., shall govern the allocation of
production on and afier the cffective date thercof until & revised schedule is approved as bereinabove provided.

SECTION 16. OUTSIDE SUBSTANCES. If gas obtained from formations not subject to this Agroement is introduced into the
Unitized Formation for use in repressuring, stimulating of production or increasing ultimate recovery which shall be in conformity with a Plan of
Operation first approved by the Land Commissioner and the A-O,, @ like amount of gas with sppropriate deduction for loss or depletion from eny
mmemaybcwmﬂmﬁmumtvdhoanpladmﬂwUnmzedFammmwyahyﬁwub&ymblnnotmyaltyﬁeeubthepvdm
extracted therefrom; pmvndedﬂutsuchwnthchwalsha]lbeatsudnhmcnmaybepmntbdmﬂnamwed%of%ma‘udbﬂmemybc
consented to or prescribed by the Land Commissioner and the A-O. as conforming to good petrolenm engincering practioes and provided further that
such right of withdrawal shall teminate on the termination date of this Agreement.

SECTION17. ROYALTY SETTLEMENT. TheSm:d‘NeannoomdUmedSNad’AmmdallRoyaltyOwna:
who, under an existing contract, arc cntitied to take in kind a share of the substances produced from any Tract unitized hercunder, shall continue to be
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entitled to such right to take in kind their share of the Unitized Substanoes 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 shall be made
by Working Interest Owners responsible therefor under existing contracts, laws and regulations on or before the last day of cach month for Unitized
Substances produced during the preceding calendar month; provided, however, that nothing herein contained shall operete to relieve the lessees of any
land from their respective lease obligations for the payment of any Royeity due under the leases, except thst such Royalty shall be computed on
Unitized Substances as allocated to each Tract in acoordance with the terms of this Agreement. With respect to Federal leases committed hereto on
which the 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 committed Tracts were included in & single consolidated lease.

I the amount of production or the proceeds thereof accruing to any Royalty Owner (exoept the United States of Amevica) in a Trast
depends upon the average production per well or the average pipeline runs per well from such Tract during any period of time, then such production
shall be detenmined from and after the effective date bereof by dividing the quantity of Unitized Substenoes allocated bereunder to such Tract during
such period of time by the number of wells locsted thereon capable of producing Unitized Substanoes as of the Effective Date hereof, provided that any
Tract not having any well s0 capable of producing Unitized Substances on the Effective Date hereof shall be oonsidered as having one such well for the

purpose of this provision.

All Royalty duc the State of New Mexico and the United States of America and the other Royalty Owners hercunder shall be computed and
paid on the basis of all Unitized Substanoes allocated to the respective Tract or Traots committed hereto, in licu of actus] 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 Substanoes
qumtOpanhommdnoRoyahy,wenchngmanty,podndmwdhapaymmMbepaynblemwwmtd‘Unnmd&:bsmnnd.lmt,or
consumed in Unit Operations.

Esch Royalty Owner (other than the State of New Mextico and the United States of America) that exeoutes this Agreement represcnts and
warrants that it is the owner of 8 Royalty Interest in 8 Tract or Tracts within the Unit Area as its interest appears in Exhibit "B” attached hereto, If any
Royeity Interest in a Tract or Tracts should be lost by title failure or otherwise in whole or in part, during the term of this Agreeinent, then the Royalty
xnmndmmmwwuunmwmummmwmum«mmmum

singly. o .

s : SECTION 18. Whﬁhummkoyﬂhdwmhmmwmbewdby

: Woximglnu:utOwnmmm&&a&uun&mmmhmndnguhmwmmmwmﬂmw
relieve the lessees of any land from their respective lease obligations for the payment of any rental or minimum Royalty in lisu thereof, due under their
lcases. Rental for lands of the State of New Mexioo subjest to this Agreement shall be paid at the rate specified in the respective leases from the State
of New Mexioo. Rental or minimvm Royalty for lands of the United States of America subject to this Agreement shell be paid at the rate specified in -
thempechvcleuuﬁunﬁcUmwdShtud‘Ammca.nnlmmdnmdammmmRoylhymmwd,mspmded«mhwdbthwby
approval of the Secretary or his duly sutharized representstive. _

SECTION 19. CONSERVATION. Operations hercunder and production of Unitized Substances shall be conducted to provide for
the most coonomical and efficient recovery of said substances without wasts, as dafined by or pursuant to Federal and State laws and regulations. ‘

SECTION 20. DRAINAGE. The Unit Operator shafl take all reasonable and prudent measures to prevent drainage of Unitized
Substances from unitized Jand by wells on land not subject to this Agreement.

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

SECTION 21. LOSS OF TITLE. In the event titie to any Tract of unitized Jand shall fail and the trae owner cannot be indnced to
join in this Agreement, such Tract shall be sutomatically regarded as not committed hereto, and there shall be such readjustment of foture oosts and
benefits as may be reguired on acoount of the Joss of such title. In the cvent of » dispute as to title to any Royalty, Working Interest, or other interests
subject thereto, payment or delivery on account thereof may be withheld without Eability for interest until the dispate is finally settled; provided, that,
a3 to State or Federal lands or lcases, no psyments of funds due the United States or the State of New Mexico shall be withheld, but such funds shafl be
deposited as directed by the AO. wMCmmm(uhmmb)bhhﬂqumymmmdhmk
dispute, and then applied #s eamed or returned in accordance with such final settlement.

If the title or right of any party claiming the right to receive in kind all or any portion of the Unitized Substanoes allocated to & Tract is in
dispute, Unit Operator st the direction of Working Interest Owners shall cither:

(8) requirc that the party to whom such Unitized Substance are delivered or to wham the proceeds thereof are paid furnish seourity for the
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proper accounting thesefor 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 the procceds
thereof until such time as the title or right thereto is established by a final judgement of @ court of competent jurisdiction or otherwise to the
satisfaction of Working Interest Owners, whereupon the prooeeds so impounded shall be paid to the party rightfully entitled thereto,

Each Working Interest Owner shall indemnify, hold harmiess, and defend all other Working Interest Owners against eny and all claims by
any party against the interest attributed to such Working Interest Owner an Exhibit "B".

Unit Operator as such is relieved from any responsibility for any defect or failure of any title hercunder.

SECTION 22. R ;
leua,suueasamdoﬂuomnaaudmsbamlmdmmg,dwebmauamﬁxoﬂ wgnsmlnthmmmedtoﬂnsweunﬂatue
hereby expressly modified and amended to the extent necessary to make the same conform to the provisions hereof, but otherwise to remain in full
foroe and effect, and the partics hereto hereby consent that the Secretary and the Land Commissioner, respectively, shall and by their spproval hereof,
or by the approval hereof by their duly authorized representatives, do hereby establish, alter, change or revoke the drilling, producing, rental, minimum
RoyanyandRoynltyrewmensafFedunlmdSmelmommedhaetomdthengulnhmmrspeu&auomowfammdrequmw

the provisions of this Agreament.
Without limiting the generality of the forcgoing, all leases, subleases and contracts are particularly modified in accordance with the
following:
(a) The development and operation of Jands subject to this Agreement under the terms heroof shall be deemed full performanoe of all
obligations for development and operation with respect to each Tract subject to this Agreement, regardicss of whether there is any
developmand'myTMofﬂwUmtAxa,mmmmwmmnmymmwwmmby
mmhmqummemganydm e

(b) Drilling, producing umwdmmmhmwfmdmmnkwwuwfmdmmdhhbm&
cach Tract, and no lcasc shall be deemed to expire by reason of failure to drill or produce wells situated on the land therein embraced.

(c) Suspension of drilling or producing opcrations within the Unit Ares pursusnt to direotion or consent of the Land Commissioner and the
A.O, ar their duly anthorized representatives, Mbwwmmﬁmpmmpmmmmdm«m“b
each Tract within the Unitized Area. Co .

(&Mhﬂq-ubhuqammw‘ﬂnamlmmdadmcwﬁmﬁroﬂmdguwhld:bynntumnmgln
meptmtoﬂxetammnmdthsAgmtuhcebymm&dkymdmymh&mwpwﬂedﬂnm,wmamﬂbm
in full foroe and effect for and during the term of this Agrecment.

(¢) Any leasc embracing lands of the State of New Mexico which is made subject to this Agreement shall continue in force beyond the term
provided therein as to the lands committed hereto until the termination beseof.

() Any lesse embracing lands of the State of New Mexico having only a portion of its land committed hereto shall be segregated as to that
portion committed and that not committed, and the terms of such lease shall apply scparately to such scgregated portions commencing as of
the Effective Date hereof. Provided, however, that notwithstanding any of the provisions of this Agreement to the contrary, such lease
(including both segregated portions) shall continue in full foroe and effect beyond the tesm provided therein as to all lands embraced in
such lease if ol or gas is, or has heretofore been disoovered in paying quantities on some pert of the lands embraced in such lease
committed to this Agreement or, 50 long &3 a portion of the Unitized Substanoes produced from the Unit Arcs is, under the terms of this
Agreement, allocated to the postion of the Jands covered by such Jease committed to this Agreemnent, or, st any time during the term hereof,
nstoanyleuelhatnﬂnnvddmdmhm;mdnpmwhﬂ&elmwtheww:ﬁmnmmhmﬁdem
reworking, or improved recovery operations on sny part of the lands embreced in such lease, then the same as to all lands embraced therein
lhallmammfnllfuccmdd‘eaoolmgusndtopuatmmdhguﬂyprouwted,mdftheymhmﬁepoduchmd‘oﬂagu,
said jease shall continue in full foroc and effect as to all of the lands embraced therein, 50 Jong thereafier as oil or gas in psying quantities is

being produced from any postion of said Jands.

(g)'mcscgmgaumd'anyl-‘edenlhueemumdbmnw»gwumdwmﬂbmmmhfmm&
Section 17 (j) of the Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 Stat. 781-784): "Any (Federal) lease
haetoforeorbereaﬁercommmedtoanymdl(umt)planunhwnghndsthatmmpmmdnnmdmpmiwmded'themmedby
any such plan shall be segregated into scparate Jeases 8s to the lands committed and the lands not committed as of the effective date of
unitization; provided, howeves, mmmmnmmmmMmmmm&uhmmwm
for not less than two years from the date of such segregation and s0 long thereafier s oil or gas is produoed in paying quantitics.”
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SECTION 23. COVENANTS RUN WITH LAND. The covenants herein shall be construed 10 be covenants running with the land
with respect to the interest of the parties hereto and their successors in interest until this Agreement terminates, and any grant, transfer or conveyance of
intercst in land or lcases subject hereto shall be and hereby is conditioned upon the assumption of all privileges and obligations hereunder by the
grantee, transferee or other successor in interest. No essignment or transfer of any Working Interest subject hereto shall be binding upon Unit Operator
until the first day of the calendar month after Unit Operstor is furnished with the original, or scoeptable photostatio or certified copy, of the recorded
instrument or transfer; and no sssignment or transfer of any Royalty Interest subject hercto shall be binding upon the Warking Interest Owner
responsible therefor until the first day of the calendar month afier said Working Interest Owner is farnished with the original, or acoeptable photostatic
or oertified copy, of the recorded instrument or transfer.

SECTION 24. EFFECTIVE DATE AND TERM This Agreement shall become binding upon each party who executes or ratifies
it as of the date of exccution or ratification by such party and shall become effective on the first day of the calendar month next following the approval
of this Agreement by the A.O., the Lend Commissioner and the Commission. -

If this Agreement docs not beoome cffective on or before _August 31, 2003 , it shall ipso facto expire on ssid date
(hereinafier call "Expiration Date”) and thereafter be of no further force or effect, unless prior thereto this Agreement has been exccuted or ratified by
Working Interest Owners owning 8 combined Participation of at least seventy-five perent (75%); and at least scventy-five percent (75%) of such
Working Interest Owners committed to this Agreement have decided to extend Expiration Dete for 8 pariod not to exceed anc (1) year (hereinafter
called "Extended Expiration Date™). If Expiration Date is 80 extended and this Agreament does not beoome effective on or before the Extended
Expiration Date, it shall ipso facto expire on Extended Expiration Date and thereafier be of no further force and effect.

Unit Operator shall file for record within thirty (30) days after the Effective Date of this Agreement, in the office of the County Clerk of
County, New Mexico, where a counterpart of this Agreement has beoome effective according 1o its terms and stating further the

cffective date. ) .
ThetamufﬂluAgrmMhﬁMMghmMUmw&mmMﬁmhmmhﬂmdwm

thereafier as drilling, reworking or other operations (including improved reoovery operations) are prosecuted thercon without cessation ofmonthn
nmﬁy(%)wmdayumlmmtummhduhaempumhd

mwmuwmmewdhwmmmmqu byWakmgMOmsmngughy‘, ]

} pemmt(w%)ofanthu'hmpatmﬁmme&dwbﬂxvemchWakmghthwmdehmMUnﬁOpeuhmmmlmgspuﬁhﬂq'
o ormthcmtdoammmUmwwind\mmmm&ﬂaumudh&u&ydhmﬂuﬂamwmhmtw
" determination. NoueeafmysndntemmmmahaﬂbeﬂcdbyUnnOpaﬂumhaﬁoedmeCMyChkof_Idd;z County, New
Mexioo, within thirty (30) days of the effective date of termination.

Upon tenmination of this Agreameat, the perties hereto shall be governed by the terms and provisions of the leases and contradts affecting
the scparate Tracts just as if this Agreement had never been entered into.

Notwithstanding any other provisions in the Jeases unitized under this Agreement, Royalty Owners hereby grant Working Interest Owners
a period of six months afier termination of this Agreement in which 10 salvage, sell, distribute or oiberwise dispose of the personal property and

SECTION 25. R OSPi ! FRODUCTION. All production and the disposal thereof shall
bemoonfamnywnhallooahasandqudsmtb«ﬁndbyanydﬂyauﬂmuedpumangﬂmyhodymdwmyhdnlw&mmThe
AQ. is bereby vested with suthority to alter or modify from time to time, in his disoretion, the rate of prospecting and development and within the
limits made or fixed by the Division to alter or modify the quantity and rate of production under this Agrecment, such suthority being hereby Limited to
slteration or modification in the public interest, the purpose thereaf and the public interest to be saved thereby to be stated in the order of alteration or
modification; provided, further, that no such slteration or modification shall be effective as to any land of the State of New Mexioo as 1o the rate of
proepeciing and development in the abeence of the specific writien approval thereof by the Land Commissioner and as to any Jands in the State of New
ManooormvandybowmdlmcbmquﬂmAWwbhmmmdmmﬁmmdMnhMedwﬁcm
approval thereof by the Division.

Powers in this Section vested in the A.O. shall only be exercised afler notice to Unit Operator and opportunity for hearing to be held not
Iees than fifteen (15) days from notice, and thereafier subject to administrative appeal before becoming final

SECTION 26. wwwmmmuﬁmammmmm
relating to leases of the United States, ugtwulooanplywnhallofﬂwp’ovumd‘smm(l)to(‘l)mdwveafﬁmmad:lu“ 3o

FR 12319), which are hereby incorporated by reference in this Agreement.
SECTION 27. mmw¢mmmﬂgmmwfaademmw-w
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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 Division, or to apply for relicf from any of said rules and regulations or in any procecdings relative to operations
before the Land Commissioner, the Department or the Division or any other jegally constituted authority; provided, however, that any other interested
patyshallahohswﬂwnglnathnamownmewbehadmmywdlpmeedm&

SECTION 28. NOTICES. All notices, demands, objections or statements required hereunder to be given or rendered to the partics
hereto shall be deemed fully given if made in writing and personally delivered to the party or partics or sent by postpaid certified or registered mail,
addressed to such party or partics at their last known address set forth in connection with the signatures hereto or to the ratification or consent hereof or -
to such other address as any such party or parties may have farnished in writing to the party sending the notice, demand or sistement.

SECTION 29. NO WAIVER OF CERTAIN RIGHT. Nothing in this Agreement contained shall be construed as a waiver by any
party hereto of the right to assert any legal or constitutional right or defense as to the validity or invalidity of eny law of the State wherein 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 bereto covenants that it will not resort to any action to partition the unitized land or the Unit

Equipment.

huheruofaeplaoedmdusedcnmTndaTneummmdtoﬂmAgmtvmmweﬂmdlmeeqnmmtmddhsm cquipment and
facilities. It is also recognized that additional equipment and facilities may bereafter be placed and used upon the Unitized Land as now or hercafter
constitated. Therefore, for all purposes of this Agreement, any such equipment shall be considered to be personal property and not fixtures attached to
realty. Accordingly, said well and lease oquipment and personal property is hereby scvered from the minéral 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 Intereat Owners for all purposcs.

SECTION 31. UNAVOIDABLE DELAY. All obligations under this Agreement requiring the Unit Operator to comumence or
coptinue improved recovery operations or to operste on or produce Unitized Substances from any of the lands covered by this Agreement shall be
uspandedwdﬂa,butmlyuokmgas,thel!mtq)um Gespite the excrcise of due. care and diligence, is. prevenied from -complying with such
obligations, in whole or in part, by strikes, acts of God, Federal, State or municipel Jaw or agency, unavoidable accident, nncontrollable delays in
mpuhhm,mhhtybdﬁmWm@wmwﬂmwnﬂaadﬂmmdﬂcm&mdﬁﬂnumw
whdhﬂmnhbmhcmmuuedwm

.. .. SECTION32 MwmmeMummema
woanpamedbywtcpmdsoﬂhceampomthwkmghﬂuﬂOmmad:rfa’tbenmnstdmchkaynltymwbemdedn

effectively committed. Joinder to this Agreement by 8 Working Interest Owner, unyhmsmmbewnndbyammmu)hm
Operating Agreement in order for such interest to be reganded as effectively committed to this Agreement.

Any oil or gas interest in the Unitized Formations not oommiticd hereto prior to submission of this Agreement to the Land Commissioner
and the AO. for final approval may thereafies be commitied hereto vpon complience with the applicable provisions of this Section and of Section 14
(Trects Qualified for Participation) hereof, at any time up to the Effective Date hereof on the same basis of Tract Pasticipation as provided in Section
13, by the owner or ownens thereof subscribing, ratifying, or consenting in writing to this Agreement and, if the interest is 8 Working Interest, by the
owner of such interest subscribing also to the Unit Operating Agrecment.

It is understood and agreed, however, thet from and efter the Effective Date hereof the right of subsequent joinder as provided in this
Section shall be subject to such requircments or approvals and on such basis as may be agreed upon by Working Interest Owners owning not less then
sixty-five percent (65%) of the Unit Participation then in effect, and approved by the Land Commissioner and A.O. Such subsequent joinder by a
proposed Working Interest Owner must be cvidenced by his execution or ratification of this Agrecment and the Unit Operating Agreement and, where
State or Foderal land is involved, such joinder must be approved by the Land Commissioner or A.O. Such joinder by a proposed Royalty Ovaser must
be evidenoed by his excoution, ratification or consent of this Agreement and must be consented to in writing by the Working Interest Ovwner
responsible for the payment of any benefits that may acorue hereunder in behalf of such proposed Royslty Owner. Exocpt s may be otherwise herein
provided, subsequent joinder to this Agrecment shall be effective 2s of the first day of the month following the filing with the Land Commissioner and
A Q. of duly executed counterparts of any snd all documents necessary to establish effective commitment of any Tract or interest to this Agreement,
unless objection to such joinder by the Land Commissioner or the A.O,, is duly made sixty (60) days sfier such filing.

SECTION33. - COUNTERPARTS. This Agrecment may be executed in sny sumber of counterparts, no one of which needs o be
ummdbymputmmdmybcmﬁwdamendbbywmmmmmgmﬁemymhmmdllnllhebmhngnpm-n
Mm%ohwmﬁmﬁamumnhﬁﬂmummmhmmmﬁaaiallpcmehdngnedﬂnume
document, and regerdless of whether or not it is executed by alf other parties owning or claiming an interest in the land within the described Unit Ares.
Furthermore, this Agreement shall extend to and be binding on the parties hereta, their sucocssors, heirs and assigns.

SECTION 34. JOINDER IN DUAL CAPACITY. Exccution as herein provided by any party as cither a Working Interest Owner
uaanhyOWwahl!ommullthm\mdorwnmlledbywd:pmypwxhd,ﬂmﬁthepanyuﬁuownudawmhmt,hemm
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SECTION 35. - wmwyhﬂmaﬂﬁrummmﬂmmmﬁmymhndamt«
measured by the amount or value of the Unitized Substances produced from the unitized land; provided, however, that if it is required or i it be
determined that the Unit Operstor or the scveral Working Intesest Owners must pay or sdvance said taxes for the acoount of the parties hereto, it is
hereby expressly agreed that the partics so paying or sdvancing said taxes shall be reimbursed therefor by the parties hereto, including Royalty
Owners, who may be responsible for the taxes on their respective allocsted share of said Unitized Substances. No taxes shall be charged to the United
States or to the State of New Mexioo, nor to any lessor who has 8 contract with a lessee which requires his lessee to pay such taxes.

SECTION 36. NO PARTNERSHIP. The dutics, obligations and liabilities of the parties hereto are intended to be several and not
Jjoint or collective. This Agreement is not intended to create, and shall not be construed to create, an association or trust, or to impose a partnership
duty, obligation or liability with regard to any one or more of the partics hereto. Each party hereto shall be individually regponsible for its own
obligation as herein provided.

SECTION 37. PRODUCTION AS OF THE EFFECTIVE DATE. Unit Operator shall make a proper and timely gaugs of all
leases and other tanks within the Unit Area in arder to ascertain the amount of merchantable oil above the pipeline connection, in such tanks as of 7:00
am. on the Effective Date hereof. All such oil which bas been produced in acoordance with established allowables shall be and remain the property of
the Working Interest Owner entitled thereto, the same as if the unit had not been formed; and the responsible Working Interest Owner shall promptly
remove said cil from the unitized land. Any such oil not s0 removed shall be sold by Unit Operator for the account of snch Working Interest Owners,
uubyectlothcpaymaud’allkthwaoyaltyOmnmmmmm«lﬂlﬂummd‘ﬂwmaﬂmdﬂwuﬂnﬁmm
it was produced shall be regarded as Unitized Substances produced after Effective Date hereof.

If, as of the Effective Date heredf, any Tract is overproduced with respect to the allowable of the wells on that Tract and the amonnt of
over-production has been sold or otherwise disposed of, such over-production shall be regardod as o part of the Unitized Substances produced afier the
Eﬂbalemhaed‘andshaﬂbedmgedbmd: Tnuuhnvmgbemddwuedbtbemmﬂedtovmmd&nmwtome

7 SECTION38.  NO SHARING OF MARKET. mw;mmwmmmuuw»m&,
directly or indirectly, &rmymwlﬁnmgmnbwmukmdvmm&m )
SECTION39..- » . .STATUTORY UNITIZATION. lfmdvthukmghﬂnutOww:mmgntleutle\mycﬁwpumOS%) B

UmMc;ptmmnndRoyaltyOummownmgatlmtmy-ﬁwpamUS%)RoyahylmeenhmhemmwﬂmAgIeMahw
- nppuwedﬂmAgnanunmvmmgmdsud:WahnghuutOwnmhawahobecmepuhabtheUmOpeaﬁngAymagUnnOPauamy

mmmmmhmﬁmmmmdhmmdmmbh&nmmthmznt:mAa(Clup:-ﬁ Article
14, NM.S. 1953 Annotated). I such spplicstion is made and statutory unitization is approved by the Divisiod, then effective as of the date of the
Division's order approving statutory unitization, this Agreement and/or the Unit Opersting Agrecment shal] automatically be revised and/or amended

in accordanoe with the following:
(¢)] Scotion 14 of this Agreement shall be revised by substituting for the entire said section the following:

"SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and sfter the Effective Dete herea, all Traots within the Unit

Area shall be entitled to participation in the production of Unitized Substanoes.”
@) Scction 24 of this Agreement shall be revised by substituting for the first three paragraphs of said section the following:
"SECTION 24. WNMMMeMmhM&ydﬁeMm

next following the effective date of the Division's arder approving statutory unitization upon the terms and conditions of this Agreement, as amended
(if any amendment is neocssary) to conform to the Division's order; approval of this Agreement, ss s0 amended, by the Land Commissioner; and the
A.O. and the filing by Unit Operator of this Agreement or notice thereof for record in the affice of the County Clak of __ EAdY  County, New
Mexico. Unit Operator shall not file this Agreement or notice thereof for reoord, and hence this Agreement shall not become cffective, unless within
my(QO)dlylaﬂethcdn:dloﬁupmequmﬁrmdﬂmAthmeMEhngnwquhng
Interest Owners owning 8 combined Unit Participation of at Jeast sixty-five peroent (65%) as to all Tracts within the Unit Arca.

"Unit Operator shall, within thirty (30) days after the Effective Date of this Agreement, file for record in the office of the County Clerk of
Eddy CmMMmlmmuthAmhhmMmammmmw
identifying the Division's arder approving statutory unitizetion and stating the Effective Date.”

)TlmAgmemmlmdlot&ueUmtOpemhngAg!eunanlhallhemmdedmmymdnﬂmmuymomfambthcmmh
order approving statutory unitization.

Any and all amendments of this Agreement and/or the Unit Operating Agrecment that are neccssary to conform said agreements to the

Rev. 1/92
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Division's arder approving statutory unitization shall be decmed to be hereby approved in writing by the pastics hereto without neocssity for further
approval by said parties, exoepl as follows: . ” = o

(a)lfanymdmmlnfﬂnsAg:mthuwﬁwdmgwwowsmmmmem&md'w
&:hslmos,sud:kuyahyOmthllndbedeanedmhawhﬂebyamwedlhemmdednmanwnhmmenmnyofﬁnﬂn

-approval in writing by said Royalty Owner, snd

@)Huymmmdmwwumuuommgwmumamaﬂywmmom
parlicipstion in the production of Unitized Substances or increasing such Working Intercst Owner’s share of Unit Expense, such Working
MWM]M&WmMWWhm&MMM&:m@JWWmmhngby

u:dWa-kmglmaeanne
adrangle, LC
By:
Delbert McDougal, Manager
Date of Execution:

" L -22-03

stateoF TEXAS ) os:

COUNTY OF Lubﬁ)ck
mﬁ:'egmnsmmnnwtmadmaﬁodgedbd'ueme&u /;Hﬂ dlyd‘M »20 . 03 Lby .

vDelbert McDougal, Manager  fgo McQuadrangle, LC D,
Texas Limited Liability Companymwﬁm company c

'MyCmmuumErpuu’ / /‘J /J'OL

pd &Qﬁ&“ e .
e "' TERRY ROWLAND
. Notary Public, State of Texas
. _ “, Y

My Commiasion Expires 12:12-08
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OWNER’SHIP MAP

SOUTH RED LAKE I UNIT
EDDY COUNTY, NEW MEXICO

LEGEND

PRODUCING WELL JULY, 2004

GAS WELL

DRY HOLE BY: JIM PIERCE
PLUGGED \BANDONED

= = PRESENT L..f AREA DRAWING BY: HTL
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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 Overriding Royalty Working Interest
Number of Lands and Expiration  and Percentage Record and Percentage - and Percentage
1. Section 35: 80 LC-028755-A USA/AIlT  OXYUSA Losee, et al McQuadrangle, LC
SW/4SE/4, ~ HBP Sliding Scale =~ WTP, LP 5.00% 100%
SE/ASW/4
T17S, R27E

2. Section 35: 80 LC-050158 USA/Al BP America Trigg, et al McQuadrangle, LC
SE/4NW/4, HBP Sliding Production Co. 5.00% 100%
SE/4NE/4; Scale
T17S, R27E

JA.  Section35: 40  LC-050158  USA/AIl BP America  Trigg,etal  McQuadrangle, LC
NE/4NE/4 -~ HBP Sliding Production Co. - 5.00% " 100%
T17S, R27E | | Scale- R

' Section 35 80  LC-055561 USsA/All Occidental Cockburn, etal McQuadrangle. LC
W/2NE/4 "~ HBP Sliding ‘Permian, LTD. 5.00% 100%
T17S, R27E Scale

4. Section 35: 160 LC-057798 USA/AI OXY USA Donohue, etal McQuadrangle, LC
SE/4SE/4, HBP Sliding WTP, LP 5.00% 100%
NE/4SW/4, Scale
N/2SE/4
T17S, R27E

5. Section 1: 40.22 1.C-0624121 USA/Al BP America Paul Slayton, = McQuadrangle, LC
Lot 4 HBP Sliding Scale  Production Co. et al 100%
(NWNW) 5.00%

T18S, R27E
6 Federal Tracts totaling 480.22 Acres or 49.94% of the Unit Area.

6. Section 2: 40.60 2029-75 State of NM OXY USA Paton, et al McQuadrangle, LC
Lot3 HBP 12.5% WTP, LP 12.5% 100%
(NENW)

T18S, R27E

7. Section 36: 80 B-752-2 State of NM Wm. P. Dooley Wm. P. Dooley, McQuadrangle, LC
E2SW/4 HBP 12.5% et al 100%
T17S, R27E 16.25%

8. Section 2: 40.46 B-1483-26 State of NM OXY USA Laura Kaempf, McQuadrangle, LC
Lot 2 (NWNE) HBP 12.5% WTP, L.P. etal 100%

12.5%

T18S, R27E
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9, Section 36: 40 B-8318-134 State of NM BP America Harlan Steed, = McQuadrangle. LC
SE/ANW/4 HBP 12.5% Production Co. etal 100%
T17S, R27E 16.25%
10. Section 2: 40.33 B-9299-4 State of NM BP America Hudson, et al McQuadrangle, L.C
Lot 1 (NENE) HBP 12.5% Production Co. 15.00% 100%
T18S, R27E
11. Section 36: 40 B-11538-14 State of NM Conoco Inc.; Manix Energy  McQuadrangle, LC
NW/4ASW/4 HBP 12.5% Pure Energy LLC, etal 100%
T17S, R27E Group, Inc.; 16.25%
Bellwether
Exploration Co.
12. Section 36: 40 B-11538-14 State of NM “ “ McQuadrangle, LC
NE/ANW/4 HBP 12.5% 100%
T17S, R27E
13.  Section36: 40  E-3795 State of NM  Occidental = McQuadrangle, McQuadrangle, LC
SW/4SW/4 HBP 12.5% Permian, LP LC, etal 100%
- T17S, R27E _ 10.00%
Y400 Section 36: 40 - E-1059-2 - State of NM . BP America “ McQuadrangle, LC
- SW/4NE/4 ' HBP 12.5% Production Co. 100% -
T17S, R27E '
15. Section 36: 80 V-5512 State of NM Southwestern  Southwestern  Southwestern
W/2NW/4 HBP 16.67% Energy Prod. Energy Prod. Energy Production
T17S, R27E Company Company Company
100%
10 State Tracts Totaling 481.39 Acres or 50.06% of Unit Area
Total Federal Acreage: 480.22 Acres or 49.94%
Total State Acreage: 481.39 Acres or 50.06%
Total Acreage in Unit Area: 961.61 Acres or 100.00000%
Rev. 1/92



EXHIBIT “C”. SCHEDULE OF TRACT PARTICIPATION (production)

1.

2A.

10.

7.99535%
6.41114%
6.41114%
4.8 2955%

8.82591%

1.99737%
12.90584%
2.99767%
4.99586%

1.99818%

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

T17S, R27E

Section 35: SE/4ANW/4, SE/4NE/4

T17S, R27E

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

Section 35: W/2NE/4
T17‘S, 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/ANW/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 #L.C-050158
Sliding Scale Royalty

- -Reduced t0-1.3% ef_fective 71/00 -

Federal Lease #L.C-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 #L.C-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.

12.

13.

14.

15.

2.99767%

2.99767%

16.81945%

2.99767%

14.82127%

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

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

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



