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CASE NO. 

The Yates Energy Corporation proposed McGruder H i l l U n i t i s located 
on the northern s h e l f of the Delaware Basin and, throughout the 
l i f e of the basin, has been through intense o p p o s i t i o n a l and 
b i o l o g i c a l a c t i v i t y . The a c t i v i t y r e s u l t e d i n numerous and v a r i e d 
l a y e r s of rock t h a t provided f o r generation, maturation, and 
entrapment of hydrocarbons. 

Discussion 

The primary o b j e c t i v e of the McGruder H i l l U n i t i s the Upper-Penn 
Canyon C3 carbonate. The Upper-Penn Canyon package i n t h i s area 
c o n s i s t s of a l a r g e non-producing a l g a l bioherm and several 
p r o d u c t i v e biograinstone aprons. Subsurface mapping of the area 
i n d i c a t e s t h a t these biograinstone aprons were deposited on the 
basinward side of t h i s l a r g e bioherm and formed s t r a t i g r a p h i c t r a p s 
f o r hydrocarbon accumulation. 

I n 1961, Gulf O i l Corporation d r i l l e d a 12,000' w i l d c a t , 880' FSL 
and 2130' FEL of Section 1, T22S, R25E. This w e l l , the Hackberry 
H i l l s U n i t #1, was completed i n one of these biograinstone deposits 
(the Upper-Penn Canyon C3) and was the discovery w e l l f o r the 
Hackberry H i l l s (Canyon) F i e l d . I t i n i t i a l l y p o t e n t i a t e d f o r a 
CAOF of 6,800 MCFGPD and 101 BCPD from p e r f o r a t i o n s a t 9622'-54'. 
This w e l l has c u m u l a t i v e l y produced 5,697 MMCF and 104 MBO through 
October 1994. 

A s t r a t i g r a p h i c cross s e c t i o n labeled A-A' ( E x h i b i t 1) i s attached 
and shows the bioherm t o the west and the Upper-Penn Canyon 
sequences la b e l e d Clf C2, and C3 on the basinward (east) d i r e c t i o n . 
Also attached i s an Upper-Penn Canyon Isopach Map ( E x h i b i t 2) 
showing the subsurface d e p o s i t i o n of the C3 carbonate i n t e r v a l . 
Yates Energy's proposed McGruder H i l l s U n i t seeks t o u n i t i z e a 
1,624 acre area f o r the e x p l o r a t i o n of t h i s carbonate i n t e r v a l . 

The Isopach map i s contoured on 20 f o o t i n t e r v a l s and shows our 
proposed i n i t i a l l o c a t i o n w i l l have i n excess of 80 f e e t of net 
clean carbonate. The 40 f o o t contour i n t e r v a l has been h i g h l i g h t e d 
as the l i m i t s of an expected commercial w e l l . I n 1978, Amoco 
Production Company d r i l l e d the Brady Fed #1 a t a l o c a t i o n 1980" FNL 
and 1980" FWL of Section 1 and encountered 44 f e e t of C3 carbonate. 
A completion was attempted and the w e l l flowed gas a t a r a t e of 533 
MCFPD, however, the w e l l was plugged due t o poor economics. I n 
1988, Mewbourne O i l Company d r i l l e d the Federal "N" #1 467' FSL & 
660' FWL of Section 6, T21S, R26E and completed the C3 carbonate 
f o r an CAOF of 3,615 MCFPD. This w e l l had 40 f e e t of net clean 
carbonate and has only produced 229 MMCF and 1681 BC through 
October, 1993. By e x i s t i n g economic c r i t e r i a , t h i s has not been 
a commercial w e l l . This should e s t a b l i s h the 40 f o o t contour as 
the c u t o f f f o r commercial production. 



McGruder Hill Unit 
Geological Discussion 

(Continued) 

The proposed McGruder H i l l Unit boundary, shown on the Isopach Map, 
f a l l s w i t h i n the 40 f o o t contour and i s bounded on the n o r t h and 
east by the e x i s t i n g Hackberry H i l l s U n i t . U l t i m a t e l y , f o u r l a y 
down 320 acre p r o r a t i o n u n i t s could d r i l l e d w i t h i n the proposed 
u n i t boundary. The i n i t i a l t e s t w e l l w i l l be d r i l l e d t o a depth 
of 11,200 f e e t , or a depth s u f f i c i e n t t o t e s t the Morrow formation. 
The C3 carbonate should be encountered a t a depth of 9,530 f e e t . 
This should be a t an optimum l o c a t i o n w i t h an excess of 80 net f e e t 
of carbonate i n the Upper-Penn Canyon. I n conclusion, u n i t i z a t i o n 
i s advisable and necessary t o p r o t e c t c o r r e l a t i v e r i g h t s and t o 
e l i m i n a t e waste. 

K i r k B. Ross 
Engineer 
Yates Energy Corporation 
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STATE/FEDERAL/FEE 
EXPLORATORY UNITS 

UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION 

OF THE 

McGRUDER HILL UNIT AREA 

COUNTY OF EDDY 

STATE OF NEW MEXICO 

NO. NMNM91028X 

THIS AGREEMENT, entered i n t o as of the l a t day of June, 1994, by and 
between the p a r t i e s s u b s c r i b i n g , r a t i f y i n g or consenting hereto, and herein 
r e f e r r e d t o as the " p a r t i e s hereto", 

WITNESSETH: 

WHEREAS, the p a r t i e s hereto are the owners of working, r o y a l t y or other 
o i l and gas i n t e r e s t s i n the u n i t area subject t o t h i s agreement; and 

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Statute 437, as 
amended 3 0 u.s.c. Section 181 e t . seq., authorizes Federal lessees and t h e i r 
r e p r e s e n t a t i v e s t o u n i t e w i t h each other, or j o i n t l y or separately w i t h others, 
i n c o l l e c t i v e l y adopting and operating a u n i t plan of development of operations 
of any o i l and gas po o l , f i e l d , or l i k e area, or any p a r t thereof f o r the 
purpose of more p r o p e r l y conserving the n a t u r a l resources thereof whenever 
determined and c e r t i f i e d by the Secretary of the I n t e r i o r t o be necessary or 
advisable i n the p u b l i c i n t e r e s t ; and 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico i s 
a u t h o r i z e d by an Act of L e g i s l a t u r e (Section 19-10-45, 46, 47 NM Statutes 1978 
Annotated) t o consent t o or approve t h i s agreement on behalf of the s t a t e of New 
Mexico, i n s o f a r as i t covers and includes lands and mineral i n t e r e s t of the 
State of New Mexico; and 

WHEREAS, the O i l Conservation D i v i s i o n of the New Mexico Energy and 
Minerals Department, h e r e i n a f t e r r e f e r r e d t o as " D i v i s i o n " , i s authorized by an 
act of the L e g i s l a t u r e (Chapter 70 and 71, NM Statutes 1978 Annotated) t o 
approve t h i s agreement and the conservation p r o v i s i o n s hereof; and 

WHEREAS, the p a r t i e s hereto hold s u f f i c i e n t i n t e r e s t s i n the McGruder H i l l 
U n i t Area covering the land h e r e i n a f t e r described t o give reasonably e f f e c t i v e 
c o n t r o l of ope r a t i o n t h e r e i n ; and 

WHEREAS, i t i s the purpose of the p a r t i e s hereto t o conserve n a t u r a l 
resources, prevent waste, and secure other b e n e f i t s obtainable through 
development and o p e r a t i o n of the area subject t o t h i s agreement under the terms, 
c o n d i t i o n s , and l i m i t a t i o n s herein set f o r t h ; 

NOW, THEREFORE, i n c o n s i d e r a t i o n of the premises and the promises herein 
contained, the p a r t i e s hereto commit t o t h i s agreement t h e i r r espective 
i n t e r e s t s i n the below-defined u n i t area, and agree s e v e r a l l y among themselves 
as f o l l o w s : 

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February 
25, 192 0, as amended, supra, and a l l v a l i d p e r t i n e n t r e g u l a t i o n s i n c l u d i n g 
o p e r a t i n g and u n i t plan r e g u l a t i o n s , heretofore issued thereunder or v a l i d , 
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p e r t i n e n t and reasonable r e g u l a t i o n s h e r e a f t e r issued thereunder are accepted 
and made a p a r t of t h i s agreement as t o Federal Lands, provided such r e g u l a t i o n s 
are not i n c o n s i s t e n t w i t h the terms of t h i s agreement; and as t o non-Federal 
lands, the o i l and gas op e r a t i n g r e g u l a t i o n s i n e f f e c t as of the e f f e c t i v e date 
hereof governing d r i l l i n g and producing operations, not i n c o n s i s t e n t w i t h the 
terms hereof or the laws of the State i n which the non-Federal land i s located, 
are hereby accepted and made a p a r t of t h i s agreement. 

2. U N I T AREA. The f o l l o w i n g described land i s hereby designated and 
recognized as c o n s t i t u t i n g the u n i t area: 

Township 22 South, Range 25 East, N.M.P.M. 

Section 11: A l l 
Section 12: S/2 
Section 13: N/2 
Section 14: N/2 

Containing 1,623.82 acres, more or l e s s . 

E x h i b i t "A" shows, i n a d d i t i o n t o the boundary of the u n i t area, the 
boundaries and i d e n t i t y of t r a c t s and leases i n sai d area t o the e x t e n t known 
t o the U n i t Operator. E x h i b i t "B" attached hereto i s a schedule showing t o the 
exten t known t o the U n i t Operator, the acreage, percentage, and k i n d of 
ownership of o i l and gas i n t e r e s t s i n a l l lands i n the u n i t area. However, 
nothing h e r e i n or i n E x h i b i t s "A" and "B" s h a l l be construed as a rep r e s e n t a t i o n 
by any p a r t y hereto as t o the ownership of any i n t e r e s t other than such i n t e r e s t 
or i n t e r e s t s as are shown i n the E x h i b i t s as owned by such p a r t y . E x h i b i t s "A" 
and "B" s h a l l be r e v i s e d by the U n i t Operator whenever changes i n the u n i t area 
or i n the ownership i n t e r e s t s i n the i n d i v i d u a l t r a c t s render such r e v i s i o n 
necessary, or when requested by the Authorized o f f i c e r , h e r e i n a f t e r r e f e r r e d t o 
as "AO", or when requested by the Commissioner of Public Lands of the State of 
New Mexico, h e r e i n a f t e r r e f e r r e d t o as "Land commissioner", and not less than 
f o u r (4) copies of the r e v i s e d E x h i b i t s s h a l l be f i l e d w i t h the proper Bureau 
of Land Management o f f i c e , and one (1) copy thereof s h a l l be f i l e d w i t h the Land 
Commissioner, and one (1) copy w i t h the New Mexico o i l Conservation D i v i s i o n of 
the Energy and Minerals Department, h e r e i n a f t e r r e f e r r e d t o as " D i v i s i o n " . 

The above-described u n i t area s h a l l , when p r a c t i c a b l e , be expanded t o 
inc l u d e t h e r e i n any a d d i t i o n a l lands or s h a l l be contracted t o exclude lands 
whenever such expansion or c o n t r a c t i o n i s deemed t o be necessary or advisable 
t o conform w i t h the purposes of t h i s agreement. Such expansion or c o n t r a c t i o n 
s h a l l be e f f e c t e d i n the f o l l o w i n g manner: 

(a) U n i t operator, on i t s own motion ( a f t e r p r e l i m i n a r y concurrence by the 
AO), or on demand of the AO, or the Land Commissioner ( a f t e r p r e l i m i n a r y 
concurrence by the AO and the Land Commissioner) s h a l l prepare a Notice of 
Proposed Expansion or Contraction d e s c r i b i n g the contemplated changes i n the 
boundaries of the u n i t area, the reasons t h e r e f o r e , any plans f o r a d d i t i o n a l 
d r i l l i n g , and the proposed e f f e c t i v e date of the expansion or c o n t r a c t i o n , 
p r e f e r a b l y the f i r s t day of the month subsequent t o the date of n o t i c e . 

(b) Said n o t i c e s h a l l be d e l i v e r e d t o the proper Bureau of Land Management 
o f f i c e , the Land Commissioner and the D i v i s i o n , and copies thereof mailed t o the 
l a s t known address of each working i n t e r e s t owner, lessee and lessor whose 
i n t e r e s t are a f f e c t e d , a d v i s i n g t h a t 30 days w i l l be allowed f o r submission t o 
the U n i t Operator of any o b j e c t i o n . 

(c) upon e x p i r a t i o n of the 30-day peri o d provided i n the preceding item 
(b) hereof, U n i t Operator s h a l l f i l e w i t h the AO, the Land Commissioner and the 
D i v i s i o n , evidence of m a i l i n g of the Notice of Expansion or Contraction and a 
copy of any o b j e c t i o n s t h e r e t o which have been f i l e d w i t h Unit Operator together 
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w i t h an a p p l i c a t i o n i n t r i p l i c a t e , f o r approval of such expansion or c o n t r a c t i o n 
and w i t h a p p r o p r i a t e j o i n d e r s . 

(d) A f t e r due co n s i d e r a t i o n of a l l p e r t i n e n t i n f o r m a t i o n , the expansion 
or c o n t r a c t i o n s h a l l , upon approval by the AO, the Land Commissioner and the 
D i v i s i o n , become e f f e c t i v e as of the date prescribed i n the n o t i c e thereof or 
such other appropriate date. 

(e) Notwithstanding any p r i o r e l i m i n a t i o n under the " D r i l l i n g t o 
Discovery" s e c t i o n , a l l l e g a l subdivisions of lands ( i . e . , 40 acres by 
Government survey or i t s nearest l o t or t r a c t equivalent; i n instances of 
i r r e g u l a r surveys, unusually large l o t s or t r a c t s s h a l l be considered i n 
m u l t i p l e s of 40 acres or the nearest a l i q u o t equivalent t h e r e o f ) , no pa r t s of 
which are e n t i t l e d t o be i n a p a r t i c i p a t i n g area on or before the f i f t h 
anniversary of the e f f e c t i v e date of the f i r s t i n i t i a l p a r t i c i p a t i n g area 
e s t a b l i s h e d under t h i s u n i t agreement, s h a l l be e l i m i n a t e d a u t o m a t i c a l l y from 
t h i s agreement, e f f e c t as of said f i f t h anniversary, and such lands s h a l l no 
longer be a p a r t of the u n i t area and s h a l l no longer be subject t o t h i s 
agreement, unless d i l i g e n t d r i l l i n g operations are i n progress on u n i t i z e d lands 
not e n t i t l e d t o p a r t i c i p a t i o n on said f i f t h anniversary, i n which even a l l such 
lands s h a l l remain subject hereto f o r so long as auch d r i l l i n g operations are 
continued d i l i g e n t l y , v i t h n o t more than n i n e t y (90) days' time elapsing betUftftTl 
the completion of one such w e l l and the commencement of the next such w e l l . A l l 
l e g a l s u b d i v i s i o n s of lands not e n t i t l e d t o be i n a p a r t i c i p a t i n g area w i t h i n 
t e n (10) years a f t e r the e f f e c t i v e date of the f i r s t i n i t i a l p a r t i c i p a t i n g area 
approved under t h i s agreement s h a l l be au t o m a t i c a l l y e l i m i n a t e d from t h i s 
agreement as of s a i d t e n t h anniversary. The Uni t Operator s h a l l , w i t h i n (90) 
days a f t e r the e f f e c t i v e date of any e l i m i n a t i o n hereunder, describe the area 
so e l i m i n a t e d t o the s a t i s f a c t i o n of the AO and Land Commissioner and promptly 
n o t i f y a l l p a r t i e s i n i n t e r e s t . A l l lands reasonably proved productive of 
u n i t i z e d substances i n paying q u a n t i t i e s by d i l i g e n t d r i l l i n g operations a f t e r 
the a f o r e s a i d 5-year p e r i o d s h a l l become p a r t i c i p a t i n g i n the same manner as 
dur i n g s a i d f i r s t 5-year p e r i o d . However, when such d i l i g e n t d r i l l i n g 
o perations cease, a l l n o n - p a r t i c i p a t i n g lands not then e n t i t l e d t o be i n a 
p a r t i c i p a t i n g area s h a l l be au t o m a t i c a l l y e l i m i n a t e d e f f e c t i v e as of the 91st 
day t h e r e a f t e r . 

Any expansion of the u n i t area pursuant t o t h i s s e c t i o n which embraces 
lands t h e r e t o f o r e e l i m i n a t e d pursuant t o t h i s Subsection 2(e) s h a l l not be 
considered automatic commitment or recommitment of such lands. I f c o n d i t i o n s 
warrant extension of the 10-year peri o d s p e c i f i e d i n t h i s subsection, a s i n g l e 
extension of not t o exceed two (2) years may be accomplished by consent of the 
owners of 90% of the working i n t e r e s t s i n the c u r r e n t n o n - p a r t i c i p a t i n g u n i t i z e d 
lands and the owners of 60% of the basic r o y a l t y i n t e r e s t s (exclusive of the 
basic r o y a l t y i n t e r e s t s of the United States) i n n o n - p a r t i c i p a t i n g u n i t i z e d 
lands w i t h approval of the AO and the Land Commissioner provided such extension 
a p p l i c a t i o n i s submitted not l a t e r than s i x t y (60) days p r i o r t o the e x p i r a t i o n 
of s a i d 10-year p e r i o d . 

3. U N I T I Z E D LAND AND UNITIZED SUBSTANCES. A l l land now or h e r e a f t e r 
committed t o t h i s agreement s h a l l c o n s t i t u t e land r e f e r r e d t o herein as 
" u n i t i z e d land" or "land subject t o t h i s agreement". A l l o i l and gas i n any and 
a l l formations of the u n i t i z e d land are u n i t i z e d under the terms of t h i s 
agreement and her e i n are c a l l e d " u n i t i z e d substances". 

4. UNIT OPERATOR. YATES ENERGY CORPORATION hereby designated as Uni t 
Operator and by signature hereto as Uni t Operator agrees and consents t o accept 
the d u t i e s and o b l i g a t i o n s of Uni t Operator f o r the discovery, development, and 
pro d u c t i o n of u n i t i z e d substances as herein provided. whenever reference i s 
made he r e i n t o the U n i t Operator, such reference means the U n i t Operator a c t i n g 
i n the c a p a c i t y and not as an owner of i n t e r e s t i n u n i t i z e d substance, and the 
term "working i n t e r e s t owner" when used herein s h a l l include or r e f e r t o Uni t 
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Operator as the owner of a working i n t e r e s t only when such an i n t e r e s t i s owned 
by i t . 

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Uni t Operator s h a l l have 
the r i g h t t o r e s i g n a t any time p r i o r t o the establishment of a p a r t i c i p a t i n g 
area or areas hereunder, but such r e s i g n a t i o n s h a l l not become e f f e c t i v e so as 
t o release U n i t Operator from the d u t i e s and o b l i g a t i o n s of U n i t Operator and 
terminate u n i t Operator's r i g h t s as such f o r a pe r i o d of s i x (6) months a f t e r 
n o t i c e of i n t e n t i o n t o r e s i g n has been served by U n i t Operator on a l l working 
i n t e r e s t owners and the AO and the Land Commissioner and the D i v i s i o n , and u n t i l 
a l l w e l l s then d r i l l e d hereunder are placed i n a s a t i s f a c t o r y c o n d i t i o n f o r 
suspension or abandonment, whichever i s r e q u i r e d by the AO as t o Federal lands 
and the D i v i s i o n as t o State and fee lands, unless a new Un i t operator s h a l l 
have been selected and approved and s h a l l have taken over and assumed the d u t i e s 
and o b l i g a t i o n s o f U n i t operator p r i o r t o the e x p i r a t i o n of s a i d p e r i o d . 

U n i t Operator s h a l l have the r i g h t t o r e s i g n i n l i k e manner and subject 
t o l i k e l i m i t a t i o n s as above provided a t any time a f t e r a p a r t i c i p a t i n g area 
e s t a b l i s h e d hereunder i s i n existence, but i n a l l instances of r e s i g n a t i o n or 
removal, u n t i l a successor U n i t Operator i s selected and approved as h e r e i n a f t e r 
provided, the working i n t e r e s t owners s h a l l be j o i n t l y responsible f o r 
performance of the d u t i e s of U n i t Operator, and s h a l l not l a t e r than t h i r t y (30) 
days before such r e s i g n a t i o n or removal becomes e f f e c t i v e appoint a common agent 
t o represent them i n any a c t i o n t o be taken hereunder. 

The r e s i g n a t i o n of U n i t Operator s h a l l not release U n i t Operator from any 
l i a b i l i t y f o r any d e f a u l t by i t hereunder o c c u r r i n g p r i o r t o the e f f e c t i v e date 
of i t s r e s i g n a t i o n . 

The u n i t operator may, upon d e f a u l t or f a i l u r e i n the performance of i t s 
d u t i e s or o b l i g a t i o n s hereunder, be subject t o removal by the same percentage 
vote of the owners of working i n t e r e s t s as herein provided f o r the s e l e c t i o n of 
a new U n i t Operator. Such removal s h a l l be e f f e c t i v e upon n o t i c e t h e r e o f t o 
the AO and the Land Commissioner. 

The r e s i g n a t i o n or removal of U n i t Operator under t h i s agreement s h a l l not 
terminate i t s r i g h t , t i t l e , or i n t e r e s t as the owner of a working i n t e r e s t or 
other i n t e r e s t i n u n i t i z e d substances, but upon the r e s i g n a t i o n or removal of 
Unit Operator becoming e f f e c t i v e , such U n i t Operator s h a l l d e l i v e r possession 
of a l l w e l l s , equipment, m a t e r i a l s , and appurtenances used i n conducting the 
u n i t operations t o the newly q u a l i f i e d successor U n i t Operator or t o the common 
agent, i f no such new U n i t operator i s selected, e l e c t e d , t o be used f o r the 
purpose of conducting u n i t operations hereunder. Nothing herein s h a l l be 
construed as a u t h o r i z i n g removal of any m a t e r i a l , equipment, or appurtenances 
needed f o r the p r e s e r v a t i o n of any w e l l s . 

6. SUCCESSOR UNIT OPERATOR. whenever the U n i t Operator s h a l l tender 
h i s or i t s r e s i g n a t i o n as Uni t Operator or s h a l l be removed as hereinabove 
provided, or a change of Uni t Operator as negotiated by the working i n t e r e s t 
owners, the owners of the working i n t e r e s t s according t o t h e i r respective 
acreage i n t e r e s t i n a l l u n i t i z e d land s h a l l , pursuant t o the approval o f the 
p a r t i e s requirements of the u n i t operating agreement, s e l e c t a successor U n i t 
Operator. Such s e l e c t i o n s h a l l not become e f f e c t i v e u n t i l : 

(a) a U n i t Operator so selected s h a l l accept i n w r i t i n g the d u t i e s and 
r e s p o n s i b i l i t i e s of U n i t Operator, and 

(b) the s e l e c t i o n s h a l l have been approved by the AO and approved by the 
Land Commissioner. 

I f no successor U n i t Operator i s selected and q u a l i f i e d as here i n 
provided, the AO and the Land Commissioner, at t h e i r e l e c t i o n may declare t h i s 
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u n i t agreement terminated. 

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. I f the U n i t 
Operator i s not the sole owner of working i n t e r e s t s , costs and expenses i n c u r r e d 
by U n i t Operator i n conducting u n i t operations hereunder s h a l l be p a i d and 
apportioned among and borne by the owners of working i n t e r e s t s , a l l i n 
accordance w i t h the agreement or agreements entered i n t o by and between the U n i t 
Operator and the owners of working i n t e r e s t s , whether one or more, separately 
or c o l l e c t i v e l y . Any agreement or agreements entered i n t o between the working 
i n t e r e s t owners and the U n i t Operator as provided i n t h i s s e c t i o n , whether one 
or more, are h e r e i n r e f e r r e d t o as the " u n i t operating agreement". Such u n i t 
o p e r a t i n g agreement s h a l l also provide the manner i n which the working i n t e r e s t 
owners s h a l l be e n t i t l e d t o receive t h e i r respective p r o p o r t i o n a t e and a l l o c a t e d 
share of the b e n e f i t s accruing hereto i n conformity w i t h t h e i r u nderlying 
o p e r a t i n g agreements, leases, or other independent c o n t r a c t s , and such other 
r i g h t s and o b l i g a t i o n s as between U n i t Operator and the working i n t e r e s t owners 
as may be agreed upon by U n i t Operator and the working i n t e r e s t owners; however, 
no such u n i t o p e r a t i n g agreement s h a l l be deemed w i t h e r t o modify any of the 
terms and c o n d i t i o n s of t h i s u n i t agreement or t o r e l i e v e the U n i t Operator of 
any r i g h t or o b l i g a t i o n e s t a b l i s h e d under t h i s u n i t agreement, and i n case of 
any inconsistency or c o n f l i c t between t h i s agreement and t h e . u n i t operating 
agreement, t h i s agreement s h a l l govern. Two copies of any u n i t operating 
agreement executed pursuant t o t h i s s e c t i o n s h a l l be f i l e d i n the proper Bureau 
of Land Management o f f i c e and one t r u e copy w i t h the Land commissioner, and one 
t r u e copy w i t h the D i v i s i o n p r i o r t o approval of t h i s u n i t agreement. 

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise 
s p e c i f i c a l l y provided h e r e i n , the exclusive r i g h t , p r i v i l e g e , and duty of 
e x e r c i s i n g any and a l l r i g h t s of the p a r t i e s hereto which are necessary or 
convenient f o r prospecting f o r , producing, s t o r i n g , a l l o c a t i n g , and d i s t r i b u t i n g 
the u n i t i z e d substances are hereby delegated t o and s h a l l be exercised by the 
U n i t Operator as h e r e i n provided. Acceptable evidence of t i t l e t o s a i d r i g h t s 
s h a l l be deposited w i t h U n i t Operator and, together w i t h t h i s agreement, s h a l l 
c o n s t i t u t e and d e f i n e the r i g h t s , p r i v i l e g e s , and o b l i g a t i o n s of U n i t Operator. 
Nothing h e r e i n , however, s h a l l be construed t o t r a n s f e r t i t l e t o any land or t o 
any lease or o p e r a t i n g agreement, i t being understood t h a t under t h i s agreement 
the U n i t Operator, i n i t s capacity as U n i t Operator, s h a l l exercise the r i g h t s 
of possession and use vested i n the p a r t i e s hereto only f o r the purposes herein 
s p e c i f i e d . 

9. D R I L L I N G TO DISCOVERY. Wit h i n s i x (6) months a f t e r the e f f e c t i v e 
date hereof, the U n i t Operator s h a l l commence t o d r i l l an adequate t e s t w e l l a t 
a l o c a t i o n approved by the AO, i f on Federal land, or by the Land Commissioner, 
i f on State land, and by the D i v i s i o n i f on Fee land, unless on such e f f e c t i v e 
date a w e l l i s being d r i l l e d i n conformity w i t h the terms hereof, and t h e r e a f t e r 
continue such d r i l l i n g d i l i g e n t l y u n t i l the Upper Penn Canyon formation has 
been t e s t e d or u n t i l a t a lesser depth u n i t i z e d substances s h a l l be discovered 
which can be produced i n paying q u a n t i t i e s ( t o - w i t : q u a n t i t i e s s u f f i c i e n t t o 
repay the costs of d r i l l i n g , completing, and producing operations, w i t h a 
reasonable p r o f i t ) or the Unit Operator s h a l l a t any time e s t a b l i s h t o the 
s a t i s f a c t i o n of the AO i f on Federal land, or the Land Commissioner i f on State 
land, or the D i v i s i o n i f located on Fee land, t h a t f u r t h e r d r i l l i n g of s a i d w e l l 
would be unwarranted or i m p r a c t i c a b l e , provided, however, t h a t U n i t Operator 
s h a l l not i n any event be r e q u i r e d t o d r i l l s a i d w e l l t o a depth i n excess of 
9.610 f e e t . U n t i l the discovery of u n i t i z e d substances capable of being 

produced i n paying q u a n t i t i e s , the Unit Operator s h a l l continue d r i l l i n g one 
w e l l a t a time, a l l o w i n g not more than s i x (6) months between the completion of 
one w e l l and the commencement of d r i l l i n g operations f o r the next w e l l , u n i t a 
w e l l capable of producing u n i t i z e d substances i n paying q u a n t i t i e s i s completed 
t o the s a t i s f a c t i o n of the AO i f i t be on Federal land or of the Land 
Commissioner i f on State land, or the D i v i s i o n , i f on Fee land, or u n t i l i t i s 

5 



reasonably proved t h a t the u n i t i z e d land i s incapable of producing u n i t i z e d 
substances i n paying q u a n t i t i e s i n the formations d r i l l e d hereunder. Nothing 
i n t h i s s e c t i o n s h a l l be deemed t o l i m i t the r i g h t of the U n i t Operator t o 
r e s i g n as provided i n Section 5 hereof, or as r e q u i r i n g U n i t Operator t o 
commence or continue any d r i l l i n g d u ring the p e r i o d pending such r e s i g n a t i o n 
becoming e f f e c t i v e i n order t o comply w i t h the requirements of t h i s s e c t i o n . 

The AO and Land commissioner may modify any of the d r i l l i n g requirements 
of t h i s s e c t i o n by g r a n t i n g reasonable extensions of time when, i n t h e i r 
o p i n i o n , such a c t i o n i s warranted. 

Upon f a i l u r e t o commence any w e l l as provided f o r i n t h i s s e c t i o n w i t h i n 
the time allowed, p r i o r t o the establishment of a p a r t i c i p a t i n g area, i n c l u d i n g 
any extension of time granted by the AO and the Land Commissioner, .this 
agreement w i l l a u t o m a t i c a l l y terminate. Upon f a i l u r e t o continue d r i l l i n g 
d i l i g e n t l y any w e l l commenced hereunder, the AO and the Land may, a f t e r f i f t e e n 
(15) days n o t i c e t o the U n i t Operator, declare t h i s u n i t agreement terminated. 
The p a r t i e s t o t h i s agreement may not i n i t i a t e a request t o v o l u n t a r i l y 
t erminate t h i s agreement during the f i r s t s i x (6) months of i t s term unless a t 
l e a s t one o b l i g a t i o n w e l l has been d r i l l e d i n accordance w i t h the p r o v i s i o n s of 
t h i s s e c t i o n . 

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. W i t h i n s i x (6) months 
a f t e r completion of a w e l l capable of producing u n i t i z e d substances i n paying 
q u a n t i t i e s , the U n i t Operator s h a l l submit f o r the approval of the AO, the Land 
Commissioner and D i v i s i o n , an acceptable plan of development and operation f o r 
the u n i t i z e d land which, when approved by the AO, the Land Commissioner and 
D i v i s i o n , s h a l l c o n s t i t u t e the f u r t h e r d r i l l i n g and development o b l i g a t i o n s of 
the U n i t Operator under t h i s agreement f o r the perio d s p e c i f i e d t h e r e i n . 
T h e r e a f t e r , from time t o time before the e x p i r a t i o n of any e x i s t i n g p l a n , the 
Un i t Operator s h a l l submit f o r the approval of the AO, the Land Commissioner and 
D i v i s i o n a plan f o r an a d d i t i o n a l s p e c i f i e d p e r i o d f o r the development and 
ope r a t i o n of the u n i t i z e d land. Subsequent plans should normally be f i l e d on 
a calendar year basis not l a t e r than March 1 each year. Any proposed 
m o d i f i c a t i o n t o the e x i s t i n g plan should be f i l e d as a supplement t o the plan. 

Any plan submitted pursuant t o t h i s s e c t i o n s h a l l provide f o r the t i m e l y 
e x p l o r a t i o n of the u n i t i z e d area, and f o r the d i l i g e n t d r i l l i n g necessary f o r 
d e t e r m i n a t i o n of the area or areas capable of producing u n i t i z e d substances i n 
paying q u a n t i t i e s i n each and every productive formation. This plan s h a l l be 
as complete and adequate as the AO, the Land Commissioner and D i v i s i o n may 
determine t o be necessary f o r t i m e l y development and proper conservation of the 
o i l and gas resources of the u n i t i z e d area and s h a l l : 

(a) s p e c i f y the number and l o c a t i o n s of any we l l s t o be d r i l l e d and the 
proposed order and time f o r such d r i l l i n g ; and 

(b) provide a summary of operations and production f o r the previous 
year. 

Plans s h a l l be modified or supplemented when necessary t o meet changed 
c o n d i t i o n s or t o p r o t e c t the i n t e r e s t s of a l l p a r t i e s t o t h i s agreement. 
Reasonable d i l i g e n c e s h a l l be exercised i n complying w i t h the o b l i g a t i o n s of the 
approved plan of development and operation. The AO and the Land Commissioner 
are a u t h o r i z e d t o grant a reasonable extension of the 6-month p e r i o d herein 
p r e s c r i b e d f o r submission of an i n i t i a l plan of development and on operation 
where such a c t i o n i s j u s t i f i e d because of unusual conditions and circumstances. 

A f t e r completion of a w e l l capable of producing u n i t i z e d substances i n 
paying q u a n t i t i e s , no f u r t h e r w e l l s , except such as may be necessary t o a f f o r d 
p r o t e c t i o n against operations not under t h i s agreement and such as may be 
s p e c i f i c a l l y approved by the AO, the Land Commissioner and D i v i s i o n , s h a l l be 

6 



d r i l l e d except i n accordance w i t h an approved plan of development and operation. 

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a w e l l capable 
of producing u n i t i z e d substances i n paying q u a n t i t i e s , or as soon t h e r e a f t e r as 
r e q u i r e d by the AO, the Land Commissioner or the D i v i s i o n , the Un i t Operator 
s h a l l submit f o r approval by the AO, the Land Commissioner and D i v i s i o n , a 
schedule, based on subdivisions of the p u b l i c - l a n d survey or a l i q u o t p a r t s 
t h e r e o f , of a l l land then regarded as reasonably proved t o be productive of 
u n i t i z e d substances i n paying q u a n t i t i e s . These lands s h a l l c o n s t i t u t e a 
p a r t i c i p a t i n g area on approval of the AO, the Land commissioner and D i v i s i o n , 
e f f e c t i v e as of the date of completion of such w e l l or the e f f e c t i v e date of 
t h i s u n i t agreement, whichever i s l a t e r . The acreages of both Federal and non-
Federal lands s h a l l be based upon appropriate computations from the courses and 
distances shown on the l a s t approved p u b l i c - l a n d survey as of the e f f e c t i v e , date 
of each i n i t i a l p a r t i c i p a t i n g area. The schedule s h a l l also set f o r t h the 
percentage of u n i t i z e d substances t o be a l l o c a t e d , as provided i n Section 12 t o 
each committed t r a c t i n the p a r t i c i p a t i n g area so est a b l i s h e d , and s h a l l govern 
the a l l o c a t i o n of production commencing w i t h the e f f e c t i v e date of the 
p a r t i c i p a t i n g area. A d i f f e r e n t p a r t i c i p a t i n g area s h a l l be est a b l i s h e d f o r 
each separate pool or deposit of u n i t i z e d substances or f o r any group thereof 
which i s produced as a s i n g l e pool or zone, and any two or more p a r t i c i p a t i n g 
areas so e s t a b l i s h e d may be combined i n t o one, on approval of the AO, the Land 
Commissioner and the D i v i s i o n . When production from two or more p a r t i c i p a t i n g 
areas i s subsequently found t o be from a common pool or deposit, the 
p a r t i c i p a t i n g areas s h a l l be combined i n t o one, e f f e c t i v e as of such appropriate 
date as may be approved or prescribed by the AO, the Land commissioner and 
D i v i s i o n . The p a r t i c i p a t i n g area or areas so est a b l i s h e d s h a l l be re v i s e d from 
time t o time, subject t o the approval of the AO, the Land Commissioner, and 
D i v i s i o n t o in c l u d e a d d i t i o n a l lands then regarded as reasonably proved t o be 
produ c t i v e of u n i t i z e d substances i n paying q u a n t i t i e s or which are necessary 
f o r u n i t o p e r a t i o n s , or t o exclude lands then regarded as reasonably proved not 
t o be pr o d u c t i v e of u n i t i z e d substances i n paying q u a n t i t i e s , and the schedule 
of a l l o c a t i o n percentages s h a l l be revise d accordingly. The e f f e c t i v e date of 
any r e v i s i o n s h a l l be the f i r s t of the month i n which the knowledge or 
i n f o r m a t i o n i s obtained on which such r e v i s i o n i s predicated; provided, however, 
t h a t a more appropriate e f f e c t i v e date may be used i f j u s t i f i e d by the U n i t 
Operator and approved by the AO, the Land Commissioner and D i v i s i o n . No land 
s h a l l be excluded from a p a r t i c i p a t i n g area on account of d e p l e t i o n of i t s 
u n i t i z e d substances, except t h a t any p a r t i c i p a t i o n area e s t a b l i s h e d under the 
pr o v i s i o n s of t h i s u n i t agreement s h a l l terminate a u t o m a t i c a l l y whenever a l l 
completions i n the formation on which the p a r t i c i p a t i n g areas i s based are 
abandoned. 

I t i s the i n t e n t of t h i s s e c t i o n t h a t a p a r t i c i p a t i n g area s h a l l represent 
the area p r o d u c t i v e of u n i t i z e d substances known or reasonably proved t o be 
pro d u c t i v e i n paying q u a n t i t i e s or which are necessary f o r u n i t operations; but, 
regardless of any r e v i s i o n of the p a r t i c i p a t i n g area, nothing herein contained 
s h a l l be construed as r e q u i r i n g any r e t r o a c t i v e adjustment f o r production 
obtained p r i o r t o the e f f e c t i v e date of the r e v i s i o n of the p a r t i c i p a t i n g area. 

I n the absence of agreement a t any time between the U n i t Operator and the 
AO, the Land Commissioner and D i v i s i o n , as t o the proper d e f i n i t i o n or 
r e d e f i n i t i o n of a p a r t i c i p a t i n g area, or u n i t a p a r t i c i p a t i n g area has, or areas 
have, been e s t a b l i s h e d , the p o r t i o n of a l l payments a f f e c t e d thereby s h a l l , 
except r o y a l t y due the United States and the State of New Mexico, be impounded 
i n a manner mutually acceptable t o the owners of committed working i n t e r e s t s and 
the AO and the Land Commissioner. Royalties due t o the United States and the 
s t a t e of New Mexico s h a l l be determined by the AO f o r Federal lands and the Land 
Commissioner f o r the State lands and the amount thereof s h a l l be deposited, as 
d i r e c t e d by the AO and the Land Commissioner u n t i l a p a r t i c i p a t i n g area i s 
f i n a l l y approved and then adjusted i n accordance w i t h a determination of the 
sum due as Federal r o y a l t y on the basis of such approved p a r t i c i p a t i n g area. 
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Whenever i t i s determined, subject t o the approval of the AO, the Land 
Commissioner and the D i v i s i o n , t h a t a w e l l d r i l l e d under t h i s agreement i s not 
capable of produc t i o n of u n i t i z e d substances i n paying q u a n t i t i e s and i n c l u s i o n 
i n a p a r t i c i p a t i n g area of the land of which i t i s s i t u a t e d i n a p a r t i c i p a t i n g 
area i s unwarranted, production from such w e l l s h a l l , f o r the purposes of 
settlement among a l l p a r t i e s other than working i n t e r e s t owners, be a l l o c a t e d 
t o the land on which the w e l l i s located, unless such land i s already w i t h i n the 
p a r t i c i p a t i n g area e s t a b l i s h e d f o r the pool or deposit from which such 
pr o d u c t i o n i s obtained. Settlement f o r working i n t e r e s t b e n e f i t s from such a 
nonpaying u n i t w e l l s h a l l be made as provided i n the u n i t operating agreement. 

12. ALLOCATION OF PRODUCTION. A l l u n i t i z e d substances produced from 
each p a r t i c i p a t i n g area e s t a b l i s h e d under t h i s agreement, except any - p a r t 
t h e r e o f used i n conformity w i t h good operating p r a c t i c e s w i t h i n the u n i t i z e d 
area f o r d r i l l i n g , o p e r a t i n g , and other production f o r development purposes, f o r 
re p r e s s u r i n g or r e c y c l i n g i n accordance w i t h a plan of development and 
operations which has been approved by the AO, the Land Commissioner and 
D i v i s i o n , or unavoidably l o s t , s h a l l be deemed t o be produced equally on an 
acreage basis from the several t r a c t s of u n i t i z e d land of the p a r t i c i p a t i n g area 
e s t a b l i s h e d f o r such production. For the purpose of determining any b e n e f i t s 
accruing under t h i s agreement, each such t r a c t of u n i t i z e d land s h a l l have 
a l l o c a t e d t o i t such percentage of sai d production as the number of acres of 
such t r a c t i n c l uded i n sai d p a r t i c i p a t i n g area bears t o the t o t a l acres of 
u n i t i z e d land i n sai d p a r t i c i p a t i n g area, except t h a t a l l o c a t i o n of production 
hereunder f o r purposes other than f o r settlement of r o y a l t y , o v e r - r i d i n g 
r o y a l t y , or payment out of production o b l i g a t i o n s of the respective working 
i n t e r e s t owners, s h a l l be on the basis prescribed i n the u n i t operating 
agreement whether i n conformity w i t h the basis of a l l o c a t i o n herein set f o r t h 
or otherwise. I t i s hereby agreed t h a t production of u n i t i z e d substances from 
a p a r t i c i p a t i n g area s h a l l be a l l o c a t e d as provided herein regardless of whether 
any w e l l s are d r i l l e d on any p a r t i c u l a r p a r t or t r a c t of the p a r t i c i p a t i n g area. 
I f any gas produced from one p a r t i c i p a t i n g area i s used f o r repressuring or 
r e c y c l i n g purposes i n another p a r t i c i p a t i n g area, the f i r s t gas withdrawn from 
the l a t t e r p a r t i c i p a t i n g area f o r sale during the l i f e of t h i s agreement, s h a l l 
be considered t o be the gas so t r a n s f e r r e d , u n t i l an amount equal t o t h a t 
t r a n s f e r r e d s h a l l be so produced f o r sale and such gas s h a l l be a l l o c a t e d t o the 
p a r t i c i p a t i n g area from which i n i t i a l l y produced as such area was defined a t the 
time of such i n i t i a l p r o d u c tion. 

13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS. 
Any p a r t y hereto owning or c o n t r o l l i n g the working i n t e r e s t i n any u n i t i z e d land 
having thereon a r e g u l a r w e l l l o c a t i o n may w i t h the approval of the AO and the 
Land Commissioner, and the D i v i s i o n a t such party's sole r i s k , costs, and 
expense, d r i l l a w e l l t o t e s t any formation provided the w e l l i s outside any 
p a r t i c i p a t i n g area e s t a b l i s h e d f o r t h a t formation, unless w i t h i n n i n e t y (90) 
days of r e c e i p t of n o t i c e from s a i d p a r t y of h i s i n t e n t i o n t o d r i l l the w e l l , 
the U n i t Operator e l e c t s and commences t o d r i l l the w e l l i n a l i k e manner as 
other w e l l s are d r i l l e d by the u n i t Operator under t h i s agreement. 

I f any w e l l d r i l l e d under t h i s s e c t i o n by a working i n t e r e s t owner r e s u l t s 
i n p r o d u c t i o n of u n i t i z e d substances such t h a t the lands upon which i t i s 
s i t u a t e d may p r o p e r l y be included i n a p a r t i c i p a t i n g area, such p a r t i c i p a t i n g 
area s h a l l be e s t a b l i s h e d or enlarged as provided i n t h i s agreement and the w e l l 
s h a l l t h e r e a f t e r be operated by the Un i t Operator i n accordance w i t h the terms 
of t h i s agreement and the u n i t operating agreement. 

I f any w e l l d r i l l e d under t h i s s e c t i o n by a working i n t e r e s t owner t h a t 
obtains production i n q u a n t i t i e s i n s u f f i c i e n t t o j u s t i f y the i n c l u s i o n of the 
land upon which such w e l l s i s s i t u a t e d i n a p a r t i c i p a t i n g area, such w e l l may 
be operated and produced by the p a r t y d r i l l i n g the same, subject t o the 
conservation requirements of t h i s agreement. The r o y a l t i e s i n amount or value 
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of p r o d u c t i o n from any such w e l l s h a l l be paid as s p e c i f i e d i n the u n d e r l y i n g 
lease and agreements a f f e c t e d . 

14. ROYALTY SETTLEMENT. The Unites states and any State and any r o y a l t y 
owner who i s e n t i t l e d t o take i n k i n d a share of the substances now u n i t i z e d 
hereunder s h a l l h e r e a f t e r be e n t i t l e d t o the r i g h t t o take i n k i n d i t s share of 
the u n i t i z e d substances, and U n i t Operator, or the working i n t e r e s t owner i n 
case of the o p e r a t i o n of a w e l l by a working i n t e r e s t owner as herein provided 
f o r i n s p e c i a l cases, s h a l l make d e l i v e r i e s uf such r o y a l t y share taken i n k i n d 
i n c onformity w i t h the a p p l i c a b l e c o n t r a c t s , laws, and r e g u l a t i o n s . Settlement 
f o r r o y a l t y i n t e r e s t not taken i n k i n d s h a l l be made by working i n t e r e s t owners 
responsible t h e r e f o r e under e x i s t i n g c o n t r a c t s , laws and r e g u l a t i o n s , or by the 
U n i t Operator on or before the l a s t day of each month f o r u n i t i z e d substances 
produced d u r i n g the preceding calendar month; provided, however, t h a t nothing 
i n t h i s s e c t i o n s h a l l operate t o r e l i e v e the lessees of any land from t h e i r 
r e s p e c t i v e lease o b l i g a t i o n s f o r the payment of any r o y a l t i e s due under t h e i r 
leases. 

i f gas obtained from lands not subject t o t h i s agreement i s introduced 
i n t o any p a r t i c i p a t i n g area hereunder, f o r use i n repressuring, s t i m u l a t i o n of 
pro d u c t i o n , or i n c r e a s i n g u l t i m a t e recovery i n conformity w i t h a plan of 
development and op e r a t i o n approved by the AO and the Land C0H\miB8i0n«r and the 
D i v i s i o n , a l i k e amount of gas, a f t e r settlement as herein provided f o r any gas 
t r a n s f e r r e d from any other p a r t i c i p a t i n g area and w i t h appropriate deduction f o r 
loss from any cause, may be withdrawn from the formation i n t o which the gas i s 
introduced, r o y a l t y f r e e as t o dry gas, but not as t o any products which may be 
e x t r a c t e d therefrom; provided t h a t such withdrawal s h a l l be a t such time as may 
be provided i n the approved plan of development and operation or as may 
otherwise be consented t o by the AO and the Land Commissioner and the D i v i s i o n 
as conforming t o good petroleum engineering p r a c t i c e ; and provided f u r t h e r , t h a t 
such r i g h t of withdrawal s h a l l terminate on the t e r m i n a t i o n of t h i s u n i t 
agreement. 

Royalty due the United States s h a l l be computed as provided i n 30 CFR 
Group 200 and p a i d i n value or d e l i v e r e d i n k i n d as t o a l l u n i t i z e d substances 
on the basis of the amounts thereof a l l o c a t e d t o u n i t i z e d Federal land as 
provided i n Section 12 a t the rates s p e c i f i e d i n the respective Federal lease, 
or a t such other r a t e or ra t e s as may be authorized by law or r e g u l a t i o n and 
approved by the AO; provided, t h a t f o r leases on which the r o y a l t y r a t e depends 
on the d a i l y average production per w e l l , s a i d average production s h a l l be 
determined i n accordance w i t h the operating r e g u l a t i o n s as though each 
p a r t i c i p a t i n g area were a s i n g l e consolidated lease. 

Royalty due on account of State lands s h a l l be computed and paid on the 
basis of a l l u n i t i z e d substances a l l o c a t e d t o such lands. 

15. RENTAL SETTLEMENT. Rental or minimum r o y a l t i e s due on leases 
committed hereto s h a l l be paid by appropriate working i n t e r e s t owners under 
e x i s t i n g c o n t r a c t s , laws, and r e g u l a t i o n s , provided t h a t nothing herein 
contained s h a l l operate t o r e l i e v e the lessees of any land from t h e i r respective 
lease o b l i g a t i o n s f o r the payment of any r e n t a l or minimum r o y a l t y due under 
t h e i r leases. Rental or minimum r o y a l t y f o r lands of the United States subject 
t o t h i s agreement s h a l l be pai d a t the r a t e s p e c i f i e d i n the respective leases 
from the United s t a t e s unless such r e n t a l or minimum r o y a l t y i s waived, 
suspended, or reduced by law or by approval of the Secretary or h i s duly 
a u t h o r i z e d r e p r e s e n t a t i v e . 

Rentals on State of New Mexico lands subject t o t h i s agreement s h a l l be 
paid a t the r a t e s p e c i f i e d i n the respective leases. 

With respect t o any lease on non-federal land c o n t a i n i n g p r o v i s i o n s which 
would terminate such lease unless d r i l l i n g operations are commenced upon the 
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land covered thereby w i t h i n the time t h e r e i n s p e c i f i e d or r e n t a l s are paid f o r 
the p r i v i l e g e of d e f e r r i n g such d r i l l i n g operations, the r e n t a l s r e q u i r e d 
thereby s h a l l , n o t w ithstanding any other p r o v i s i o n of t h i s agreement, be deemed 
t o accrue and become payable during the term thereof as extended by t h i s 
agreement and u n t i l the r e q u i r e d d r i l l i n g operations are commenced upon the land 
covered thereby, or u n t i l some p o r t i o n of such land i s included w i t h i n a 
p a r t i c i p a t i n g area. 

16. CONSERVATION. Operations hereunder and production of u n i t i z e d 
substances s h a l l be conducted t o provide f o r the most economical and e f f i c i e n t 
recovery of s a i d substances w i t h o u t waste, as defined by or pursuant t o State 
or Federal law or r e g u l a t i o n . 

17. DRAINAGE. 

(a) The U n i t Operator s h a l l take such measures as the AO and Land 
commissioner deems appropriate and adequate t o prevent drainage of u n i t i z e d 
substances f o r u n i t i z e d land by w e l l s on land not subject t o t h i s agreement, 
which s h a l l i n c l u d e the d r i l l i n g of p r o t e c t i v e w e l l s and which may include the 
payment of a f a i r and reasonable compensatory r o y a l t y , as determined by the AO, 
as t o Federal leases and the Land commissioner, as t o s t a t e leases. 

(b) Whenever a p a r t i c i p a t i n g area designated under Section 9 of t h i s 
agreement contains unleased Federal lands, the value of 12.5 percent of the 
p r o d u c t i o n t h a t would be a l l o c a t e d t o such Federal lands under Section 12 of 
t h i s agreement, i f such lands were leased, committed, and e n t i t l e d t o 
p a r t i c i p a t i o n , s h a l l be payable as compensatory r o y a l t i e s t o the Federal 
Government. P a r t i e s t o t h i s agreement h o l d i n g working i n t e r e s t s i n committed 
leases w i t h i n the a p p l i c a b l e p a r t i c i p a t i n g area s h a l l be responsible f o r such 
compensatory r o y a l t y payment on the volume of production r e a l l o c a t e d from the 
unleased Federal lands t o t h e i r u n i t i z e d t r a c t s under Section 12. The value of 
such p r o d u c t i o n s u b j e c t t o the payment of sa i d r o y a l t i e s s h a l l be determined 
pursuant t o 30 CFR p a r t 206. Payment of compensatory r o y a l t i e s on the 
p r o d u c t i o n r e a l l o c a t e d from unleased Federal land t o the committed Federal 
t r a c t s w i t h i n the p a r t i c i p a t i n g area s h a l l f u l f i l l the Federal r o y a l t y 
o b l i g a t i o n f o r such production, and said production s h a l l be subject t o no 
f u r t h e r Federal r o y a l t y assessment under Section 14 of t h i s agreement. Payment 
of compensatory r o y a l t i e s as provided herein s h a l l accrue from the date the 
committed t r a c t s i n the p a r t i c i p a t i n g area t h a t includes unleased Federal lands 
receive a p r o d u c t i o n a l l o c a t i o n , and s h a l l be due and payable monthly by the 
l a s t day of the calendar month next f o l l o w i n g the calendar month of a c t u a l 
p r o d u c t i o n . I f leased Federal lands r e c e i v i n g a production a l l o c a t i o n from the 
p a r t i c i p a t i n g area become unleased, compensatory r o y a l t i e s s h a l l accrue from the 
date the Federal lands become unleased. Payment due under t h i s p r o v i s i o n s h a l l 
end when the unleased Federal t r a c t i s leased or when production of u n i t i z e d 
substances ceases w i t h i n the p a r t i c i p a t i n g area and the p a r t i c i p a t i n g area i s 
terminated, whichever occurs f i r s t . 

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The t e r m s , c o n d i t i o n s , 
and p r o v i s i o n s of a l l leases, subleases, and other contracts r e l a t i n g t o 
e x p l o r a t i o n , d r i l l i n g , development, or operation f o r o i l and gas on lands 
committed t o t h i s agreement are hereby expressly modified and amended t o the 
e x t e n t necessary t o make the same conform t o the p r o v i s i o n s hereof, but 
otherwise t o remain i n f u l l f orce and e f f e c t ; and the p a r t i e s hereto hereby 
consent t h a t the Secretary, as t o Federal leases and the Land•Commissioner, as 
t o State leases, each by h i s approval hereof, or by the approval hereof of h i s 
duly a u t h o r i z e d r e p r e s e n t a t i v e , s h a l l and does hereby e s t a b l i s h , a l t e r , change, 
or revoke the d r i l l i n g , producing, r e n t a l minimum r o y a l t y , and r o y a l t y 
requirements of Federal and s t a t e leases committed hereto and the r e g u l a t i o n s 
i n respect t h e r e t o t o conform s a i d requirements t o the p r o v i s i o n s of t h i s 
agreement, and, w i t h o u t l i m i t i n g the g e n e r a l i t y of the foregoing, a l l leases, 
subleases, and c o n t r a c t s are p a r t i c u l a r l y modified i n accordance w i t h the 
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f o l l o w i n g : 

(a) The development and operation of lands subject t o t h i s agreement 
under the terms hereof s h a l l be deemed f u l l performance of a l l o b l i g a t i o n s f o r 
development and op e r a t i o n w i t h respect t o each and every separately owned t r a c t 
s u b j e c t t o t h i s agreement, regardless of whether there i s any development of any 
p a r t i c u l a r t r a c t of t h i s u n i t area. 

(b) D r i l l i n g and producing operations performed hereunder upon any t r a c t 
of u n i t i z e d lands w i l l be accepted and deemed t o be performed upon and f o r the 
b e n e f i t o f each and every t r a c t of u n i t i z e d land, and no lease s h a l l be deemed 
t o e x p i r e by reason of f a i l u r e t o d r i l l or produce w e l l s s i t u a t e d on the land 
t h e r e i n embraced. 

(c) Suspension of d r i l l i n g or producing operations on a l l u n i t i z e d lands 
pursuant t o d i r e c t i o n or consent of the AO and the Land Commissioner, or h i s 
duly a u t h o r i z e d r e p r e s e n t a t i v e , s h a l l be deemed t o c o n s t i t u t e such suspension 
pursuant t o such d i r e c t i o n or consent as t o each and every t r a c t of u n i t i z e d 
land. A suspension of d r i l l i n g or producing operations l i m i t e d t o s p e c i f i e d 
lands s h a l l be a p p l i c a b l e only t o such lands. 

(d) Each lease, sublease or c o n t r a c t r e l a t i n g t o the e x p l o r a t i o n , 
d r i l l i n g , development, or operation f o r o i l or gas of lands other than those of 
the United States and State of New Mexico committed t o t h i s agreement which, by 
i t s terms might e x p i r e p r i o r t o the t e r m i n a t i o n of t h i s agreement, i s hereby 
extended beyond any such terms so provided t h e r e i n so t h a t i t s h a l l be continued 
i n f u l l f o r c e and e f f e c t f o r and during the term of t h i s agreement. 

(e) Any Federal lease committed hereto s h a l l continue i n force beyond 
the term so provided t h e r e i n or by law as t o the land committed so long as such 
lease remains subject hereto, provided t h a t production of u n i t i z e d substances 
i n paying q u a n t i t i e s i s est a b l i s h e d i n paying q u a n t i t i e s under t h i s u n i t 
agreement p r i o r t o the e x p i r a t i o n date of the term of such lease, or i n the 
event a c t u a l d r i l l i n g operations are commenced on u n i t i z e d land, i n accordance 
w i t h p r o v i s i o n s of t h i s agreement, p r i o r t o the end of the primary term of such 
lease and are being d i l i g e n t l y prosecuted a t t h a t time, such lease s h a l l be 
extended f o r two years, and so long t h e r e a f t e r as o i l or gas i s produced i n 
paying q u a n t i t i e s i n accordance w i t h the prov i s i o n s of the Mineral Leasing Act, 
as amended. 

( f ) Each sublease or c o n t r a c t r e l a t i n g t o the operation and development 
of u n i t i z e d substances from lands of the United states committed t o t h i s 
agreement, which by i t s terms would expire p r i o r t o the time a t which the 
u n d e r l y i n g lease, as extended by the immediately preceding paragraph, w i l l 
e x p i r e , i s hereby extended beyond any such term so provided t h e r e i n so t h a t i t 
s h a l l be continued i n f u l l f o r c e and e f f e c t f o r and during the term of the 
u n d e r l y i n g lease as such term i s herein extended. 

(g) The segregation of any Federal lease committed t o t h i s agreement i s 
governed by the f o l l o w i n g p r o v i s i o n i n the f o u r t h paragraph of Section 17 ( j ) 
of the Mine r a l Leasing Act, as amended by the Act of September 1, 1960 (74 S t a t . 
781-784) (30 u.s.c 226 ( j ) ) : "Any (Federal) lease heretofore or h e r e a f t e r 
committed t o any such ( U n i t ) plan embracing lands t h a t are i n p a r t w i t h i n and 
p a r t o utside the area covered by any such plan s h a l l be segregated i n t o separate 
leases as t o the lands committed and the lands not committed as of the e f f e c t i v e 
date of u n i t i z a t i o n . Provided, however t h a t any such lease as t o non-unitized 
p o r t i o n s h a l l continue i n f o r c e and e f f e c t f o r the term t h e r e o f , but f o r not 
l e ss than two years from the date of such segregation and so long t h e r e a f t e r as 
o i l or gas i s produced i n paying q u a n t i t i e s . " 

(h) I n the event the I n i t i a l Well i s commenced p r i o r t o the e x p i r a t i o n 
date of the s h o r t e s t term State Lease w i t h i n the Un i t Area, any lease embracing 
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lands of the s t a t e of New Mexico which i s made the subject t o t h i s agreement, 
s h a l l continue i n f o r c e beyond the term provided t h e r e i n as t o the lands 
committed hereto u n t i l the t e r m i n a t i o n hereof. 

( i ) Any lease embracing lands of the State of New Mexico having only a 
p o r t i o n of i t s lands committed hereto, s h a l l be segregated as t o the p o r t i o n 
committed and the p o r t i o n not committed, and the terms of such lease s h a l l apply 
separately t o such segregated p o r t i o n s commencing as the e f f e c t i v e date hereof; 
provided, however, t h a t notwithstanding any of the p r o v i s i o n s of t h i s agreement 
t o the c o n t r a r y , such lease s h a l l continue i n f u l l force and e f f e c t beyond the 
term provided t h e r e i n as t o a l l lands embraced i n such lease, i f o i l or gas i s 
being produced i n paying q u a n t i t i e s from some p a r t of the lands embraced i n such 
lease a t the e x p i r a t i o n of the f i x e d term of such lease; or i f , a t the 
e x p i r a t i o n of the f i x e d term, the lessee or the Un i t Operator i s then engaged 
i n bona f i d e d r i l l i n g or reworking operations on some p a r t of the lands embraced 
i n such lease, then the same as t o a l l lands embraced t h e r e i n s h a l l remain i n 
f u l l f o r c e and e f f e c t so long as such operations are being d i l i g e n t l y 
prosecuted, and i f they r e s u l t i n the production of o i l or gas, s a i d lease s h a l l 
continue i n f u l l f o r c e and e f f e c t as t o a l l the lands embraced t h e r e i n , so long 
t h e r e a f t e r as o i l or gas i n paying q u a n t i t i e s i s being produced from any p o r t i o n 
of s a i d lands. 

19. COVENANTS RUN WITH LAND. The covenants herein s h a l l be construed 
running w i t h the land w i t h respect t o the i n t e r e s t s of the p a r t i e s hereto and 
t h e i r successors i n i n t e r e s t u n t i l t h i s a agreement terminates, and any grant, 
t r a n s f e r or conveyance of i n t e r e s t i n land or lease subject hereto s h a l l be and 
hereby i s c o n d i t i o n e d upon the assumption of a l l p r i v i l e g e s and o b l i g a t i o n s 
hereunder by the grantee, t r a n s f e r e e , or other successor i n i n t e r e s t . No 
assignment or t r a n s f e r of any working i n t e r e s t , r o y a l t y , or other i n t e r e s t 
s u b j e c t hereto s h a l l be b i n d i n g upon Unit Operator u n t i l the f i r s t day of the 
calendar month a f t e r U n i t operator i s f u r n i s h e d w i t h the o r i g i n a l , p h o t o s t a t i c , 
or c e r t i f i e d copy of the instrument of t r a n s f e r . 

20. EFFECTIVE DATE AND TERM. This agreement s h a l l become e f f e c t i v e upon 
approval by the AO and the Land Commissioner or t h e i r duly authorized 
r e p r e s e n t a t i v e and s h a l l a u t o m a t i c a l l y terminate f i v e (5) years from s a i d 
e f f e c t i v e date unless: 

(a) Upon a p p l i c a t i o n by the U n i t Operator such date of e x p i r a t i o n i s 
extended by the AO and the Land Commissioner; or 

(b) i t i s reasonably determined p r i o r t o the e x p i r a t i o n of the f i x e d 
terms or any extension thereof t h a t the u n i t i z e d land i s incapable of production 
of u n i t i z e d substances i n paying q u a n t i t i e s i n the formations t e s t e d hereunder, 
and a f t e r n o t i c e of i n t e n t i o n t o terminate t h i s agreement on such ground i s 
given by the U n i t Operator t o a l l p a r t i e s i n i n t e r e s t a t t h e i r l a s t known 
addresses, t h i s agreement i s terminated w i t h approval of the AO and the Land 
Commissioner; or 

(c) a valuable discovery of u n i t i z e d substances i n paying q u a n t i t i e s has 
been made or accepted on u n i t i z e d land during said i n i t i a l term or any extension 
t h e r e o f , i n which event t h i s agreement s h a l l remain i n e f f e c t f o r such term and 
so long t h e r e a f t e r as u n i t i z e d substances can be produced as t o Federal lands 
and are being produced as t o s t a t e lands i n q u a n t i t i e s s u f f i c i e n t t o pay f o r the 
cost of producing same from w e l l s on u n i t i z e d lands w i t h i n any p a r t i c i p a t i n g 
area e s t a b l i s h e d hereunder. should production cease and d i l i g e n t d r i l l i n g 
operations t o r e s t o r e production or new production are not i n progress or 
reworking w i t h i n s i x t y (60) days and production i s not re s t o r e d or should new 
prod u c t i o n not be obtained i n paying q u a n t i t i e s on committed lands w i t h i n t h i s 
u n i t area, t h i s agreement w i l l a u t o m a t i c a l l y terminate e f f e c t i v e the l a s t day 
of the month i n which the l a s t u n i t i z e d production occurred; or 
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(d) i t i s v o l u n t a r i l y terminated as provided i n t h i s agreement. Except 
as noted h e r e i n t h i s agreement may be terminated a t any time p r i o r t o the 
discovery of u n i t i z e d substances which can be produced i n paying q u a n t i t i e s by 
not less t h a t 75 per centum, on an acreage basis, of the working i n t e r e s t owners 
si g n a t u r e hereto, w i t h the approval of the AO and the Land Commissioner. The 
Un i t Operator s h a l l give n o t i c e of any such approval t o a l l p a r t i e s hereto. 
Voluntary t e r m i n a t i o n may not occur during the f i r s t s i x (6) months of t h i s 
agreement unless a t l e a s t one o b l i g a t i o n w e l l s h a l l have been d r i l l e d i n 
conformance w i t h Section 9. 

21. RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The AO i s hereby 
vested w i t h a u t h o r i t y t o a l t e r or modify from time t o time, i n h i s d i s c r e t i o n , 
the q u a n t i t y and r a t e of production under t h i s agreement when such q u a n t i t y and 
r a t e are not f i x e d pursuant t o Federal or s t a t e law, or do not conform to. any 
State-wide v o l u n t a r y conservation or a l l o c a t i o n program which i s est a b l i s h e d , 
recognized, and ge n e r a l l y adhered t o by the m a j o r i t y of operators i n such State. 
The above a u t h o r i t y i s hereby l i m i t e d t o a l t e r a t i o n or m o d i f i c a t i o n s which are 
i n the p u b l i c i n t e r e s t . The p u b l i c i n t e r e s t t o be served and the purpose 
t h e r e o f , must be s t a t e d i n the order of a l t e r a t i o n or m o d i f i c a t i o n . Without 
regard t o the foregoing, the AO i s also hereby vested w i t h a u t h o r i t y t o a l t e r 
or modify from time t o time, i n h i s d i s c r e t i o n , the r a t e of prospecting and 
development and the q u a n t i t y and r a t e of production under t h i s agreement when 
such a l t e r a t i o n or m o d i f i c a t i o n i s i n the i n t e r e s t of a t t a i n i n g the conservation 
o b j e c t i v e s s t a t e d i n t h i s agreement and i s not i n v i o l a t i o n of any app l i c a b l e 
Federal or State law; provided, f u r t h e r , t h a t no such a l t e r a t i o n or m o d i f i c a t i o n 
s h a l l be e f f e c t i v e as t o any land of the s t a t e of New Mexico, as t o the r a t e of 
prospecting and developing i n the absence of the s p e c i f i c w r i t t e n approval 
t h e r e o f by the Commissioner and also t o any lands of the State of New Mexico or 
p r i v a t e l y owned lands subject t o t h i s agreement as t o the q u a n t i t y and r a t e of 
prod u c t i o n i n the absence of s p e c i f i c w r i t t e n approval thereof by the D i v i s i o n . 

Powers i n the s e c t i o n vested i n the AO s h a l l only be exercised a f t e r 
n o t i c e t o U n i t Operator and op p o r t u n i t y f o r hearing t o be held not less than 15 
days from n o t i c e . 

22. APPEARANCES. Uni t Operators s h a l l , a f t e r n o t i c e t o other p a r t i e s 
a f f e c t e d , have the r i g h t t o appear f o r and on behalf of any and a l l i n t e r e s t 
a f f e c t e d hereby before the Department of the I n t e r i o r and the Commissioner of 
Public Lands and D i v i s i o n , and t o appeal from orders issued under the 
r e g u l a t i o n s of sai d Department or Land Commissioner and D i v i s i o n or t o apply f o r 
r e l i e f from any of s a i d r e g u l a t i o n s , or i n any proceedings r e l a t i v e t o 
operations before the Department or the Land Commissioner and D i v i s i o n or any 
other l e g a l l y c o n s t i t u t e d a u t h o r i t y ; provided, however, t h a t any other 
i n t e r e s t e d p a r t y s h a l l also have the r i g h t a t i t s own expense t o be heard i n any 
such proceeding. 

23. NOTICES. A l l n o t i c e s , demands, or statements r e q u i r e d hereunder t o 
be given or rendered t o the p a r t i e s hereto s h a l l be i n w r i t i n g and s h a l l be 
pe r s o n a l l y d e l i v e r e d t o the p a r t y or p a r t i e s , or sent by postpaid r e g i s t e r e d or 
c e r t i f i e d m a i l , t o the l a s t known address of the p a r t y or p a r t i e s . 

24. NO WAIVER OF CERTAIN RIGHTS. Nothing contained i n t h i s agreement 
s h a l l be construed as a waiver by any par t y hereto of the r i g h t t o assert any 
l e g a l or c o n s t i t u t i o n a l r i g h t or defense as t o the v a l i d i t y or i n v a l i d i t y o f any 
law of the s t a t e where u n i t i z e d lands are located, or of the United States, or 
r e g u l a t i o n s issued thereunder i n any way a f f e c t i n g such p a r t y , or as a waiver 
by any such p a r t y of any r i g h t beyond h i s or i t s a u t h o r i t y t o waive. 

25. UNAVOIDABLE DELAY. A l l o b l i g a t i o n s under t h i s agreement r e q u i r i n g 
the U n i t Operator t o commence or continue d r i l l i n g , or t o operate on, or produce 
u n i t i z e d substances from any of the lands covered by t h i s agreement, s h a l l be 
suspended w h i l e the U n i t Operator, despite the exercise of due care and 
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diligence, i s prevented from complying with such obligations, i n whole or i n 
part, by st r i k e s , acts of God, Federal, State, or municipal law or agencies, 
unavoidable accidents, uncontrollable delays i n transportation, i n a b i l i t y to 
obtain necessary materials or equipment i n open market, or other matters beyond 
the reasonable control of the Unit Operator whether similar to matters herein 
enumerated or not. 

26. NONDISCRIMINATION. In connection with the performance of work under 
t h i s agreement, the u n i t operator agrees to comply with a l l the provisions of 
Section 202 (1) t o (7) inclusive of Executive order 11246 (30 F.R. 12319), as 
amended which are hereby incorporated by reference i n t h i s agreement. 

27. LOSS OF TITLE. In the event t i t l e to any t r a c t of unitized land 
s h a l l f a i l and the true owner cannot be induced to j o i n i n t h i s u n i t agreement, 
such t r a c t s h a l l be automatically regarded as not committed hereto, and there 
s h a l l be such readjustment of future costs and benefits as may be required on 
account of the loss of such t i t l e . I n the event of a dispute as to t i t l e to any 
royalty, working i n t e r e s t , or other interests subject thereto, payment or 
delivery on account thereof may be withheld without l i a b i l i t y for interest u n t i l 
the dispute i s f i n a l l y settled; provided, that, as to Federal and State lands 
and leases, no payments of funds due the United States or the State of New 
Mexico should be withheld, but such funds s h a l l be deposited as directed by the 
AO and such funds of the State of New Mexico shall be deposited as directed by 
the Land Commissioner, to be held as unearned money pending f i n a l settlement of 
the t i t l e dispute, and then applied as earned or returned i n accordance with 
such f i n a l settlement. 

Unit Operator as such i s relieved from any responsibility f o r any defect 
or f a i l u r e of any t i t l e hereunder. 

28. NON-JOINDER AND SUBSEQUENT JOINDER. I f the owner of any substantial 
i n t e r e s t i n a t r a c t w i t h i n the un i t area f a i l s or refuses to subscribe or 
consent to t h i s agreement, the owner of the working interest i n that t r a c t may 
withdraw the t r a c t from t h i s agreement by written notice delivered to the proper 
Bureau of Land Management o f f i c e , the Land Commissioner, the Division and the 
u n i t operator p r i o r to the approval of t h i s agreement by the AO and 
Commissioner. Any o i l or gas interests i n lands with i n the unit area not 
committed hereto p r i o r t o f i n a l approval may thereafter be committed hereto by 
the owner or owners thereof subscribing or consenting t o t h i s agreement, and, 
i f the i n t e r e s t , i s a working in t e r e s t , by the owner of such interest only 
subscribing t o the u n i t operating agreement. After operations are commenced 
hereunder, the r i g h t of subsequent joinder, as provided i n t h i s section, by a 
working i n t e r e s t owner i s subject to such requirements or approval(s), i f any, 
pertaining to such joinder, as may be provided for i n the uni t operating 
agreement. After f i n a l approval hereof, joinder by a non-working interest owner 
must be consented i n w r i t i n g by the working interest owner committed hereto and 
responsible for the payment of any benefits that may accrue hereunder i n behalf 
of such non-working i n t e r e s t . A non-working interest may not be committed t o 
t h i s u n i t agreement unless the corresponding working interest i s committed 
hereto. Joinder to the u n i t agreement by a working interest owner, at any time, 
must be accompanied by appropriate joinder to the u n i t operating agreement, i n 
order f o r the in t e r e s t t o be regarded as committed to t h i s agreement. Except 
as may otherwise herein be provided, subsequent joinders to t h i s agreement shall 
be e f f e c t i v e as of the date of the f i l i n g with the AO, the Land Commissioner and 
the Division of duly executed counterparts of a l l or any papers necessary to 
establish commitment of any interest and/or t r a c t to t h i s agreement. 

29. COUNTERPARTS. This agreement may be executed i n any number of 
counterparts, no one of which needs to be executed by a l l parties, or may be 
r a t i f i e d or consented t o by separate instrument i n w r i t i n g s p e c i f i c a l l y 
r e f e r r i n g hereto and sha l l be binding upon a l l those parties who have executed 
such a counterpart, r a t i f i c a t i o n , or consent hereto with the same force and 
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e f f e c t as i f a l l such p a r t i e s had signed the same document and regardless of 
whether or not i t i s executed by a l l other p a r t i e s owning or c l a i m i n g an 
i n t e r e s t i n the lands w i t h i n the above-described u n i t area. 

30. SURRENDER. Nothing i n t h i s agreement s h a l l p r o h i b i t the exercise 
by any working i n t e r e s t owner of the r i g h t t o surrender vested i n such p a r t y by 
any lease, sublease, or operating agreement as t o a l l or any p a r t of the lands 
covered thereby, provided t h a t each p a r t y who w i l l or might acquire such working 
i n t e r e s t by such surrender or by f o r f e i t u r e as h e r e a f t e r set f o r t h , i s bound by 
the terms of t h i s agreement. 

I f , as a r e s u l t of any such surrender, the working i n t e r e s t r i g h t s as t o 
such lands become vested i n any p a r t y other than the fee owner of the u n i t i z e d 
substances, s a i d p a r t y may f o r f e i t such r i g h t s and f u r t h e r b e n e f i t s from 
o p e r a t i o n hereunder as t o sai d land t o the pa r t y next i n the chain of t i t l e who 
s h a l l be and become the owner of such working i n t e r e s t . 
I f , as a r e s u l t of any such surrender or f o r f e i t u r e , working i n t e r e s t r i g h t s 
become vested i n the fee owner of the u n i t i z e d substances, such owner may: 

(a) accept those working i n t e r e s t r i g h t s subject t o t h i s agreement and 
the u n i t o p e r a t i n g agreement; or 

(b) lease the p o r t i o n of such land as i s included i n a p a r t i c i p a t i n g 
area e s t a b l i s h e d hereunder subject t o t h i s agreement and the u n i t operating 
agreement; or 

(c) provide f o r the independent operation of any p a r t of such land t h a t 
i s not then included w i t h i n a p a r t i c i p a t i n g area e s t a b l i s h e d hereunder. 

i f the fee owner of the u n i t i z e d substances does not accept the working 
i n t e r e s t r i g h t s subject t o t h i s agreement and the u n i t operating agreement or 
lease such lands as above provided w i t h i n s i x (6) months a f t e r the surrender or 
f o r f e i t e d working i n t e r e s t r i g h t s become vested i n the fee owner, the b e n e f i t s 
and o b l i g a t i o n s of operations accruing t o such lands under t h i s agreement and 
the u n i t o p e r a t i n g agreement s h a l l be shared by the remaining owners of u n i t i z e d 
working i n t e r e s t s i n accordance w i t h t h e i r respective working i n t e r e s t 
ownerships, and such owners of working i n t e r e s t s s h a l l compensate the fee owner 
of u n i t i z e d substances i n such lands by paying sums equal t o the r e n t a l s , 
minimum r o y a l t i e s , and r o y a l t i e s a p p l i c a b l e t o such lands under the lease i n 
e f f e c t when the lands were u n i t i z e d . 

An app r o p r i a t e accounting and settlement s h a l l be made f o r a l l b e n e f i t s 
accruing t o or payments and expenditures made or i n c u r r e d on behalf of such 
surrendered or f o r f e i t e d working i n t e r e s t subsequent t o the date of surrender 
or f o r f e i t u r e , and payment of any monies found t o be owing by such an accounting 
s h a l l be made as between the p a r t i e s w i t h i n t h i r t y (30) days. 

The exercise of any r i g h t vested i n a working i n t e r e s t owner t o reassign 
such working i n t e r e s t t o the pa r t y from whom obtained s h a l l be subject t o the 
same c o n d i t i o n s as set f o r t h i n t h i s s e c t i o n i n regard t o the exercise of a 
r i g h t t o surrender. 

31. TAXES. The working i n t e r e s t s owners s h a l l render and pay f o r t h e i r 
account and the account of the r o y a l t y owners a l l v a l i d taxes on or measured by 
the u n i t i z e d substances i n and under or t h a t may be produced, gathered and sol d 
from the land covered by t h i s agreement a f t e r i t s e f f e c t i v e date, or upon the 
proceeds d e r i v e d therefrom. The working i n t e r e s t owners on each t r a c t s h a l l and 
may charge the proper p r o p o r t i o n of said taxes t o r o y a l t y owners having i n t e r e s t 
i n s a i d t r a c t ; and may c u r r e n t l y r e t a i n and deduct a s u f f i c i e n t amount of the 
u n i t i z e d substances or d e r i v a t i v e products, or net proceeds t h e r e o f , from the 
a l l o c a t e d share of each r o y a l t y owner t o secure reimbursement f o r the taxes so 
pa i d . No such taxes s h a l l be charged t o the United States or the State of New 
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Mexico or to any lessor who has a contract with his lessee which requires the 
lessee to pay such taxes. 

32. NO PARTNERSHIP. I t i s expressly agreed that the r e l a t i o n of the 
parties hereto i s that of independent contractors and nothing contained i n t h i s 
agreement, expressed or implied, nor any operations conducted hereunder, shall 
create or be deemed to have, created a partnership or association between the 
parties hereto or any of them. 

33. SURFACE AND ENVIRONMENTAL PROTECTION STIPULATIONS. Nothing i n t h i s 
agreement sh a l l modify or change either the special Federal lease stipulations 
r e l a t i n g t o surface management or such special Federal lease stipulations 
r e l a t i n g t o surface and environmental protection, attached to and made a part 
of, O i l and Gas Leases covering lands with the Unit Area. 

IN WITNESS WHEREOF, the parties hereto have caused t h i s agreement to be 
executed and have set opposite t h e i r respective names the date of execution. 

UNIT OPERATOR AMD WORKING INTEREST OWNER 

ATTEST: YATES ENERGY CORPORATION 

Secretary 

Address: P. o. Box 2323 
Roswell, NM 88202-2323 

STATE OF NEW MEXICO j 
) SS. 

COUNTY OF CHAVES ) 

on t h i s 7th day of June , 19 94 • . before me appeared Fred 
G. Yates to me personally known, who, being duly sworn, did say that he i s the 
President of YATES ENERGY CORPORATION and that the seal af f i x e d t o said 
instrument was signed and sealed i n behalf of said corporation by authority of 
i t s board of directors, and said Fred G. Yates acknowledged said instrument to 
be the free act of deed of said corporation. 

Notary Public 
My Commission Expires: 

January 30. 1996 
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Exhibit 'C 

SCHEDULE OF TRACTPART/C/PA 770N 

McGruder Hi// Unit Are a 

Eddy County, NM 

Owner Tracts Net Acres Percent Ownership 

Yates Energy Corporation 

Santa Fe Energy Resources, Inc. 

3 144.0000 
4 168.0000 
5 51.7020 
8a 28.4730 
9 24.0000 
10 24.0000 

440.1750 

3 96.0000 
4 112.0000 
5 34.4680 
9 16.0000 
10 16.0000 

274.4680 

27.1073764% 

16.9026124% 

Collins & Ware, Inc. 6 223.2850 
7 42.8300 

8a 28.4740 
8b 80.0000 

374.5890 23.0683820% 

MRL Partners, LP 6 223.2850 
7 42.8300 
8a 28.4730 
8b 80.0000 

374.5880 23.0683204% 

Union Oil Company of Calif. 1 32.6076 2.0080797% 
Hallwood Petroleum. Inc. 2 40.0000 2.4633272% 
Atlantic Richfield Company 1 30.0000 1.8474954% 
Estate of David Fasken 1 27.3955 1.6871020% 
Tom Brown. Inc. 1 3.9132 0.2409873% 
Charles B. Read 1 26.0837 1.6063172% 

TOTALS 1,623.8200 100.0000000% 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 
AND 

UNIT OPERATING AGREEMENT 

I n c o n s i d e r a t i o n of the execution of the Unit Agreement f o r the Development 
and Operation of the McGRUDER HILL. UNIT AREA, County of Eddy, State of New 
Mexico, dated June 1, 1994, i n form approved on behalf of the Secretary of the 
I n t e r i o r and the Commissioner of Public Lands, and i n consideration of the 
execution or r a t i f i c a t i o n by other working i n t e r e s t owners of the contemporary 
U n i t Operating Agreement which r e l a t e s t o said Unit Agreement the undersigned 
hereby expressly r a t i f i e s , approves and adopts said Unit Agreement as f u l l y aa 
though the undersigned had executed the o r i g i n a l agreement. 

This R a t i f i c a t i o n and Joinder s h a l l be e f f e c t i v e as t o the undersigned"s 
i n t e r e s t s i n any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s presently 
held or which may a r i s e under e x i s t i n g o p t i o n agreements or other i n t e r e s t s i n 
u n i t i z e d substances, covering the lands w i t h i n the Unit Area i n which the 
undersigned may be found t o have an o i l and gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder of Uni t Agreement s h a l l be binding upon the 
undersigned, h i s , or her or i t s h e i r s , devisees, executors, assigns and 
successors i n i n t e r e s t . 

Five Post Oak Park, Suite 1010 

Houston, Texas 77027-3489 

T r a c t ( s ) (tf j T FSc\4 V^b 

STATE OF TEXAS 

COUNTY OF HARRIS 

on t h i s 

) ss, 
.) 

Mary Ralph T.nwe 
day of July 1994, before me personally 

, t o me personally known, who, being duly sworn, 
d i d say t h a t die i s the Managing Partner of MRL Partners, LP 
and t h a t the seal a f f i x e d t o said instrument was" signed and sealed i n behalf of 
aaid c o r p o r a t i o n by a u t h o r i t y of i t s board of d i r e c t o r s , and said Mary 
Ralph Lowe -of sa i d c o r p o r a t i o n . 

acknowledged said instrument t o be the f r e e act of deed 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 
AND 

UNIT OPERATING AGREEMENT 

I n c o n s i d e r a t i o n of the execution of the U n i t Agreement f o r the Development 
and Operation of the McGRUDER HILL UNIT AREA, county of Eddy, State of New 
Mexico, dated June 1, 1994, i n form approved on behalf of the Secretary of the 
I n t e r i o r and the Commissioner of Public Lands, and i n consideration of the 
execution or r a t i f i c a t i o n by other working i n t e r e s t owners of the contemporary 
U n i t Operating Agreement which r e l a t e s t o said U n i t Agreement the undersigned 
hereby expressly r a t i f i e s , approves and adopts s a i d U n i t Agreement as f u l l y as 
though the undersigned had executed the o r i g i n a l agreement. 

This R a t i f i c a t i o n and Joinder s h a l l be e f f e c t i v e as t o the undersigned's 
i n t e r e s t s i n any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s presently 
held or which may a r i s e under e x i s t i n g o p t i o n agreements or other i n t e r e s t s i n 
u n i t i z e d substances, covering the lands w i t h i n the Unit Area i n which the 
undersigned may be found t o have an o i l and gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder of Un i t Agreement s h a l l be bin d i n g upon the 
undersigned, h i s , or her or i t s heirB, devisees, executors, assigns and 
successors i n i n t e r e s t . 

EXECUTED t h i s 

WITNESS/ATTEST: 

day of 1994. 

W. B r e t t Smith, Vice""5 

A d d r e s s : Hr.1 1 I n c & TJarp . 

508 West Wall Avenue, Suite 1200 

Midland, Texas 79701 

T r a c t ( s ) 

STATE OF 

COUNTY OF 

Texas 

Midland 
) ss. 

J 
on t h i s 

J J — R r e t r Smith 

19th day of July 1994, before me personallyappeared 

d i d say t h a t he i s the 
t o me personally known, who, being duly sworn, 

Vice-President of C o l l i n s & Ware. Inc. 
and t h a t the seal a f f i x e d t o sai d instrument was signed and sealed i n behalf of 
said c o r p o r a t i o n by a u t h o r i t y of i t s board of d i r e c t o r s , and said 

W. B r e t t Smith 
of s a i d c o r p o r a t i o n . 

My Commission Expires: 

7/6/97 

CATHY L. PEARCE 
NOTARY PUBLIC 

State of Texas 
Comm. Exp. 07-06-97 

acknowledged said instrument t o be the f r e e act of deed 

Notary Public 



RATIFICATION AND JOINDER OF t i T AGREEMENT 

UNIT OPERATING AGRElPENT 

I n c o n s i d e r a t i o n of the execution of the U n i t Agreement f o r the Development 
and Operation of the McORUDER HILL UNIT AREA, County of Eddy, State of New 
Mexico, dated June 1, 1994, i n form approved on behalf of the Secretary of the 
I n t e r i o r and the Commissioner of Publ i c Lands, and i n c o n s i d e r a t i o n of the 
ex e c u t i o n or r a t i f i c a t i o n by othe r working i n t e r e s t owners of the contemporary 
U n i t o p e r a t i n g Agreement which r e l a t e s t o s a i d u n i t Agreement the'undersigned 
hereby e x p r e s s l y r a t i f i e s , approves and adopts Baid U n i t Agreement as f u l l y BB 
though the undersigned had executed the o r i g i n a l agreement. 

This R a t i f i c a t i o n and Joinder s h a l l be e f f e c t i v e as t o ,the undersigned's 
i n t e r e s t s i n any lands and leaflets, or i n t e r e s t s t h e r e i n , and r d y a l t i e s p r e s e n t l y 
h e l d or which may a r i s e under e x i s t i n g o p t i o n agreements or other i n t e r e s t s i n 
u n i t i z e d substances, c o v e r i n g the lands w i t h i n the U n i t Area i n which the 
undersigned may be found t o have.an o i l and gas i n t e r e s t . 

This R a t i f i c a t i o n and Joinder of U n i t Agreement s h a l l be bi n d i n g upon the 
undersigned, h i s , o r her or i t s h e i r s , devisees, executors, assigns and 
successors i n i n t e r e s t . 

EXECUTED t h i s day of 

ATTEST: 

By: 

1994. 

Hallwood Consolidated P a r t n e r s , L.P. 
By: Hallwood Consolidated Resources 

Co r p o r a t i o n , as general p a r t n e r 

fiane M.'vBlies 
A s s i s t a n t Seer 

By: JtaL Cathleen M. Osborn 
Vice President 1* 

ATTEST: 

By: 

EM NOMINEE PARTNERSHIP COMPANY 
By: Hallwood G.P., I n c . , 

as general p a r t n e r 

Diane M.\BAieazi 
A s s i s t a n t "Secret 

By: 
Cathleen M. Osborn 
Vice President 

T r a c t ( s ) Two (2.73% WII 

ACKNOWLEDGEMENT 

STATE OF COLORADO 

CITY AND COUNTY OF DENVER ) 

) 
) ss. 

The f o r e g o i n g instrument was acknowledged before me t h i s (-QQ^day of 
, 1994, by Cathleen M. Osborn, Vice President o f Hallwood 

Ion s o l i C onsolidated Resources C o r p o r a t i o n , general p a r t n e r o f Hallwood Consolidated 
P a r t n e r s , L.P. and Hallwood G.P., I n c . , general p a r t n e r o f EM Nominee P a r t n e r s h i p 
Company. 

WITNESS my hand and o f f i c i a l s e a l . 

My Commission Expires; 

'Notary P u b l i c 
P r i n t e d Name: 
State of Colorado 

(SEAL) 



RATIFICATION AND JOINDER OF UNIT AGREEMENT 
AND 

UNIT OPERATING AGREEMENT 

I n c o n s i d e r a t i o n of the execution of the Unit Agreement f o r the Development 
and Operation of the McGRUDER HILL UNIT AREA, County of Eddy, State of New 
Mexico, dated June 1, 1994, i n form approved on behalf of the secretary of the 
I n t e r i o r and the Commissioner of Public Lands, and i n consideration of the 
execution or r a t i f i c a t i o n by other working i n t e r e s t owners of the contemporary 
U n i t Operating Agreement which r e l a t e s t o said Unit Agreement the undersigned 
hereby expressly r a t i f i e s , approves and adopts sa i d U n i t Agreement as f u l l y as 
though the undersigned had executed the o r i g i n a l agreement. 

This R a t i f i c a t i o n and Joinder s h a l l be e f f e c t i v e as t o the undersigned's 
i n t e r e s t s i n any lands and leases, or i n t e r e s t s t h e r e i n , and r o y a l t i e s presently 
h e l d or which may a r i s e under e x i s t i n g o p t i o n agreements or other i n t e r e s t s i n 
u n i t i z e d substances, covering the lands w i t h i n the Un i t Area i n which the 
undersigned may be found t o have an o i l and gas i n t e r e s t . 

This Ratification and Joinder of Unit Agreement shall be binding upon the 
undersigned, his, or her or its heirs, devisees, executors, assigns and 
successors in interest. * 

EXECUTED t h i s / 5 ^ day of SilS^U/LA. , 1994. 

WITNESS/ATTEST: . ^ 

Charles B. Read 

Addre s s s n ^. .,.. . 

P- 0- Box 1518 
ROSWELL, NM 8820? 

T r a c t ( s ) 

UP STATE OF / J x ^ / ' j 

; ) ss. 
COUNTY OF I f ^ - v > ) 

On t h i s / S ^ y day of U ^ c ^ u x i t ^ 1994, before me personally 
( p > OA-lU-<*S <3 • A U A ^ 0" , t o me personally known t o be the 

person described i n and who'executed the foregoing instrument, and acknowledged 
t h a t (s) he executed the same as his/her f r e e act and deed. 

My commission Expires: ^ ^ f o ^ Z ^ 

O / "-/ 9 ' 9 7 Notary Public £ 

farmaVunit .Ratif 
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Farmout 
Committed 
Farmout 

Sold 
Committed 

Exhibit "C 
SCHEDULE OF TRACTPARTICIPA TION 

McGruder Hill Unit Area 

Owner 

Eddy County. NM 

Tract # Net Acres Percent Ownership 
Yates Energy Corporation 3 144.0000 

4 168.0000 

OPERATOR 
5 51.7020 

OPERATOR 
8a 

51.7020 
OPERATOR 

8a 28.4730 
9 24.0000 
10 24.0000 

440.1750 27.1073764% 

Santa Fe Energy Resources. Inc. 3 96.0000 
4 112.0000 

Commi t ted 5 34.4680 
9 16.0000 
10 16.0000 

274.4680 16.9026124% 

Collins & Ware, Inc. 6 223.2850 
7 42.8300 

Commi t ted & 8a 28.4740 
Execu ted 8b 80.0000 

374.5890 23.0683820% 

MRL Partners, LP 6 223.2850 
7 42.8300 

Commi t ted & 8a 28.4730 
E x e c u t e d 8b 80.0000 

374.5880 23.0683204% 

Union Oil Company of Calif. 1 32.6076 2.0080797% 

Hallwood Petroleum, Inc. 2 40.0000 2.4633272% 
Atlantic Richfield Company 1 30.0000 1.8474954% 
Estate of David Fasken 1 27.3955 1.6871020% 
Tom Brown, Inc. 1 3.9132 0.2409873% 
Charles B. Read 1 26.0837 1.6063172% 

TOTALS 1.623.8200 100.0000000% 

Verbal commitment 

Executed 
Verbal commitment 
Verbal commitment 
Faskin 
Executed 

BEFORE EXAMINER CATANACH 

OIL CONSERVATION DIVISION 
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NMNM91028X 
3180 (06557) 

United States Department of the Interior 
BUREAU OF LAND MANAGEMENT 

Roswell District Office 
1717 West Second Street 

Roswell, New Mexico 88201-2019 

MAY 2 4 1994 

Yates Energy Corporation 
A t t e n t i o n : Ma. Sharon R. Hamilton 
P. O. Box 2323 
Roswell, NM 88202-2323 

Gentlemen: 

Your a p p l i c a t i o n of May 13, 1994, f i l e d w i t h the BLM requests the designation 
of the McGruder H i l l U n i t area, embracing 1623.82 acres, more or l e s s , 
Eddy County, New Mexico, as l o g i c a l l y subject t o e x p l o r a t i o n and development 
under the u n i t i z a t i o n p r o v i s i o n s of the Mineral Leasing Act as amended. 

Pursuant t o u n i t p lan r e g u l a t i o n s 43 CFR 3180, the land requested as o u t l i n e d 
on your p l a t marked E x h i b i t A, Yates Energy Corporation, McGruder H i l l U n i t , 
Eddy County, New Mexico, i s hereby designated as a l o g i c a l u n i t area and has 
been assigned No. NMNM91028X. This designation i s v a l i d f o r a pe r i o d of one 
year from t h e date of t h i s l e t t e r . 

The u n i t agreement submitted f o r the area designated should provide f o r a w e l l 
t o t e s t t h e Upper Penn Canyon formation, or t o a depth of 9610 f e e t , whichever 
i s t h e l e s s e r . Your proposed use of the Form of Agreement f o r Unproved Areas 
w i l l be accepted w i t h c o r r e c t i o n s requested by the Bureau of Land Management 
shown i n red on the enclosed pages 1, 2, and 6 and on E x h i b i t B. 

I f c o n d i t i o n s are such t h a t m o d i f i c a t i o n of sai d standard form i s deemed 
necessary, two copies of the proposed m o d i f i c a t i o n s w i t h a ppropriate 
j u s t i f i c a t i o n must be submitted t o t h i s o f f i c e f o r p r e l i m i n a r y approval. 

I n t h e absence of any type of land r e q u i r i n g s p e c i a l p r o v i s i o n s or any 
o b j e c t i o n s not now apparent, a duly executed agreement i d e n t i c a l w i t h s a i d 
form, m o d i f i e d as o u t l i n e d above, w i l l be approved i f submitted i n approvable 
s t a t u s w i t h i n a reasonable p e r i o d of time. However, n o t i c e i s hereby given 
t h a t t h e r i g h t i s reserved t o deny approval of any executed agreement 
submitted which i n our o p i n i o n , does not have the f u l l commitment of 
s u f f i c i e n t lands t o a f f o r d e f f e c t i v e c o n t r o l of operations i n the u n i t area. 

When the executed agreement i s t r a n s m i t t e d t o the BLM f o r f i n a l approval, 
i n c l u d e the l a t e s t s t a t u s of a l l acreage. I n pre p a r a t i o n of E x h i b i t s "A" and 
"B", f o l l o w c l o s e l y t h e format of the sample e x h i b i t s attached t o the r e p r i n t 
of t h e aforementioned form. 

BEFORE EXAMINER CATANACH 
OIL CONSERVATION DIVISION 

y_i_____i__^XHlBIT NO. 

Jioku 
CASE NO. 



2 

Inasmuch as t h i s u n i t agreement involves State and Fee land, we are sending a 
copy of the l e t t e r t o the Commissioner of Public Lands and the NMOCD. Please 
contact the State of New Mexico before s o l i c i t i n g joinders regardless of p r i o r 
contacts or clearances from the state. 

Sincerely, 

Tony L. Ferguson 
Assistant D i s t r i c t Manager, 

Minerals 

Enclosures 



RAY POWELL, M.S., D.V.M. 
COMMISSIONER 

(EommtBsttmer of pittite JEi&nbs 
(505) 827-5760 

FAX (505) 827-5766 310 OLD SANTA FE TRAIL P.O. BOX 1148 

July 19, 1994 SANTA FE, NEW MEXICO 87504-1148 

Yates Energy Corporation 
P.O. Box 2323 
Roswell, New Mexico 88202-2323 

Attention: Ms. Sharon R. Hamilton 

Re: Proposed McGruder Hill Unit Area 
Preliminary Approval Request 
Eddy County, New Mexico 

Dear Ms. Hamilton: 

This office has reviewed the unexecuted copy of the unit agreement for the proposed McGruder 
Hill Unit Area, Eddy County, New Mexico. This agreement meets the general requirements of 
the Commissioner of Public Lands and has this date granted you preliminary approval as to form 
and content. 

Preliminary approval shall not be construed to mean final approval of this agreement in any way 
and will not extend any short term leases, until final approval and an effective date have been 
given. Also, any well commenced prior to the effective date of this agreement which penetrates 
its objective horizon prior to said effective date shall not be construed as the initial test well. 

When submitting your agreement for final approval, please submit the following: 

1. Application for final approval by the Commissioner setting forth the tracts that have been 
committed and the tracts that have not been committed. 

2. All ratifications from me lessees of Record and Working Interest Owners. All signatures 
should be acknowledged by a notary and one set must contain original signatures. 

3. Order of the New Mexico Oil Conservation Division. Our approval will be conditioned 
upon subsequent favorable approval by the New Mexico Oil Conservation Division. 

4. Approval letter from the Bureau of Land Management. Our Approval will be subject to 
like approval by the Bureau of Land Management. 

5. A copy of the Unit Operating Agreement. 



Yates Energy Corporation 
Page 2 
July 19, 1994 

6. The filing fee for a unit agreement is $30.00 per every section or partial section thereof. 
Please submit a filing fee in the amount of $120.00 dollars. 

If you have any questions, or if we may be of further help, please contact Pete Martinez at (505) 
827-5791. 

Very truly yours, 

RAY POWELL, M.S., D.V.M. 
COMMISSIONER OF PUBLIC LANDS 

FLOYD O. PRANDO, Director 
Oil/Gas and Minerals Division 
(505) 827-5744 
RP/FOP/cpm 
cc: Reader File 

OCD 
BLM - Roswell~Ms. Alexis Swoboda 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: The Application of 
Yates Energy Corporation f o r Approval 
of the McGruder H i l l Unit Agreement, 
Eddy County, New Mexico. 

CASE NO. 11066 

AFFIANT, ERNEST L. PADILLA, being duly sworn, upon oath 

1. He i s the attorney f o r Applicant herein; 

2. He has made a reasonable i n q u i r y as t o the 

whereabouts of the in t e r e s t owners affected by the 

Application herein; 

3. To the best of his knowledge and b e l i e f , he has 

made, or caused t o be made, service as required by the Rules 

of the O i l Conseravation Division by c e r t i f i e d mail upon a l l 

such i n t e r e s t owners. 

FURTHER AFFIANT SAYETH NAUGHT. 

SUBSCRIBED AND SWORN TO before me this 17th day of 

August, 1994, by Ernest L. Padilla. y~\ 

AFFIDAVIT 

states: 

Ernest L. P a d i l l a 
Attorney f o r Applicant 

Notary Public 



c 
PADILLA LAW FIRM, RA. 

TELEPHONE 
505-988-7577 

STREET ADDRE8S 
1512 ST. FRANCIS DRIVE 

SANTA FE. NM 87501 
MAILING ADDRE88 

P.O. BOX 2523 
SANTA FE. NM 67504-2523 

FACSIMILE 
505-988-7592 

J u l y 19, 1994 

CERTIFIED MAIL 
RETURN RECEIPT REQUESTED 

TO: ALL LEASE OWNERS AND OPERATORS (See attached l i s t ) 

RE: Notice of Application of Yates Energy Corporation For 
Approval of the McGruder H i l l Unit Agreement, Eddy 
County, New Mexico 

PURSUANT t o the Rules and Regulations of the General 
Rules of the O i l Conservation D i v i s i o n of New Mexico, notice 
i s hereby given of the above-referenced a p p l i c a t i o n . You 
may protest the enclosed a p p l i c a t i o n which w i l l be heard on 
August 18, 1994, beginning at the hour of 8:15 a.m., a t the 
o f f i c e of the O i l Conservation D i v i s i o n , State Land Of f i c e 
Building, 310 Old Santa Fe T r a i l , Santa Fe, New Mexico. 

Ernest L. P a d i l l a 

ELP/cjc 
Enc: Copy 

L i s t 
of A p p l i c a t i o n 
of Lease Owners, Operators 



MCGRUDER HILL UNIT 
EDDY COUNTY, NM 

UNIT NOTIFICATION LIST 

Yates Energy Corporation 
P. 0. Box 2323 
Roswell, NM 88202-2323 
A t t n : Sharon Hamilton 

c Santa Fe Energy Resources, Inc. 
550 W. Texas, Suite 1330 
Midland, TX 79701 
Attention:" Curtis D. Smith 

<L MRL Partners, LP 
P. O. BOX 832 
Midland, TX 79702 
A t t e n t i o n : C. Mark Wheeler 

^ Union O i l Company of C a l i f o r n i a 
P. 0. Box 3100 
Midland, TX 79702 
A t t e n t i o n : Michael A. Nixson 

A t l a n t i c R i c h f i e l d Company 
P. 0. Box 1610 
Midland, TX 79702 
A t t e n t i o n : John Lodge 

V Barbara Faskin 
303 W. Wall Ave., Suite 1900 
Midland, TX 79701-5116 
A t t e n t i o n : Kim Pringle 

^ Charles B. Read 
P. O. Box 1518 
Roswell, NM 88202-1518 
A t t e n t i o n : Bob Watson 

^ Tom Brown, Inc. 
P. O. Box 2608 
Midland, TX 79702 
A t t e n t i o n : Dennis Hopkins 

c C o l l i n s & Ware, Inc. 
303 W. Wall, Suite 2200 
Midland,. TX 79701 
A t t e n t i o n : W. Brent Smith 

<-^Hallwood Petroleum, Inc. 
P. 0. Box 37811 
Denver, CO 80237 
A t t e n t i o n : J. C. Woods 



c FISCO, Inc. 
P. 0. Box 1 
Hondo, NM 88336-0001 

- Kay C. Havener 
904 Moore 
Roswell, NM 88201 

John Thoma 
<- c/o Maralo, Inc. 

P. O. Box 832 
Midland, TX 79702 

Sam D. Jones 
10066 Timber Oaks 
Houston, TX 77080 

Frank H. Jones 
" 706 LaPlata 

Farmington, NM 87401 

E l l a D. Jones 
1003 Dogwood Lane 
Carlsbad, NM 88220 

Lynda S. Jones 
5004 Hallmarc 
Farmington, NM 87401 

<-- Edward C. Webster 
2919 Palo A l t o 
Carlsbad, NM 88220 

o Judith Webster Donihi 
P. O. Box 1626 
Maitland, FL 32974 

"^George E. Webster 
2513 Country Club 
Midland, TX 79701 

"^Bureau of Land Management 
Roswell D i s t r i c t Office 
P. 0. Box 1397 
Roswell, NM 88202-1397 

'^Bureau of Land Management 
New Mexico State Office 
P. 0. Box 27115 
Santa Fe, NM 87502-0115 

O i l Conservation Division 
P. O. Box 2088 
Santa Fe, NM 87504 


