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UNIT AGREEMENT 

MYERS LANGLIE-MATTIX UNIT 

LEA COUNTY, NEW MEXICO 

State of New Mexico No. 

THIS AGREEMENT, entered into as of the 1st day of January, 

19 7 3 , by and between the parties subscribing, ratifying or consenting 

hereto, and herein referred to as "parties hereto", 

WITNESSETH: 

WHEREAS, the parties hereto are the owners of working, royalty 

or other o i l or gas interests in the Unit Area subject to this agreement; 

and 

WHEREAS, the Commissioner of Public Lands of the State of New 

Mexico is authorised by an Act of the Legislature (Sec. 3, Chap. SB, 

Laws 1943, as amended by Sec. 1 of Chap. 162, Laws of 1951, Chap. 7, 

Art. 11, Sec. 39, N.M.S. 1953 anno.) to consent to or approve this 

agreeaent on behalf of the State of New Mexico, insofar as i t covers and 

includes lands and mineral interests of the State of New Mexico; and 

WHER£AS, the Connissloner of Public Lands cf the State of 

New Mexico is authorized by an Act of the Legislature (Sec. 3, Chap. 88, 

Laws of 1943, as amended by Sec. 1, Chap. 162, Laws of 1951, Chap. 7, 

Art. 11, Sec. 41, N.M.S. 1953 anno.) to amend, with the approval of the 

lessee, any o i l and gas leaBe embracing State lands so that the length 

of the terra of said lease w i l l coincide with the terra of an agreement as 

to the unitized development and operation of State lands; and 

WHEREAS ,Ot he Oil Conservation Connission of the State of New 

Mexico is authorized by law (Art. I l l , Chap. 65, Vol. 9, Part 2, New 

Mexico Statutes, 1953 Annotated) to approve this agreement, and the 

conservation provisions hereof; and 

WHEREAS, the Mineral Leasing Act of February 25, 1920 (41 Stat. 

437, as amended 30 U.S.C. Sections 1P1 et seq.) authorizes Federal lessees 

and their representatives to unite with each other or Jointly or sepa­

rately with others in collectively adopting and operating a cooperative 

or unit plan of development or operation of any o i l or gas pool, f i e l d or 

like area or any part thereof for the purpose of more properly 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 to be necessary or advisable i n the public i n t e r e s t ; 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 Myers 

Lang lie-Hat t l x Unit Area, covering the land h e r e i n a f t e r described to give 

reasonably e f f e c t i v e c o n t r o l of operations t h e r e i n ; and 

WHEREAS, l t i s the purpose o f the p a r t i e s hereto to enable i n s t i t u t i o n 

and consummation of secondary recovery operations, conserve n a t u r a l resources, to 

prevent waste and secure the other b e n e f i t s obtainable through development and 

operation o f the area subject to t h i s agreement under the terms, conditions and 

l i m i t a t i o n s herein set f o r t h . 

NOW, THEREFORE, i n consideration o f the premises and the promises herein 

contained, the p a r t i e s hereto commit to t h i s agreement t h e i r respective i n t e r e s t 

i n the "Unit Area" and the "Unitized Formation" l y i n g thereunder (as those terms 

are defined h e r e i n a f t e r ) , and agree s e v e r a l l y ar>ong themselves as f o l l o w s : 

SECTION' 1. ENABLING ACT AND REGULATION'S. The Mineral Leasing Act of 

February 25, 1920, 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 , 

Including operating and u n i t plan r e g u l a t i o n s , heretofore Issued thereunder and 

v a l i d , p e r t i n e n t and reasonable r e g u l a t i o n s hereafter issued thereunder are 

accepted anil made a part of t h i s agreement as to Federal lands, provided such 

regulations are not inconsistent w i t h the terms of t h i s agreement; and as to 

non-Federal lands, the o i l and gas operating regulations i n e f f e c t as o f 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 incon­

s i s t e n t w i t h the terms hereof or the laws o~. the State i n which the non-Federal 

land is located, are hereby accepted and ma<lc a part of t h i s agreement. 

SECTION 2. UNIT AREA AND DEFINITION'S. For the purpose of t h i s agree­

ment, the following terms and expressions ar. used herein s h a l l mean: 

(a) "Unit Area" i s defined as tho area described by t r a c t s i n E x h i b i t 

"B" and deplete! on Exhibit "A" attached hereto, containing 9,923.68 acres 

more or less, or to which i t may be extended as herein provided. 

(b) "Commissioner" ts defined as the Co'nmlssioner o f 1'ublic Lands 

of the St.-ite o f f; Mexico. 

(c) "Cnrnmlssion" is defined as the (.Ul Conservation Commission o f the 

State o f New Mexico. 
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(d) " D i r e c t o r " is defined as the Director of the United States 

Geological Survey. 

(e) "Secretary" is defined as the Secretary of the I n t e r i o r of 

the United States of America or any other person duly authorized to 

exercise powers vested i n that o f f i c e . 

( f ) "Department" i s defined as the Department ot the I n t e r i o r 

of the United States o f America. 

(g) "Supervisor" is defined as the O i l and Cas Supervisor of the 

United States Geological Survey having J u r i s d i c t i o n over o i l and gas operation 

on Federal lands i n tlie Unit Area. 

(h) "Unitized Formation" means that i n t e r v a l underlying the Unit 

Area the v e r t i c a l l i m i t s of which extend from a point ICO feet above the base 

of the Seven Rivers formation to the base of the Queen formation; said i n t e r v a l 

having beer, heretofore four.d to occur i n Texas P a c i f i c O i l Company's Blinebry 

"3" No. 3 well (located 2310 feet from the west l i n e end 330 feet frcm the north 

l i n e of Section 34, Township 23 South, Range 37 East, Lea County, New Mexico) 

at an indicated depth i n t e r v a l o f 3168 feet to 3570 feet, ae recorded on the 

Schlumberger E l e c t r i c a l log Run No. 1 taken December 26, 1952, said log being 

measured from a d e r r i c k f l o o r e l e v a t i o n of 3300 feet above sea l e v e l . 

( i ) "Unitized Substances" means a l l o i l , gas, gaseous substances, 

sulphur contained i n gas, condensate, d i s t i l l a t e and a l l associated and 

constituent l i q u i d or l l q u e f i a b l e hydrocarbons w i t h i n and produced from the 

Unitized Formation underlying the lands u n i t i z e d hereunder. 

(J) "Tract" i s defined as each parcel o f land described as such 

and given a t r a c t number i n E x h i b i t "B". 

(k) "Tract P a r t i c i p a t i o n " i s defin- .i as the percentage of Unitized 

Substtnces to be a l l o c a t e d to a Tract q u a l i f i e d for p a r t i c i p a t i o n under t h i s 

agreement, as shown on E x h i b i t "C". 

(1) "Unit P a r t i c i p a t i o n " of each Working I n t e r e s t Owner means the 

suni of the products obtained by m u l t i p l y i n g the Working I n t e r e s t share of such 

Working Int e r e s t Owner i n each Tract by the Tract P a r t i c i p a t i o n o f such Tract. 

(m) "Working I n t e r e s t " Is defined as the r i g h t to search f o r , 

produce and acquire Unitized Substances whether held as an Incident of owner­

ship of mineral fee simple t i t l e , under an o i l or gas lease, or otherwise, and 



Includes any i n t e r e s t which i s chargeable w i t h and obligated to pay cr beer, 

e i t h e r i n cash or out of production, or otherwise, a l l or a p o r t i o n of the cost 

of d r i l l i n g , developing and producing operations. 

(n) "Working I n t e r e s t Owner" i s defined as and s h a l l mean any party 

hereto owning a Working I n t e r e s t . The owner of o i l and gas r i g h t s which are 

free of leases or other instruments conveying the Working I n t e r e s t to another 

s h a l l be regarded as a Working I n t e r e a t Owner to the extent of seven-eights 

(7/8) o f his I n t e r e s t i n Uni t i z e d Subtances, and as a Royalty Owner w i t h 

respect to his remaining one-eighth (1/8) i n t e r e s t t h e r e i n . 

(o) "Record Owner" la defined as the holder of the record t i t l e to 

a lease covering Federal lands according to the applicable records o f the 

Department of the I n t e r i o r of the United States of America. 

(p) "Royalty I n t e r e s t " or "Royalty" i s defined as an i n t e r e s t other 

than a Working I n t e r e s t i n or a r i g h t to receive a p o r t i o n of the Unitized 

Substances or the proceeds thereof and includes the r o y a l t y i n t e r e s t reserved 

by the lessor by an o i l and gas lease and any o v e r r i d i n g r o y a l t y i n t e r e s t , o i l 

payment i n t e r e s t , net p r o f i t c o n t r a c t , or any other payment or burden which 

does not carry w i t h i t the r i g h t to search for and produce U n i t i z e d Substances. 

(q) "Royalty Owner" i s defined aa and s h a l l mean the owner o f a 

Royalty I n t e r e s t . 

( r ) "Voting I n t e r e s t " of each Working I n t e r e s t Owner, unless other­

wise s p e c i f i c a l l y defined h e r e i n , s h a l l equal i t s Unit P a r t i c i p a t i o n i n e f f e c t 

at the time a vote i s taken. 

(s) "Usable Well" s h a l l mean a w e l l which, i n accordance w i t h good 

o i l f i e l d p r a c t i c e , i s adequately equipped and i n c o n d i t i o n w i t h casing i n 

good repair (hereinafter r e f e r r e d to as "Usable Condition") to permit production 

of Unitized Substances from the U n i t i z e d Pormation to the Burface by conven­

t i o n a l production mehtods. 

( t ) "Unit Operating Agreement" Is defined as and s h a l l mean any 

agreement or agreements (whether one or more entered I n t o separately or c o l l e c ­

t i v e l y ) by and between the Unit Operator and the Working I n t e r e s t Owners cs 

provided i n Section 9, Accounting Provisions and Unit Operating Agreement, 

i n f r a , and s h a l l be s t y l e d "Unit Operating Agreement, Myers L a n g l i e - M a t t i x U n i t , 

Lea County, New Mexico". 
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(u) "Unit Manager" i s defined as the person or corporation appointed 

by the Working I n t e r e s t Owners to perform the duties o f the Unit Operator u n t i l 

the selection and q u a l i f i c a t i o n of a successor Unit Operator as provided for i n 

Section 8 hereof. 

SECTION' 3. EXHIBITS. Ex h i b i t "A" attached hereto i s a map showing 

the Unit Area and the boundaries and i d e n t i t y of Tracts and leases i n said Unit 

Area to the extent known to the Unit Operator. Exhibit 3 attached hereto i s 

a schedule showing, to the extent known to the Unit Operator, the acreage 

comprising each Tract and the percentage ownership o f each Working I n t e r e s t 

Owner. E x h i b i t "C" attached hereto i6 a schedule showing the p a r t i c i p a t i o n of 

each Tract during Phases I and I I . However, nothing herein or i n said schedule 

or map s h a l l be construed aa a representation by any party hereto as to 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 said map or schedule as owned by such p a r t y . 

Whenever reference herein or I n the Unit Operating Agreement is made 

to an E x h i b i t , the reference i s to the E x h i b i t as o r i g i n a l l y attached or, i f 

revised, to the l a t e s t approved r e v i s i o n . 

The d e s c r i p t i o n and ownership o f the respective Tracts have been 

established by using the best i n f o r m a t i o n a v a i l a b l e . I f I t subsequently 

appears that c l e r i c a l e r r o r s , I n c l u d i n g e r r o r s i n Tract Ownership or mechan­

i c a l miscalculations have been made, Unit Operator s h a l l revise the Exhi b i t s 

to conform w i t h the f a c t s . The r e v i s i o n s h a l l not include any re-evaluation 

of engineering or geological I n t e r p r e t a t i o n s used i n determining Tract P a r t i ­

c i p a t i o n s . Errors and mis c a l c u l a t i o n s discovered p r i o r to the e f f e c t i v e date 

of t h i s agreement s h a l l be corrected by Unit Operator In the f i r s t r e v i s i o n 

of Exhibits f o l l o w i n g the e f f e c t i v e date and said f i r s t r e v i s i o n s s h a l l be 

e f f e c t i v e as of the e f f e c t i v e date o f t h i s agreement. The c o r r e c t i o n of any 

er r o r other than the c o r r e c t i o n o f a c l e r i c a l or mechanical e r r o r s h a l l be 

made by Unit Operator only a f t e r f i r s t having obtained approval of Working 

I n t e r e s t Owners, tho Supervisor and the Commissioner. 

Exhi b i t s A, B, and C s h a l l be revised by Unit Operator whenever changes 

render Buch r e v i s i o n necessary or when requested by the Supervisor or the 

Commissioner. I f an E x h i b i t Is revised pursuant to t h i s agreement, Unit 

Operator s h a l l c e r t i f y and f i l e the required number of copies of the revised 
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Exhibit with the Commissioner and the Supervisor, and one (1) copy f o r record 

w i t h the County Clerk, Lea County, New Mexico. Except as s p e c i f i e d above, a 

revised Exhibit s h a l l become e f f e c t i v e on such date as may be determined by 

the Working I n t e r e s t Owners w i t h the approval of the Supervisor and the Com­

missioner, and s h a l l be set f o r t h on said revised E x h i b i t . 

SECTION 4. EXPANSION. The Unit Area may, when p r a c t i c a b l e , be 

expanded to Include t h e r e i n sny a d d i t i o n a l t r a c t or t r a c t s regarded as reasonably-

necessary or advisable f o r the purposes of t h i s agreement. Such expansion s h a l l 

be effected i n the f o l l o w i n g manner: 

(a) The Working I n t e r e s t Owner or Owners of a Tract or Tracts d e s i r i n g 

to commit such Tract or Tracts to t h i s Agreement, s h a l l f i l e an a p p l i c a t i o n 

therefor w i t h Unit Operator requesting admission. 

(b) Unit Operator s h a l l c i r c u l a t e a notice to each Working I n t e r e s t 

Owner of the proposed expansion, s e t t i n g out the basis for admission, the 

reco.-^ended Tract P a r t i c i p a t i o n to be assigned to such Tract or Tracts, and 

other p e r t i n e n t data. A f t e r n e g o t i a t i o n (at Working I n t e r e s t Owners' meeting 

or otherwise) i f three or more Working I n t e r e s t Owners having i n the aggregate 

eighty percent (807.) Phase I I Unit P a r t i c i p a t i o n have agreed to i n c l u s i o n of 

such t r a c t or t r a c t s i n the Unit Area, then Unit Operator s h a l l : 

(1) A f t e r p r e l i m i n a r y concurrence by the Director and the 

Commissioner prepare a n o t i c e of proposed expansion describing the contemplated 

changes i n the boundaries of the Unit Area, the reason t h e r e f o r , the basis f o r 

admission of the a d d i t i o n a l t r a c t or t r a c t s , the Tract P a r t i c i p a t i o n to be 

assigned thereto and the proposed e f f e c t i v e date thereof; and 

(2) Deliver copies of said n o t i c e to the Commissioner, the 

Supervisor, each Working I n t e r e s t Owner and to each lessee and lessor whose 

In t e r e s t s are a f f e c t e d , advising such p a r t i e s that t h i r t y (30) days w i l l be 

allowed for submission to the Unit Operator of any o b j e c t i o n to such proposed 

expansion; end 

(3) F i l e , upon the e x p i r a t i o n o f said t h i r t y (30) day period 

as set out i n (2) immediately above w i t h the Commissioner and Supervisor the 

f o l l o w i n g ; fa) Evidence o f m a i l i n g or d e l i v e r i n g copies o f said notice o f 

expansion; (b) An a p p l i c a t i o n f o r such expansion; (c) An Instrument contai n i n g 

the appropriate Joinders i n compliance w i t h the p a r t i c i p a t i o n requirements of 
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Section 15, Tracts Q u a l i f i e d for P a r t i c i p a t i o n , hereof; and (d) Copies o f 

any objections received. 

The expansion s h a l l , a f t e r due consideration of a l l p e r t i n e n t informa­

t i o n and approval by the Commissioner, the Commission, and the Supervisor, becom<-

e f f e c t i v e as of the date prescribed i n the notice thereof, p r e f e r a b l y the f i r s t 

day of a month subsequent to the date of notice or on such other date as may be 

agreed upon by the Working I n t e r e s t Owners and approved by the Commissioner, the 

Commission, and the Superviosr. The revised Tract P a r t i c i p a t i o n s of those 

Tracts which were committed p r i o r to such expansion s h a l l remain i n the same 

r a t i o one to another. 

SECTION 5. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l land committed 

to 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 to herein as " u n i t i z e d land" 

or "land subject to t h i s agreement". A l l " u n i t i z e d land" and Unitized Substances 

are u n i t i z e d under the terms of t h i s agreement. Nothing herein s h a l l be 

construed to u n i t i z e , pool, or i n any way e f f e c t the o i l , gas and other minerals 

contained i n or that may be produced from any formation other than the Unitized 

Formation as defined under Section 2 ( h ) . 

SECTION 6. UNIT OPERATOR. Ske l l y O i l Company i s hereby designated 

as Unit Operator, and by signing t h i s agreement as Unit Operator i t agrees and 

consents to accept the duties and o b l i g a t i o n s o f Unit Operator f o r the operation, 

development and production o f Unitized Substances as herein provided. When­

ever reference Is made herein to the Unit Operator, such reference means the 

Unit Operator acting i n that capacity and not as an owner o f i n t e r e s t s i n 

Unitized Substances, and the term "Working I n t e r e s t Owner" when used herein 

s h a l l ' i n c l u d e or r e f e r to the Unit Operator as the owner o f a Working I n t e r e s t 

when such an I n t e r e s t Is owned by l t . 

SECTION 7". RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator 

s h a l l have the r i g h t to resign at any time, 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 to release Unit Operator from the duties and o b l i g a t i o n s 

o f Unit Operator and terminate Unit Operator's r i g h t s as such for a period of 

s i x (6) months a f t e r w r i t t e n notice o f I n t e n t i o n to resign has been given by 

Unit Operator to a l l Working I n t e r e s t Owners, the Commissioner and the Super­

v i s o r , and u n t i l a l l u n i t wells are placed l n a s a t i s f a c t o r y c o n d i t i o n for 

suspension, abandonment, or continued operations, as required by the Supervisor 

as to Federal lands ond the Commissioner as to State lands, unleSB a new Unit 
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Operator s h a l l have taken over and assumed thi' duties and ob l i g a t i o n s of Unit 

Operator p r i o r to the e x p i r a t i o n o f said period. 

The Unit Operator s h a l l , upon d e f a u l t or f a i l u r e i n the per fomanc-

of i t s duties or o b l i g a t i o n s hereunder, be subject to removal by three (3) or 

more Working I n t e r e s t Owners having i n the aggregate eighty percent (r.'jT.) or 

more of the Phase I I Unit p a r t i c i p a t i o n remaining a f t e r excluding tnr* fhase I I 

Unit P a r t i c i p a t i o n o f the Unit Operator. Such removal s h a l l be e f f e c t i v e upon 

notice thereof to the Commissioner and the Supervisor. 

In a l l such instances o f e f f e c t i v e r e s i g n a t i o n or removal, u n t i l a 

successor to Unit Operator is selected and approved as hereafter 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 rhe performance of 

the duties of the Unit Operator and s h a l l , not l a t e r than t h i r t y (30) days 

before such resignation or removal becomes e f f e c t i v e , appoint a Unit Manager tc 

represent then i n any a c t i o n to be taken hereunder. 

The resignation or removal of Unit Operator under t h i s agreement shall 

not terminate i t s r i g h t s , 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 Unitized 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 Unit Operator s h a l l d e l i v e r possession 

of a l l w e l l s , equipment, books and records, m a t e r i a l s , appurtenances and any 

other assets, used i n connection w i t h the u n i t operations and owned by the 

Working I n t e r e s t Owners to the new duly q u a l i f i e d successor Unit Operator or 

to the Unit Manager I f no such new Unit Operator i s elected, to be used for the 

purpose of conducting u n i t operations hereunder. Nothing herein s h a l l be 

construed as authorizing the removal o f any m a t e r i a l , equipment, and appurtenances 

needed for the preservation of any w e l l s . 

Nothing herein contained s h a l l be construed to release, r e l i e v e 

or discharge a Unit Operator who resigns or is removed hereunder from any 

l i a b i l i t y for default by l t hereunder or from duties accruing or performable 

by i t p r i o r to the e f f e c t i v e date o f such res i g n a t i o n or removal. 

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator 

s h a l l tender i t s r e s i g n a t i o n as Un i t Operator or 6 h a l l be removed as here­

inabove provided, the Working I n t e r e s t Owners s h a l l 6elect a successor Unit 

Operator as herein provided. 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 Unit Operator so selected s h a l l accept i n w r i t i n g , the duties and 

r e s p o n s i b i l i t i e s of Unit Operator, and (b) the s e l e c t i o n s h a l l have been 
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approved by the Supervisor and the Commissioner. I f no successor Unit 

Operator i s selected as herein provided, the Commissioner or the Di r e c t o r , 

at his e l e c t i o n , may declare t h i s agreement terminated. 

In s e l e c t i n g a successor Unit Operator the a f f i r m a t i v e vote of three 

(3) or more Working I n t e r e s t Owners owning a t o t a l of s i x t y - f i v e percent (657.) 

or more of the Phase I I Unit P a r t i c i p a t i o n s h a l l p r e v a i l , provided that i f any 

one Working I n t e r e s t Owner has a Phase I I Unit P a r t i c i p a t i o n greater than 

t h i r t y - f i v e percent (357.), i t s negative vote or f a i l u r e to vote s h a l l not be 

regarded as s u f f i c i e n t i f the a f f i r m a t i v e vote represents a m a j o r i t y of the 

voting i n t e r e s t , and such a f f i r m a t i v e vote s h a l l be c o n t r o l l i n g on a l l p a r t i e s . 

I f the Unit Operator who i s removed votes only to succeed i t s e l f or f a i l s to 

vote, the successor Unit Operator may be selected by the a f f i r m a t i v e vote of 

three or more Working I n t e r e s t Owners owning a majo r i t y of the Phase I I voting 

i n t e r e s t remaining a f t e r excluding the voting i n t e r e s t of Unit Operator so re­

moved . 

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. 

Costs and expenses Incurred by the Unit Operator i n conducting u n i t operations 

hereunder s h a l l be apportioned among, borne and paid by the Working I n t e r e s t 

Owners i n accordance w i t h the Unit Operating Agreement. The Unit Operating 

Agreement s h a l l also provide the manner l 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 to receive t h e i r respective proportionate and all o c a t e d 

share of the benefits accruing hereto i n conformity w i t h t h e i r underlying 

operating agreements, leases, or other Independent contracts and such other 

r i g h t s and obli g a t i o n s as between Unit Operator and the Working I n t e r e s t 

Owners as may be agreed upon by the Unit Operator and the Working I n t e r e s t 

Owners; however, no such Unit Operating Agreement s h a l l be deemed e i t h e r to 

modify any of the terms and conditions o f t h i s agreement or to r e l i e v e the Unit 

Operator of any r i g h t or o b l i g a t i o n established under t h i s agreement, and i n 

case of any inconsistency or c o n f l i c t between tin's agreement and the Unit 

Operating Agreement, t h i s agreement s h a l l p r e v a i l . Two true copies of any 

Unit Operating Agreement executed pursuant to t h i s Section s h a l l be f i l e d w i t h 

the Commissioner and three true copies thereof s h a l l be f i l e d w i t h the Super­

vis o r p r i o r to approval of t h i s n.",rceinent. 

SECTION 10. r.IGHTS AND OBLIGATIONS OF UK IT OPERATOR. Except as 

otherwise s p e c i f i c a l l y provided h e r e i n , the i-xcl'.ts i ve r i g h t , p r i v i l e g e anil 
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duty of exercising any and a l l r i g h t s of tho p a r t i e s hereto vhich are nec­

essary 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 Unitized Substances are hereby delegated to and s h a l l 

be exercised by the Unit Operator as herein provided. Upon request, accept­

able evidence of t i t l e to said r i g h t s s h a l l be deposited w i t h said Unit 

Operator and, together with t h i s agreement, s h a l l c o n s t i t u t e and define 

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 o f Unit Operator. Nothing herein, 

however, s h a l l be construed to t r a n s f e r t i t l e to any land or to any lease 

or operating agreement, I t being understood t h a t under t h i s agreement the 

Unit Operator, l n i t s capacity as Unit 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 . 

SECTION 11. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO 

REALTY, Each Working I n t e r e s t Owner has heretofore placed and used on i t s 

Tract or Tracts committed to t h i s agreement, various w e l l and lease equip­

ment and other property, equipment and f a c i l i t i e s . I t i s also recognized 

that a d d i t i o n a l equipment and f a c i l i t i e s may hereafter be placed and used 

upon the Unitized Land as now or h e r e a f t e r c o n s t i t u t e d . Therefore, f o r a l l 

purposes of t h i s agreement any and a l l such equipment s h a l l be considered to 

be personal property and not f i x t u r e s attached to r e a l t y . Accordingly, subject 

to the l i m i t a t i o n s contained i n Section 10, said w e l l and lease equipment and 

personal property i s hereby severed from the mineral estates a f f e c t e d by t h i s 

agreement, and i t i s agreed that any and a l l such equipment and personal pro­

perty s h a l l be and remain personal property for a l l purposes. 

SECTION 12. PLAN OF OPERATIONS. I t i s recognized and agreed by the 

pa r t i e s hereto that the object and purpose o f t h i s agreement is to formulate a;id 

to put i n t o e f f e c t a secondary recovery p r o j e c t i n order to e f f e c t a d d i t i o n a l 

recovery of Unitized Substances, prevent waste and conserve n a t u r a l resources. 

The p a r t i e s hereto agree that the Unit Operator may, subject to the consent and 

approve o f a plan of operation by the Working I n t e r e s t Owners, the Supervisor, 

the Commissioner and the Commission, I n j e c t i n t o the Unitized Formation, through 

any w e l l or wells completed t h e r e i n , b r i n e , water, a i r , gas, o i l and any one or 

more other substances or combination o f substances whether produced from the U n i l ­

izcd Formation or not, and that the l o c a t i o n of Input wells and the rates o[ 

i n j e c t i o n t h e r ein and the rate of production s h a l l lie governed by standards of 
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good geologic and petroleum engineering p r a c t i c e s and conservation methods. 

The parties hereto, subject to p r i o r r i g h t s , IT any, grant to Unit Operator 

the use of brine or non-potable water or both from any formation i n and under 

the Unitized Land f o r I n j e c t i o n i n t o the Unitized Formation. A f t e r comcencement 

of secondary operations, Unit Operator s h a l l furnish the Coramlssioner and the 

Supervisor monthly i n j e c t i o n and production reports for each w e l l i n the Unit. 

The Working I n t e r e s t Owners, the Commissioner and the Supervisor s h a l l be 

furnished periodic reports on the progress o f the plan of operation and any 

revisions or changes thereto deemed necessary to meet changed conditions or to 

protect the i n t e r e s t s of a l l p a r t i e s to t h i s agreement; provided, however, that 

any r e v i s i o n c f the approved plan o f operation s h a l l be subject to the consent 

and approval c f the Working I n t e r e s t Ovners, the Commission, the Commissioner 

and the Supervisor. 

A ylan of operation s h a l l be f i l e d w i t h the Supervisor and the Com­

missioner concurrent l y w i t h the f i l i n g of t h i s u n i t agreement for f i n a l approval. 

Said plan of cr-eration and a l l r e v i s i o n s thereof s h a l l be as complete and ade­

quate as thr Supervisor and the Commissioner may determine to be necessary for 

timely operation consistent herewith. Upon approval of t h i s agreement and the 

aforementioned plan by the Supervisor and the Commissioner, said plan and a l l 

subsequently reproved plans s h a l l c o n s t i t u t e the operation o b l i g a t i o n s of the 

Unit Operator under t h i s agreement f o r the period specified t h e r e i n . Thereafter, 

from time tn x^ac, before the e x p i r a t i o n o f any e x i s t i n g plan, the Unit Operator 

s h a l l submit rfir l i k e approval a plan o f an a d d i t i o n a l s p e c i f i e d period of 

operation. 

Notwithstanding anything to the co n t i a r y herein contained, should the 

Unit Operator S s l l to commence operations f o r 'he secondary recovery o f the 

un i t i z e d substances from the u n i t area w i t h i n one year a f t e r the e f f e c t i v e date 

of t h i s agreement and any extension thereof approved by the Supervisor and t i n 

Commissioner, t i l s agreement s h a l l terminate automatically as of the tlatf. of 

de f a u l t . 

ISECTItH 13. USE OF SURFACE. The p a r t i e s hereto, to the extent of 

t h e i r r i g h t s and i n t e r e s t , hereby grant t o Worl ing I n t e r e s t Owners the r i ^ l i r 

to use as-rviclrif the surface o f the land with'u the Unit Area as may reasonably 

be necessor- far u n i t operations, i n c l u d i n g tin free use of water from the 

Unit Area f rr u r i t operations, except water Cn >n any w e l l , lake, pond or 
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i r r i g a t i o n d i t c h of a surface owner, provided t h a t , nothing herein s h a l l be con­

strued as leasing or otherwise conveying to Working I n t e r e s t Ovners a s i t e for 

a water, gas i n j e c t i o n , processing or other p l a n t or camp s i t e . Working I n t e r ­

est Owners s h a l l pay the owner f o r damages to growing crops, timber, fences, 

imp ro vements, and structures on the Unit Area that r e s u l t from Unit Operations. 

SECTION" 14. TRACT PARTICIPATION. P a r t i c i p a t i o n o f each Tract i s 

shown i n Exhibit "C" and has been computed i n accordance w i t h the f o l l o w i n g : 

(a) Phase I P a r t i c i p a t i o n . Phase I begins the e f f e c t i v e date hereof 

and continues u n t i l the f i r s t day of the month next f o l l o w i n g the date that the 

cumulative volume of o i l produced a f t e r January 1, 1969, from the Unitized 

Formation underlying a l l of the Tracts i n the Unit Area t o t a l s 299,013 b a r r e l s . 

The Tract P a r t i c i p a t i o n of each Tract during Phase I , shown on E x h i b i t "C", is 

based upon the following formula: 

Tract P a r t i c i p a t i o n Percentage 

Phase I equals 

A 

100 3 

Where: "A" equals t o t a l income from o i l and gas produced from such 

Tract from the Unitized Formation during the period January 1, 

1958, through December 31, 1963. 

"B" equals the summation of the t o t a l income from o i l and 

gas produced from a l l q u a l i f i e d Tracts from the Unitized 

Formation during the period January 1, 1968, through 

December 31, 1968. 

(b) Phase I I P a r t i c i p a t i o n . Phase I I s h a l l begin the f i r s t day o f 

the month next following the date on which tlie l a s t o f the 299,013 bar r e l s 

referred to in (a) above i s produced and s h a l l continue for the remainder of 

the terra of t h i s agreement. The P a r t i c i p a t i o n of each Tract during Phase I I , 

shown on Exhibit "C", i s based upon the f o l l o w i n g formula: 

Tract P a r t i c i p a t i o n Percentage, 

Phase I I equals 
E C 1 

85 p plus 10 Y> plus 5 j 

Where: "E" equals the estimated quantity of o i l u l t i m a t e l y recoverable 

from the Unitized Formation by primary recovery operations 

credited to each Tract. 

"F" equals the summation of the estimated quantity of o i l 

u l t i m a t e l y recoverable from the Unitized Formation by 
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primary recovery operations credited to a l l q u a l i f i e d Tracts. 

"C" equals the cumulative o i l produced from the Unitized 

Formation underlying each Tract as of July 1, 1966. 

"K" equals the summation of the cumulative o i l produced 

from the Unitized Formation underlying a l l q u a l i f i e d Tracts 

as of July 1, 1966. 

" I " equals the number of acres contained i n each Tract. 

"J " equals the summation of the number of acres contained 

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

I f less than a l l Tracts w i t h i n the Unit Area q u a l i f y f o r p a r t i c i p a t i o n 

hereunder as of the e f f e c t i v e date hereof, Unit Operator s h a l l f i l e w i t h the 

Supervisor, the Commissioner and the Commission a schedule showing the q u a l i ­

f i e d Tracts as of said e f f e c t i v e date, which schedule s h a l l be designated 

Revised Exhibit C and considered f o r a l l purposes as a p a r t of t h i s agreement. 

Said revised Exhibit C s h a l l set f o r t h opposite each q u a l i f i e d Tract the revised 

Tract P a r t i c i p a t i o n therefor which s h a l l be calculated by using the same factors 

and formula which were u6ed to a r r i v e at the Tract P a r t i c i p a t i o n s set out i n 

Exhibit C attached hereto, but applying tlie same only to the q u a l i f i e d Tracts. 

Said revised Exhibit C, upon approval by the Supervisor and the Commissioner, 

s h a l l supersede, e f f e c t i v e as of the e f f e c t i v e date hereof, the E x h i b i t C 

attached hereto. 

The Tract P a r t i c i p a t i o n s shown on Exhibit C attached hereto, or as may 

be shown on the Revised E x h i b i t C as above provided, s h a l l govern the a l l o c a t i o n 

of u n i t i z e d substances on and a f t e r the e f f e c t i v e date of t h i s Unit Agreement, a'.id 

u n t i l the Tract P a r t i c i p a t i o n s are revised pursuant to t h i s agreement and such re­

vised Tract P a r t i c i p a t i o n s are approved by the Supervisor and the Commissioner. 

(c) Within Sixty (60) days a f t e r the requirements f o r commencement 

of Phase 11 have been met, the Operator w i l l n n t i f y the O i l and Cas Department 

of the New Mexico State Land O f f i c e o f such conversion to Phase I I . 

SECTION 15. TRACTS QUALIFIED FOR PARTICIPATION. On and a f t e r the 

e f f e c t i v e date hereof, and u n t i l expansion as provided i n Section 4 hereof, 

the t r a c t s w i t h i n the Unit Area which s h a l l be e n t i t l e d to p a r t i c i p a t i o n (ns 

provided in Section 14, Tract P a r t i c i p a t i o n , hereof) i n tlie production of 

Unitized Substances s h a l l be composed of the Tracts shown on E x h i b i t A and 

l i s t e d l n Exhibit "E" which q u a l i f y as f o l l o w s : 
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(a) Each t r a c t as to which Working I n t e r e s t Owners nuni.nv'. 

one hundred percent (1007.) of the Working I n t e r e s t t h e r e i n have become 

parties hereto and as to which Royalty or Record Owners owning seventy-

fi v e percent (757.) or more of the Royalty or Record I n t e r e s t t h e r e i n have 

become parties hereto. 

(b) Each Tract as to which Working I n t e r e s t Owners owning 

one hundred percent (1007.) of the Working I n t e r e s t t h e r e i n have become 

parties hereto and as to which Royalty or Record Owners owning less than 

seventy-five percent (757.) of the Royalty and Record I n t e r e s t t h e r e i n 

have become p a r t i e s hereto and, f u r t h e r , as to which: 

( i ) A l l Working I n t e r e s t Owners i n such Tract have j o i n e d 

in a request for the q u a l i f i c a t i o n o f such Tract, and 

(11) Eighty percent (807.) o f the combined voting i n t e r e s t s 

of Working I n t e r e s t Owners In a l l Tracts meeting the requirements of 

paragraph (a) hereof have voted l n favor of q u a l i f y i n g such Tract. 

For the purpose of t h i s paragraph ( b ) , a Working I n t e r e s t Owner's 

"voting i n t e r e s t " s h a l l be equal to the r a t i o (expressed i n percent) which 

i t s aggregate Phase I I P a r t i c i p a t i o n i n a l l Tracts q u a l i f y i n g under 

paragraph (a) bears to the t o t a l Phase I I P a r t i c i p a t i o n of a l l Working 

I n t e r e s t Owners i n a l l Tracts q u a l i f y i n g under paragraph ( a ) . 

(c) Each Tract as to which Working I n t e r e s t Owners owning less 

than one hundred percent (1007.) o f the Working I n t e r e s t t h e r e i n have become 

parties hereto, regardless of the percentage of Royalty and Record I n ­

terest therein which Is committed hereto and, f u r t h e r , as to which: 

( i ) The Working I n t e r e s t Owner operating such Tract and 

a l l of the other Wqrking I n t e r e s t Owners In such Tract who have become 

parties hereto have joined i n a request f o r q u a l i f i c a t i o n o f such Tract 

and at least e i g h t y - f i v e percent (857.) o f such p a r t i e s have executed and 

delivered aa indemnity agreement indemnifying and agreeing to hold harmless 

the other Working I n t e r e s t Owners l n the U n i t , t h e i r successors and assigns, 

against a l l claim-, and demands which a r i s e out o f the q u a l i f i c a t i o n o f such 

Tract which may be made by the owners of I n t e r e s t s i n such Tract who are not 

parties hereto; and 

{ i i ) Eighty percent (807.) o f the combined voting i n t e r e s t << C 
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Working I n t e r e s t Owners i n a l l Tracts meetin", the requirements of narapraphs 

(a) and (b) have voted i n favor o f the q u a l i f i c a t i o n o f such Tract and 

acceptance of the indemnity agreement. 

For the purpose of t h i s paragraph ( c ) , a Working I n t e r e s t Owner's 

"voting i n t e r e a t " s h a l l be equal to the r a t i o (expressed i n percent) which 

I t s aggregate Phase I I P a r t i c i p a t i o n i n a l l Tracts q u a l i f y i n g under para­

graphs (a) and (b) bears to the t o t a l Phase I I P a r t i c i p a t i o n of a l l t.'orking 

I n t e r e s t Owners in a l l Tracts q u a l i f y i n g under paragraphs (a) and (b) . Upon 

the q u a l i f i c a t i o n o f a Tract, the U n i t P a r t i c i p a t i o n which would have 

been a t t r i b u t e d to the nonsubscribing owners of the Working I n t e r e s t i n 

Such Tract, had they become p a r t i e s to t h i s agreement and the Unit Operating 

Agreement, s h a l l be a t t r i b u t e d to the Working I n t e r e s t Owners i n such Tract 

who have become p a r t i e s to the indemnity agreement, i n p r o p o r t i o n to t h e i r 

respective Working I n t e r e s t s i n the Tract. 

SECTION 16. ALLOCATION OF UNITIZED SUBSTANCES. A l l Un i t i z e d 

Substances produced and saved ( l e s s , save and except any part o f such Un i t i z e d 

Substances used i n conformity w i t h good operating p r a c t i c e s on u n i t i z e d land 

f o r d r i l l i n g , operating, camp and other production or development purposes 

and for pressure maintenance i n accordance w i t h a plan o f operation approved 

by the Supervisor and the ComnlS6loner, or unavoidably l o s t ) s h a l l be 

apportioned anong and al l o c a t e d to the q u a l i f i e d Tracts i n accordance w i t h 

the respective Tract P a r t i c i p a t i o n s e f f e c t i v e hereunder during the respective 

periods such Unitized Substances were produced, as set f o r t h i n the 

schedule o f p a r t i c i p a t i o n i n E x h i b i t C. The amount o f Unit i z e d Substances 

so allocated to each t r a c t , and only t h a t amount (regardless o f whether i t 

be more or lesB than the amount o f the actual production o f U n i t i z e d Sub-

stances from the w e l l or w e l l s , i f any, on such T r a c t ) , s h a l l , f o r a l l 

I n t e n t s , uses and purposes, be deemed to have been produced from such Tract. 

The Unitized Substances a l l o c a t e d to each such Tract s h a l l be 

d i s t r i b u t e d among, or accounted f o r t o , the p a r t i e s executing, consenting to 

or r a t i f y i n g t h i s agreement and e n t i t l e d to share i n the production from 

such Tract i n the same manner, i n the same p r o p o r t i o n s , and upon the same 

conditions, as they would have p a r t i c i p a t e d and shared i n the production 

from such Tracts, or in the proceeds thereof, had t h i s agreement not been 

entered i n t o , and w i t h the same le g a l force and e f f e c t . 
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No Tract q u a l i f i e d for p a r t i c i p a t i o n under th i e agreement s h a l l 

be subsequently excluded from p a r t i c i p a t i o n hereunder on account of 

depletion of Unitized Substances from said Tract. 

I f the Working I n t e r e s t and/or the Royalty I n t e r e s t i n any Tract 

i s divided w i t h respect to separate parcels or portions of such Tract and 

owned severally by d i f f e r e n t persons, the Unitized Substances a l l o c a t e d to 

such Tract s h a l l , i n the absence o f a recordable instrument executed by the 

owners of such i n t e r e s t , furnished to Unit Operator and f i x i n g the d i v i s i o n s 

of ownership, be divided among the owners o f i n t e r e s t i n such parcels or 

portions i n proportion to the number of surface acres i n each par c e l or 

p o r t i o n . 

The Unitized Substances a l l o c a t e d to each Tract s h a l l be delivered 

i n kind to the p a r t i e s e n t i t l e d t h e r e t o by v i r t u e o f the ownership of o i l 

and ga6 r i g h t s therein or by purchase from such owners. Each of the p a r t i e s 

e n t i t l e d thereto s h a l l have the c o n t i n u i n g r i g h t to receive such production 

i n kind at a common point w i t h i n the Unit Area and to s e l l or dispose of 

the same as i t sees f i t . Each such p a r t y s h a l l have the r i g h t to c o n s t r u c t , 

maintain and operate a l l necessary f a c i l i t i e s f o r that purpose w i t h i n the 

Unit Area, provided the same are so constructed, maintained and operated as 

not to i n t e r f e r e w i t h operations c a r r i e d on pursuant hereto. Subject to 

Section 1", Royalty Settlement, hereof, any extra expenditure Incurred by 

Unit Operator by reason of the d e l i v e r y tn kind of any p o r t i o n o f the U n i t i z e d 

Substances s h a l l be borne by the p a r t y r e c e i v i n g the same i n k i n d . I n the 

event any Working I n t e r e s t Owner s h a l l f a i l to take or otherwise adequately 

dispose of i t s proportionate 6hare o f the production from the U n i t i z e d 

Formation c u r r e n t l y as and when produced, Unit Operator, i n order to avoid 

c u r t a i l i n g Unit operations, may s e l l or otherwise dispose of such production 

to i t s e l f or to others on a day-to-day basis at not les6 than the p r e v a i l ­

ing market p r i c e i n the area for l i k e p r o d u c t i o n , and the account of such 

Working I n t e r e s t Owner s h a l l be charged th e r e w i t h as having received such 

production. The net proceeds, i f any, o f the Unitized Substances so 

disposed o f by Unit Operator s h a l l be paid to the Working I n t e r e s t Owner 

of the Tract or Tracts concerned or to e p a r t y designated i n w r i t i n g by 

such Working I n t e r e s t O-.-ner. Notwithstanding the foregoing, Unit Operator 

s h a l l not make .a :;ale i n t o i n t e r s t a t e commerce of any Working I n t e r e s t Owner's 
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share of gas production without f i r s t giving such Working Interest Owner sixty 

(60) days notice of such intended sale. 

Any party receiving ln kind or separately disposing of a l l or any 

part of the Unitized Substances allocated to any Tract, or receiving the 

proceeds therefrom i f the same is sold or purchased by Unit Operator, shall 

be responsible for the payment of a l l Royalty due under the lease or leases 

covering said Tract, and each such party shall hold each other party hereto 

harmless against a l l claims, demands and causes of action for Royalty 

due under the lease or leases covering said Tract. 

SECTION 17. BALANCING OF PRODUCTION. Unit Operator shall make 

a proper and timely gauge of a l l lease and other tanks located on each 

corzr,Itted Tract in order to ascertain the amount of merchantable o i l in 

such tanks, above the pipeline connection, on the effective date hereof. 

A l l such o i l vhich Is a part of the p r i o r allowable of the well or wells 

from vhich the same was produced 6hall be and remain the property of the 

C--~e:s entitled thereto as i f this agreement had not been entered into and 

such Owners shall promptly remove same. Any such o i l not so removed may be 

sold by the Unit Operator for the account of such Owners, subject to pay­

ment of a l l Royalties due under the terms and provisions of the applicable 

leese or leases and other contracts. A l l o i l which is in excess of the 

prior allowable for the well or wells from vhich the same was produced 

shall be regarded and treated the same as Unitized Substances produced 

after the effective date hereof. I f , as of the effective date hereof, 

any Tract of unitized land is overproduced with respect to the allowable 

of the well or well6 on that Tract and i f the amount of such over-production 

has been sold or otherwise disposed of, such over-production shall be re­

garded and included as a part of the Unitized Substances produced after 

the effective date hereof, and the amount thereof charged to sucli Tract as 

having been delivered to the parties e n t i t l e d to Unitized Substances 

allocated to such Tract. 

S-ECTION 18. ROYALTY SETTLEMENT. The State of New Mexico and 

the United States of America and a l l Royalty Owners who, under an existing 

contract, are entitled to take in kind a share of the Unitized Substances 

produced from any Tract unitized hereunder, shall hereafter be entitl e d 

to take In I ind their share of the Unitized Substances allocated to such 

-17-



Tract, and Unit Operator s h a l l make d e l i v e r i e s of such Royalty share taken 

ln kind i n conformity w i t h the applicable contracts, laws and regu l a t i o n s . 

Settlement for Royalty I n t e r e s t s not taken i n kind 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 under e x i s t i n g contracts, laws and 

regulations, on or before the l a s t day of each month for Unitized Substances 

produced during the preceding calendar month; provided, however, that nothing 

herein contained s h a l l operate to r e l i e v e the lessees o f 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 Royalty due under t h e i r 

leaseB, except that such Royalty s h a l l be computed l n accordance w i t h the 

terms of t h i s Unit Agreement. 

Royalty due the United States s h a l l be computed as provided i n 

the operating r e g u l a t i o n s and paid i n value or deli v e r e d i n kind as to a l l 

Unitized Substances on the basis o f the amounts thereof allocated to 

un i t i z e d Federal land es provided herein at the rate s p e c i f i e d i n the res­

pective Federal leases or at such lower r a t e or rates as may be authorized 

by law or r e g u l a t i o n ; provided, that for leases on which the r o y a l t y rate 

depends cn the d a i l y average o i l production per w e l l and/or the average 

g r a v i t y of 6uch o i l production and/or the d a i l y average gas production per 

lease, such average production or average g r a v i t y s h a l l be determined i n 

accordance with the operating r e g u l a t i o n s as though the u n i t i z e d lands were 

a single consolidated lease. 

I f the amount of production or the proceeds thereof accruing to 

any Royalty Owner (except the United States of America) i n a Tract depends 

upon the average production per w e l l or the average p i p e l i n e run per w e l l 

from a Tract during any period o f time, then such production s h a l l be 

determined from end a f t e r the e f f e c t i v e date hereof by d i v i d i n g the produc-

t i o n allocated each Tract during such period of time by the number of wells 

located thereon capable of producing es o f the e f f e c t i v e date hereof, 

provided, however, any Tmct wi t h o u t a producible w e l l on said e f f e c t i v e date 

s h a l l , for the purposes herein contained, be considered as having one such 

w e l l thereon. 

A l l Royalty due the State of New Mexico and the United States of 

America and the other Royalty Owners hereunder s h a l l be computed and paid on 

the basis o f a l l Unitized Substances al l o c a t e d to the respective Tract or 

Tracts q u a l i f i e d hereunder, i n l i e u of actual production from such Tract or 

Tracts. 
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Each Royalty Owner (other than the State of New Mexico and the 

United States of America) t h a t r a t i f i e s t h i s agreement represents and 

warrants that he Is the owner o f a Royalty I n t e r e s t i n a Tract or Tracts 

w i t h i n the Unit Area as his i n t e r e s t appears i n Exhibit "B" attached here­

to. I f the t i t l e to a Royalty I n t e r e s t f a i l s but the lands to which i t 

relates remain 6ubject hereto, the p a r t y whose t i t l e f a i l e d s h a l l not be 

e n t i t l e d to share hereunder w i t h respect to such I n t e r e s t . 

SECTION 19. RENTAL SETTLEMENT. Rentals or minimum r o y a l t i e s 

due on leases committed hereto s h a l l be paid by Working I n t e r e s t Owners 

responsible t h e r e f o r 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 , pro­

vided that nothing herein contained s h a l l operate to 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 for the payment of 

any r e n t a l or minimum r o y a l t y l n l i e u thereof, due under t h e i r leases. 

Rental for lands o f the State o f New Mexico subject to t h i s agreement 6 h a l l 

be paid at the rate s p e c i f i e d l n the respective leases from the State of Ne 

Mexico. Rental or minimum r o y a l t y f o r lands of the United States o f Americ 

subject to t h i s agreement s h a l l be paid at the rate s p e c i f i e d l n the respec 

t l v e leases from the United States o f America, unless 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 his duly authorized r e p r e s e n t a t i v e . 

SECTION 20. CONSERVATION. Operations hereunder and production o 

Uniti z e d Substances s h a l l be conducted to provide for the most economical 

and e f f i c i e n t recovery o f said substances without waste, as defined by or 

pursuant to Federal and State laws and re g u l a t i o n s . 

SECTION 21. DRAINAGE. The Un i t Operator s h a l l take such measure 

as the Supervisor or the Commissioner deems appropriate and adequate to 

prevent drainage of the Un i t i z e d Substances from the Unitized Lands by-

wells on land not subject to t h i s agreement. 

SECTION 22. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The 

terms, conditions and provisions o f a l l leases, subleases and other con­

t r a c t s r e l a t i n g to 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 on lands committed to t h i s agreement are hereby expressly modified 

and amended to the extent necessary to make tho same conform to the pro­

vi s i o n s hereof, but otherwise to remain i n f u l l force 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 and the Commissioner, 
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r e s p e c t i v e l y , s h a l l and by t h e i r approval hereof, or by the approval hereof 

by t h e i r duly authorized r e p r e s e n t a t i v e s , do 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 require­

ment of Federal and State leases committed hereto and the regulations In 

respect thereto to conform said requirements to the provisions of t h i s agree­

ment. 

Without 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, sub­

leases and contracts are p a r t i c u l a r l y modified i n accordance w i t h the f o l l o w i n g : 

(a) The development and operation of lands subject to 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 operation w i t h respect to each and every separately owned Tract 

committed to t h i s agreement, regardless o f whether there i s any development of 

any p a r t i c u l a r Tract of the Unitized Land. 

(b) D r i l l i n g and producing operations performed hereunder upon eny 

Tract of Unitized Land w i l l be accepted and deemed to be performed upon and 

for the b e n e f i t of each and every Tract of Unitized Land, and no lease s h a l l be 

deemed to expire by reason of f a i l u r e to d r i l l or produce wells s i t u a t e d on the 

land therein embraced. 

(c) Suspension o f d r i l l i n g or producing operations on a l l Unitized 

Lands pursuant to d i r e c t i o n or consent of the Commissioner and the Supervisor 

s h a l l be deemed to c o n s t i t u t e such suspension pursuant to such d i r e c t i o n or 

consent as to each and every Tract o f U n i t i z e d Land. A suspension of d r i l ­

l i n g or producing operations on s p e c i f i e d lands s h a l l be applicable only to such 

lands. 

(d) Each lease, sublease, or contract r e l a t i n g to 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 U n i t i z e d Substances, which by i t s 

terms might expire p r i o r to 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 term so provided t h e r e i n so that i t s h a l l be continued 

In f u l l force and e f f e c t f o r and during the term o f t h i s agreement, as to the 

land committed so long as such lease remains subject hereto. 

(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 ns to tlie committed land so long 

as such land remelns coirrnitted hereto. 

( f ) Any lease embracing lands o f the State of New Mexico which is 

made subject to t h i s agreement s h a l l continue i n force beyond the term pro­

vided therein as to the lands committed hereto u n t i l the termination hereof. 
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(?,) Any lea.se embracing lands of the State of New Mexico bavin;; 

only a p o r t i o n of i t s lands cotumltted hereto s h a l l be segregated as to the 

portion committed and as to the p o r t i o n not committed end the terms of 

such lease s h a l l apply separately as to such segregated portions commencing 

as of the e f f e c t i v e date hereof. Notwithstanding any of the provisions of 

th i s agreement to the contrary, any lease embracing lands of the State of 

New Mexico having only a p o r t i o n o f i t s lands committed hereto s h a l l con­

tinue 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 to a l l 

lands embraced i n euch lease (whether w i t h i n or without the Unit Area), i f 

o i l or gas are discovered and are capable o f 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 l n such lease cornmitted 

to t h i s agreement at the e x p i r a t i o n o f the secondary terra of such lease; 

or i f , at the e x p i r a t i o n o f the secondary term, the lessee or the Unit 

Operator i s then engaged i n bona f i d e d r i l l i n g or reworking operations on 

so.-.e pert of the lends embraced t h e r e i n , any such lease 6 h a l l remain i n f u l l 

force 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 Un i t i z e d Substances, said lease s h a l l 

continue i n f u l l force and e f f e c t as to a l l of the lands embraced t h e r e i n , 

so long t h e r e a f t e r as Unitized Substances are produced i n paying q u a n t i t i e s 

from any p o r t i o n o f said lands, 

(h) The segregation of any Federal lease committed to t h i s agree­

ment is 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 Sec. 

17(j ) of the Mineral Leasing Act as amended by the Act o f September 2, 1960 

(74 Stat. 781-764): "Any (Federal) lease heretofore or hereafter corrrmitted 

to any such ( u n i t ) plan embracing lands that arc i n pa r t w i t h i n and i n pa r t 

outside of the area covered by any 6uch plan s h a l l be segregated i n t o separate 

leases as to the lands committed and the lands not commit!.ed 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 to the nonunitizer 

p o r t i o n s h e l l continue i n force and e f f e c t for the term thereof but f o r not 

less 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 Is produced i n paying q u a n t i t i e s . " 

SJ'.CTION 23. COVENANTS RUN WITH LAND. The covenants herein s h a l l 

be construed to be covenants running wi th the land w i t h respect to the i n ­

terests 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 s u n t i l t h i s 

agreement terminates, and any grant, t r a n s f e r , or conveyance of i n t e r e s t 
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i n land or leases subject hereto s h a l l be nnd hereby is cond i t ieir-d upon 

the assumption ot 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, 

transferee, or other successor i n i n t e r e s t . No ass L/.nraent or t r a n s f e r o f 

any Working I n t e r e s t subject hereto s h a l l be binding upon Unit Operator u n t i l 

the f i r s t day of the calendar month a f t e r Unit Operator ts furnished 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 instrunent of t r a n s f e r ; 

and no assignment or t r a n s f e r o f any Royalty I n t e r e s t s h a l l be binding upon 

the Working I n t e r e s t Owner responsible t h e r e f o r u n t i l the f i r s t day o f the 

calendar month a f t e r said Working I n t e r e s t Owner i s furnished w i t h the o r i g i n a l , 

photostatic or c e r t i f i e d copy of the instrument o f t r a n s f e r . 

SECTION ?M. EFFECTIVE DATE AND TERM. This agreement s h a l l become 

binding upon -czzh party who executes or r a t i f i e s i t as of the date of execution, 

or r a t i f i c a t i o n by such party and s h a l l become e f f e c t i v e as of the f i r s t day of 

the calendar rrrrnth next f o l l o w i n g : 

(a) The execution or r a t i f i c a t i o n of t h i s agreement and the Unit 

Operating Agr&i— ent by Working I n t e r e s t Owners owning t r a c t 6 w i t h a combined 

Phase I I Unit J a r t i c l p a t i o n of at leas t e i g h t y - f i v e percent (857.), and the 

execution or c m t i f I c a t i o u o f t h i s agreement by Royalty and Record Owners 

owning ir.tera5*s i n t r a c t s having a combineJ i n t e r e s t of at leas t s i x t y - f i v e 

percent (65Z) c t the Royalty and Record I n t e r e s t l n the Unit Area, calculated 

on the basts o i Phase I I Unit P a r t i c i p a t i o n ; and 

(h]) The approval of t h i s agreement by the Coranissioner, the Super­

v i s o r , and the Commission; 

(c)) t f (a) and (b) above nrc not accomplished on or before 

January l,IL97/4, t h i s agreement s h a l l Ipso facto expire on said date (here­

i n a f t e r c a l l e d "expiration date") and t h e r e a f t e r be of no f u r t h e r force or 

e f f e c t , unless j r i o r thereto t h i s agreement has been executed or r a t i f i e d hy 

Working I n t e r e s t Owners owning t r a c t s w i t h a combined Phase I I Unit 

P a r t i c i p a t i o n of at l e a s t eighty percent (807.), and the Working I n t e r e s t 

Owners owning tracts w i t h a combined Phase I I Unit P a r t i c i p a t i o n o f at lenst 

s i x t y - f i v e rpercent (057.) committed to t h i s agreement have decided to extend 

said exp lraaiixm date for a period not to exceed s i x (6) mouths ( h e r e i n a f t e r 

called "extendet explrat fori date") . I f said e x p i r a t i o n dnte i s so extended 

and (a) and XbJ.i are not ac comp I tstied on or before said extended e x p i r a t i o n 

date, t h i s agreement s h a l l ipso facto e.-:r>lre on said extended e x p i r a t i o n date 

and t h e r e a f t e r be of no f u r t h e r force and e f f e c t . 
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Unit Operator s h a l l f i l e at l e a s t one counter part of t h i s agree­

ment for record i n the o f f i c e of the County Cler': of Lea County, New Mexico. 

Within t h i r t y (30) days a f t e r the e f f e c t i v e date of t h i s agreement, Unit 

Operator s h a l l f i l e f o r record i n each n''ice where a counterpart of t h i n 

agreement i s recorded, a c e r t i f i c a t e to the e f f e c t that t h i s agreement has 

become e f f e c t i v e according to i t s terms and s t a t i n g f u r t h e r the e f f e c t i v e date. 

The term of t h i s agreement s h a l l be for and during the time that 

Unitized Substances are cr can be produced In qu a n t i t i e s s u f f i c i e n t to repay 

the cost of producing same from the U n i t i z e d Land and should production cease 

so long t h e r e a f t e r as d r i l l i n g , reworking or other operations to restore pro­

duction (including secondary recovery operations) are prorecuteu thereon withou 

cessation of more than ninety (90) consecutive days, and should production 

be restored so long t h e r e a f t e r as such U n i t i z e I Substances can be produced as 

aforesaid. 

This agreement may be terminated at any time with the approval of 

the Commissioner and the Supervisor by Working I n t e r e s t Owners owning t r a c t s 

w i t h a combined Phase I I Unit P a r t i c i p a t i o n of at least seventy f i v e percent 

(757.). Notice o f any such t e r m i n a t i o n s h a l l be given by Unit Operator to 

a l l p a r t i e s hereto. 

Upon termination of t h i s Agreement, the p a r t i e s hereto s h a l l be 

governed by the terms and pro v i s i o n s of the leases and contracts a f f e c t i n g the 

separate Tracts. 

I f not otherwise covered by the leases u n i t i z e d under t h i s agreement, 

Royalty Own rs hereby grant Working I n t e r e s t Owners a period of s i x (6) months 

a f t e r termination o f t h i s agreement i n which to salvage, : c l l , d i s t r i b u t e or 

otherwise dispose of the personal property and f a c i l i t i e s used i n connection 

w i t h Unit Operations. 

SECTION 25. RATE OF PROSPECTING. DEVELOPMENT AND PRODUCTION. A l l 

production and the disposal thereof s h a l l be i n conformity w i t h a l l o c a t i o n s and 

quotas made or fixed by any duly authorized person or regulatory body under any 

Federal or State s t a t u t e . The Di r e c t o r i s hereby vested w i t h a u t h o r i t y to a l l e 

or modify from time to Lime, lu h i s d i s c r e t i o n , the rate of prospecting and 

development and to a l t e r or n o t i f y the q u a n t i t y and rate ef production under th 

Agreement, such a u t h o r i t y bcini; hereby l i m i t e d to a l t e r a t i o n or m o d i f i c a t i o n i n 

the public i n t e r e s t , the purpose thereof and the public i n t e r e s t to be served 
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thereby to be stated In the order o f a l t e r a t i o n of mod i f i c a t i o n ; provide I , 

f u r t h e r , that 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 sh a l l be e f f e c t i v e as to any 

land of the State of New Mexico as to the rate of prospecting and development in 

the absence of the s p e c i f i c w r i t t e n approval thereof by the Commissioner and as 

to any lands of the State o f New Mexico or privately-owned lands subject to 

t h i s agreement as to the quantity and rate o f production i n the absence of specif­

ic w r i t t e n approval thereof by the Commission. 

Powers i n t h i s Section vested i n the Director and Commissioner s h a l l 

only be exercised a f t e r notice to Unit Operator and opportunity f o r hearing to 

be held not less than f i f t e e n (15) days from notice. 

SECTION 26. NONDISCRIMINATION. I n connection w i t h the performance 

of work under t h i s agreement, the Unit Operator agrees to comply w i t h a l l of the 

provisions o f Section 202 (1) to (7) i n c l u s i v e , of Executive Order 11246 (30 

F.R.. 12319), which are hereby incorporated by reference i n t h i s agreement. 

SECTION 27. APPEARANCES. Unit Operator s h a l l have the r i g h t to 

appear for or cn behalf of any and a l l i n t e r e s t s affected hereby before the 

Commissioner, ths department, and the Commission, and to appeal from any 

order issued under the r u l e s and re g u l a t i o n s of the Commissioner, the De­

partment, or the Commission, or to apply f o r r e l i e f from any of said rules 

and regulations r x i n any proceedings r e l a t i v e to operations before the 

Commissioner, t]*e department, or the Commission, or any other l e g a l l y con­

s t i t u t e d a u t h o r i t y , provided, however, that anv other Interested p a r t y s h a l l 

also have the r i g h t at his or i t s own expense to be heard l n any such pro­

ceeding . 

SECTION 2B. NOTICES. A l l n o t i c e s , demands, objections or s t a t e ­

ments required hereunder to be given or rendered to the pa r t i e s hereto s h a l l 

be deemed f u l l y givia i f made i n w r i t i n g and personally delivered to the 

party or p a r t i e s or sent by postpaid c e r t i f i e d mail, addressed to such p a r t y 

or p a r t i e s at thr.lr respective addresses set f o r t h i n connection w i t h the 

signatures hercm >oi to the r a t i f i c a t i o n or consent hereof or to such other 

address as any s u c h j a r t y or p a r t i e s may have furnished i n w r i t i n g to the 

party sending the ntiticc, demand or statement. 

SECTION T l . NO WAIVER OF CERTAIN RIGHTS. Nothing i n t h i s agree­

ment contained shalil be construed as a waiver by any party hereto of the 
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r i g h t to assert any legal or c o n s t i t u t i o n a l t i g h t or defense as to the 

v a l i d i t y or i n v a l i d i t y of any Federal or State law or r u l e or r e g u l a t i o n 

issued thereunder i n any way a f f e c t i n g such p.iety, or as a waiver by any 

such party of any r i g h t beyond his or i t s a u t h o r i t y to waive. 

SECTION 30. WAIVER OF RIGHTS TO PARTITION. Each party hereto 

convenants t h a t , during the existence of t h i s agreement, i t w i l l not reBort 

to any action to p a r t i t i o n the Unitized Formation or the Unit Equipment, and to 

that extent waives the benefits of a l l laws au t h o r i z i n g such p a r t i t i o n . 

SECTION 31. UNAVOIDABLE DELAY. A l t o b l i g a t i o n s under t h i s agreement 

re q u i r i n g the Unit Operator to commence or continue secondary recovery operatioi 

cr to operate on or produce Unitized Substances from any o f the lands covered 

by t h i s agreement s h a l l be suspended w h i l e , but only so long as the Unit 

Operator despite the exercise of due care and d i l i g e n c e , i s prevented from 

cc—plying w i t h such o b l i g a t i o n s , i n whole or i n p a r t , by s t r i k e s , acts of God, 

Federal, State or municipal law or agency, unavoidable accident, u n c o n t r o l l a b l e 

delays ir, t r a n s p o r t a t i o n , i n a b i l i t y to obtain necessary materials i n open 

market, or other matters beyond the reasonable c o n t r o l o f the Unit Operator 

whether s i m i l a r to matters herein enumerated or not. Nothing herein s h a l l be 

construed to require Unit Operator, against I t s w i l l , to s e t t l e s t r i k e s . 

SECTION 32. LOSS OF TITLE. I n the event t i t l e to any t r a c t of 

un i t i z e d land s h a l l f a i l so as to render the Tract not subject to t h i a agree­

ment end the true owner cannot be Induced to Join t h i s Agreement, such Tract 

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 be n e f i t s aa may be required on account 

of the IOSB of such t i t l e . I f a Tract ceaees to be subject to t h i s agree­

ment because of the f a i l u r e of t i t l e , Unit Operator, subject to Section 14, 

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

of the Tracts remaining q u a l i f i e d f o r p a r t i c i p a t i o n and s h a l l r e v i s e E x h i b i t 

"C" accordingly. The revised e x h i b i t s h a l l be e f f e c t i v e as of the f i r s t day 

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

I I t i t l e t<> a Working. I n t e r e s t f a i l s , the r i g h t s and o b l i g a t i o n s o f 

Workin- I n t e r e s t Owners by reason of the f a i l u r e o f t i t l e s h a l l be governed by 

the Unit Operating Agreement. I f t i t l e to a Royalty I n t e r e s t f a i l s , but the 

Tract to vhich i t r e l a t e s remains q u a l i f i e d , the p a r t i e s whose t i t l e f a i l e d 

s h a l l not he e n t i t l e d to uhare hereunder w i t h respect to such I n t e r e s t . l n the 



event of a t i t l e dispute as to any Royalty, 'ifor I- ing I n t e r e s t or other i n ­

te r e s t subject hereto, payment or d e l i v e r y on account thereof may be wit h h e l d 

without l i a b i l i t y or i n t e r e s t u n t i l the dispute i s f i n a l l y s e t t l e d ; provided, 

that as to State or Federal land or leases, no payments o f funds duo the State 

of New Mexico or the L'nited States of America s h a l l be withheld, but such funds 

s h a l l be deposited as directed by the Commissioner or the Supervisor (as the 

case nay be), to be held as unearned money pending f i n a l s e t t l e n e n t of the 

t i t l e dispute, and then applied as earned or returned i n accordance w i t h such 

f i n a l settlement. 

Unit Operator as such i s r e l i e v e d from any r e s p o n s i b i l i t y Cor any 

defect or f a i l u r e of any t i t l e hereunder. 

SECTION 33. JOINDER IN DUAL CAPACITY. Execution as herein provided 

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

commit r l l i n t e r e s t s that may be owned or c o n t r o l l e d by such party not 

s p e c i f i c a l l y excluded by the terms of the joinder instrument, provided said 

party also executes the Unit Operating Agreement as owner of a Working I n t e r ­

est. 

SECTIO-I 34. NONJOINDER AND SUBSEQUENT JOINDER. I f the owner o f any 

subs t a n t i a l i n t e r e s t In a q u a l i f i e d Tract Calls or refuses to subscribe 01 

consent to t h i s agreement, the owner o f the l.orMng I n t e r e s t i n that Tract 

nay withdraw said Tract from t h i s agreement by w r i t t e n notice to the Super­

v i s o r , the Commissioner and the Unit Operator p r i o r to the approval o f t h i s 

agreement by the Supervisor and the Commissioner. Joinder by any Royalty 

Owner, at any time, must be accompanied by appropriate Join<3er o f the cor­

responding Working I n t e r e s t Owner i n order f o r the i n t e r e s t of such Royalty 

Owner to be regarded as e f f e c t i v e l y committed. Joinder to t h i s agreement by 

a Working I n t e r e s t Owner, at any time, must l e accompanied by appropriate 

Joinder to the Unit Operating Agreement i n order for such i n t e r e s t to be 

regarded as e f f e c t i v e l y committed to t h i s aj,i cement. 

Any o i l or gas i n t e r e s t i n the Unitized Formation not committed 

hereto p r i o r to the e f f e c t i v e ' d a t e o f t h i s agreement may t h e r e a f t e r be com­

mitted hereto upon compliance w i t h the applicable provisions of t h i s Section 

and of Section 15 (Tracts Q u a l i f i e d f o r P a r t i c i p a t i o n ) hereof, at any time 

during a period of six months a f t e r the e f f e c t i v e date o f t h i s agreement 

on the same basis of p a r t i c i p a t i o n as provided i n said Section 13, by the 

owner or owners thereof subscribing, ra 11 fy iep,, or consenting in w r i t i n g to 
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t h i s agreement and, t f the i n t e r e s t i s a l/orkin;; I n t e r e s t , by t h c owner 

of such i n t e r e s t subscribing also to the Unit Operating Agrceraenr. 

I t is understood and agreed, however, that a f t e r such G!X months 

the r i g h t of subsequent joinder as provided i n t h i s Section s h a l l be subject 

to such requirements or approvals and on such basis as may be agreed upon 

by Working I n t e r e s t Owners owning t r a c t s w i t h Phase I I P a r t i c i p a t i o n o f at 

leaBt eighty percent (807.) and approval o f the Supervisor and the Commissioner, 

provided that the Tract p a r t i c i p a t i o n of each previously q u a l i f i e d Tract s h a l l 

remain i n the same r a t i o one to the other. Such Joinder hy a proposed Work­

ing I n t e r e s t Owner must be evidenced by hi s execution or r a t i f i c a t i o n of t h i s 

agreement and the Unit Operating Agreement. Such j o i n d e r by a Royalty Owner 

must be evidenced by his execution or r a t i f i c a t i o n o f t h i s agreement end must 

be consented to i n w r i t i n g by the Working I n t e r e s t Owner responsible f o r the 

pa;.~er.t of any benefits that may accrue hereunder i n behalf of such Royalty 

Owner. 

Except as may be otherwise herein provided, subsequent j o i n d e r to 

th i s agreement s h a l l be e f f e c t i v e the f i r s t day of the month f o l l o w i n g the 

f i l i n g w i t h the Commissioner and the Supervisor of duly executed counter­

parts cf eny nr.d a l l documents necessary to es t a b l i s h e f f e c t i v e commitment of 

any Tract or I n t e r e s t to t h i s agreement, unless o b j e c t i o n to such j o i n d e r by 

the ConaisslDnrr or the Supervisor Is duly made w i t h i n s i x t y (60) days a f t e r 

such f i l i n g ; provided, however, t h a t as to State lands such subsequent j o i n d e r 

must be approved by the Commissioner. 

I t I i expressly agreed by the p a r t i e s hereto t h a t the p r o v i s i o n s 

of t h i s Sectitr/a 34 ere made subject to the provisions of Section 15 herei n ­

above set f o r t h and nothing contained herein s h a l l be construed i n contra­

i l 

vention or derogation thereof. 

SECTION 35. COUNTERPARTS. This agreement may he executed i n any 

number of emmterparts, no one o f which needs to be executed by a l l p a r t i e s 

and may be x a t i f l e d or consented to by separate instrument i n w r i t i n g 

s p e c i f i c a l l y x e f e r r i n g hereto, and s h a l l be binding upon a l l those p a r t i e s 

who have executed such a counterpart, r a t i f i c a t i o n or consent hereto w i t h 

the same force and e f f e c t as i f a l l p a r t i e s hud signed the 6ame document, 

and regard-less of wheLiier or not I t I s executed hy a l l other p a r t i e s owning 

or claiming an i n t e r e s t i n the land w i t h i n the above described Unit Area. 
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SECTION 36. TAXES. The Working I n t e r e s t Owners shal l render 

and pay or cause to be rendered and paid for t h e i r account and the account 

of the Royalty Owners a l l v a l i d taxes on or measured by the amount or value of 

the Unitized Substances produced, gathered and sold from the land subject 

to t h i s agreement. The Working I n t e r e s t Owners i n each Tract may charge the 

proper proportion of said taxes to the Royalty Owners having i n t e r e s t s i n 

said Tract, and may c u r r e n t l y r e t a i n and deduct s u f f i c i e n t 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 thereof, from the a l l o c a t e d 

share of each Royalty Owner to secure reimbursement f o r the taxes so p a i d . 

No taxes s h a l l be charged to the United States or the State o f New Mexico 

or to any lessor who has a contract w i t h h i s lessee to pay such taxes. 

I n order to avoid t i t l e f a i l u r e s which might i n c i d e n t a l l y cause 

the t i t l e to a Working I n t e r e s t or Royalty I n t e r e s t to f a i l , the owners 

of (1) the surface r i g h t s to each committed Tract, (2) severed mineral or 

Royalty I n t e r e s t i n said Tracts and (3) improvements located i n said Tracts 

not u t i l i z e d for Unit operations s h a l l i n d i v i d u a l l y be responsible f o r the 

r e n d i t i o n and assessment, for ad valorem tax purposes, of a l l such p r o p e r t y , 

and for the payment of such taxes, except as otherwise provided i n any 

contract or agreement between such owners and a Working I n t e r e s t Owner or 

Owners. I f any ad valorem taxes are not paid by such owner responsible 

therefor when due, Unit Operator may, at any time p r i o r to tax sale, pay 

the same, redeem such property and discharge such tax l i e n s as may a r i s e 

through non-payment. I n the event Unit Operator makes any such payment 

or redeems any such property from tax sale, Unit Operator s h a l l be reim­

bursed therefor by the Working I n t e r e s t Owners i n p r o p o r t i o n to t h e i r 

respective Unit P a r t i c i p a t i o n s then i n e f f e c t , and Unit Operator s h a l l 

withhold from any proceeds derived from the sale o f Unitized Substances 

otherwise due to said delinquent taxpayer or taxpayers an amount s u f f i ­

c i e n t to defray the costs of such payment or redemption, auch w i t h h o l d i n g 

to be d i s t r i b u t e d among the Working I n t e r e s t Owners i n p r o p o r t i o n to t h e i r 

respective c o n t r i b u t i o n s toward such payment or redemption. Such w i t h ­

holding s h a l l be without prejudice to any ot'ier remedy, c i t h e r at law or 

in equity, which may be a v a i l a b l e f o r exercise by the Unit Operator or 

by the Working I n t e r e s t Owners. 
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SECTION 37. CONFLICT OF SUPERVISION. Neither the Unit Operator 

nor the Working I n t e r e s t Owner, nor any of them, s h a l l be subject to any 

f o r f e i t u r e , termination or e x p i r a t i o n o f any r i g h t s hereunder or under any 

leases or contracts subject hereto, or to any penalty or l i a b i l i t y on 

account of delay or f a i l u r e i n whole or i n p a r t to comply w i t h any a p p l i ­

cable provisions thereof to the extent that the said Unit Operator or the 

Working I n t e r e s t Owners, or any o f them, are hindered, delayed or pre­

vented from complying therewith by reason of f a i l u r e of the Unit Operator 

to obtain, i n the exercise of due d i l i g e n c e , the concurrence of proper 

representatives of the United States and proper representatives o f tlie 

State of New Mexico i n and about any matters or things concerning which 

i t i s required herein t h a t such concurrence be obtained. The p a r t i e s 

hereto, including the Commission, agree t h a t a l l powers and a u t h o r i t y 

which by any provisions of t h i s agreement are vested i n the Corrmission 

shalL be exercised by i t pursuant to the provisions of the laws of the 

State of New Mexico and subject i n any case to appeal or J u d i c i a l review 

as may now or hereafter be provided by the laws o f the State o f New Mexico. 

SECTION 38. NO PARTNERSHIP. The d u t i e s , o b l i g a t i o n s and 

l i a b i l i t i e s of the p a r t i e s hereto are intended t o be several and not j o i n t 

or c o l l e c t i v e . This agreement i s not intended to create, and s h a l l not 

be construed to create, an as s o c i a t i o n or t r u 6 t , or to impose a partner­

ship duty, o b l i g a t i o n or l i a b i l i t y w i t h regard to any one or more o f the 

pa r t i e s hereto. Each p a r t y hereto s h a l l be I n d i v i d u a l l y responsible for i t s 

own o b l i g a t i o n s as herein provided. 

SECTION 39. NO SHARING OF MARKET. This agreement i s not i n ­

tended to provide^'and s h a l l not be construed to provide, d i r e c t l y or 

i n d i r e c t l y for any cooperative r e f i n i n g , J o i n t sale, or marketing o f 

Unitized Substances. 

SECTION 40. BORDER AGREEMENTS. Unit Operator, w i t h concur­

rence of Working I n t e r e s t Owners having a combined Phase I I Unit P a r t i c i ­

pation of s i x t y f i v e percent (657.) or more, m«y, subject to approval o f the 

Supervisor, enter Into a b o r d e r - p r o t e c t i o n agreement or agreements w i t h the 

Working I n t e r e s t Owners of lands not subject hereto, when said agreements 

provide for operations designed to increase u l t i m a t e recovery, conserve 
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natural resources, and prot e c t the p a r t i e s and t h e i r i n t e r e s t s . 

IN WITNESS WHEREOF, the p a r t i e s hereto have caused t h i s agree­

aent to be executed and have set opposite t h e i r respective names the 

date of execution. 

ATTEST: SKELLY OIL COMPANY 

By: 
Assistant Secretary 

Date: 

Vice President 

UNIT OPERATOR 

NON-OPERATORS 

STATE OF NEW MEXICO 

COUNTY OF LEA 
) SS 

) 

The foregoing instrument was acknowledged before me t h i s day o f 
19 , by Vice President f o r 

SiLELLY OIL COMPANY, on behalf o f sa id company. 

My CocmiHsion Expires : Notary Pub l i c 
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E x h i b i t "A" - Page 2 

MYERS LANGLIE-MATTIX UNIT 
LEA COUNTY, NEW MEXICO 

K E Y 

Tract Tract Tract 
No. Location No. Location Ko. Location 

1 B-4 28 C-l, C-2 6. D-2 55 E-3 
2 B-4 29 D-l 56 E-3 
3 D-4 30 B-3 57 C-2 
L D-4 31 B-3 58 C-2 
5 D-4 32 B-3 59 C-2 
6 B-1 33 B-3 60 E-2 
7 B-2 34 D-3 61 E-2 
8 B-1 35 D-3 62 D-2 
9 F-2 36 D-3 63 F-1 6. F-2 

10 F-2 37 D-3 64 B-1 
11 F-2 38 D-3 65 B-1 
12 F-1 39 G-2 66 B-1 
13 F-1 40 G-2 67 C-l 
14 C-3 41 G-2 68 C-l 
15 C-3 42 G-2 69 C-l 
16 E-4 43 B-4 70 D-l 
17 D-4 44 B-4 71 D-l 
18 D-4 45 B-4 72 D-l 
19 D-4 46 C-4 73 D-l 
20 C-4 47 C-4 74 E-1 
21 C-4 40 C-4 75 E-l 
22 D-4 49 C-3 76 E-1 
23 F-3 50 E-3 77 E-l 
24 F-3 51 E-3 78 E-l 
25 F-3 52 E-3 79 E-l 
26 C-2 U D-2 53 E-3 80 E-l 
27 C-l, E-1 6 U-2 54 E-3 81 

82 
G-l 
C-4 
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ATTACK-IE NT NO. 1 
TO EXHIBIT "B" 
UNIT AGREEMENT 

MYERS IANGLIE-HATTIX UNIT. LEA COUNTY. NEW MEXICO 

Schedule of s l i d i n g scale o v e r r i d i n g r o y a l t y i n t e r e s t s : 

Tract 4 

G u l f 6 ORRI of 12.57., suspended f o r aoounts over 17.57. when average 
production/well/day 16 15 barrels or less, or when gas production I E 
500 MCF or less. 

Tract 5 

Gulf has an ORRI of 12.57. on primary production and 257. on secondary 
production, suspended for araounts over 17.57. when average production/ 
well/day i s 15 barrels or less. 

Percentage (7.) 
Overr iding Rovaltv Owner 7*57. * 57. *+ 

Marshall b. Winstcn, I n c . 0.50000 0.33334 
Southland Royalty Co. 0.75000 0.50000 
Mr. J . B. Bocksam 1.62500 1.C8333 
Ms. Selr.a E. Andrews 0.80557 0.53705 
Frank Andrews Trust 0.69443 0.46295 
Sabine Royalty Corporat ion 0.50000 0.33333 
Ks. Evelyn Stunp K i l l 1.62500 1.08333 
Fluor Corporation 1.00000 0.66667 

7.50000 5.00000 

* Turing the period or periods when the average production per w e l l 
per day i s nore than 15 bar r e l s on the e n t i r e leasehold or any part 
c f the ares thereof or any rone segregated for computation of 
royal t i e B. 

During the p f r i o d or periods when the average production per w e l l 
per day i s 15 barrels or less on the e n t i r e leasehold or any part 
of the area thereof or any zone segregated for computation o f 
r o y a l t i e s . 

Tracts 16 and 17 

Gulf's ORRI is 57. when average production/well/day i s over 15 bar r e l s 
or 500 MCF, reducible to 3. 1257. when production f a l l s below such amounts. 

Tracts 19 and 22 

Texaco's ORRI i s 1/16 when d a i l y average o i l production i s 40 bar r e l s 
or less, 3/32 -when d a i l y average o i l production Is oore than 40 bar r e l s 
but not more than 60 barrels and 1/8 when d a i l y average o i l production 
i s more then CO barrels. Override to be calculated on production from 
the SW/4 Section 29-23S-37E, which covers both Tracts 19 and 22. 
Texaco'6 override on gas i s 1/6 o f a l l gas produced from sane quarter 
section. 

Tract 44 

C u l f and Shel l overrides are as f o l l o w s : 

Mien d a i l y *vg„ o i l p r o d . 
per w e l l perr day i s -

150 bar re l s n r oore 
73-150 b a r r e l * 
55-75 ba r r e l s 
10-55 barrels 
Not more than IH) b a r r e l s 

The ownership l a -

1/8 separately or 1/4 combined 
1/16 separately or 1/8 combined 
3/64 separately or 3/32 combined 
1/32 separately or 1/16 combined 
1/64 separately or 1/32 combined 

Override on gas 1/8 o f 8/8 o f gas and caslnghea yas. 



'SECOND R E V I S I O N - L J C T I V TUNE 1 , 1976 (COr TED 9 / 2 2 / 7 7 ) 

E,...IBIT "C" 

UN'IT AGREEMENT 
MYERS LANGLIE MATTIX UNIT 
LEA COUNTY, NEW MEXICO 

SCHEDULE•OF TRACT PARTICIPATION 

T r a c t Phase I I 
No. T r a c t P a r t i c i p a t i o n (%) 

1 1.22311 
2 .59021 
3 4.16521 
6 .64225 
7 1.07386 
8 .36086 

10- 2.14022 
11 .33405 
12 . 2.07257 
13 1.66580 
14 1.54385 
15 4.11596 
16 .40945 
17 1.19564 
18 .33599 
19 - 2.49538 
20 .15631 
21 3.08133 
22 2.00252 
23 .30952 
2 4 .30468 
25 .91715 
26 3.39996 
27 2.63684 
28 2.19345 
23 1.C2337 
30 5.63333 
31 .59616 
32 1.2253B 
33 2.'41311 
34 2.57678 
35 .08931 
36 .33124 
37 .76162 
38 .15657 
39 .94333 
40 ' 2.69658 
41 .39002 
42 .27833 
<3 .26781 
44 1.29114 
45 . . 02187 
46 .45346 
47 .06561 
48 .04581 
49 3.29505 
50 1.33259 
51 .18398 
52 .67176 
53 .31075 
54 .26871 
55 .23648 
56 1.15151 
5"? 1. 37678 
58 ' .8S761 
59 1.43644 
60 1.38687 
61 1.10778 
6 2 2.0927B 
63 2.10707 
64 1.50062 
65 - - -• 1 ..-91167- • • ' 



SCHEDULE OF TRACT PARTICIPATION 
SECOND REVISION 
PAGE 2 

T r a c t 
No. 
66 
68 
69 
70 
71 
72 
73 
74 
75 
76 
77 " 
79 
80 
81 

Phase I I 
T r a c t P a r t i c i p a t i o n (%) 

4.41344 
3.85760 
2.34135 
.27581 
.2974 6 

1. 854 23 
.59021 

1.06063 
.50868 
.75123 
.18322 
.38667 
. 71139 
.91263 

TOTAL 100.00000 



UNIT OPERATING AGREEMENT 

MYERS LANGLIE-MATTIX UNIT 
LEA COUNTY. NEW MEXICO 

I NT) EX 

A r t i c l e Page 

1 CONFIRMATION OF UNIT AGREEMENT 1 
1.1 Conf i rmat ion o f U n i t Agreement 1 

2 EXHIBITS 1 
2.1 Exhib i t s 1 
2 .1 .1 Exhib i t s "A" , "B" and "C" 1 
2.1.2 E x h i b i t "D" 1 
2.1.3 E x h i b i t "E" 2 
2.1.4 Exh ib i t "F" 2 
2.2 Revision o f E x h i b i t s 2 

3 SUPERVISION OF OPERATIONS BY WORKING INTEREST OVNERS 2 
3.1 O v e r - a l l Superv i s ion 2 
3.2 Spec i f i c A u t h o r i t i e s and Duties 2 
3 .2 .1 Method o f Opera t ion 2 
3.2.2 D r i l l i n g o f Wells 2 
3.2.3 Well Recompletions and Change o f Status 2 
3.2.4 Expenditures 3 
3.2.5 D i s p o s i t i o n o f U n i t Equipment 3 
3.2.6 Appearance Before a Court or Regulatory Agency 3 
3.2.7 Audits 3 
3.2.6 Inven to r i e s 3 
3.2.9 Technical Services 3 
3.2.10 Assignments to Committees 3 
3.2.11 Removal o f U n i t Operator and the Se lec t ion o f 3 

a Successor 
3.2.12 Enlargement of the Unit Area 4 
3.2.13 Adjustment and Readjustoent of Investments 4 
3.2.14 Termination of the Unit Agreement 4 

4 MANNER OF EXERCISING SUPERVISION 4 
4.1 Designation of Representatives 4 
4.2 Meetings 4 
4.3 Voting Procedure 4 
4.3.1 Voting Interest 4 
4.3.2 Vote Required 4 
4.3.3 Vote at Meeting by Non-attending Working Interest 5 

Owners 
4.3.4 Poll Votes 5 

5 INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 5 
5.1 Reservation of Rights 5 
5.2 Specific Rights 5 
5.2.1 Access to Unit Area 5 
5.2.2 Reports ' 5 

6 UNIT OPERATOR 5 
6.1 Unit Operator 5 
6.2 Resignation or Removal 6 
6.3 Selection of Successor 6 

i 

L H . I I M I I — I f f 

EXHIBIT 



Art i c l e Z iS l 

7 AUTHORITIES AND DUTIES OF UNIT OPERATOR 6 
7 .1 Exclusive Right to Operate Unit 6 
7.2 Workmanlike Conduct 6 

7.3 Liens and Encunbrances 6 
7.4 Employees 6 

7.5 Records 6 

7.6 Reports to Working I n t e r e s t Owners 6 
7.7 Reports to Governmental A u t h o r i t i e s 6 
7.8 Engineering and Ceo log ica l I n f o r m a t i o n 7 
7.9 Expenditures 7 
7.10 Wells D r i l l e d by Uni t Operator 7 

8 ' TAXES 7 

8 .1 Ad Valorem Tajces 7 

8.2 Other Taxes 8 

9 INSURANCE 8 

9.1 Insurance 8 

10 ADJUSTMENT OF INVESTMENTS 8 

10.1 Personal Property Taken Over 8 

10.1.1 Wells and Ceslng 9 

10.1.2 Well and Lease Equipment 9 

10.1.3 Records 9 

10.2 Assessment in Lieu of Usable Well 9 
10.2.1 Schedule I - Assessments 9 

10.2.2 Schedule I I - Assessments 1 0 

10.2.3 Schedule I I I - Assessments 1° 
10.3 Inventory H 
10.4 Inventory Evaluation and Approval 11 
10.5 Adjustment of Investment 12 
10.6 Removal of Non-Unit Equipment 1 3 

10.7 General F a c i l i t i e s 1 3 

10.8 Ownership of Personal Property and F a c i l i t i e s 13 

11 UNIT EXPENSE 1 3 

11.1 Basis of Charges to Working Interest Owners 13 
11.1.1 Operating Expense • I 3 

11.1.2 Capital Expenditures I 3 

11.2 Budgets 1 A 

11.3 Advance Billings 1 4 

11.4 Commingling of Funds 1^ 
11.5 Lien of Unit Operator and Working Interest 14 

Owners 
11.6 Unpaid Unit Expense 1 5 

11.7 Uncommitted Royalty 15 

12 NON-UN̂ TI2ED FORMATIONS 1 6 

12.1 Right to Operate I 6 

12.2 Multiple Completions - Limitations I 6 

12.3 Joint Operations Provided For I 6 

12.3.1 Rights of Unit Operator and Allocation of Cost 16 
Between Unitized and Non-Unltized Operations 

12.3.2 Subsequent Completion in Formation Other than 17 
Unitized Formation 

12.3.3 Workovers or Other Similar Operations in Multiply- 17 
Completed Wells 

12.3.4 Maintenance of Casing I 8 

12.3.5 Replacement Wells 18 
12.3.6 Communications Between Formations 1^ 
12.3.7 Abandonment I 9 

13 TITLES 1 9 

13.1 Warranty and Indemnity I 9 

13.2 Failure Because of Unit Operations I 9 

(ID 



' lS. Page 

14 LIABILITY, CLAIMS, AND SUITS 20 
14.1 Individual L i a b i l i t y 20 
14.2 Settlements 20 

15 INTERNAL REVENUE PROVISION 20 
15.1 Internal Revenue Provision 20 

16 NOTICES 21 
16.1 Notices , 21 

17 WITHDRAWAL OF WORKING INTEREST OWNER 21 
17.1 Withdrawal 21 

18 CREATION OF NEW INTEREST 22 
18.1 Creation of New Interest 22 

19 ABANDONMENT OF WELLS 22 
19.1 Rights of Former C---ners 22 
19.2 Plugging 23 

20 FORCE MAJEURE 23 
20.1 Force Majeure 23 

21 EFFECTIVE DATE AND TERM 23 
21.1 Effective Date 23 
21.2 Term 23 

22 A£ANTA)NKENT OF OPERATIONS 24 
22.1 Termination 24 
22 .1 .1 O i l and Gas Rights 24 
" . 1 . 2 Right to Operate 24 

1.3 Salvaging Wells 24 
» . i . l . 4 Cost o f Salvaging 24 

23 COUNTERPART EXECUTION 24 
23.1 Execution by Separate Counterparts o f R a t i f l - 24 

cat ions 

24 SUCCESSORS AND ASSIGNS 24 
24.1 Successors and Assigns 24 

Exhibit "D" (Participation Percentages by 
Working Interest Owners) 

Exhibit "E" (Accounting Procedure) 

Exhibit "F" (Assessments) 
t 1 

i 

( I U ) 



UNIT OPERATING AGREEMENT 

MYERS LANGLIE-KATTIX UNIT 

LEA COUNTY, NEW MEXICO 

THIS AGREEMENT, entered i n t o as of, the f i r s t day o f January, 

197 3, by and between the p a r t i e s who have signed the o r i g i n a l o f t h i s 

Instrument, a counterpart t he r eo f , o r o ther instrument agreeing to be 

bound by the provis ions hereof ; 

W I T N E S S E T H : 

WHEREAS, the pa r t i e s hereto as Working I n t e r e s t Owners have 

executed, as of the date hereof , an agreement e n t i t l e d "Uni t Agreement, 

-vera Lang l i e -Mat t ix U n i t , Lea County, New Mexico", herein r e f e r r e d to 

"Unit Agreement", which, among other t h i n g s , provides f o r a separate 

agreement to be entered i n t o by Working I n t e r e s t Owners to provide f o r 

the development and opera t ion o f the Uni t Area; 

NOW, THEREFORE, I n cons ide ra t ion o f the mutual agreements here­

i n set f o r t h , i t i s agreed as f o l l o w s : 

ARTICLE 1 

CONFIRMATION OF UNIT AGREEMENT 

1.1 Confirmation o f Unit Agreeaent. The Unit Agreement i s 

hereby confirmed and by reference made a p a r t o f t h i s agreement. The 

d e f i n i t i o n s i n the Unit Agreement are adopted f o r a l l purposes o f 

t h i s agreement. I f there i s any c o n f l i c t between the Uni t Agreement 

and th la agreement, the Unit Agreement s h a l l govern. 

ARTICLE 2 

EXHIBIT8 

2 .1 E x h i b i t s . The f o l l o w i n g e x h i b i t s are incorporated 

here in and made a pa r t he reof . 

2 . 1 . 1 Exh ib i t s A, B & C o f the Uni t Agreement are 

incorporated here in by re fe rence . 

2.1.2 Exh ib i t D attached he re to , i s a schedule showing 

the Unit Pa r t i c ipa t ions o f each Working I n t e r e e t Owner f o r Phase I 

ind Phase I I o f Unit Operat ions. E x h i b i t D or a r e v i s i o n the reo f , 

• h e l l not i e conclusive «« to the i n f o r m a t i o n t he r e in except i t 
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s h a l l be used as showing Che l i m e P a r t i c i p a t i o n ! n f the Working I n t e r t s c 

Owners f o r purposes of t h i a agreement u n t i l shown t o be i n e r r o r c r r e v i s e d 

as h e r e i n a u t h o r i z e d . 

2.1.3 E x h i b i t E. a t t a c h e d h e r e t o , i s che A c c o u n t i n g Procedure 

a p p l i c a b l e tc the development and o p e r a t i o n o f the UniC Area; i n t h e evenc 

of c o n f l i c t between t h i s agreement and E x h l b l C D. t h i e agreement s h a l l p r e v a i l . 

2.1.4 E x h i b i t P. a t c a c h e d h e r e t o are the a s s«* tmer.c s w h i c h may 

be made a g a i n s t the w o r k i n g i n t e r e s c owners o f c e r t a i n non-usable v e i l s l i s t e d 

chereor, as p r o v i d e d t n A r t i c l e ID. I n ch. . v e r t the cracce f o r any o f che w e l l s 

l l s c e d i n E x h i b i t "F" f a i l Co q u a l i f y f o r i n c l u s i o n i n Che U n i t on the e f ­

f e c t i v e date h e r e o f , E x h i b i t "F" s h a l l be r e v i s e d t o d e l e c e each such w e l l 

or. d i t s assess r e n t . 

2.2 K e v l s l o n of E x h i b i t s . Whenever E x h i b i t s A. B o r C are r e v i s e d , 

E x h i b i t D s h a l l be r e v i s e d a c c o r d i n g l y and be e f f e c t i v e as of the same da t e . 

U n i t Operator s h a l l a l s o r e v i l e E x h i b i t D from time t o Cime as r e q u i r e d t o 

conform t o changes I n o w n e r s h i p c f w h i c h UniC Op e r a t o r has been n o t i f i e d as 

p r o v i d e d i n the U n i t A g r e e a e n t . 

ARTICLE 3 

SUPERVISION OF OPERATIONS 

BY WORXINC INTEREST OWNERS 

3.1 O v e r - e l l S u p e r v i s i o n . W o r k i n g I n c c r e i t C v r . t t i s h a l l e x e r c i s e 

o v e r - a l l s u p e r v i s i o n and c o n t r o l o f a l l n a t t e r s p e r t a i n i n g t o u n i t o p e r a t i o n s 

pursuant Co t h l a a greeaent end Che Unic Agreement. I n t h e e x e r c t t e o f such 

a u t h o r i t y , each Working I n c e r e s t Owner a h a l l a c t s o l e l y i n i t s own b e h a l f i n 

t h e c a p a c i t y of an i n d i v i d u a l owner and n o t on b e h a l f of che owners as an 

e n t i r e t y . 

3.2 S p e c i f i c A u t h o r i t i e s and D u t i e s . Ihe n a t t e r s w i t h r e s p e c t Co 

—. . , • 
w h i c h the W o r k i n g I n t e r e s t Owners a h a l l d e c i d e ; nd t a k e a c t i o n s h a l l i n c l u d e , 

bu t n o t be l i m i t e d t o , che f o l l o w i n g : 

3 . 2 . 1 Method o f O p e r a t i o n . The method o f o p e r a t i o n , i n c l u d i n g 

any t y p e o f p r e s s u r e m a i n t e n a n c e , s e c o n d a r y r e c o v e r y , o r o t h e r r e c o v e r y p r o ­

gram Co be emp loyed . 

3 . 2 . 2 D r i l l i n g , o f W e l l s . The d r i l l i n g o f any w e l l w i c h l n t h e 

U n i t Area w h e t h e r f o r p r o d u c c l o n o f U n i t i z e d Subs t ances , f o r use as an i n ­

j e c t i o n w e 1 1 1 c r f o r o t h e r p u r p o s e s . 3 . 2 . 3 W e l l R e c o o p l e c l o n a and Change o f S t a t m . The re coap l e C i o n , abandonment p o r change o f i t i t u i o f any w e l l , o r the u i e o f any w e l l f o r i n -
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Jection or for ocher purposes. 

3.2.4 Expend{tures. The making of any single expenditure 

i n excess of Fi f t e e n Thousand Dollars (S15,000.00); provided t h a t , approval 

by Working I n t e r e e t Owners of the d r i l l i n g , reworking, deepening, or 

plugging back of er.y w e l l s h a l l include approval of a l l necessary ex­

penditures required t h e r e f o r , and for completing, t e s c i n g , and equipping 

the same, including necessary flow l i n e s , separators, and lease tankage. 

3.2.5 Di s p o s i t i o n of Unit Equipment. The s e l l i n g or other­

wise disposing of any major item of surplus Unit equipment, I f the cur­

rent 1161 price of new equipment s i m i l a r thereto i s Three Thousand and 

Five Hundred Dollars ($3,500.00) or more. 

3.2.6 Appearance Before a Court or Regulatory Agency. The 

designating of a representative to appear before any court or regulatory 

agency in matters p e r t a i n i n g to Unit Cperattons; provided t h a t , such 

designation s h a l l not prevent any Working I n t e r e s t Owner st l t 6 own ex­

pense frcm eppeering in person or from designating another representative 

i n I t s own behaIf. 

3.2.7 Audits. The a u d i t i n g of the accounts of Unit Operator 

pertaining to unit operations hereunder; provided t h a t , the audita s h a l l : 

(a) not be conducted core than once each year 

except upon the resi g n a t i o n or removal of 

Unit Operator. 

(b) be made at the expense of a l l Working I n ­

t e r e s t Owners other than the Working I n ­

t e r e s t Owner designated as Unit Operator; 

and 

(c) be made upon not less than t h i r t y (30) 

days' w r i t t e n notice t o Unit Operetor. 

3-2.8 I n v e n t o r i e s . The taking of pe r i o d i c i n v e n t o r i e s 

under the terms of Ex h i b i t E. 

3-2.9 Technical Services. The a u t h o r i z i n g of charges to 

the Joint account f o r services by consultants or Unit Operator's tech­

n i c a l personnel not covered by the overhead charges provided by E x h i b i t 

E. 

3.2.10 Asalgruenta to Committees. The appointment of com­

mittees to study any problems l n connection w i t h Unit Operations. 

3.2.11 Reraovalof Unit Operator and the Selection of a 

Successor. 
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3.2.12 Enlargement of the Unit Area. 

3.2.13 Adjustment and Readjustment of Investments. 

3.2.14 Termination of che Unit Agreement. 

ARTICLE 4 

MANNER OF EXERCISING SUPERVISION 

4.1 Designation of Representatives. Each Working I n t e r e s t 

Owner s h a l l i n w r i t i n g Inform Unit OperaCor of the nar.es and addresses 

of the representative and a l t e r n a t e who are authorized to represent 

and bind such f o r k i n g I n t e r e s t Owner w i t h respect to Unit Operations. 

The representative or a l t e r n a t e may be changed from time to time by 

w r i t t e n notice to Unit Operator. 

4.2 Kee t i r j f s . A l l meetings of che f o r k i n g I n t e r e s t Owners 

shall b* c a l l e d by Unit Operator upon l e t c m motion cr at the re^uesc 

of one or more Working I n t e r e s t Owners having a c c t a l Unit Farc1clpaticn 

of not less than ten percent (107.). No meeting s h e l l be called cn less 

Chan fourteen (14) days' advance w r i t t e n n o t i c e , w i t h ajenda for the 

meeting attached. Working Interesc Owners who attend the meeting s h a l l 

not be prevented from amending items included i n the agenda cr frcm 

deciding the amended item or ether items presented at the meeting. The 

representative of Unit Operator s h a l l be chairman of each meeclng. 

4.3 Voting Procedure. Working I n t e r e s t Owners shal l decide 

a l l matters coming before thea as f o l l o w s : 

4.3.1 Voting I n t e r e a t . Each Working Interesc Owner s h a l l 

have a v o t i n g interesc equal co i t s Unic P a r t i c i p a t i o n l n e f f e c t at the 

clce such voce i s taken. 

4.3.2 Vote P.equlred. Except as nay otherwise be provided 

herein or in the Unic Agreement, Working I n t e r e s t Owners s h a l l acc upon 

and determine a l l matters coming before then by the a f f i r m a t i v e vote of 

three (3) or more Working I n t e r e s t Owners having a combined Voting 

I n t e r e s t o f at lease s i x t y - f i v e percent (65'/.), provided t h a t , should 

any one Working Incerest Owner own more chan t h i r t y - f i v e , percenc (357.) 

Voting I n t e r e s t , I t s negative vote or f a i l u r e co voce s h a l l not defeac 

a motion and such motion s h a l l pas, [ f 3 u c h n o t i o n i> approved by a 

majority of the Voting I n t e r e s t , end such a f f i r m a t i v e vote s h a l l be 

c o n t r o l l i n g on a l l p a r t i e s . 
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4.3.3 Vote ac Meeting by Non-attending Working I n t e r e s t 

Owners. Any Working I n t e r e s t Owner not represented at a meeting r.ay vote 

on any Iters Included i n the agenda o f the meeting by l e t t e r or telegram 

addressed to the chairman of the meeting provided such vote is received 

p r i o r to the submission o f such item to vote. Such vote s h a l l not be 

counted w i t h respect to any item on the agenda which la amended at the 

nee t i n g . 

4.3.4 Poll Votes. Working I n t e r e s t Owners may vote on and 

decide, by l e t t e r or telegram, any matter submitted i n w r i t i n g to Work­

ing I n t e r e s t Owners, i f no meeting i s requested, as provided i n Section 

4.2, w i t h i n ten (10) days a f t e r the proposal i s sent to Working I n t e r e s t 

Owners. L'nit Operator w i l l give prompt notice of the r e s u l t s of the voting 

to a l l Working I n t e r e s t Owners. 

ARTICLE S 

INDIVIDUAL RIGHTS 
OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights. Working I n t e r e s t Owners seve r a l l y 

reserve to themselves a l l t h e i r r i g h t s , except as otherwise provided 

i n t h i s sgree=ent and the Unit Agreement. 

5.2 Specific Rights. Each Working I n t e r e s t Owner s h a l l have, 

arsong others, the f o l l o w i n g s p e c i f i c r i g h t s : 

5.2.1 Access to Unit Area. Access to the Unit Area at 

a l l reasonable tines to inspect Unit operations, a l l w e l l s , and the 

records and data p e r t a i n i n g t h e r e t o . 

5.2.2 Reports. The r i g h t to receive from Unit Operator, 

upon w r i t t e n request, copies o f a l l reports to any governmental agency, 

reports of crude o i l runs and stocks, inventory r e p o r t s , and a l l other 

Information p e r t a i n i n g to Unit operations. The cost o f gathering and 

fur n i s h i n g information not o r d i n a r i l y furnished by Unit Operator to a l l 

Working I n t e r e s t Owners s h a l l be charged to the Working I n t e r e s t Owner 

who requests the Information. 

ARTICLE 6 

UNIT OPERATOR 

6-1 Unit Operator. SKELLY OIL COMPANY is hereby designated 

as Unit Operator. 
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6.2 Resignation or Removal. Unit Operator may resign or be 

removed at any time under procedures prescribed I n Section 7 of the 

Unit Agreement. 

6.3 Selection of Successor. Upon the resignation or removal 

of a Unit Operator, a successor Unit Operator s h a l l be selected by Work­

ing I n t e r e s t Owners i n the mariner prescribed i n Section 8 of the Unit 

Agreement. • 

ARTICLE 7 

AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7.1 Exclusive Right to Operate U n i t . Subject to the provisions 

of t h i s agreement end to i n s t r u c t i o n s from Working I n t e r e s t Ovners, 

Unit Operator s h a l l have the exclusive r i g h t and be obligated to conduct 

Unit Operations. 

7.2 Workmanlike Conduct. Unit Operator s h a l l conduct Unit 

Operations in a good and workmanlike manner as would a prudent operator 

under the same or s i m i l a r circumstances. Unit Operator s h a l l f r e e l y 

consult w i t h Working I n t e r e s t Owners and keep them informed of a l l matters 

which Unit Operator, i n the exercise of i t s best judgment, considers 

important. Unit Operator s h a l l not be l i a b l e to Working I n t e r e s t Owners 

for damages, unless such damages r e s u l t frcm i t s gross negligence or w i l l ­

f u l misconduct. 

7.3 Liens and Encumbrances. Unit Operator s h a l l endeavor to 

keep the lands and leases i n the Unit Area free from a l l liens and en­

cumbrances occasioned by Unit Operations, except the l i e n as o u t l i n e d 

l n Section 11.5. 

7.4 Employees. The number of employees used by Unit Operator i n 

conducting u n i t operations, t h e i r s e l e c t i o n , hours of labor, and com­

pensation s h a l l be determined by Unit Operator. Such employees s h a l l be 

Che employees of Unit Operator. 

7.5 Records. Unit Operator s h a l l keep correct books, accounts, 

end records o f Unit Operations hereunder and s h a l l permit any party 

hereto to examine a l l records of same at any reasonable time. 

7.6 Reports to Working I n t e r e s t Owners. Unit Operator s h a l l 

f u r n i s h to Worlcimg I n t e r e s t Owners p e r i o d i c reports of Unit Operations 

as prescribed by the Working I n t e r e s t Owners. 

7.7 Reports to Governmental A u t h o r i t i e s . Unit Operator s h a l l 

make a l l reports to governmental a u t h o r i t i e s that l t has the duty to 
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make ae Unit Operator. 

7.8 Engineering and Geological I n f o r m a t i o n . Unit Operator 

s h a l l f u r n i s h to a Working I n t e r e s t Owner, upon w r i t t e n request, a copy 

of the log and other engineering and geolo g i c a l data p e r t a i n i n g t o weUs 

d r i l l e d for Unit Operations. 

7.9 Expenditures. Unic Operator i s authorized to cake single 

expenditures not in excess of F i f t e e n Thousand Doll a r s ($15,000.00) 

without p r i o r approval of Working I n t e r e s t Owners. I f an emergency occurs, 

Unit Operator may Immediately make or incur such expenditures as i n i t s 

opinion are required to deal w i t h the emergency. Unit Operator s h a l l 

report to Working I n t e r e s t Owners, as promptly as possible, the nature 

cf the emergency and the action taken. 

7.10 Wells D r i l l e d bv Unit Operator. A l l wells d r i l l e d by Unit 

Operator s h a l l be et the usual rates p r e v a i l i n g i n the area. Unit Operator 

may employ i t s own. tools and equipment under terms end conditions epproved 

by Working I n t e r e s t Owners. 

ARTICLE 8 

TAXES 

B.l Ad Valorem Taxes. Unit Operator s h a l l , beginning w i t h the 

f i r s t calendar year a f t e r the e f f e c t i v e date hereof, make and f i l e f o r 

ad valorem tax purposes a l l necessary r e n d i t i o n s and returns w i t h the 

proper taxing a u t h o r i t i e s or governmental subdivisions covering a l l real 

and personal property of each Working I n t e r e s t Owner w i t h i n the u n i t i z e d 

lend and used or held by Unit Operator l n connection w i t h the develop­

ment and operation of the Unitized Formation. Any Working I n t e r e s t Owner 

d i s s a t i s f i e d w i t h any proposed r e n d i t i o n or assessment of i t s i n t e r e s t 

In r e a l or personal property, s h a l l have the r i g h t , at i t s own expense, 

to prote8t and r e s i s t the same. A l l such ad valorem taxes due and payable 

on account of r e a l and personal property of each Working I n t e r e s t Owner 

i n , on and under the u n i t i z e d Und which I s used i n connection w i t h Unit 

Operations s h a l l be paid by Unit Operator f o r the Joi n t account I n the 

same manner as other costs and expenses of Unit Operations; provided, 

that i f the i n t e r e s t of "a Working I n t e r e s t Owner i s subject to separately 

aseessed o v e r r i d i n g r o y a l t y i n t e r e s t , production payment, or other i n ­

t e r e s t l n excess of l / 8 t h r o y a l t y , such Working i n t e r e s t Owner s h a l l be 

given c r e d i t f o r the reduction i n taxes paid r e s u l t i n g therefrom. 
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£.2 Other Taxes. Each Working I n t e r e s t Owner s h a l l pay or cause 

to be paid a l l production, severance, gathering, and other taxes Imposed 

upon or l n reepect to the production or handling of i t s share of Unitized 

Substances. 

ARTICLE 9 

INSURANCE 

9.1 Insurance. Unit Operator, at a l l times while conducting 

operations hereunder, s h a l l purchase or provide p r o t e c t i o n f o r the benefit 

of the parties hereto, comparable t o t h a t afforded under standard form 

p o l i c i e s of insurance as follows: 

(1) Workmen's Compensation and Employers' L i a b i l i t y insur­

ance providing b e n e f i t s i n accordance w i t h the lews 

of the State of New Mexico. 

(2) General Public L i a b i l i t y insurance w i t h Bodily I n j u r y 

l i m i t s of $100,000 per person and $300,COO per accident 

and a Property Damage l i m i t of $100,OCO per accident. 

(3) Automobile Public L i a b i l i t y Insurance w i t h Eodlly I n -

Jury l i m i t s of $100,000 per person and $300,000 per 

accident and a Property Damage l i c i t of $50,000. 

Unit Operator s h a l l charge the Joint account an a-ount not to 

exceed the premium applicable to the p r o t e c t i o n provided i n Paragraphs 

1 and 2 above. 

Unit Operetor s h a l l not provide any other kinds of Insurance for 

the benefit of the p a r t i e s hereto except w i t h mutual w r i t t e n consent of 

the parties. 

Insurance requirements f o r contractors or sub-contractors s h a l l bs 

l e f t to the Judgment o t Unit Operator. 

Should Skelly O i l Company cease t o be Unit Operator hereunder, 

any new Unit Operator s h a l l carry Workmen's Compensation Insurance and 

General Public L i a b i l i t y and Automobile Public L i a b i l i t y and Property 

Damage Insurance w i t h l i m i t s as'above s p e c i f i e d or es mutually agreed 

upon by the parties hereto. 

ARTICLE 10 

ADJUSTMENT OF INVESTMENTS 

Personal Property Taken Over. Upon execution of t h i s agree­

ment by the respective Working I n t e r e s t Owners, each elects that i t s wells 

e« shown on Exhibit "A" are hereby 'coomltted to the Unit. Upon the e f f e c t i v e 
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date hereof, but aubject to A r t i c l e 12 and the other provisions of t h i s 

A r t i c l e 10, said Working I n t e r e s t Owners s h a l l d e l i v e r to Unit Operator 

the fol l o w i n g : 

10.1.1 ^Wells and Casing. A l l thoBe wells shown on E x h i b i t 

"A" i a Usable Condition together w i t h t h a t p o r t i o n of a l l wells completed 

or to be completed by the Unit Operator l n the Unitized Formation, which 

are used or usable i n whole or t n p a r t f p r production of Unitized Sub­

stances or f o r i n j e c t i o n or other purposes together w i t h the casing 

t h e r e i n above the base of the U n i t i z e d Formation. I n dual completion 

w e l l s , Unit Operator s h a l l take over an undivided one-half i n t e r e s t i n 

the casing to the base of the U n i t i z e d Formation where the Unitized 

Formation l i e s above the other formation i n which the w e l l is completed. 

Where the other formation i n which the w e l l is completed l i e s above the 

Unitized Formation, Unit Operator s h a l l take over an undivided cne-half 

i n t e r e s t ir. the casing to the base of the other formation er.d a f u l l 

i n t e r e s t be'.cw eeid point. 

10.1.2 Well and Lease Ecutpment. The tubing i n each such 

w e l l , the wellhead connections thereon, and a l l other lease and operating 

equipment that is used i n the operation of such wells and which the Work­

ing I n t e r e s t Owners then determine may be necessary or desirable for con­

ducting Unit Operations. 

10.1.3 Records. A copy of a l l production and well records 

t h a t p e r t ain to such delivered w e l l s . 

10.2 Assessment l n Lieu of Usable Well. Each of the Working 

I n t e r e s t Owners named l n Exhibit "F", i n l i e u of d e l i v e r i n g to the Unit 

the wells l i s t e d thereon i n Usable Condition as of the e f f e c t i v e date 

hereof, does herewith bind i t s e l f and agree to the f o l l o w i n g : 

10.2.1 Schedule I - Assessments. Each of the Working I n ­

t e r e s t Ovners l i s t e d under Schedule 1 of Exhibit "F" w i l l d e l i v e r i t s 

v e i l s l i s t e d thereunder to Unit Operator on tlie e f f e c t i v e date hereof, 

and each s h a l l pay I t s proportionate share of any remedial work approved 

by the Working I n t e r e s t Owners and done to make any Schedule I w e l l a 

Usable Well, based on the r a t i o that i t s t o t a l assessments under Schedule 

I for I t s wells which are not Usable Wells on the e f f e c t i v e date hereof 

bears to the t o t a l assessments under Schedule I f o r a l l the wells l i s t e d 

thereon which are not Usable Wells on the e f f e c t i v e date hereof. Unit 

Operator ahall b i l l each Working I n t e r e s t Owner who Is obligated hereunder 
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from ti n e to tine for i t s share of the cost of remedial work as such 

work is performed. I n s t a l l a t i o n of casing to the top of the Langlie-

K a t t l x formation s h a l l be i n i t i a t e d only a f t e r approval by the Working 

I n t e r e s t Owners as provided i n A r t i c l e 4 of t h i s agreeaent; provided, 

however, that i f such casing i s not i n s t a l l e d w i t h i n two years a f t e r 

the "effective date of this agreeaent, said I n s t a l l a t i o n s h a l l be at 

the expense of a l l Working I n t e r e e t Owners rather than those l i s t e d t n 

Schedule I of Exhibit "F". I n no event s h a l l any Working I n t e r e s t Owner 

be separately assessed hereunder an amount i n excess of the t o t a l 

assessments under Schedule I shown opposite i t a wells which are not 

Usable Wells on the e f f e c t i v e date of t h i s agreement. Any costs i n 

excess cf those seperately assessed hereunder s h a l l be charged as Unit 

expense. 

10.2.2 Schedule I I - Assessments. The Working I n t e r e s t 

Owners of those wells l i s t e d under Schedule I I of Exhibit "F" may re­

t a i n f o r t h e i r own use, as to formations other than the U n l t l t e d 

Formation, the wells l i s t e d thereunder. Any Working Interest Owner 

who f a i l s to del i v e r as a Usable Well on the e f f e c t i v e dste of t h i s agree­

ment any of the wells l i s t e d under Schedule I I of Exhibit "F" 6 h a l l 

be assessed in l i e u thereof the amount Bet f o r t h opposite such w e l l . 

The assessment r.ay be paid i n cash, f o r c r e d i t to the j o i n t account, w i t h i n 

t h i r t y (30) days a f t e r Phase I I becomes e f f e c t i v e , or cay be paid out of 

Eixty percent (6C7.) of the production a l l o c a t e d to the t r a c t , under 

Phase I I , on which such w e l l i s located. 

10.2.3 Schedule I I I - Assessments. Working I n t e r e s t Owners 

may, at any t l - e aft£z the e f f e c t i v e date hereof, determine that those 

wells l i s t e d under Schedule I I I of E x h i b i t "F" which have not been com­

pleted as Usable Wells p r i o r to the e f f e c t i v e date hereof, need to be 

completed aa Usable Wells. When such determination 16 made, Unit Operator 

s h a l l make appropriate w r i t t e n demands on the Working Interest Ovners of 

the wells determined necessary. Withi n t h i r t y (30) days a f t e r such demand, 

each Working I n t e r e s t Owner upon whom demand i s made shall advise Unit 

Operator of i t s e l e c t i o n as to the f o l l o w i n g : 

A. Within ninety (90) days a f t e r demand as provided 

above, each Working I n t e r e s t Owner upon whoa demand 

is made sh a l l complete and equip, at i t s sole cost, 
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r i s k and expense, a Usable Well. Upon delivery to 

Unit Operator of a Usable Well, an inventory and 

adjustment of investment s h a l l be effected l n 

accordance with the other provisions of this 

A r t i c l e 10. 

E. Working I n t e r e s t Owners upon whom demand is made 

under t h i s Section 10.2.3 may, i n l i e u of f u r n i s h ­

ing a Usable Well, e l e c t to pay i n cash to the Unit 

Operator, for c r e d i t to the j o i n t account, the amount 

shoun under Schedule I I I of E x h i b i t "F" opposite the 

well f o r which demand i s made. Payment s h a l l be made 

wi t h i n t h i r t y (30) days a f t e r r e c e i p t of demand for a 

Usable Well. 

10.3 Inventory. On the e f f e c t i v e date hereof, or as soon there­

a f t e r as feesible, Working I n t e r e s t Owners s h a l l , at Unit expense, i n ­

ventory t i e personal property taken over under Section 13.1 above. Such 

inventory s h a l l te l i r t i t e d to c o n t r o l l a b l e m a t e r i a l as defined by the 

"Material C l a s s i f i c a t i o n Manual", 1967 P r i n t , issued by the Council of 

Petroleum. Accountants Societies of North America; provided however, that 

for adjustment purposeB only, sucker rods, down-hole pumps and other items 

as agreed upon by the Working I n t e r e s t Owners w i l l be treated the same 

as c o n t r o l l a b l e equipment. Although a l l casing s h a l l be included i n f u l l 

d e t a i l i n the Inventory, the value o f the casing f o r adjustment purposes 

s h a l l be zero. Koncontrollable Items which are omitted from the inventory 

s h a l l , nevertheless, be taken over by the Unit i f i n use on the property. 

As to any Tract, Unit Operator s h a l l n o t i f y each Working I n t e r e s t O-Tier 

therein at least ten (10) days p r i o r to the taking o f the Inventory with 

respect to sach Tract, so that each o f said Working I n t e r e s t Owners nay 

make arrangements to be represented at the taking o f the inventory. F a i l ­

ure of a WorVing Interest Owner to be represented a t the taking of the 

inventory s n a i l , nevertheless, bind Such Working I n t e r e s t Owner to accept 

the Inventory taken by representatives o f the other Working I n t e r e s t Owners. 

10.4 Inventory Evaluation and Approval. Unit Operator s h a l l 

f u r n i s h for -erppTmal by Working I n t e r e s t Owners an Inventory r e f l e c t i n g 

the following:; 

I*J A l i s t of c o n t r o l l a b l e m a t e r i a l and equipment, except 

i 

for materHal and equipment required f o r production from non-unitized 



formations, deemed necessary or desirable for Unit Operations. The 

n a t e r l a l and equipment so l i s t e d s h a l l be valued at eighty percent 

(EC7.) of the price basis prescribed for material i n Paragraph 2 

of A r t i c l e IV of Ex h i b i t "E", the applicable conditions to be 

indicated on the inventory; provided, however, that material and 

equipment not c l a s s i f i e d to be i n co n d i t i o n B or C as specified 

i n Paragraph 2 of A r t i c l e IV o f Exhibit E s h a l l not be taken over 

by Unit Operator except by special agreement with the owners o f 

said equipment as approved by the Working I n t e r e s t Ovners. 

(b) A l i s t of ma t e r i a l and equipment serving the Unitized 

Formation deemed necessary by the Unit Operator f o r the temporary 

ccr.ver.len:e of the Unit. Said material and equipment shall be 

retained on a loan basis for a period of time not to exceed six 

(6) months from and a f t e r the e f f e c t i v e date of t h i s agreement 

unless Individual arrangement has been made for the fu r t h e r 

use thereof. 

(c) A l i s t of the m a t e r i a l and equipment which, although 

taken over by Unit Operator, i s not, as o f date of submission 

of s i i i inventory for Working I n t e r e s t Owner approval, deemed 

necessary or desirable for Unit Operations, 

10.5 Adjustment of Investment. Upon approval by the Working 

I n t e r e s t Owners of the inventory evaluation r e f e r r e d to i n Section 10.4 

hereof, each Working I n t e r e s t Owner 6 h a l l be c r e d i t e d with the value as 

determined l n accordance w i t h Section 10.4 (a) above, of I t s I n t e r e s t 

l n a l l material and equipment taken over by Unit Operator under Section 

10.1 of th i s agreement and charged w i t h an amount equal to th a t obtained 

by m u l t i p l y i n g the t o t a l value of a l l such m a t e r i e l and equipment taken 

over by Unit Operator by such Working I n t e r e s t Owner's Phase I I Unit 

P a r t i c i p a t i o n . I f the charge against any Working I n t e r e s t Owner ia 

greater than the amount cr e d i t e d to euch Working I n t e r e s t Owner, the 

r e s u l t i n g net charge sha l l be paid and l n a l l other respects be treated 

as any other item of Unit expense chargeable agaln6t such Working I n t e r e s t 

Owner. I f the c r e d i t to any Working I n t e r e s t Owner i s greater than the 

emount charged egainet such Working I n t e r e s t Owner, the r e s u l t i n g net c r e d i t 

s h a l l be paid to such Working I n t e r e s t Owner by Unit Operator out of funds 

received by i t In settlement of the net charges described above. 
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10-6 Removal o f Non-Unit Equipment. Upon approval by the Working 

I n t e r e s t Ovners o f the inventory r e f e r r e d to i n Sect ion 10.4 hereof , the 

ma te r i a l and equipment l i s t e d as surp lus as provided l n Section 10.4 (c) 

s h a l l be reclaimed by the owner the reo f and may be removed from the Uni t 

Area at any time or sha l l be removed w i t h i n a reasonable time a f t e r the 

owners of such property have been requested to do 80 by Unit Operator 

unless said mater ia l and equipment are necessary f o r use by the owners 

thereof i n the operation or development o f horizons not u n i t i z e d under 

the Uni t Agreement and t h i s agreement. M a t e r i a l and equipment l i s t e d 

under Section 10.4 (b) sha l l be reclaimed and removed by the owner thereof 

on request of Unit Operator. 

10.7 General F a c i l i t i e s , The a c q u i s i t i o n o f warehouses, ware­

house stocks, lease houses, camps, f a c i l i t y systems, and o f f i c e bu l l d inga 

necessary for Unit Operations s h a l l be by n e g o t i a t i o n by the owners thereof 

and Uni t Operator, subject to the approval o f Working I n t e r e s t Owners based 

upon the i r respective Phese I I 'Jr.it P a r t i c i p a t i o n s . There s h a l l be no 

adjustment for lease roads or appurtenances t h e r e t o . 

10.8 Ownership of Personal Property and F a c i l i t i e s . Each Working 

I n t e r e s t Owner s h a l l , by v i r t u e hereof , own an undivided In te res t i n a l l 

personal property and f a c i l i t i e s taken over or otherwise acquired by Uni t 

Operator pursuant to th i s agreement, and said undivided i n t e r e s t s h a l l be 

equal to i t s phase I I Unit P a r t i c i p a t i o n . 

ARTICLE 11 

UNIT EXPENSE 

11.1 Sasls o f Charges to Working I n t e r e a t Owners. Un i t Operator 

initially shall pay and discharge all costs and expenses incurred tn the 
V 

development and operation of the Uni t Area . Each Working I n t e r e s t Owner 

s h a l l reimburse Unit Operator f o r I t s p r o p o r t i o n a t e share o f a l l such 

costs and expenses as f o l l o w s : 

Operating Expense. Beginning a t 7:00 A . M . , on the 

e f f e c t i v e date hereof, a l l opera t ing expenses s h a l l be shared by Working 

I n t e r e a t Owners i n accordance w i t h t h e i r respect ive Uni t P a r t i c i p a t i o n 

as set out i n Exhib i t "D" which are i n e f f e c t at the time eaid expenses 

are i ncu r red . 

1 1 - 1 - 2 Capital Expenditures . Beginning at 7:00 A . M . , on 

.he e f f e c t i v e date hereof, and t h e r e a f t e r dur ing the l i f e o f th i s agree-

i 

c e n t , e l l c a p i t a l expenditures f o r development and f o r the purchase and 



I n s t a l l a t i o n of c a t e r l a l c l a s s i f i e d ss investment items s h a l l be shared 

by Working Int e r e s t Owners i n accordance w i t h t h e i r respective Phase I I 

Unit Participations as set out i n E x h i b i t "D". 

A l l charges, c r e d i t s and accounting f o r costs and expenses s h a l l 

be governed by Exhibit "E" or, when appl i c a b l e , the provisions of Section 

11.1.2 hereof. 

11.2 Budgets. Before or as soon as p r a c t i c a l a f t e r the effeccive 

date hereof. Unit Operator s h a l l prepare a budget o f estimated costs and 

expenses for the remainder of the calendar year, and on or before the f i r s t 

day of each October t h e r e a f t e r s h a l l prepare a budget of estimated costs 

and expenses for the ensuing calendar year. Such budgets s h a l l set f o r t h 

the estimated c o s t i and expenses by q u a r t e r l y periods. Eudgets EO prepared 

s h a l l be estimates only and s h a l l be subject to adjustment and c o r r e c t i o n 

by Working Interest Owners and Unit Operator frcm time to time whenever 

i t s h a l l appear that an adjustment or c o r r e c t i o n is proper. A copy of 

such budget end adjusted budget s h a l l be promptly furnished each Working 

I n t e r e s t Owner. 

11.3 Advance B i l l i n g s . Unit Operator s h a l l have the r i g h t to 

require Working I n t e r e s t Ovners to advance t h e i r respective shares of 

estimated Unit expense by submitting to Working I n t e r e s t Owners, on 

or before the 15th day of eny month, an Itemized estimate thereof for 

the succeeding month, wi t h a request for payment i n advance. Within 

f i f t e e n (15) days t h e r e a f t e r , each Working I n t e r e s t Owner s h a l l pay 

to Unit Operator i t s share of such estimate. Adjustments between 

estimated and actual Unit Expense s h a l l be made by Unit Operator at the 

close of each calendar month, and the accounts of Working I n t e r e s t Owners 

s h a l l be adjusted accordingly. 

11.4 Commingling o f Funds. No funds received by Unit Operator 

under this agreement need be segregated or maintained by i t as a separate 

fund, but may be commingled w i t h l t 6 own funds. 

11.5 l i e n of Unit Operator and Working I n t e r e s t Owners. Each 

Working I n t e r e s t O^ner grants to Unit Operator a l i e n upon i t s o i l and gas 

r i g h t s l n each Tract, I t s ' share o f Unitized Substances when produced, and 

i t s Intereet l n e l l Unit equipment, es security for payment of i t s share of 

Unit expense, together w i t h i n t e r e a t thereon at the r a t e o f ten percent 

(107.) per annum. Unit Operator s h a l l have the r i g h t to bring s u i t to enforce 

c o l l e c t i o n of suc)i indebtedness w i t h or without seeking foreclosure of the 
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l i e n . In a d d i t i o n , upon d e f a u l t by any Working I n t e r e s t O-ner i n the pay­

ment of i t s share of Unit expense, Unit Operator, without prejudice to other 

ex i s t i n g remedies, s h a l l have the r i g h t to c o l l e c t from the purchaser the 

proceeds from the sale o f such Working I n t e r e a t Owner's share o f Unitized 

Substances u n t i l the amount owed by such Working I n t e r e s t O.-ner, plus i n ­

terest as aforesaid, has been paid. Each purchaser s h a l l be e n t i t l e d to 

r e l y upon Unit Operator's w r i t t e n statement concerning the arount of any 

d e f a u l t . Unit Operator grants a l i k e l i e n to the Working I n t e r e s t Owners. 

11.6 Unpaid Unit Expense. I f any Working I n t e r e s t Owner f a i l s to 

pay i t s share of Unit expense w i t h i n s i x t y (60) days a f t e r r e n d i t i o n of a 

statement therefor by Unit Operator, each Working I n t e r e s t Owner agrees, upon 

request by Unit Operator, to pay i t s p r o p ortionate part of the unpaid share 

of Unit expense of the d e f a u l t i n g Working I n t e r e s t Owner. The Working I n ­

terest O-.-.ers that pay the share of Unit expense of a d e f a u l t i n g Working I n ­

terest Owner s h a l l be reimbursed by the Unit Operator for the amount so paid, 

plus any i n t e r e s t c o l l e c t e d thereon, upon re c e i p t by Unit Operator of any past 

due amount collected from the d e f a u l t i n g Working I n t e r e s t Owner. Any Working 

I n t e r e s t O-T.er so paying a d e f a u l t i n g Working i n t e r e s t Owner's share of Unit 

expense shall be subrogated to the l i e n and r i g h t s herein granted Unit Operator. 

11.7 Uncommitted Royalty. Should an owner of a P.oyalty I n t e r e s t in 

any Tract f a i l to become a party to the Unit Agreement, and, as a r e s u l t there­

o f , the actual Royalty I n t e r e s t payments w i t h respect to such Tract are 

more or less than the Royalty I n t e r e s t payments computed on the basis of the 

Unitized Substances that are allocated to such Tra c t under the Unit Agree­

ment, the difference s h a l l be borne by or inure to the b e n e f i t of Working 

In t e r e s t Owners i n pro p o r t i o n to t h e i r respective Unit P a r t i c i p a t i o n s ; how­

ever, the difference*"to be borne by or inure to the b e n e f i t o f Working I n ­

ter e s t Owners s h a l l not exceed an amount computed on the basis of one-eighth 

(1/8) of the d i f f e r e n c e between the Unitized Substances al l o c a t e d to the 

Tract and the Unitized Substances produced from the Tract. Such adjustments 

s h a l l be made by charges and c r e d i t s to the J o i n t account. I f the i n t e r e s t 

of such Royalty Owner i s an o v e r r i d i n g r o y a l t y I n t e r e s t , production payment 

or other i n t e r e s t conveyed out of a Working I n t e r e s t , the o b l i g a t i o n to make 

the p«yment or to otherwise s a t i s f y 6uch Royalty Owner s h a l l be the sole 

o b l i g a t i o n of the Working I n t e r e s t Owner or Owner6 whose I n t e r e s t i s burdened 

thereby. 
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ARTICLE 12 

NOH-UNITIZED FORMATIONS 

12.1 Right to Operate. Any Working I n t e r e s t Owner t h a t now 

has or hereafter acquires the r i g h t to d r i l l f o r and produce o i l , gas 

or other minerals, from other than the Unitized Formation, s h a l l have 

the r i g h t to do so notwithstanding t h i s agreement or the Unit Agreement. 

In exercising the r i g h t , however, the Working I n t e r e s t Owner s h a l l 

exercise reasonable precaution to prevent unreasonable in t e r f e r e n c e 

w i t h Unit Operations. No Working I n t e r e s t Owner s h a l l produce Unitized 

Substances through any w e l l d r i l l e d or operated by i t . I f any Working 

I n t e r e s t O^ner d r i l l s any w e l l i n t o or through the Unitized Formation, 

the Unitized Formation s h a l l be protected i n a manner s a t i s f a c t o r y to 

Working Interest Owners so t h a t the production o f Unitized Substances 

w i l l not adversely be a f f e c t e d . 

12.2 M-iltlple Completions - L i m i t a t i o n s . There t h a l l be no wells 

In the Unit Area completed i n more than two producing formations, one of 

which i s the Unitized Formation, except under such terms and conditions as 

may be agreed upon by the Working I n t e r e s t Owners. 

12.3 Joint Operations Provided For. M u l t i p l y completed wells 

s h a l l be handled as f o l l o w s : 

12.3.1 Rights o f Unit Operator and A l l o c a t i o n c f Cost Be­

tween Unitized end Non-Unltlzed Operations. Unit Operator s h a l l have the 

r i g h t to operate that p o r t i o n of multiply-completed wells which were 

delivered to l t pursuant to A r t i c l e 10 above f o r production o f U n i t i z e d 

Substances or as i n j e c t i o n w e l l s or f o r any other purpose pursuant to 

or i n connection with the Unit operations provided f o r herein. The 

Working Int e r e s t Owner or Owners who own O i l and Cas Rights to any 

formation other than the U n i t i z e d Formation wherein any 6uch m u l t i p l y -

completed well is s i t u a t e d , h e r e i n a f t e r c a l l e d "Other Operator", s h a l l 

have the r i g h t at i t s sole cost, r i s k and expense to operate t h a t p o r t i o n 

of such w e l l which i t has r e t a i n e d f o r the production of o i l and gas 

from such formation other than the U n i t i z e d Formation, h e r e i n a f t e r c a l l e d 

"Other Formation". The'cost and expense of operating a multiply-completed 

w e l l as to the Unitized Formation and keeping and maintaining the personal 

property delivered to Unit Operator pursuant to A r t i c l e 10, save and except 

for casing, shall i t borne e n t i r e l y by the Working I n t e r e s t Owners of the 
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Unit the same as i f such w e l l were a s i n g l e completion i n the Un i t i z ed 

Formation. 

Except where circumstances and cond i t ions warrant o therwise , 

Uni t Operator sha l l be e n t i t l e d to I n s t a l l tubing o f a s ize equal to the 

tubing i n s t a l l e d and used f o r the Other Formation, l t being the i n t e n t i o n 

hereby to provide tha t Unit opera t ions s h a l l not be subordinated to a 

secondary or i n f e r i o r s t a tus . < 

12.3.2 Subsequent Completion i n Formation Other than 

U n i t i z e d Formation. Ko w e l l i n which the Uni t owns a p a r t i a l or f u l l 

I n t e r e s t may be subsequently completed or recompleted i n another fo rmat ion 

wi thou t the consent of the Working I n t e r e s t Owners. 

12.3.3 Workovers or Other S i m i l a r Operations In H j l t l o l v -

Corroleted Wells. I f e i t he r the U n i t Operator or Other Operator should 

des i re Co conduce a workover, r e c o n d i t i o n i n g or other opera t ion which 

would r e su l t in any i n t e r r u p t i o n or cessa t ion of operations being con­

ducted i n , upon cr w i t h respect to such w e l l by the other p a r t y , then 

the par ty des i r ing to undertake such o p e r a t i o n sha l l f i r s t n o t i f y the 

o ther par ty In w r i t i n g at l eas t f i f t e e n (15) days p r i o r to commencing 

the proposed opera t ion, sec t lng out a complete and de ta i l ed d e s c r i p t i o n 

the reof . A f t e r the e x p i r a t i o n o f the f i f t e e n (15) day p e r i o d , cr 

sooner i f mutually agreeable, the p a r t y d e s i r i n g to undertake such 

operat ions may proceed i n accordance w i t h i t s proposal sub jec t to any 

amendments or changes which have been mu tua l ly agreed upon by the 

p a r t i e s during the f i f t e e n (15) day p e r i o d . Such operations s h a l l be 

performed ln a good and workmanlike ramner and, except as h e r e i n a f t e r 

provided wi th respect to cas ing, a t the sole cost , r i s k and expense 

o f the par ty undertaking the work. The p a r t y undertaking the work 

s h a l l at his sole cost , r i s k and expense make a l l reasonable e f f o r t s 

to res tore the format ion operated by the o ther par ty to the same work­

ing cond i t i on and status o f performance which existed p r i o r to under­

t ak ing che work. Except f o r gross negligence or w i l l f u l misconduct, 

the pa r ty undertaking euch work s h a l l no t be l i a b l e beyond the duty 

imposed by the preceding sentence hereof or responsible f o r any damages 

to or loss of product ion from the f o r m a t i o n operated by the parcy not 

d e s i r i n g to undertake the work, nor s h a l l such undertaking par ty be 

l i a b l e f o r any damage to the w e l l or the cas ing . 
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12.3.4 Maintenance of Casing,. In Che event any casing repairs 

become necessary with respect to a multiply-completed well which are not 

the result of workovers or other similar operations hereinabove provided 

for, the Unit Operator and Other Operator s h a l l pay the cost of such re­

pairs ln the following proportions: I f the Unitized Formation l i e s below 

the other formation in which the well is completed, the Unit Operator and 

the Other Operator shell share equally the cost of any casing repairs 

necessary to the base of the other said formation and the cost of any 

repairs necessary from the base of the other said formation to the base 

o f the Unitized Formation s h a l l be borne s o l e l y by the Unit Operator; 

I f the Unitized Formation l i e s above the other formation i n which the well 

16 ccrr-p le ;ed, the Unit Operetor end the Other Operator s h a l l share equally 

the costs of any necessary repairs to the base of the Unitized Formation 

and the cost of sr.y repairs necessary below the base o f the Unitized 

Formation s h a l l be borne so l e l y by the Other Operator. 

12.3.5 F.eolacement Wells. I f as a consequence c f any deeper 

d r i l l i n g , workover or re p a i r s , a replacement well has been proposed by 

the Unit Operator, e i t h e r the Working I n t e r e s t Owners or the Other Operator 

cay e l e c t whether or not to p a r t i c i p a t e i n the d r i l l i n g of such replace­

ment well as a multiple-completion w e l l . I n the event such a replacement 

w e l l ia to be d r i l l e d , the cost of d r i l l i n g the same to the base of the 

Unitized Formation s h a l l be borne by the Working I n t e r e s t O-ners and the 

Other Operator i n equal shares, i f the Unitized Formation l i e s above the 

other formation i n which the w e l l Is completed, and the cost of d r i l l i n g 

said replacement w e l l below the Unitized Formation s h a l l be borne by the 

Other Operator. I f the Unitized Formation l i e s below the other formation 
4' 

i n which said replacement w e l l i s to be completed the cost of d r i l l i n g 

the same to the base o f the other formation w i l l be borne by the Working 

I n t e r e s t Owners and the Other Operator i n equal shares, and the cost of 

d r i l l i n g eaid replacement w e l l below the base of the other formation s h a l l 

be borne by the Working I n t e r e a t Owners. The Working I n t e r e s t Owners and 

Other Operator s h a l l each pay t h e i r respective completion costs l n any such 

replacement w e l l . 

12.3.6 Communications Between Formations. Unit Operator sha l l 

be responsible for checking communications between the Unitized Formation 

and any other Formation; provided, however, the Other Operator s h a l l be 
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n o t i f i e d at least twenty-four (24) hours p r i o r to the taking of any 

packer leakage tests and be permitted to have a representative present I f 

they should so desire. The cost o f any operation performed to remedy 

communication between zones w i l l be borne equally by and between the Work­

ing I n t e r e s t Owners and the Other Operator, or Operators, of such communicat­

ing zone or zones. 

12.3.7 Abandonment. I f e i t h e r party should desire at any 

time to abandon one of i t s operations i n any multlply-completed w e l l and 

salvage i t s material and equipment therefrom, such party s h a l l be bound 

to give the other party at least a f i f t e e n (15) day notice l n w r i t i n g 

p r i o r to making such abandonment and 6 h a l l otherwise proceed as provided 

above in Section 12.3.3, subject however to the terms and provisions cf 

Section 22.1. I f both p a r t i e s mutually agree to abandon the w e l l , the cost 

of such abandonment s h a l l be shared equally. 

ARTICLE 13 

TITLES 

13.1 Werrentv and Indemnity. Each Working I n t e r e e t Owner repre­

sents and warrants that i t i s the owner of the respective Working In t e r e s t s 

set f o r t h opposite i t s name i n E x h i b i t "B" of the Unit Agreement, and hereby 

agrees to Indemnify end hold harmless the other Working I n t e r e s t Owners 

from any loss due to f a i l u r e , l n whole or i n p a r t , of i t s t i t l e co any such 

i n t e r e s t , except f a i l u r e o f t i t l e a r i s i n g out of Unic Operations; provided 

t h a t , such indemnity and warranty s h a l l be l i m i t e d to an amount equal to 

the net value that has been received from the sale or receipt of Unitized 

Substances a t t r i b u t e d to the i n t e r e s t as to which t i t l e f a i l e d . Each 

f a i l u r e of t i t l e w i l l be deemed to be e f f e c t i v e , insofar ss chi6 agreement 

ia concerned, as of t£e f i r a t day of the calendar month ln which such 

f a i l u r e i s f i n a l l y determined, and there s h a l l be no r e t r o a c t i v e adjustment 

of Unit expense, or r e t r o a c t i v e a l l o c a t i o n of Unitized Substances or the 

proceeds therefrom, as a r e s u l t of t i t l e f a i l u r e . 

13-2 Failure Because of Unit Operations. The f a i l u r e of t i t l e to 

any WorklnR Int e r e s t i n any Tract by reason of Unit Operations, Including 

non-production from euch Tr a c t , s h a l l not change the Unit P a r t i c i p a t i o n of 

the Working Int e r e s t Owner whose t i t l e f a i l e d In r e l a t i o n to the Unit P a r t i c i ­

pations of the other Working I n t e r e s t Owners at the time o f che t i t l e f a i l u r e . 
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ARTICLE 14 

LIABILITY, CLAIMS. AND SUITS 

14.1 I n d i v i d u a l L i a b i l i t y . The duties, o b l i g a t i o n s and l i a b i l i t i e s 

of Working I n t e r e s t Owners s h a l l be several and not j o i n t or c o l l e c t i v e ; 

and nothing herein contained s h a l l ever be construed as c r e a t i n g a partner­

ship of any kind. J o i n t venture, a s s o c i a t i o n , or t r u s t among Working I n t e r ­

est Owners. 

14.2 Settlements. Unit Operator may s e t t l e any s i n g l e damage 

claim or s u i t involving Unit Operations but not in v o l v i n g an expenditure i n 

excess of Two Thousand Dollars ($2,000.00), provided the payment i s i n 

complete settlement of such claim or s u i t . I f the amount required for 

settlement exceeds the above s p e c i f i e d amount, Working I n t e r e s t Owners s h a l l 

assume end take over- the f u r t h e r handling of the claim or s u i t unless such 

a u t h o r i t y is expressly delegated to Unit Operator. A l l costs snd expense 

of handling, s e t t l i n g , cr otherwise discharging such claim or s u i t s h a l l 

be an item of Unit expense. I f a claim is made against any Working I n t e r e s t 

Owner or i f eny Working I n t e r e s t Owner i s sued on accounc o f any matter 

a r i s i n g from Unit Operations and over which such Working I n t e r e s t Owner 

i n d i v i d u a l l y has no c o n t r o l because of the rights given Working I n t e r e s t 

Ovners and Unit Operator by t h i s agreement and the Unit Agreement, the Work­

ing I n t e r e s t Owner s h a l l Immediately n o t i f y the Unit Operator, and the claim 

or s u i t s h a l l be treated as any other claim or s u i t i n v o l v i n g Unic Operations. 

ARTICLE IS 

INTERNAL REVENUE PROVISION 

15.1 I n t e r n a l Revenue P r o v i s i o n . Each Working I n t e r e s t Owner 

hereby elects thaC i t and che operaCions covered by t h i s agreement be 

excluded from the a p p l i c a t i o n of Subchapter K of Chapter 1 o f S u b - t i t l e 

A o f the I n t e r n a l Revenue Code of 1954, or such p o r t i o n thereof as the 

Secretary of the Treasury of the United States or his delegate s h a l l permit 

by e l e c t i o n to be excluded therefrom. Unit Operator is hereby authorized 

and directed to execute o n b e h a l f o f each Working I n t e r e s t Owner such 

a d d i t i o n a l or fu r t h e r evidence of the e l e c t i o n as may be required by regu­

l a t i o n s issued under said Subchapter K. Should the regulations require eacli 

party to execute such f u r t h e r evidence, each Working I n t e r e s t Owner agrees 

to execute or Join i n the execution thereof. The e l e c t i o n hereby made and 

the other provisions of t h i 6 paragraph s h a l l apply l n l i k e manner to 
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applicable < t K i |J"S, regulations, and rulings now In ef f e c t cr htr«i:ter 

enacted chit have an e f f e c t similar to che federal provisions referred 

Co he re i n . 

ARTICLE 16 

NOTICES 

16.1 Not Ice;. A l l r.ocices required hereunder s h a l l be in w r i t i n g 

and sha l l be deemed to have been properly served when sent by n a i l or 

telegram co che address of che representative of each Working ir.ceresc 

C"ner as furnished to Unit Operator ir. accordance w i t h Section 4.1 hereof. 

ARTICLE 17 

WITHDRAWAL Cr WQP.KISC INTEr.EST CWVSR 

17.1 Wichdrawa I . I f any Working I n t e r e s t Owner so desires, i t 

nay withdraw from t h i s agreement by ccnveyir.g, assigning and t r a n s f e r r i n g , 

without warranty of t i t l e e i t h e r express or implied, to the other Working 

I n t e r e s t O-n-rs who do not desire to withdraw herecrc—,, a l l of che former's 

r i g h t , elele and i n t e r e s t tn and co I t s lease or leases or other operating 

r i g h t s in the Unit Area insofar as said lease, leases or rights p.-rtain 

to Che Unitized Formation, together w i t h che withdrawing Working I n t e r e s t 

Owner's Interest tn a l l w e l l s , pipe l i n e s , casing, I n j e c t i o n equipment, 

f a c i l i t i e s and other personal property used in conjunction with Che develop­

ment and operation of the Unic Area; provided, however, chat such t r a n s f e r , 

assignment or conveyance s h a l l not relieve said Working I n t e r e s t Owner 

from any o b l i g a t i o n or l i a b l l t c y Incurred p r i o r Co che date of the execuClon 

and d e l i v e r y Chereof. The inceresc so transferred, assigned and conveyed 

s h a l l be taken and owned by che other Working Inceresc Owners i n proporclon 

co t h e i r respective Phase I I Unit P a r t i c i p a t i o n s . A f t e r che execution and 

de l i v e r y of 6uch t r a n s f e r , assignment or conveyance; the withdrawing Work­

ing I n t e r e s t Onwcr s h a l l be re l i e v e d from a l l f u r t h e r o b l i g a t i o n s and 

l i a b i l i t y hereunder and under che Unit Agreemenc. Thereupon, che r i g h t 

o f such Working Inceresc Owner to any benefits subsequencly accruing here­

under and under the Unic Agreement s h a l l cease; provided, chat upon 

d e l i v e r y of said t r a n s f e r , assignment of conveyance, the assignees ( I n 

the r e d o of che respective i n t e r e s t s so acquired) s h a l l pay to che 

assignor for i t a i n t e r e a t In a l l j o i n t l y owned equipment, casing and 

other personal property the f a i r nec salvage value thereof, lesa it» 

proportionate share of che costs of terminating the U n i t , as same are 
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decemined ar.d fixed by Working I n t e r e 6 t Owners. This Section s h a l l not 

prevent, a Working I n t e r e s t Owner from assigning, conveying or otherwise 

t r a n s f e r r i n g i t s i n t e r e s t , tn whole or i n pare, provided 6uch assignment, 

conveyance or transfer 1B made subject to the terms of t h i s agreement and 

the Unit Agreement. 

ARTICLE 18 

CREATION OF NEW INTEREST 

18.1 Creation o f New I n t e r e s t . I f any Working I n t e r e s t Owner 

s h a l l , a f t e r executing t h i s agreement, create any ov e r r i d i n g r o y a l t y , 

production payment, or other s i m i l a r i n t e r e s t , hereafter ref e r r e d to as 

"new I n t e r e s t " , out of i t s i n t e r e s t subject to t h i s agreement, such new 

in t e r e s t shall be subject tc a l l the terms and provisions of thi s agree­

ment. I n the event the Working I n t e r e s t Owner owning the i n t e r e s t frcm 

which che new i n t e r e s t was created withdrews from t h i s agreemenc under 

the terms of A r t i c l e 17, cr f a i l s to pay any expenses and costs chargeable 

to i t under this agreement and the production to the c r e d i t of such. Work­

ing I n t e r e s t Owner is i n s u f f i c i e n t for Chat purpose, the owner of the new 

in t e r e s t w i l l be l i a b l e for the pro r a t a p o r t i o n of a l l costs and expenses 

for which the o r i g i n a l Working I n t e r e s t Owner creating such new interesc 

would have teen l i a b l e by v i r t u e of his ownership of the new i n t e r e s t 

had the same not been tr a n s f e r r e d . I n t h i s event, the l i e n provided i n 

Section 11.S may be enforced against such new i n t e r e s t . I f the owner 

of the new in t e r e s t bears a p o r t i o n of the costs ar.d expenses or the same 

is enforced against Such new i n t e r e s t , che owner of the new i n t e r e s t w i l l 

be subrogated to che r i g h t s of the Unit Operator wich respect to the i n ­

ceresc p r i m a r i l y chargeable w i t h euch costs and expenses. 

ARTICLE 19 

ABANDONMENT OF WELLS 

19.1 Rights of Former Owners. I f Working I n t e r e s t Owners decide 

to abandon permanently any w e l l w i t h i n the Unit Area p r i o r to termination 

of the Unit Agreement, Unit Operator s h a l l give w r i t t e n notice thereof Co 

the Working I n t e r e s t Owners of the Tract on which the w e l l Is located, and 

they s h a l l have the option f o r a period o f ninety (90) days a f t e r the 

6nnding of auch notice to n o t i f y Unit Operator i n w r i t i n g of t h e i r e l e c t i o n 

to take over and own the w e l l . Within ten (10) days a f t e r the Working 

I n t e r e s t Owners of the Tract have n o t i f i e d Unit Operator of t h e i r e l e c t i o n 

to take over the w e l l , they shall' pay Unit Operator, for c r e d i t Co the 
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j o i n t account, the amount estimated by Working I n t e r e s t O-T.ers to be the 

net salvage value of the casing and equipment i n and on the w e l l . The 

Working I n t e r e s t Owners of the Tract, by taking over the w e l l , agree to 

seal o f f e f f e c t i v e l y and protect the Unitized Formation, and upon abandon­

ment to plug the w e l l i n compliance w i t h applicable laws and regulations. 

19.2 Plugging. I f the Working I n t e r e s t Owners of a Tract do 

not elect to take over a we l l located thereon which is proposed for 

abandonment, Unit Operator s h a l l plug and abandon the w e l l l n compliance 

wi t h applicable laws and reg u l a t i o n s . 

ARTICLE 20 

FORCE MAJEURE 

20.1 Fore e Ma]eure. I n the event any party hereto is rendered 

unable, wholly or i n pa r t , by force majeure Co carry out i t s o b l i g a t i o n s 

under th i s contract, other than the o b l i g a t i o n s to make payment of money 

due hereunder, i t is sgreed that upon such party's giving notice and 

reasonably f u l l p a r t i c u l a r s c f force majeure i n w r i t i n g or by telegraph 

to the other p a r t i e s hereto w i t h i n a reasonable time a f t e r the occurrence 

of the cause r e l i e d upon, then the o b l i g a t i o n s of the party giving Che 

notice , so far as they are affecced by force majeure, s h a l l be suspended 

during the continuance of any l i a b i l i t y so caused, but for no longer period; 

and the cause of the force majeure s h a l l , 60 fa r as possible, be remedied 

wi t h a l l reasonable dispatch. The term "force majeure" as employed herein 

s h a l l mean any cause not reasonably w i t h i n the c o n t r o l of the party claim­

ing suspension. 

ARTICLE 21 

EFFECTIVE DATE AN'D TERM 

21.1 E f f e c t i v e Date. ThlB agreement s h a l l become e f f e c t i v e on 

the date and at the time that the Unit Agreement becomes e f f e c t i v e . 

21.2 Term. This agreement s h a l l continue l n e f f e c t so long 

as che Unit Agreement remains l n e f f e c t , and ther e a f t e r u n t i l (a) a l l 

Unit wells have been abandoned and plugged or turned over to Working I n ­

terest Owners tn accordance w i t h A r t i c l e 22; (b) a l l Unit equipment and 

re a l property acquired for the J o i n t account have been disposed of by 

Unit Operator in accordance w i t h i n s t r u c t i o n s of Working I n t e r e s t Owners; 

and (c) there has been a f i n a l accounting. 
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ARTICLE 22 

ABANDONMENT OF OPERATIONS 

22.1 Termination. Upon termination of the Unit Agreement, the 

following s h a l l occur: 

22.1.1 O i l and Cas Rights. O i l and gas ri g h t s i n and to 

each separate Tract Ehall no longer be affected by thi s agreement, and 

thereafter the parties s h a l l be governed^y the terms and provisions of 

the leases, contracts, and other instruments a f f e c t i n g the separate Tracts. 

22.1.2 Right to Operate. Working I n t e r e s t Owners of any 

trac t that desire to take over and continue to operate wells located there­

on may do so by paying Unit Operator, for c r e d i t t o the j o i n t account, 

the net salvage value of the casing and equipment i n and on the wells taken 

over, as estimated by Working I n t e r e s t Owners, and by agreeing to plug 

properly eech. w e l l at such time as i t is abandoned. 

22.1.3 Salvaging Wells. Unit Operator s h a l l salvage as 

much cf the casing and equipment i n or cn wells not taken ever by Working 

Interest Owners of separate Tracts aa can economically and reasonably be 

salvaged, and s h a l l cause the wells to be plugged and abandoned properly. 

22.1.4 Cost of Salvaging. Working I n t e r e s t Owners s h a l l 

share the cost of salvaging, l i q u i d a t i o n or other d i s t r i b u t i o n of assets 

and properties used i n Unit Operations l n pr o p o r t i o n to t h e i r respective 

Unit Participations as set out i n E x h i b i t D. 

ARTICLE 23 

COUNTERPART EXECUTION 

23.1 Execution by Separate Counterparts of Ratifications. This 

agreement may be executed in any number of counterparts and each counter-

part so executed shall have the same force and effect as an original 

Instrument and as I f a l l of the parties to the aggregate counterparts 

had signed the same instrument; or, i t may be r a t i f i e d by a separate 

Instrument ln writing referring to this agreement. Each such r a t i f i c a t i o n 

shall have the force and effect of an executed counterpart and of adopt­

ing by reference a l l provisions hereof. 

ARTICLE 24 

SUCCESSORS AND ASSIGN'S 

24.1 Successors and Assigns. The provisions hereof s h a l l be 

covenants running w i t h the lands, leases, and i n t e r e s t s covered hereby. 
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and shall be binding upon end inure CO che b e n e f i t of che respective 

heirs, devisees, legal representatives, successors and assigns o f the 

parties hereto. 

IN WITNESS WHEREOF, t h i s agreement i s executed as of the dace 

f i r s t above w r i t t e n . 

ATTEST: SKELLY OIL COMPANY 

By 
Asslstanc Secretary Vice President 

Date of Signature: 

i 
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STATU OF OKLAHOMA ) 
) SS 

COUNTY OF TULSA ) 

The foregoing instrument was acknowledged before me this 
day of , 19 by _ . 
Vice President of SKELLY OIL COMPANY, a Delaware corporation, on behalf 
of said corporation. 

Ky Commission expires: • Notary Public 

i 
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EXHIBIT "D" 
UNIT OPERATING AGREEMENT 
MYERS LANGLIE-MATTIX UNIT 

LEA COUNTY. NEW MEXICO 

P E R C E N T 
Working I n t e r e s t Owner Phase I Phase I I 

A l l i e d Chemical Corporat ion .59869 1.01166 

Amerada Hess Corpora t ion 6.17699 6. 21268 
Arlene S. Anthony 0.00000 0.CS288 
Amoco Production Company > 6.21201 5.34004 
A t l a n t i c R i c h f i e l d Company 5.26996 9.53544 
Trank Bateman .20003 .26117 
George R. Bentley .02816 .01469 
0 . A. Bourg D r i l l i n g Company .16486 .05131 
Tom Brown D r i l l i n g Company .49459 .15392 
U. K. Byrom 1.55489 .84458 
Chevron O i l Company .76773 .64851 
C i t i e s Service O i l Company 2.01056 1.64622 
Ralph L . Clarke 1.22629 . 73075 
Margaret B. Clay .84250 . 75051 
Clay Trusts 618-1 , 2 £« 3 .81434 .735S3 
W. J . Clay 0.00000 .01777 
Conka Product ion Company .20424 .09393 
Continental-Emsco Company 1.16195 .58852 
Cont inen ta l O i l Company 1.73554 2.0S825 
Crown Centra l Petroleum Corporat ion .67790 .88783 
R. DeChicchls Estate .65945 .20523 
Mrs. V. M. Donnelly .41299 .62S12 
Chas. A. Dore 0.00000 .00209 
Clara Dwyer Estate .05261 .04186 
F. W. Dye Estate .18426 .28249 
Elder Estate 1.31890 . .41046 
E l Paso Natura l Cas Company 0.00000 .08618 
Flag-Red fe rn O i l Company 2.41669 1.1B850 
Fluor Corporat ion ..09902 .10012 
Cackle O i l Company ( . 00774 .90204 
Ceneral Crude O i l Company .31562 .25116 
Get ty O i l Company .46205 .22939 
Creat Western D r i l l i n g Company 2.88702 2.54868 
C u l f O i l Corporat ion 7.68827 10.67767 
John H . Hendrlx .25581 .23951 
Lamar Hunt 1.03064 1.51044 
N . B. Hunt 2.06130 3.02090 
W. H. Hunt 1.03066 1.51046 
Johnson £. French .45264 .56001 
Aubrey Kenyon .05685 .05322 
Michael L . K l e i n .25581 .23950 
F. D. CM L i l l i a n B. Jones 0.00000 .00084 
C. B. King Estate < ( 

.36857 .56499 
Frank D. Lortscher *"- 0.00000 .24864 
Ralph Lowe Estate .74190 .57950 
Management Trus t Company .30232 .27061 
Blanche H c C a l l i s t e r .29047 .13893 
R. C. HcPherson .41688 .23877 
Merchants Na t iona l Bank o f Terre Haute .02816 .01469 
Gertrude C. M i t c h e l l .05260 .04186 
M o b i l O i l Corporat ion .84166 .66977 
Petroleum Corporat ion o f Texas .31649 .13537 
W. A. Prue t t 0.00000 .00104 
Charles B. Read .10421 .05969 
Reserve O i l and Cas Company .. .82849 .86361 
Resler and Sheldon 3.93863 1.47473 
Herber t J . Schnltz 0.00000 .19391 
Charles T. Sco t t , J r . 0.00000 .05288 
Robert C. Scot t 0.00000 .08288 
T . J . S i v l e y .19074 .38752 
S k e l l y O i l Company 12.53466 13.36943 
R. L . Summers .16599 ' .08407 

I 



E x h i b i t "D" 

Unit Operating Agreement 
Page Tvo 

Working I n t e r e s t Owner 

Superior O i l Company 
Texaco Inc. 
Texas Pacific O i l Company 
j . E. Warren 
Finn Watson 
Unleased I n t e r e s t 

P E R C E N T 
Phase I Phase I I 

0.00000 
8.60313 
16.89701 

.18428 

.20423 
0.00000 

.00648 
10.28603 
12.96196 

.23249 

.09398 

.27556 

TOTAL 100.00000 100.00000 
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A C C O U N T I N G P R O C E D U R E 

(JOINT OPERATIONS) 

I . GENERAL PROVISIONS 
Definitions 
""Joint Property" shall mean the real and personal properly subject to the agreement to which this "Accounting Pro­
cedure" is attached. 
•'Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the nonoperaling parties, whether one or more. 
"'Joint Account" shall mean the account showing the charges and credits accruing because of the Joint Operations 
and which are to be shared by the Parties. 
"Parties*" shall mean Operator and Non-Operators. 
"Mater ial" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean material which at the time is so classified in the Material Classification Manual 
as most recently recommended by the Council cf Petroleum Accountants Societies cf North America. 
Conflict with Agreement 
In the event of a conflict between the provisions of this Accounting Procedure snd the provisions of the agree­
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control. 
Col l ec t ive A c t i o n by Non - 0 pe r a t o r i 
V."here an agreement cr o'.her action of Non-Operators is expressly required under this Accounting Procedure 
and i f the agreement to which this Accounting Procedure is attached contains r.o contrary provisions in regard 
thereto, the agreement cr action of a majority in interest of the Non-Opera'.ors shal! be contro!lin£ cn all Non-
Operators. 
Sta tements and Bi l l i ngs 

Operator shall bil l No.n-Operatcrs on or before the last day of each month for their proportionate share of corts and 
expenses, for the preceding month. Such bills wi l l be accompanied by statements reflecting the total charges 
and credits as set forth under Subparagraph C below: 
A. Statement in detail o( all charges and credits to the Joint Account. 
B. Statement of all charges and credits to the Joint Account, summarized by appropriate classifications indicative 

of the nature thereof. 
Statement of all charges and credits lo the Joint Account summarired by appropriate classifications indicative 
of the nature thereof, except that items o! Controllable Material and unusual charges and credits shall b* detailed. 

P a y m e n t and Advances by Non-Opera tors ' 
Unless otherwi-< prundrd fur in the agreement, the Operator may require the Non-Operaton to advance their share of esti­
mated ca-h outlay f.ir the succeeding month's operation. Operator shall adjust each monthly billing to reflect advjncca 
received from thr Nui'-Oprrators. 

Each Non-Operator shall ply ils pru portion of all bi'.'j within fifteen (IS) days after receipt. If payment ia not made within 
such time, the unpaid balance shall bear intereet monthly at the. rate of ten per cent (10%) per annum oe the mau'mum con­
tract rate permitted by the applicable usury lav.i in the state in which the Joint Properly is located, whichever ia the leaser. 
Adjustments 
Payment of any such bills shall not prejudice Ihe right of any Non-Operators to protest or que-rtion the correctneis 
thereof: provided however, all bills and statements rendered to Non-Operators by Operator during any calendar 
year shall conclusively be presumed to be true and correct after twenty-four (24) months following the end of m y 
such calendar year, unless wilhin Ihe said twenty-four (24) month period a Non-Operator takes written excep­
tion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made 
unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent adjust­
ments resulting from a physical inventory of the Joint Property as provided for in Section VTJ. 
Audita 
A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit 
Operator's accounts and records relating to the accounting hereunder for any calendar year within the twenty-four 
(24) month period following the end of such calendar year; provided however, the making of an audit shall not ex-
lend the lime for the taking ef written exception lo and the adjustment of accounts as provided for in Paragraph 
6 of this Section I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable 
effor t to conduct joint or simultaneous audits in a manner which wi l l result in a minimum of inconvenience to 
the Operator. 

I I . DIRECT CHARGES 

Subject lo limitations hereinafter prescribed, Operator shall charge the Joint Account with the following Items: 
Hentala and Royalties 
Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account 
of the Parties. 
"Labor 
A. Salaries and wages of Operator's employees directly engaged on the Joint Property in the conduct of the Joint 

Operations, and salaries or wages of technical employees who are temporarily assigned to and directly 
employed on the Joint Properly. 

E. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid lo the 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section I I 

nd Paragraph ! of Section I I I ; except that in the case of those employees only a pro rata portion of whose 
lanes and wages are chargeable to the Joint Account under Paragraph 1 of Section I I I . not more than Ihe same 

pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint Account. Cost 
under this Paragraph 2B may be charged on • "when and as paid basis" or by "percentage assessment" on Ihe 
amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section I I and Para­
graph 1 of Section I I I . If percentage assessment is used, the rate shall be based on the Operator"! cost experience. 



EXHIBIT "P" 
UNIT OPERATING AGREEMENT 
KYERS 1JLNGLIE-HATTTX: UKIT 

LEA COUNTY, NEV MEXICO 

ASSESSMENTS 

Tract 

Ho. Well Location 

SCHEDULE I 
76 Sec. 9-T24S-R37E 

SE/4 NW/4 

70 Sec. 8-T24S-R37E 
NE/4 SV/4 

6 Sec . 12-T24S-R36E 
SV/4 NV/4 

33 Sec . 36-T23S-R36E 
SE/4 SE/4 

12 Sec. 10-T24S-R37E 
NV/4 SE/4 

12 SE/4 SW/4 

13 Sec. 10-T24S-F37E 
SE/4 NW/4 

44 Sec. 25-T23S-R36E 
NE/4 NE/4 

80 Sec. 9-T24S-R37E 
SE/4 KE/4 

74 Sec. 9-T24S-R37E 
SV/4 KV/4 

66 Sec. 12-T24S-R36E 
SE/4 SE/4 

32 Sec. 36-T23S-R36E 
KW/4 SE/4 

32 SW/4 SE/4 

68 Sec . 7-T24S-R37E 
SW/4 SV/4 

LetBe Utae and Well No. 
Working I n t e r e a t Ovoer(i) 

Imperial Royalty Ho. 1 
Ralph Clarke 

Cooper Ho. 1 
Continental O i l Company 

Vturhn A-12 Fed. No. 1 
A t l a n t i c R i c h f i e l d Company 
Chevron O i l Company 
Continental O i l Company 
Amoco Production Company 

J. R. Kolt B-State No. 2 
Gulf O i l Corporation 

M a t t i x B Fed. Ko. 2 
L. Hunt 
N. B. Hunt 
W. H. Hunt 

Mattix B Fed. No. 3 
L. Hunt 
N. B. Bunt 
W. H. Hunt 

K a t t l x B-10 Ko. 1 
L. Hunt 
H. B. Hunt 
W. H. Hunt . 

Carter No. 
Mra. V. M. Donnelly 
Reserve O i l U Gas Company 

Lee Carter No. 1 
At lant ic R ich f i e ld Cocrpsny 

fowler Hair No. 2 
A t l a n t i c R i c h f i e l d Conpany 

Toby Ho. 1 
A t l a n t i c R i c h f i e l d Coapany 

Hexlco D No. 1 
Skelly O i l Company 

Mexico D No. 2 
Skelly O i l Company 

Toby Ho. 1 
Skelly O i l Company 

W.I. Owner(i) 
Aaseascent 

$ 6,093.00 

$ 6,906.00 

$ 1,456.50 
1,456.50 
1,456.50 
1,4 56.50 

$ 5,£26.CO 

$ 5.£72 .CD 

$ 1,473.25 
2,946.50 
1,473.25 

$ 5,893.00 

S 1,455.75 
2,911.50 
1,455.75 

$ 5,823.00 

$ 1,476.00 
2.9S2.00 
1,476.00 

$ 5,904.00 

$ 3,659.00 
3,659.00 

$ 7,318.00 

$ 6,408.00 

$ 6,423.00 

$ 6,448.00 

$ 5,843.00 

$ 5,643.00 

S 6,307.00 



E x h i b i t "F" 
" • e n Lang l i e -Mat t ix Unit 

e Two 

T r a c t Leaae Name and Well Ho. W . I . Owner(s) 
No. Well Location Working I n t e r e e t Owner(s) As s es sment 

14 Sec. 31-T23S-R37E Bl inebry "A" (NCT-1) No. 1 
NV/4 SE/4 Texaco I n c . 5 5,825.00 

15 Sec. 31-T23S-R37E Bl inebry "B" (NCT-1) No. 3 
NE/4 SV/4 Texaco I n c . $ 5,824.00 

TOTAL 5 98,561.00 

SCHEDULE I I 

27 Sec. 9-T24S-R37E C. Meyers B Fed. No. 13 • 
NV/4 SU/4 Amoco Product ion Company $ 1,642.00 

28 Sec . 7-T24S-R37E C. Mevers B Fed. No. 10 
SW/4 NE/4 Amoco Production Company $ 1,240.CO 

28 Sec. 6-T24S-R37E C. Meyers B Fed. No. 11 
NV/4 NE/4 Amoco Product ion Company 5 1,866.00 

47 Sec. 31-T23S-PJ7E Cowden "C" 1-A 
NE/4 NE/4 Cackle O i l Company $ 4,794.00 

63 Sec . 3-T24S-R37E S. J . Carr No.- 1 
NV/4 W/4 Culf O i l Corporat ion $ 5,642.00 

35 Sec. 32-T23S-R37E State JL Ho. 1 
NW/4 SV/4 E l Paso Natura l Cas Company $ 2,939.00 

— J Sec. 34-T23S-R37E El inebrv B Fed. No. 3 
NE/4 hV/4 Texas P a c i f i c O i l Company 5 958.00 

SCHEDULE I I I 

30 Sec. 36-T23S-PJSE State LMT Ho. 2 
SE/4 NV/4 Amerada Hess Corpora t ion s 15,313.00 

27 Sec. 4-T24S-R37E Myers B Fed. No. 2 
SV/4 SV/4 Amoco Production Company $ 63,634.00 

64 Sec. 12-T24S-R36E Cooper No. 2 
SE/4 NV/4 A t l a n t i c R i c h f i e l d Company $ 15,563.00 

7 Sec. 28-T23S-R37E ., S tuar t 29 Fed. No. 2 
NE/4 SV/4 i Con t inen ta l O i l Company S 17.736.00 

34 Sec. 32-T23S-R37E Leonard B State No. 2 
NV/4 NV/4 Great Western D r i l l i n g Company $ 29,075.00 

58 Sec. 6-T24S-R37E Carter Etvea "A" No. 1 
NE/4 NV/4 C u l f O i l Corporat ion 

C i t i e s Service O i l Company 
Blanche H c C a l l i s t e r 
Blanche H c C a l l i s t e r , e t a l 

$ 14,494.00 
9,662.00 
2,415.00 
2,416.00 

S 28,987.00 

3 Sec. 29-T23S-R37E ' LaHunyon Fed. No. 4 
NV/4 NV/4 C u l f O i l Corpora t ion s 10,791.00 

71 Sec. 8-T24S-R37E Fowler Hair No. 1 
SW/4 SV/4 C u l f O i l Corporat ion $ 17,768.00 

I 



O X Y OXY USA INC. 

Ecx SCZSO. Mid land . Tx 7S71C 

P N M c C TSon. (915) 6H5-590X 

M . n . , . r - L ^ i FAX:19IS)»«.r7S4 

September 13, 1994 

Doyle Hartman 
Oil Operator 
3S11 Turtle Creek Blvd. Suite 730 
Dallas, Texas 75219 

Re: Myers Langlie Mattix Unit, Lea County, New Mexico. 

Dear Mr. Hartman: 

In reply to your letters of August 23, and August 24, 1994, it appears we have substantial 
differences of opinion concerning the potential of the captioned Unit. Such differences of opinion are 
not unusual in the oil patch. It is clear from your letters you no longer desire to participate in the Myers 
Langlie Mattix Unit. However, your proposal to exchange your interest in the Unit for OXY's State "N"' 
Lease is not acceptable. Your offer substantially under values the State "N" and is hereby declined as 
wholly inadequate. OXY has no desire to sell the State "N," therefore, any offer to acquire ic must fully 
compensate OXY for the development potential. Your offer is several orders of magnitude below our 
internal valuation. 

Should you desire to terminate your participation in the Unit, Article 17.1 of the Unit Operating 
Agreement permits any party in your position to withdraw from further participation by assigning all of 
their right, title, and interest in the Unit, the Unitized Formation, their lease or leases and any other 
operating rights, etc. to those parties who desire to continue Unit Operations. By such withdrawal you 
will avoid any future liability or responsibilities concerning unit operations. Of course nothing in 
Article 17 permits any party to avoid obligations that have been incurred prior to the delivery of their 
interests to the remaining parties. Therefore, if you wish to withdraw you should do so promptly to 
avoid incurring additional obligations. 

OXY totally disagrees with your contention the unit is no longer viable. OXY sought and 
obtained unit operatorship based upon our opinion that we could improve existing unit operations. Recent 
financial results substantially demonstrate our position in this regard and we expect our planned future 
operations to continue tlie improvement. 

Regarding your proposal to revise the participation factors for the unit, nothing in the Unit 
Agreement or Unit Operating Agreement permits such a revision. Only two events allow -revision of the 
participation factors, au expansion ofthe Unit, and a failure of a tract or tracts to qualify for inclusion. 
Neither instance is applicable. Further, the Unit Agreement specifically and expressly prohibits "any re-
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Doyle Hartman September 13, 1994 
Myers Langlie Mattix Unit pao£ ^ 
Lea Co., New Mexico 

evaluation of engineering or geological interpretations used in determining Tract Participations" and it 
further prohibits the removal of any tract from the Unit by reason of depletion. 

The provisions cited above make it clear that at the time the Unit Agreement and Unit Operating-
Agreement were negotiated, the panies anticipated additional time, information, and technology, would 
reveal substantial variations in reserve composition and disposition. They considered the question and 
allocated the risk between the parties according to the information they possessed at the time expressly 
prohibiting your proposed second guessing. 

In short, your allegations are without merit and your proposals are either prohibited or 
inadequate. However, butting heads profits no one. To this end we are willing to consider a reasonable 
cash purchase proposal or trade for your interest in the Myers Langlie Mattix Unit. As the partv who 
is dissatisfied with the status quo we fee! it is incumbent upon you to propose a basis for reasonable 
discussion. That basis should include your immediate payment of your overdue JIB's with interest 
th w r c o p 

Very truly yours, 

OXY USA Inc. 

P. N. McGee 
Manager-Land 
Western Resion 

cc: D. Romine 
B. Hunt 

X 0 0 0 0 7 2 


