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THIS AGREEMENT, entered into as of the day of

, 19€1, by and between the parties subscribing, rati-
fying or consenting hereto, and herein referred to as the "par-

tles hereto,"
WITNESSETH:

— e am w—— e At o w— ——

WHEREAS, the partles hereto are the owners of working,
royalty, or other oil and gas interests in the Unit Area sub-
Ject to thils agreement; and

WHEREAS, the Mineral Leasing Act of February 25, 1920,
41 Stat. 437, as amended, 30 U.3.C. Secs. 181 et seq., author-
izes Federal leassees and their representatives to unite with
each other, or Jointly or separately with others,'in collectively
adopting and operating under a cooperative or unit plan of de-
velopment or operation of any oil or gas pool, fleld or like
area, or any part thereof, for the purpose of morec properly con-
serving the natural resources thereof whenever determined and
certified by the Secretary of the Interlor to be necessary or
advisable 1in the public interest; and

WHEREAS, the Commissiloner of Public Lands of the State
of New Mexico is authorized by an Act of the Legislature, Sec.
1, Chap. 88, Laws 1943, (Sec. 7-11-39 N.M. Statutes hnnotated
1953 Compllation), to consent to and approve the development or
operation of State lands under agreements made by lessees of

State land ifointlv or severally wiith othzr lcssess of 3tate

e ———
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lands, with lessees of the United States, or with others, where
such agreements provide for unit operation or development of
part or all of any oil or gas pool, fleld or area; and

WHEREAS, the Commissioner of Publlic Lands of the
State of New Mexico 1s authorized by Sec. 3, Chap. 88, Laws 1943,
as amended by an Act of the Legislature, Sec. 1, Chap. 162,
Laws 1951, (Sec. 7-11-41 N.M. Statutes Annotated 1953 Compilla-
tion) to amend with the approval of lessee, evidenced by the
lesseets execution pf such agreement or otherwlse, any oil and
gas lease embracing State lands so that the provislons and the

length of the secondary term of said lease as to lands within

_such unit area will conform and coincide with the provisions
and the fé;; of.such-ééfeement féf fhe unit operation and de-
velopment or part of all of any oil or gas pool, field, or
area; and

WHEREAS, the 0il Conservation Commission of the State

of New Mexico is authorized by an Act of the Legislature, Chayp.

72, Laws 1935 as amended by Chap. 193, Laws 1937, by Chap. 166,
Laws 1941 and by Chap. 168, Laws 1949 (Sec. 65-3-1 et seq., N.
M. Statutes Annotated 1953 Compilation) to approve this agree-
ment and the congservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests
in the West Loco Hills Grayburg No. 4 Sand Unit ccvering the
land hereinafter described to give reasonably effective control
of operations herein; and

WHEREAS, it 1s the purpose of the parties hereto to
enable institution and consummation of secondary recovery op-
erations, to conserve natural resources, prevent waste, and
secure pther beneflts obtainable through development and opera-
tion 6f the Grayburg No. 4 Sand under the terms, conditions and
limitations herein set forth,

NOW, THEREFORE, in consideration of the premises and
R




the promises herein contained, the parties hereto commit to
this Agreement their respective interests in the below defined
Unit Area, and agree severally among themselves as follows:

1. ENABLING ACT AND REGULATIONS: The Mineral Leas-

ing Act of February 25, 1920, as amended, supra, and all valid
pertinent regulations, including operating and unit plan regu-
lations, heretofore issued thereunder or valid, pertinent and
reasonable regulations hereafter issued thereunder are accepted
and made a part of this Agreement as to Federal lands, provided
such regulations are not inconsistent with the terms of this
Agreement; and as to non-Federal lands, the oll and gas operat-
ing regulations in effect as of the effective date hereof gov-
erning drilling and producing operations, not inconsistent with
the terms hereof or the laws of the State of New Mexico, are
hereby accepﬁé&-and maae a part of ﬁhis'Aéreément: ’

2. UNIT AREA: The area specified on the map at-
tached hereto, marked Exhibit "A", is hereby designated and
recognized as constituting the West Loco Hills Grayburg No. L
Sand Unit Area, hereinafter referred to as "Unit Area," con-
taining 5320 acres, more or less.

Exhibit "A" shows, in addition to the boundary of tha
Unit Area, the boundaries and identity of tracts and leases in
saild area to the extent known to the Unit Operator. Exhibit
"B" attached hereto is a schedule showing to the extent known
vo the Unit Operator the acreage, percentage and kind of owner-
ship of o0il and gas interests in all land in the Unit Area,
However, nothing herein or in said schedule or map shall be
congstrued as a representation by any party hereto as to the
ownership of any interest other than such interest or 1ﬁterests
as are shown in sald map or schedule as owned by such party.

Exhibits "A" and "B" shall be revised by the Unit Operator

whenever changes in the Unit Area render such revision necessary,
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or when requésted by the'011 and Gas Supervisor, hereinafter
referred to as "Supervisor," or when requested by the Cormule-
sioner of Public Lands of the State of New Mexlco, hereinafter
referred to as "Comﬁissioner," and not less than sevaen copies
of the revised exhlbits shall be filed with the Superviéor and
coples thereof shall be filed with the Commissioner and with
the 01l Conservation Commission of the State of New Mexico,
hereinafter referred to as "Commission.,"

The above described Unit Area shall, when practicable,
be expanded to include therein any additional tract or tracts
regarded as reasonably necessary or advisable for the purposes
of this agreement, or shall be contractéd to exclude lands not
within any participating area, whenever such expansion or con-
traction is necessary or advisable to conform with the purp-
o8es of this agreement, - Such expansion or contraction shall be
effected in the following manner:

(a) Unit operator, with concurrence of at least
65% of the voting interest or on demand of the Director of the
Geological Survey, hereinafter referred to as “Directop," after
preliminary concurrence by the Director, or on demand of the
Commissioner and Commission, shall prepare a notice of proposed
expansion or contraction describing the contemplatved changes in
the boundaries of the ﬁnit Area, the reasons 'therefor, and the
proposed effective date thereof, preferably the first day of a
month subsequent to the date of notice,.

(b) Said notice shall be delivered Lo the Sup-
ervisor and Commissioner and Cémmission, and copies thereof
mailed to the last known address of each working interest ovney,
lessee and lessor whose interests are affected, advising that
30 days will be allowed for submission to the Unit Operator Ji
any objectionsg,

(¢) Upon expiration of the 30-day pericd provided
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in the preceding item (b) hereof, Unit Operator shall file
with the Supervisor, Commissloner and the Commission evidence
of mailing of the notice of expansion'or contraction and a copy
of any objectlions thereto which have been filed with the Unit
Operator, together with an application in sufficient number,
for approval of such expansion or contractlion and with appro-
priate Jolnders.

(d) After due consideration of all pertinent.
information, the expansion or contractlion shall, upon approval
by the Director, Commissiloner and the Commission, become ef-
fective as of the date prescribed in the notlce thereof.

(e) All legal subdivisions of unitized lands
(i.e..uonadrés ByAGovérnment survey or its nearest lot or
tract equivalent in instances of irregular surveys, however,

unusually large lots or tracts shall be considered in multiples

of 40 acres, or the nearest aliquot equivalent thereof, for the
purpose of elimination under this subsection), no parts of
which are entitled to be in a participating area within 7

years after the first day of the month following the effective
date of this agreenent, shall be eliminated automatically fron
this agreement, effective as of the first day thereafter, and
such lands shall no longer be a part of the Unit Area and snall
no longer be subject to this agreement, unless at the explra-
tion of sald 7-year period diligent drilling or reworking op-
erations are in progress on unitized lands not entitled to
participation, in which event all such lands shall remain sub-
Ject hereto for so long as drilling or reworking operations
are continued diligently, with not more than 90 days' tiuwe
elapsing between the completion of one such well and the com-
mencement of drilling or reworking the next such well, except
that the time allowed between such wells shall not expire

eparlier than W dava after the exoiration of any perilod of
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time during which drilling or reworking operations are pre-
vented by a matter beyond the reasonable control of Unit
Operator as set forth in the section hereof entitled "Un-
avoidable Delay”; provided that all legal subdivisions of
lands not in a participating area and not entitled to become
participating under the applicable provisions of this agree-
ment within 10 years after sald first day of the month follow-
ing the effective date of this agreement shall be eliminated
as aboVe specified,.

Determination of creditable "Unavoidable Delay"
time shall be made by Unit Operator and subject to the ap-
proval of the Director and Commissioner. The Unit Operator
shall, within 90 days after the effective date of any elimina-
tion hereunder, describe the area so eliminated to the satis-

' faction of the Director, Commissioner and the Commission and
promptly notify all parties in interest.

If conditions warrant extenslon of the 10-year
period specified in this subsection 2(e), a single extension
of not to exceed 2 years may be accomplished by consent of
the owners of 90% of the current unitized working interest and
60% of the current unitized basic royalty interests (exclu-
sive of the basic royalty interests of the United States or of
the State of New Mexico), on a total nonparticipating-acreage
basis, respectively, with approval of the Director and Commis-
sloner, provided such extension is submitted to thne Director
and Commissioner not later than 60 days prior to the expira-
tion of the sald 10-year period.

Any expansion of the Unlt Area pursuant to this sec-
tion which embraces lands theretofore eliminated pursuant to
this subsection 2(3) shall not be considered automatic commit-
ment or recommitment of -such lands,

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All ol
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and gas‘in the hereinabove described land and subsequently
admitted land effectively committed to this agreement only

as to the Loco Hills Grayburg No. 4 Sand, together with the
surface rights of ingress and egress, are unitized under the
terms of this agreement and are herein referred to as "Uniti-
zed Substances," and said land, as to the Unitized Substances,
shall constitute the land herein referred to as "Unitized
Land" or "Land Subject to this Agreement." The parties hereto
recognize the existence of that certaln Agreement dated April
1, 1958, between the Loco Hills Pressure Maintenance Associa-
.tion, Inc., as "Association" The Individual Stockholders of
the Loco H1ills Pressure Maintenance Assoclation, Inc., as
"Operators,” and Valley Gas Corporation, as 'Valley." The
unitization of gas in the Lococ Hills Grayburg No. 4 S nd under
this Unit Agreement 1is subject to all of the rights and privi-
leges held by Valley Gas Corporation under sald Agreement of
~ April 1, 1958.

The Loco Hills Grayburg No. 4 Sand shall be construec
to mean the sand and reservoir encountered in the drilling of
the Newmont-Ballard Well No, B-6 between the depths of 2767
feet and 2792 feet, as shown on the Gamma Ray Neutron Log of
said well, which well is located in the SE/4 SW/L NE/4 of Sec-
tion 1, Township 18 South, Range 29 East, Eddy County, New
Mexico, and willl herein be referred to as "Unitized Formation."

4, UNIT OPERATOR. Newmont 0il Company is hereby de-

signated as Unit Operator and by signature hereto as Unit Op-~
erator for the development and production of Unitized Sub-
stances as herein provided. Whenever reference 13 méde herein
to the Unit Operator, such reference means the Unit Operator
acting in that capacity and not as an owner of interest in
Unitized Substances, and the term "Working Interest Owner" when

used herein shall include or refer to Unit Operator as the
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owner of a working interest when such interest is owned by it.

' as used herein

The term "Working Interest Owner,'
shall mean the owner of such an interest committed hereto as
may be obligated to pay or bear, elther in cash or out of pro-
duction, or otherwise, a portion of all costs and expenses of
drilling, developing, producing and operating the Unitized
Land under this agreement and the Unit Operating Agreement.

' as used herein

The term "Royalty Interest Owner,'
shall mean a party who owns a right to or interest in any
portion of the Unitized Substances or proceedg thereof, other
than a Working Interest Owner.

5., RESIGNATION OR REMOVAL OF UINIT OPERATOR. Unit

Operator shall have the right to resign at any time, but such
resignation shall nct become effectlive so as to release Unit
Operator from the duties and obligations of Unit'Operator and
terminate Unit Operator's rights as such for a perlod of six
(6) months after notice of intention to resign has been served
by Unit Operator on all working interest owners and the Direc-
tor, Commissioner and the Commission, unless a new Unit Over-
ator shall have been selected and approved and shall have takm
over and assumed the duties and obligations of Unit Operator
prior to the expiration of said period.

The resignation of Unit Operator shall not release
Unit Operator from any liability or default by it hereunder
occurring prior to the effective date of its resignation.

The Unit Operator shall be subJect to removal by at
least two committed working interest owners owning at least
seventy-five per cent (75%) of the voting interests, based on
the percentage participations assigned to tracts in the parti-
cipating area, exclusive of the working interest owner who is

the Unit Operator. Such removal shall be effective upon

notice thereof to the Director and Commissioner,



In all such instances of resignatlion or removal,
until a successor Unit Operator 1s selected and approved, as
hereinafter provided, the working intepést owvners shall be
Jjointly responsible for the performance of the duties of Unit
Operator and shall, not later thah 30 days hefore such resig-
nation or removal becomes effective, appoint a common agent
to represent them in any action to be taken hereunder.

The resignation or removal of Unit Operator under
this agreement shall not terminate 1ts right, title or inter-
est as the owner bf a working interest or other interests in
unitized substances, but upon the resignation or removal of
Unit Operator becoming effective,'such Unit Onerator shall
deliver'pésséssibﬁ of éll equipﬁeﬁt, matcrials and'appdrteF
nances used in conducting the unlt operations as ownér by
the working interest owners to the new duly qualifled successor
Unit Operator or to the ovmers thereof 1f no such new Unit
operator is elected, to be used for the purpose of conduct-
ing unit operation hereunder. Nothing hcrein shall‘be con-
strued as authorizing removel of any material, equipment and
‘appurtenances needed for the preservation of any wells.

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit

operator shall tender his or its resignation as Unlt Operator;
or shall be removed as hereinabove provided, the working in-
terest owners shall, by majorlity vote based on the percentage
participations asslgned to tracts in the participating area,
select a successor Unit Operator; provided,that if a2 inajority
but less than seventy-five per cent (75%) of the working in-
terest owners qualified to vote are owned Ly one party to this
agreement, a concurring vote of one c¢r more additional working
interest owners shall be required to sclect a new Operator and
provided, further, no working interest owner who has Just been

removed as the Unit Operator may vote'for self-succession.




Such selection shall not become effective until (a) Unit
Operator so selected shall accept in writing the duties and
responsibilities of Unit Operator, and (b) the selection

shall have been approved by the Director and Commissioner.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREE-
MENT., All costs and expenses incurred by Unit Operator in
conducting unit operatiéns hereunder shall be paid and appor-
tioned among and borne by the working interest owners in ac-
cordance with the agreement or agreements entered into by and:
between the Unit Operator and the working 1ntergst owners,
whether one or more, separately or collectively. Any agrce-
ment or agreements entered into between the working interest
owners and the Unit Operator, as provided in this section,
whether one or more, are herein referred to as the "Unit
Operating Agreement." Such Unit Operating Agreement shall
also provide the'manner in which the working interest ownears
shall be entitled to recelve their respective proportionate
and allocated share of the benefits accruing hereto in con-
formity with their underlying operating agreements, leases,
or other independent contracts and éuch other rights and obli-
gations as between Unit Operator and the workinz interest
owners as may be agreed upon by the Unlt Operator and the
working interest owners; however, no such Unit Onerating
Agreement shall be deemed either to modify the terms and con-
ditions of this Unlt Agreement or to relieve the Unit Operator
of any right or obligation eétablished under this Unit Agrce-
ment, and in case of any lnconsistency or conflict between the
Unit Agreement and the Unit Operating Agreement, this Unit
Agreement shall prevail. Three (3) true copies of any Unit
Operating Agreement executed pursuant to this section shall Le
filed with the Supervisor and two (2) true copies filed with

the Commissioner, prior to approval of this fgreement.




8. 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 par-
ties hereto including surface rights, which are necessary or
convenlent for the prospecting for, producling, storing, allo-
zating and distributing the unitized substances are hereby
zranted and delegated to and shall be exercised by the Unit
Operator as herein provided. Acceptable evidence of title to
saild rights shall be deposited with sald Unit Operator and,
together with this Agreement, shall constitute and define the
rights, privileges and obligations of Unit Cperator. Nothing
herein, however, shall be construed to transfer title to any
land or to any lease, or to any operating agreeuwcnt or to any
reyalty or working interest, it being understood that under
this Agreement the Unit Operator, in its -capacity-as Unit Op-
erator, shall exercise the rights of possession and use vested
in the parties hereto only for the purposes herein specified.
9. DISCOVERY., Inasmuch as wells capable of produc-
ing unitized substances in paying guantities (to-wit: quanti-
ties sufficient to repay the cost of drilling and producing
operations with a reasonable profit) from the Loco Hills Gray-
burg No. 4 Sand have already been drilled, tested and completed
within the Unit Area and production in paying quahtities is
currently being taken therefrom, no initial test well is re-
quired under the terms of this Unit Agrecment. The respec-
tive working interest owners as to the NW/USE/4 of Section 7
and the NE/4 SW/4 of Section 12, both in Township 18 South,
Range 29 East, agree to drill wells upon sald tracts prior io
the time said tracts can reasonably be expected to respond
from any water injection and such working interest owners agree
that said tracts shall not be entitled to participate until

such time as said wells have been completed and are capavle
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of production.

10. PLAN OF OPERATION. It is recognized and

agreed by the parties hereto that the object and purpose 6f
this Agreement is to formulate and to put into effect a sec-
ondary recovery projJect in order to effect the greatest re-
covery of unitized substances, prevent waste and conserve
natural resources, The Unit Operator 1s authorized to inject
gas, oil, liquefied petroleum gas, brine, water or a comblna-
tion of sald substances and any one or more of sald substances,
irrespective of where said substances are produced, into the
Grayburg No. 4 Sand through any well or wells now or hereafter
completed thereln; provided, however, that the above operations
rnay be conducted by Unit Onerator only in accordance with a
plan of operation approved by the working interest owners,
Sﬁpervisor, Cormissioner and the Commission., Insofar as-the
parties hereto have the power and authority, they grant to
the Unit Operator the use of brine or water or both from any
formatlon within the Unit Area for injecting into the Gray-
burg No. 4 Sand.

On or bvefore thg effective date of thils agreement,
Unit Operator shall submit for the approval of the Supervisor,

Commissioner and Commission an acceptable nlan of development

and operation for the unitized land which, when approved by
the Supervisor, Commissioner and the Commission, shall conéti-
tute the further drilling and operating obligations of the
AUnit'Operator under this agreement for the period specified
taerein. Thereafter, from time to time tefore the expiration
of any existing plan, the Unit Operator shall submit for tue
approval of the Supervisor, Commissioner and Commission a

plan or plans for an additional specified period for the de-
velopment and operation of the unitized land, Said irnitial

plan and all revisions thereof shall be as complete and
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adequéte as the Supérvisor and Commissioner may determine to
be necessary for timely operations and development consistent
herewlth. Said plan or plans shall be modified or supplemen-
ted when necessary to meet changed conditions or to protect
the interests of all parties to this agreement. Reasonable
diligence shall be exercised in complying with the obligations
of the approved plan of development and operation. After the
effective date hereof, no further wells, except such as may
be necessary to afford pfotection agalnst operations not under
this agreement or such as may be specifically approved by the
Supervisor, Commissioner and Commission, shall be drilled ex-~
cept In accordance with a plan of development approved as
herein provided.

11. PARTICIPATION. The lands platted on Exhibit

MA" and described in Exhibit "B" hereto are recognized as
reasonably proved to be productive of unitized substances in
paying quantities and are hereby designated and fixed as the
"initial participating area."

In said Exhibit "P" attached hereto and made a parc
hereof, there is listed and numbered the various tracts within
the initial partlcipating area, and set opposite each tract is
a figure which represents the percentage participation to
which such tract shall be entitled if all of said tracts are
committed hereto as of the effective date of this agreement.
In the event less than all tracts within the initial partici-
pating area are committed hereto as of the effective date of
this Agreement, Unit Operator, as soon as practicable after
the effective date of this agreement shall file with the Sup-
ervisor, Commissioher and Commission a schedule of those trac.s
within the initial participating area committed hereto as cf
said effective date, which sald schedule shall be designated

"Revised Exhibit}?'and consldered for all purposes as & part
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of this agreement. Such Revised Exhibit "B shall set forth
opposite each such committed tract within the initial parti-
cipating area a revised percentage participation therefor,
which shall be calculated by applying the proportion that the
total of the committed tract percentage participation factors
bear to each of the committed tract percentage participation
factors as they are now set out in Exhibit "A", so that the
revised percentage particlpations of the respective tracts
will remain in the game ratio one to the other, Such Revised
Exhibit '{8" unless disapproved by the Director, Commissioner
or Commission within 30 days after filing, shall supersede,
effective as of the effective date hereof, the percentage
participations set forth in Exhibit ﬁa' attached hereto until
a further revision or revisions thereof are filed with and

’ abprovéd Sy the Directof;-Coﬁﬁissibner énd Commissioﬁ as
hereinafter provided. The percentage participation for each
tract as shown on Exhibit "EP attached hereto was determined
entirely by the total cumulative oil production of each tract
and such percentage participation factors, or as may be showr
on the Revised Exhibit'fy, as above provided, shall govern
the allocation of production on and after the effective date
¢f this Unit Agreement until the participating area is re-
vised and the revised percentage participations are filed
with and approved by the Director, Commissioner and Commission
as hereinafter provided.

Whenevef it appears proper to revise the initial
participating area‘to include land then regarded as reason-
ably proven to be productive of unitized substances in paying
quantities or determined to be essential to unit operations,
the Unit Operator and the working interest owner or ovners
of such tracts shall meet and seek to determine, on the vasis

of estimated recoverable reserves of unitized substances, the
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tract éercentage-parficipétion factor that should be assigned
to such tract. If and when such parties agree upon the tract
participation percentage factor that should be assigned to
such tract the Operator shall submit the matter of reviéion
of the participating area and the percentage participation
factors to be assigned to each new tract proposed to be in-
cluded in the revised particlpating area, to the working
interest owners in the participating area prior to such en-
largement. If 75% of the voting interests of such working
interest owners approve the revision and tract participating
factors then, subject to the apprOQal of the Director,
Commisslioner and Commission, the participating area shall be
revised and the participating percentage for each tract in
the enlarged participating area shall be revised, provided,
howeﬁer, that in any suéh Pevision the revised percentage
participation of the respective tracts which were participat-
ing prior to such revision shall remain in the same ratio
one to another. Unit Operator shall, within eight (8)
months from and after the official date of completion of a
unit well occasioning a revision of the participating area,
file with the Director, Commissioner and the Commission
appropriate instruments outlining and establishing the
revised participating area occasioned by such weli. The
effeétive date of any enlargement or contraction of the
participating area shall be determined by the Unit Operator,
subject to the approval of the Director, Commissioner and
Commission, in advance of the vote by the working interest
owners to consider a revision of the participating area.

No land shall be excluded from a participating area on
account of depletion of the unitized substances. It is the
intent of this section that the participating area shall be

comprised of adJoining parcels of land consisting of one or




more Government survey quarter-quarter sections, or lot equiva-
lents in 1lnstances of irregulat éurveys, on each of which par-
celg there 1s a’well capable of producing unitized substances
in paying quantities or which, in the absence of such well
thereon, are neverthéless.determined to be essential for unit
operations; but regardless of any revision of the participating
area, nothing herein contained shall be construed as requiring
any retroactive adjustment for production obtained prior to the
effective date of the revision of the participating area.

In the absence of agreement at any time between the
Unit Operator and the Director, Commissioner and Commisslion as
to the proper definltion or redefinition of a participating
area, the portion of all payment affected thereby may be im-
pounded in a manner mutually accepbable to the owners of work-
ing interests, except royalties due (a) the United States and, .
(b) the State of New Mexico, which shall be determined by the
Supervisor and the Commissioner, respectively, to be held as
unearned money until a participating area as revised is finally
approved and then applled as earned or returned in accordance
vith determination of the sum due as Federal and State royalty
¢a the basis of such revised and approved participating area.

Whenever it 1s determined, subject to the approval
of the Supervisor as to wells on Federal land and the Com-
missioner as to wells on State land, that a well drilled under
this agreement is not capable of producing in paying quantities
or determined not to be éssential for unit operations and in-
clusion of the land on which it 1s situated in a participating
zrea is unwarranted, production from such well shall, for the
purposes of settlement among all parties other than working
interest owners, be allocated to the lands on which the well
is located so long as the well is not within a participating

area. Settlement for working interest benefits from such a
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well shall ﬁe made as providedbinlthe Unit Operating Agree-
ment.

If, subsequent to the effective date of this agree-
ment, any additlonal tract within the initial participating
area bhecomes committed hereto under the provisions'of Section
28 hereof, or any committed tract within the initial partici-
pating area 1is excluded herefrom under the provisions of
Section 27, Unit Operator shall revise Exhibit "E" to show
the new percentage participations of the committed tracts in
the initial participating area, which revised Exhibit shall,
upon its filing andAapproval by the Director, Commissioner and
Commission, supersede as of its effective date, the last pre-
‘viously effective Exhibit "P.. In any such revision of Bxhibit
QET the revised percentage particlipations of the respective
tracts which were committed hereto prior to such revislon shall.
remain in the same ratlo one to another.

12. ALLOCATION OF PRODUCTION. For the purpose of de-

termining any and all benefits accruing under this Ayreement each
tract committed hereto within the participating area shall havé
zilocated to 1t a proportion, equal to i1ts percentage participa-

tilon of all unitized substances produced from the unitized land

except any part thereof used in conformity with good operating
rractices within the participating area for drilling, operating,
camp and other production or development purposes for pressure
maintenance or secondary recovery operations in accordance with

a plan of operation approved by the Supervisor, Commissloner and
Commission, or unavoidably lost. The amount of unitized substan-
ces allocated to each tract in the participating area shall be
deemed to be produced from such tract. It is hereby agreed that
production of unitized substances from any part of the participat-
‘ing area shall be allocated as provided herein regardless of

whether oil or gas 1s being produced from any particular tract
I




committed hereto. If the working interests or the royalty
interests in any committed tract are divided with respect to
separate parcels or portions of such tract and owned severally
vy different persons, the percentage participation assigned to
such tract shall, in the absence of a recordable instrument
among all owners fixing the division of ownership, be divided
among such parcels or portions in proportion to the number of
surface acres In each.

13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING

LAND. Any party or parties hereto owning or controlling the
working interest or a majority of the working 1nterest in any
unitized land having thereon a regular well location may, with
the approval of the Supervisor as to Federal land and the Com-
nlssioner'as to State land, énd subject to the provisions of -
the Unit Operating Agreement, at such party's sole risk, cost
and expense, drlll or work over a-well to test the Grayburg No.
Y4 Sand formation if suéh location is not within a partlcipatin:;
area. |

If any well drilled or worked over, as aforesaid, by
a working interest owner results in production of unitized sub-
stances such that the land upon which it is situated may prop-
erly be included in a participating area, such participating
area shall be enlarged as provided in thils Agreement, and the
well shall thereafter be operated by Unit Operator in accord-
ance with the terms of this Agreement and the Unit Operating
Agreement.,

If any well drilled or worked over, as aforesaid,
oy a working interest owner oﬁtains production of unitized
substances in quantities insufficient to justify the inclusior
in a participatiné area of the land upon which such well is
situated, such well may be operated and produced.by the party

drilling or working over the same subject to the conservation




requirements of this Agreement. The royalties in amount or
value of production from any such well shall be pald as speci-
fied in the underlying lease and agreements affected.

14, ROYALTY SETTLEMENT., The United States and the

State of New Mexico and all royalty owners who, under exlisting
substances produced from any tract, shall hereafter be entitled
to take in kind their share of the unitized substances alloca-
ted to such tract, and Unit Operator shall make deliverles of
such royalty share taken in kind in conformity with the appli-
cable contracts, laws and regulations. Settlement for royalty
interests not taken in kind shall be made by working interest
owners responslble therefor under exlsting contracts, laws and
‘regulations on or before the last day of each month fer unit-
ized substances produced during the preceding calendar month;
provided, however, that nothing herein contained shall operate
to relieve the lessees of any 1and from their respective lease -
obligations for the payment of any royalties duc under their
leases except that said royaltles shall be computed in accord-
ance with the terms of this agreement.

If gas obtained from lands not subject to this agree-
ment 1s introduced into the unitized land f'or use in pressure
maintenance, stimulation of production or lricreasing ultimate
recovery, which shall be in conformity with a plan first ap-
proved by the Supervisor, Commissioner and Commission, a like
amount of gas, less appropriate deductions for loss or deple-
tion from any cause, may be withdrawn from the formation into
which the gas was introduced, royalty free as to dry gas, but
not as to the products extracted therefrom; provided that such
withdrawal shall be pursuant to such conditions and formulas
as may be prescribed or approved by the Supervisor and the Com-
missioner;and, provided further, that such right of withdrawal

shall terminate on the termination of this agreement, If




1iquified petroleum gases obtained from lands or .formations
not subject to this agreement be .injected into the unitized
land for the purpose of increasing u}timate recovery, which
shall be in conformance with a plah first approved by the
Supervisor and Commissioner, part of all of such liquefiled
petroleum gases may be withdrawn royalty free pursuant to such
conditions and formulas as may be prescribed or approved by
the Supervisor and Commissioner.

Royalty due the United States shall be computed as
provided in the operating regulations and paild in value or de-
livered in kind as to all unitized substances on the basls of
the amounts thereof allocated to unitized Federal land as pro-
vided herein at the rate specified in the respective Federal
leases, or at such lower rate or rates as may be authorized by
Jlaw or regulation; provided, that for leases on wh;ch the roy -
alty rate depends on the daily average production per well,
said average producticn shall be determined in accordance with
the operating regulations as though the participating area
were a single consolidated lease.

Royalty due on account of State lands chall be com-
puted and paid on the basis of all unitized substances allo-
cated to such lands, in lieu of actual production from such

lands,

15. RENTAL SETTLEMENT, Rental or minimum royalties

due on leases committed hereto shall be paid by working interecst
owners responsible thérefor under existing contracts, laws and
regulations, provided that nothing herein contained shall op-
erate to relieve the lessees of‘any land from thelr respective
lease obligations for the payment of any rental or minimum roy-
alty in lieu thereof due under thelr leases., Rental or mini-
mum royalty for lands of the United States subject to this

agreement shall be paid at the rate specified in the respective
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leases from the United States unless such rental or minimum
royalty is waived, suspended or reduced by law or by approval
of the Secretary of the Interior or his duly authorized repre-
sentative,

Rentals on State of New Mexico lands subject to this
agreement shall be pald at the rate specified in the respective
leases, or may be reduced or suspended under the order of the
Commigsioner pursuant to applicable laws and regulations.

16. CONSERVATION. Operations hereundef and produc-

 tion of unitized substances shall be conducted to provide for
the most economical and efficient'recovery of sald substances
without waste, as defined by or pursuant to State or Federal
law or regulations.:

17. DRAINAGE. The Unit Operator shall take appro-.
priate and adequate measures to prevent drainage of unitized
substances from unitized land by wells on_land not subject to
this agreement or, pursuant to applicable regulations, pay a
fair and reasonable compensatory royalty as determined by the
Supervisor for Federal land and by the Coumissioner for State
land.

18, LEASES AND CONTRACTS CONFORMED AND EXTENDED.

The terms, conditions and provisions of all leases, subleases

and other contracts relating to exploration, drilling, develop-

ment 6r operation for oill or gas of lands committed to this
agreement are hereby expressly modified and amended to the ex-
tent necessary to make the same conform to the provisions
hereof, but otherwise to remain in full force and effect; and
the parties heretdo hereby consent that the Secretary as to
Federal leases and the Commissioner aé to State leaées shall
and each by his approval hereof, or by the approval hereof

by his duly authorized representative, does hereby establish,

alter, change or revoke the drilling, producing, rental,
R ———————————EE——————




minimum royalty and royalty requirements of Federal and State
leases committed hereto and the regulations in respect thereto
to conform said requirements to the proVisions of this agreement,
and without limiting the generality of the foregoing, all leases,
subleases and contracts are particularly modified in accordance
with the following:

(a) The development and operations of lands
subject to this agreement under the terms hereofl
shall be deemed full performance.of all obligations
for development and operation with respect to each
and every part or separately owned tract subject to
this agreement, regardless of whether there is any
development of any particular part or tract of the

“Unit Area, notwithstanding anything to the contrary
in any lease, operating agreement or other contract
by and between the parties hereto, or thelr respect-
ive predecessors in lnterest, or any of them,

(b) Drilling and producing operatilons per-
formed hereunder upon any tract of unitized lands
will bLe accepted and deeméd to be performed upon
and for the beneflt of eéch and every tract of unit-
ized land, and no lease shall be deewmed to expire.by
reason of faillure to drill or produce wells situated
on the land therein embraced.

(c) Suspension of drilling or producing opera-
tions on all unitized lands pursuant to direcction or
consent of the Secretary or his duly authorized rep-
resentative and the Commlissioner, shall be deemed to
constitute such suspension pursuant to suecn directica
or consent as to each and every tract of unitized
land.

(d) Each lease, sublease or contract relating

20




to the exploration, drilling, development or opera-

tion for oil or gas of lands other than those of the
United States committed to this agreement, which by
its term might expire prior to the termination of
this agreement, ls hereby extended beyond any such
term so pro&ided therein so that it shall be contin-
ued in full force and effect for and during the term
of this agreement.

(e) Any Pederal lease for a fixed term of
twenty (20) years or any renewal thereof or any part
of such lease which 1s made -subject to this agree-
ment shall continue in force beyond the term pro-
vided therein until the termination hereof. Any
other Federal lease committed hereto shall continue
in force beyond the term so provided therein or by
law as to the land committed so long as such lease
remains subject hereto,

{f) Each sublease or contract relating to the
operation and development of unitized substances
from lands of the United States committed to this
agreement, which by its terms would éxpire prior to
the time at which the underlying lease, as extended

by the immediately preceding paragraph, will expire,

is hereby extended beyond any such term so provided

thereih so that it shall be continued 1ﬁ full force

and effect for and during the term of the underlying
lease as such term 1s herein extended.

(g) The segregation of any PFederal lease com-
mitted to this agreement is governed by the follow-
ing provision in the fourth paragraph of Sectlon 17
(b) of the Act, as amended by the Act of July 29;
1954, (68 Stat. 583, 585): "Any Federal lease
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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 commlitted and
the lands not committed as of the effective date of
unitization: Provided, however, that any such lease
as to the nonunitized portion shall continue in force
and effect for the term thereof but for not less than
two years from the date of such segregation and so
long thereafter as oil or gas is produced in paying
quantities.”

(n) Any lease embracing lands of the State of
‘New Mexico which 1s made subject to this Agreement
shall continue in force beyond the term provided
therein as to the lands committed hereto until the
termination hereof.

(1) Any lease embracing lands of the State of
New Mexico having only a portion of its land commit-
ted hereto, shall be segregated as to the portion
committed and as to the portion not committed, and
the terms of such lease shall apply separately as to
such segregated portions commencing as of the effec-
tive date hereof. Notﬁithstandimg any of the provi-
sions of this agreement to the contrary, any lease

embracing lands of the State of New Mexico having

only a portion of its land committed hereto shall
continue in full force and effect beyond the term
provided'therein as to all lands embracéd in such
lease (whether within or without the Unit Area),
(1) if, and for so long as Unitized Substances are
capable of being produced in paying quantities from

’ some part of the lands embraced in such lease com~
T




mitted to.this agreément, or (ii) if, and for so
long as some part of the lands embraced in such
State lease are included in the Particlpating Area;
or (iii) if, at the expiration of the secondary term,
the lessee or the Unit Operator is then engaged in
bona fide drilling or reworking operations on some
part of the lands embraced therein and for so long
as such operaiions are being diligently prosecuted,
and if they result in the production of United Sub-
stances, said lease shall continue in full force and
effect as to all of the lands embraced therein, as
provided in (i) or (ii) above. ‘

19. COVENANTS RUN WITH LAND., The covenants herein

shall be constried td be covenants running with the land with
respect to the interests of the parties hereto and their suc-
céssors in interest until this agreement terminates, and any
grant, transfer or conveyance of interest in land or leases
subject hereto shall be and hereby 1s conditioned upon the
assumption of all privileges and obligations hereunder by the
grantee, transferee, or other successor in interest. No assign-
ment or transfer of any working interest subject hereto shall
be binding upon the Unit Operator untill the first day of the
calendar month after Unit Operator is furnished with the ori-
ginal, photostatic or certified copy of the instrument of
transfer; and no assignment or transfer of any royalty interess®
shall be binding upon the working interest owner responsible
therefor until the first day of the calendar month after said
working interest owner is furnished with the ofiginal, photo-
static or certified copy of the instrument of transfer.

20. EFFECTIVE DATE AND TERM. This agreement shall

become effective upon approval by the Director and Commissioner,

c¢r their duly authorized representatives, as of the first day
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of the month following the date of approval by the Director
and the Commissioner and shall remain in effect so long as
unitlized substances can be prodﬁced_from the unitized land
in paying quantities, i.e. in this particular instance, in
quantities sufficient to pay for the cost of producing same,
and, should production cease, 80 long thereafter as diligent
operations are in progress for the restoration of production
and so long thereafter as such unitized substances can be pro-
duced as aforesaid., This agreement shall remain in effect
during any period of suspension approved by the Director and
the Commissioner as provided for in Section 18 (c) hereof.

This Agreement may be terminated at any time by the
working interest owners whose voting interests aggregate not
less than ninety percent (90%), siibject to the approval of the
Director and the Commissioner; notice of any such approval
shall be glven by Unit Operator to all parties hereto.

Upon termination of this Agreement, the further de-
velopment and operation of the Unit Area as a unit shall be
" abandoned, unit operations shall cease and thereafter the par-
ties hereto shall be governed by the terms and provisions of
the leases and contracts affecting the separate tracts.

If not otherwise covered by the leases unitized
under this Agreement, royalty owners hereby grant working
interest owners a period of six (6) months after termination
of this Agreement in which to salvage, sell, distribute or
otherwise dispose of the personal property and facilities used
in connection with unit operations.

21. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION.

The Director is hereby vested with authority to alter or modily
from time to time in hils discretion the quantity and rate orf
production under this Agreement when such guantity and rate is

not fixed pursuant to Federal or State law or does not conform
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to any state-wide voluntary conservation or allocation pro-

gram, which 1s established, recognized, and generally adhered
to by the majority of operators in such State, such authority
being hereby limited to alteratlon or modification in the pub-
lic interest, the purpose thereof and the public Interest to be
served thereby to be stated in the order of aiteration or mod-
ification. Without regard to the foregoing, the Director is
also hereby vested wilth authority to alter or modify from time
to time in his discretion the rate of prospecting and develop-
ment and the quantity and rate of production under this agree-
ment when such alteration or modification is in the interest
of attaining the conservation objectives stated in this agree-
nent -and is not in- violation of any applicable Federal-or Statz
Law. It is agreed, further, that no such alteration or modi-
fication shall be effective as to any land of the State of New
Mexico as to the rate of prospecting and development in the
absence of the specific written approval thereof by the Com-
missioner and as to the quantity and rate of production in

the absence of specific written approval thereof by the Com-
mission.

Powers in thls section vested in the Director shall
only be exercised after notice tg Unit Operator and opportunity
' for hearing to be held not less than fifteen (15) days from
notice.

22. APPEARANCES. Unit Operator shall, after notice
to other parties affected, have the right to appear for or on
behalf of any and all interests affected hereby before the De-
partment of the Interlor and the Commission and to appeal from
orders issued under the regulations of said department and/or
Commission or to apply for relief from any of said regulations
or in any proceedings relative to operations before the Depart-

ment of the Interior, the Commission or other legally constituted




authority; proéided, however, that any other interested
party shall also have the right, at hls own expense, to be
heard in any such proceeding.

23. NOTICES. All notilces, demands or statements
required hereunder to be given or rendered to the parties
hereto shall be deemed fully given 1if given in writing and
personally delivered to the party or sent by postpaild regis-
tered or certifled mail, addressed to such party or parties
at thelr respective addresses set forth in connection with
the signatures hereto or to the ratificatlion or consent hereof
or to such other address as any such party may have furnished
in writing fo party sending the notice, demand or statement.

24, NO WAIVER OF CERTAIN RIGHTS.‘ 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 any law
of the State of New Mexico or of the United States or regula-
tions issued thereunder in any way affecting such party, or

as a wailver by any such party of any right beyond his or its
authority to wailve. |

25. UNAVOIDABLE DELAY. All obligations under this

Agreement requiring the Unit Operator to commence or continue
drilling or to operate on or to produce unitized substances
from any of the lands covered by this Agreement shall be sus-
pended while, but only so long as, the Unlt Operator despite
the exercise of due care and diligence is prevented from com-
plying with such obligations, in whole or in part, by strikes,
acts of God, Federal, State or municipal law or agencles, un-
avoldable accidents, uncontrollable delays in transportation,
inability to obtain necessary materials in open market, or
cther matters beyond the reasonable control of the Unit Opera-

tor whether similar to matters herein enumerated or not.
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26, PFAIR EMPLOYMENT. In connection with the per-

formance of work on Federal lands under this Agreement, the
Operator agrees not to discriminate against any employee or
applicant for employment because of race, religion, color or
national origin. The aforesaid provision shall include, but
not be limited to, the following: Employment, upgrading, de-
motion or transfer; recruitment or recruitment advertising,
layoff or termination; rates of pay or other forms of compen-
sation; and selection for training, including apprenticeship.
The Operator agrees to post hereafter in conspicuous places,
avallable for employees and applicants for employment, notices
to be provided by thé contracting officer setting forth the
provisions of the non-discrimination clause.

Thé Operator agrees to insert the foregoing provi-
sion 1in all subcontracts hereunder, except subcontracts for

standard commercial supplies or raw materials.

27. LOSS OF TITLE. In the event titlé to any tract
of unitized land shall fail and the true owner cannot be in-
duced to join in this Unit Agreement, such tract shall be auto-
matically regarded as not committed hereto and there shall be
such readjustment of future costs and benefits as may be re-
gquired on account of the loss of such title. In the event of
a dispute as to the title to any royalty, working interest or
any other interest subject thereto, payment or delivery on
account thereof may be withheld without liability for interest
until the dispute is finally settled; provided that as to Fed-
eral land or leases and State land or leases, no payments of
funds 'due the United States or the State of New Mexico should
be withheld, but such funds to the United States shall be de-
posited as directed by the Supervisor, and such funds of the

State of New Mexico shall be deposited as directed by the Com-

missioner, to be held as unearned money pending final settlement




Unit Operator as such is relieved from any responsi-
bility for any defect or failure of any>tit1e hereunder,
28. NON-JOINDER AND SUBSEQUENT JOINDER. If the

owner of any substantial interest 1s a tract within the Unit
Area falls or refuses to subscribe or consent to this Agree-
nent, the owner of the working interest in that tract wmay
withdraw said tract from this Agreement by written notice to
the Director, the Commissioner and the Unit Operator prior to
the approval of this Agreement by‘the Director. Any such tract
effectively committed as to the working intefest and not so
withdravm shall be considered unitized, and any necessary ad-
Justments of royalty occasioned by failure of the royalty and
record owner to JOin'will'be‘for the account of the COrrespond-
ing working interest owner. Any oill or gas interest in lands
within the Unit Area not committed hereto prlor to submission
~hereto by the owner or owners thereof subscribing or consent-
ing to this Agreement and, 1f the interest is a working in-
terest, by the owner of such interest also subscribing to the
Unit Operating Agreement. After operations are commenced
hereunder, the right of subsequent Joiﬁder, ds provided in
this section, by a working interest owner is subject to such
requirements or approvals, if any, pertalning to such joinder,
as may bve provided for in the Unit Operating Azreement. After
final approval hereof, joinder by a non-working interest

owner must be consented to in writing by the working interest
owner committed hereto and responsible for the payment of any
bpenefits that may accrue hereunder in behalf of such non-
working interest. Joinder by any owner of a non-working
interest, at any time, must be accompanied by appropriate
Joinder by the owner of the corresponding working interest in
order for the Interest to be regarded as effectively commifted

hereto. Joinder to the Unit Agreement by a working interest




owner, at any time, must be accompanied by appropriate
Joinder to the Unit Operating Agreement 1f more than one
committed working interest owner is involved, in order for
the interest to be regarded as effectively committed to this
Unit Agreement. Except as may otherwlse herein be provided,
subsequent joinders to this Agreement shall be effective as
of the first day of the month following the filing with the
Supervisor and the Commissloner of duly executed counterparts
of all or any papers necessary to establish effective commit-
ment of any tract to this Agreement unless obJjection to such
joinder is duly made within sixty (60) days by the Director
or the Commissioner,

29. COUNTERPARTS. This Agreement may be executed

in ‘any number of counterparts, no one of which needs to be

executed by all parties, or may be ratified on consented to

by separate instrument in writing specifically referring

hereto and shall be binding upon all those parties who have

executed such a counterpart, ratification, or consent hereto
with the same force and effect as Aif all such parties had signed

the same document and regardless of whether or not it is exe-

cuted by all other parties owning or claiming an interest in

the lands within the Unit Area.

30. TAXES. The working interest owners shall ren-
der and pay for their account and the account. of the royalty
owners all valid taxes on or measured by the unitized sub-
stances in and under or that may be produced, gathered and
sold from the land subject to thils contract after the effec-
tive date of this Agreement, or upon the proceeds or net pro-
ceeds derived therefron. The_working interest owners of each
tract shall and mai charge the proper proncrtion of said taxes

to the royalty owners having interest in said tract, and may

currently retain and deduct sufficient cf the unitirzed




substances or deriQative products, or net proceeds thereof
from the allocated share of each royalty ouwner to secure
reimbursement for the taxes so paild. No such taxes shall
be charged to the Unifted States or the State of New Mexilco
or to any lessor who has a contract with his lessee which
requires the lessee to péy such taxes.

31. CONFLICT OF SUPERVISION. Neither the Unit

Operator nor the working interest owners or any of them

shall be subject to any forfelture, termination or expira-
tion of any rights hereunder or under any leases or contracts
subject hereto, or to any penalty or liability on account of
delay or failure in whole or in part to comply with any ap-
plicable provisions thereof to the extent that the said Unit
Operator, working inﬁerest owners-or any -of them are hindered, . -
delayed or prevented from complying therewlth by reason of

the faillure of the Unit Operator to obtain, in the exercise
of due diligence, the concurrence of proper representatives
of the United States and proper representatives of the State
of New Mexico in andbabout any matters or things concerning
which it is required herein that such concurrence be obtained.
The parties hereto, including the Commlssion, agree that all
powers and authority vested in the Commisslon in and by any
provisions of this contract are vested in the Commlssion and
shall be exefcised‘by it pursuant to the provisions of the
laws of the State of New Mexico and subject In any case to
appeal or Judiclal review as may now or hereafter be provided
by the laws of the State of New Mexico.

32. NO PARTNERSHIP. It is expressly agreed that

the relation of the parties hereto is that of independent
contractors and nothing in this agreement contained, express
or implied, or any operations conducted hereunder, shall

create or be deemed to have created a partnership or assocciation
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between the parties hereto or any of them,

33. BORDER AGREEMENTS. Subject to the approval of

the Director and the Commissioner, the Unit Operator, with
concurrence of sixty-five per cent‘(65%) of the working in-
terest owners may enter into a border-protection agreement
or agreements with the working interest owners of adjacent
lands along the exterior boundary of the Unit Area with re-
spect to the operations in the border area for the maximum
ultimate recovery, conservation purposes and proper protec-
tion of the parties and interests,

IN WITNESS WHEREOF, the parties hereto have caused
this Agreement to.be executed as of the date first above
written and have set opposite their respective names the
date of execution and the address of each of the respective

executing parties, - - -

UNIT OPERATOR AND WORKING INTEREST OWNER
NEWMONT OIL COMPANY

By

President
ATTEST:

Secretary

Date of Signature:
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