RANDOLPH M. RICHARDSON
OIL AND GAS LAND AND UNIT CONSULTANT
FEDERAL - STATE - FEE
P. O. BOX B19
ROSWELL, NEW MEXICO BB820!

OFFICE S05 622-8801
HOME S05 &22-798B5

January 22, 1979

In Re: North Texas Hills Unit

Eddy County, New Mexico Zblézk/wt;f
Mr. Dan Nutter !' /« ﬁw%y
New Mexico 0Oil Conservation Commission LL

P. 0. Box 2088 ;
Santa Fe, New Mexico 87501 '
i

Dear Mr. Nutter:

Pursuant to telephone conversation, I am enclosing, on behalf of Yates
Petroleum Corporation, three copies of Application for Approval of the captioned
unit and request for a hearing, together with one copy of the proposed Unit
Agreement.

You will note that I have requested this unit be placed on -the~February 285
%ggkct~&ue—$guzg:z63:b31ng;ahiﬁéﬁggazh=nd:the February 14 hearing.

The unit must be approved and the initial test well drilling prior to 3
March 18, 1979. The unit will probably be submitted for final approval about the é/‘7/
13th or 14th of March. /%

—

Crseqnettly, i f-you-witl not have—time -betweenFebrmary-28-amd-March—12-to
issue.your—-order..-please~place—this unit-on-the - February .1l dEEK"tﬂ‘aaé'ﬁE‘Wiii
obtain.an aftorney in. Santa. e . to.Londuet-the—thearing.

.C ‘i"“ M[f
Thank you. {
%
4

Yours truly,

R. M. Richardson

WZ

RMR:dal
Enclosures

Xerox copy: Yates Petroleum Corporation



BEFORI THE OFL CONSERVATION TCMMISSION

o3 ®h \ R T T WONTY NI T
J}XN e _ JTATE OF NEW MEXICC
R , » APPLICATION FOR APPROYAL OF
T NORTH TEXAS HILLS UMI'T AGREEMENT =5
ELDY COUNTY, NiW MEXICO [ s 4>

New Mexico 01l Conservation Commission
Santa Fe, New Mexico &7501

Comes the undersigned Yates Petroleum Corporation, with offices at Artesia,
New Mexico and files herewith one (1) copy of the proposed Unit Agreement for the
development ani operation of the North Texas Hills Unit Area, Eddy County,
New Mexico and hereby makes application for approval of said Unit Agreement as provided
by law, and in support thereof states:

1. That the proposed Unit Area covered by said Agreement embraces 5,120.00 acres
of land, more or less, more particularly described as follows:

T-21-3, R-21-E, N.M.P.M.
Secs., 16, 17, 20, 21, 28, 29, 32, 33%; Al

Bddy County, New Mexico

2. That of the lands embraced within the proposed Unit, 3,720.00 acres are lands
of the United States, being 72.66% of the Area; 1,350.00 acres are State of New
Mexico lands being 26.56% of the Area, and 40.00 acres are Fee Lands being 0.78%
of the Unit Area.

3. That Applicant is informed and believes, and upon such information and belief
states, that the proposed unit area covers all or substantially all of the geologica
feature involved, and that in the event of a discovery of oil and gas thereon, that
said Unit Agreement will permit the producing area to be developed or operated in the
interest of conservation and the prevention of waste of the unitized substances.

4. That Yates Petroleum Corporation is designated as the Unit Operator in said
Unit Agreement, and, as such, is given authority under the terms thereof to carry on
all operations recessary for the development and operation of the Unit Area for oil
and gas subjec:t to all applicable laws and regulations. That said Unit Agreement
provides for the drilling of an Initial Test Well to a depth sufficient to test the
Mississippian ¥ormation, but applicant is not obligated to drill said well in any
event to a depzh in excess of 8,100 feet.

5. That <he applicant believes that in the event 0il or gas is discovered in
paying guantities on lands within the Unit Area, that the field or area can be developed
more economically and efficiently under the terms of said Unit Agreement, to the end
that maximum recovery will be obtained of unitized substances and that said Unit
Agreement is in the interest of conservation of prevention of waste as contemplated by
the New Mexico 0il Conservation rules and regulations.

6. That application for Approval of said Unit Agreement has been filed wizh the
Commissioner of Public Lands.

7. That upon an order being entered by the New Mexico 0il Conecervation Commission
approving saild Unit Agreement, and after approval by the United States Department of
Interior, an approved copy will be filed with the New Mexico 0il Conservation
Commission.

WHEREBFORE, the undersigned applicant respectfully requests that a hearing be held
before an examiner on the matter of said Unit Agreement, and that upon said hearing,
said Unit Agreement be approved by the New Mexico 0il Conservation Commission as being
in the interes® of conservation and the prevention of waste. Applicant respectfully
requests that this malter be heard al the February 28th, 1979, hearing.

DATED this 22nd day of January, 1979.
YATES PETROLEUM CORPORATICON

Byé5?%z;;;;«/g:;’§<)2%%;/7fiz:fizizéfj,)>ZZ’

Randolph M. Richardson, 111
Attorney At Law

P. 0. Box 819

Roswell, New Mexico 88201
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Gl AGREREMEE T
FFOR THL PEVELOPMENT ALLL CPRERATION
O "THE

NORTH TEXAS HILLS UNIT
COUNTY OF EDDY

CTATE OF MW a0
no.
THIS AGREEMENT, «<ntercd into as of th 15th day of January .

1979, by and between the partics cubseriline, ratifying, or consenting hereto,
and herein referred to as the "particos hereto)"
WHEREAS, the partics hereto are the o ro ot working, royalty, or other
0il and gas interosts in the unit area sub oot to this égreement; and

WHERFEAS, the Mincral Leasing Act of Fobriary 25, 1920, 41 Stat. 437, as
amended, %0 U. S. C. Secs. 181 et seq., authoriros Federal lessees and their re-
presentatives to unite with cach other, or jointly or separately with others, in
collectively adopting and operating a cooperative or unit plan of development or
operation of any oil or gas pcol, !ield, or lik- areca, or any part thereof for the
purpose of more properly conserving the naturnl resources thereof whenever determined
and certified by the Secretary of the Interior to be necessary or advisable in the
public interest; and

WHEREAS, the Commissioner of Public lands ol the State of New Mexico is
authorized by an Act ot the lLegislature {Sec. 7-11-29 N.M. Statutes 1953 Annotated)
to consent to or approve this agrecment or behalf of the State of New Mexice, insofar
as it covers and includes lands and mineral intrerest of the State of New Mexico; and,

WIIEREAS, the 01l Concervation Commicsion of the State of New Mexico is author-
ized by an Act of the lLegislature (Chaptcr 72, laws of 1935, as amended by Chapter
193, Laws of 1937; Chapter 16€,Laws of 1941; and Chapter 168, Laws of 1949) to ap-
prove this agreement and the conservation provisions hereof; and,

WHEREAS, the parties hereto hold sufficient interests in the

North Texas Hills Unit Arca covering the land hereinafter des-

cribed to give reasconably effective control of operations therein; and
WHEREAS, it is the purposs of the partics hereto to conserve natural resources,
prevent waste, and securce other benefits obtainable through development and operation

of the area subject to this agrioement under th terms, conditions, and limitations



herein sec¢t forth;
NOW, THEREFORE, in congideration of *he premises and the promises herein
contained, the partics heroto commit to this agroment their respective interests

in the below-defincd unit arca, @nd agree coverslly ameng themselves as follows:

1. ENABLING ACT AND RESULATIONS. Tuhe Miwsral leasing Act of February, 25,
1920, as amended, supra, and all valid pertineomt regulations, including operating
and unit plan regulations, hiretofore icoua-d <iiorennder or valid, pertinent, and
reasonable regulations horeaitor issw-d thereveler are accepted and made a part of
this agreement as to Fed--ral lanis, provid-d s regulations are not inconsistent
with the terms of this agroom oty and as to non-iediceral lands, the oil and gas

operating regulations in offert oo ol the 't tiv date hercof governing drilling

and producing operations, not inconzictent wi<ti il torms hercof or the laws of the

State in which the non-Foderal land is lozat o, nre- hercby accepted and made a part

of this agreement.

2. UNIT AREA. The following decoribid lund

is hereby designated and recog-

nized as constituting the unit areca:

T-21-S, R-21-E, NMPM
Secs. 16, 17, 20, 21,

Containing 5,120.00 acres,
more or less.

Exhigit "A' attached hereto is a map showing the unit area and th2 boundaries and
indentity of tracts and lcases in said arca to the extent known to the Unit Cperator.
Exhibit "B" attached hereto is a schedule showing to the extent known to the Unit
Operator the acreage, percentage, and kind of ownership of oil and gas intercsts

in all lanc in the unit arca. Hewever, nothing hercin or in said schedule or map
shall be ccnstrued as a represcentation by any party hereto as to the ownership of
any interest other than such interest or interests as are shown in said map cr
schedule as owned by such party. Exhibits "A" and "B" shall be revised by the Unit
Operator whenever changes in the unit area render such revision necessary when re-
quested by the 0il and Gas Supcrvisor, hereinattecr referred to as '"Supervisor,'" or

when requested by the Commissicrner of Public lands of the State of New Mexice,



hereinafter referred to as "Land Commiscioner," and not less than five (5) copies
of the revised kxhibits shall bLe Tilea with the Supervisor and one (1) copy there-
of shall be filed with the Land Commissioncr, and one (1) copy with the New Mexico
0il Conservation Commission, hercinafter rotf«rroa to as "State Commission."

The above-described unit arca shali, whon practicable, be expanded to include
therein any additional lanns or shall be contracted to exclude lands whenever such
expansion or contraction is deoemed to b nocessary or advisable to coaform with the
purposes of this agreement. Such expansion or contraction shall be effected in the
following marner:

(a) Unit Operator, on its own meticn or on demand of the Director of the
Geological Survey, hereinartor retferred to as "Uirector," or on demand of the Land
Commissioner, after prelimirary concurrenc. by the Director, shall prepare a notice
of proposed expansion or contraction droccribing the contemplated changes in the
boundaries of the unit arca, tho reasons thereior, and the proposed effective date
thereof, preferably, the first day of a .cnth subsequent to the date of notice.

(b) Said notice shall be delivered to the Supervisor, the Land Commissioner
and the Staz. Commission, and copies therco: mailed to the last known address of
each workirg-intercst owner, losseo, and Loessor whose interests are affected, ad-
vising that thirty (30) days will be allowed for submission to the Unit Operator of
any objections.

(c) Upon expiration of the 20-day period provided in the preceding item
(b) herecf, Unit Operator shall file with the Supervisor, the Land Commissioner,
ar? the State Commission, =vidence ol mailing of the notice of expansion or con-
traction and a copy of any objections thereto which have been filed with the Unit
Operator, together with an application in sufficiert number, for approval of
such expansicn or contraction and with apprepriate joinders.

(d) After due consideration of all pertinent information, the expansion or
contraction shall, upon approval by the Supervicor, the Land Commissioner, and State
Commission, become effective as of the date prescribed in the notice thereof.

(e) A1l legal subdivisions of lands {(i.~., 40 acres by Governmcnt survey
or its nearest lot or tract ecguivalent; in instances of irregular surveys unusually
large lots or tracts shall be considered in multiples of 40 acres or the nearest
aliquot equivalent thereof), no parts of which are entitled to be in a participating
area on or vefor: the {ifth anniversary of the eifective date of the first initial
participating area ostablicshed under this urit agreement, shall be eliminated auto-

matically from this agreement, oitoctive as ol sald (1fth anniversary, and such lands



(%]

shall no longer be a part of the unit area qool cunll no longer be subject to
this agreemcnt, unless diligent drilling op-racions are in progress on unitized
lands not :ntitled to participation on caid Dol anniversary, in which event all
such lands shall remain subjeot heroto for oo | g as guch drilling operations

are continuned diligently, with not more thre. "0 iaye!' time ~lapsing between the
completion of one such well reod the commerncooo 0 o7 the next guch well. A1l legal
subdivisions ot landg nct «ntitled %o be in o warticipating area within 10 years
after the effective date of the rirst initial ;articipating area approved under
this agreement shall be automatically «liminat. i trom this agreement as of said
tenth anniversary. All lands proved productive iy ailigent drilling operations
after the afcresaid five-yoar period ghall b porticipating in the same

manner as during said five-year period. llows vor, wiivn such diligent drilling
operations ceas<, all non-participating lar.s hnll be auvtomatically eliminated
effective as of the 91st day ther-atter. h. unit operator shall within 90 days
after the effective date of ary ~limination h' r-under, describe the area so cli-
minated to the satisfaction ot the Supcrvisor .l the Land Commissioner and
promptly notify all parti.c ir interest.

If cenditions warrant cxtension of the ten-yoar period specified in this
subsection 2 (n), a single extonsion of not to rxceed two years may be accomplished
by consent of the owners of 90% of the working intorects in the current non-parti-
cipating unitized lands and trhe owners of €U ot the basic royalty interests
(exclusive of the basic royalty intercsts ot the {inited States) in non-participating
unitized lands with approval cf the Director ana land Commissioner, provided such
extension application is submitted to the Dir<ctcr and the Land Commissioner not
later then €0 days prior to the expiration of said ten-year period.

Any ¢xparsion ot the unit area pursuant to this section which embraces

lands therctofore eliminated pursuant to this

rn

utsection 2 (e) shall not be con-

sidered automatic commitment or rocommitment of such lands.

3. UNITIZED IAND AND UL ITIZED SUBSTA{NCTS. All land committed to this
agreement shall constitute lanc referred to hercin as "unitized land" or 'land
subject to this agreement.'" All oil and gas in any and all formations of the
unitized land are unitized under the terms ot this agreement and herein are called
"unitized substances."

4. UNIT OPERATOR. YATES PETROLEUM CORPORATION

is hereby designated as Unit Cperator and by signature hereto as Unit Operator



agrees and consents to accept bh- dutices and ovligations of Unit Operater for the
discovery, developusent, and production ot unitivo«l substances as herein provided.

Whenever reterernce is made heroin to the Inii Opcrator, such reference mcans the
Unit Operator acting in the capacity and not as an owner of interest in unitized
substances, and the term "working-interest owner™ when used shall include or
refer to Unit Operator as the owner of a working interest when such an interest

is owned by it.

5. RFSIGNATION OR RiEMOVAT, OF UNIT OFPLEATOR. Unit Operator shall have the

right to resign at any time prior to the establishment of a participating area or
areas hereuncer, tut such resignation shall not become effective so as to release

Unit Operator from the duties and obligations or Jnit Operator and terminate Unit

[GA

Operator's rights as such for & period of =ix ) months after notice of intention
to resign ras besn served by Unii Operater on all working-interest owners and the
Supervisor arnd the Land Commisesioner, ard until all wells then drilled hereunder
are placed in a satisfactory conditionr for susponsion or abandonment whichever is
required by the Supervisor as to Federal lands and the State Commission as to State
lands, unless a new Unit Operator shall have been selected and approved and shall
have taken over and assumed the duties and obligations of Unit Operator prior to
the expiraticn of said period.

Unit Operator shall have the right to resign in like manner and subject to
like limitactions as abcve provided at any time a participating area established
hereunder is in existence, but, in all instances of resignation or removal, until
a successor unit operator ic sclectea and approved as hereinafter provided, the
working-interest owners shall be Jjointly responsible for performance of the duties
of unit operator, and shall not later thar %0 days btefore such resignation or re-
moval becomes elfective appolnt a common agent to represent them in any action to
be taken hereunder.

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

The Unit Operator may. upen default or failure in the performance of its

1

duties or cuvligations hereunder, be subject to removal by the same percentage vote

s

of the owners of working interssts as herein provided for the selection of a new

Unit Operator. Such rewoval shall be effective upon notice thereof to the Stupervisor

and the Land Commissioner.



The resignation or removal of Unit Operator under this agreement shall
not terminate its right, tiﬁlc, or interest as the owner of a working interest or
other intercst in unitized substances, but upon the resignation or removal of Unit
Operator beccming effective, such Unit Operator shall deliver possession of all
wells, equiprent, materials, and appurtenances used in conducting the unit opera-
tions to the new duly qualitied successor Unit Operator or to the common agent,
if no such acw Unit Operator is elected, zo be used for the purpose of conducting
unit operaticns hereunder. Nothing herein shall be construed as authorizing re-
moval of any material, eguipment, and appurtcn(nco; needed for the preservation of
any wells.

6. SUCCESSOR UNIT OPER.LTOR.  Whenever the Unit Operator shall tender his

or its resigration as Unit Operator or shall b reroved as hereinabove provided,
or a change of Unit Operator is negotiated by working-interest owners, the owners
of the working intcrests in the participating aria or areas according to their re-

spective acreage interests in

ra

iuch participating area or areas, or until a parti-
cipating arca shall have bpeen established, the owners of the working interests
according to their respective acrcage inteorects in all unitized land, shall by
majority vote select a successor Unit Operator: Provided, That, if a majority
but less than 75 per cent of the working interests qualified to vote are owned by
one party to this agreement, a concurring vote oi one or more additional working
interest owners shall be reguired to select a new operator. Such selection shall
not become affective until

(a) a Unit Operator so selascted shall accept in writing the duties and.
re sponsibilities of Unit Operator, and

(b) the selection shall have benrn approved by the Supervisor and approved
by the Land Commissioncr.

If no successor Unit Opsrator is selccted and qualified as herein provided,
the Director and the Land Commissgioner, at their election, may declare this unit
agreement terminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If the Unit Operator

is not the sole owner of working intercsts, costs, snd expenses incurred by Unit
Operator in conducting unit operations hereunder snall be paid and apportioned
among and torne by the owners of working interests, all in accordance with the
agreement or agreements entered into by and ovetween the Unit Operator and the
owners of working interests, whether one or more, separately or collectively. Any

agreement or agr-erants entered into between the working-interest owners and the



Unit Operator as provided in thic section, whe Ller ons or more, are herein referred

to as the "unit operating agre-wsnt.”  Such ai cperating agreement shall also
provide the manner in which e working-inte oot cuners chall be entitled to re-
ceive their respective wreportionnt: and alio-ot.d chare of the tenefits accruing

hereto in conformity with thealr unnderlying @ oorating agreements, leases, or other
independent contracts, ami such otin-r righio and ovligations as between Unit Operator
and the working-intercot owners oo may b o apon by Unit Operator and the
working-interest owncers; howevor, no such uni! operating agreement shall be deemed
either to modify any of th. fterme and conditi- o of this unit agreement or to re-
lieve the Unit Operatcer of ary right or ovligation «stablished under this unit
agreement, and in case ol any inconsistrnny or contlict between this unit agreement
and the unit operating agreement, this unit qyrreomont shall govern. Three true
copies of any unit operating agreement exe ozt pursuant to this section should

be filed with the Suprrvisor ard cne true ~cpy with the Land Commissioner, prior to

approval of this unit agrrement.

8. RIGHTS AND OBLIGATICHLS OF UHIT OPFBREATOR. Except as otherwise specifically

provided hercin, the cxolusive right, privileg. wnd duty of exercising any and all
rights of the parties her te which are necocoary or convenient for prospecting for,
producing, storing, allocating, and distributing the unitized substances are here-
by delegated to and shall br cxeorcized by the Unit Cperator as herein provided.
Acceptable evidence ol title tc said rights shall be deposited with said Unit Opera-
tor and, tcgether with this agreement, shall constitute and define the rights,
privileges, and obligations of Unit Operator. liothing herein, however, shall be
construed to transfer title te any land or to sny leasc or operating agreemert,

it being understood that wnder this agreensnt the Unit Operator, in its capacity
as Unit Operator, shall exsrcicse the rights of pooscession and use vested in the
parties herecto only tor the purposes herein cpocificod.

9. DRILLING TO DISCOVEERY. Within six <€) months after the effective date

hereof, the Unit Opcrator shall begin to driil an adequate test well at a location
approved by the Supervicor, it on Pederal land, or bty the Land Commissioner, if on
State land, unless on such effective date a well is being drilled conformably with
the terms hereof, and thereaftor continu. such drilling diligently until the

top 200 (two hundred) feet of the Mississippian formation has been

tested , or until at a lesser

depth unitized substancrs chall be discovercd which can be produced in paying



quantitics (to-wit: quantiti-o cufticient o ropar the conts of drilling, complet-

ing and producing oporations, with a reaconsilo ;rotit) or the Unit Operator shall,
at any time, establich to the satictaction U Ui Dupervisor if on Federal land, or
the Land Commission.-r i1 on Stat lamd, that o orthor drilling of said well would

be unwarranted or impracticable; provided, L .oovor, that Unit Operator shal} not,

in any eveni, bo vreguired to dritl ocald well o o clopth in excess of 8,100

feet. Until the discovery of a deposit of eitiz ]l substances capable of being
produced in paying gquantitiecs, the Unit Op-rator chall continue drilling diligently
one well at a time, allowing not mor. than iz ‘) months between the completion
of one well and the beginning 21 the next woll, =ntil a well capable of producing
unitized substances in paying quantitiecs 1o —ompleted to the satisfaction of said
Supervisor it it be on Federal land or of the [and Commissioner if on State land,
or until it is reasonably proved that the uni®is.d land is incapable of producing
unitized substances in paying gquantitics i L tTormations drilled herecunder.
Nothing in this section shall be deemed to Vimit the right of the Unit Operator to
resign as provided in Scction 5 hereof, or as roequiring Unit Operator to commence
or continue any drilling during the period prreding such resignation becoming ef-
fective in order to comply wi<a the reguirements of this section. The Director
and Land Commissioner may modiiy the drilling requirements of this section by
granting rezsonabli extonsions of time whern, irn their opinion, such action is
warranted.

Upon failure to commence any well provided f“or in this section within the
time allowed, including any extension of time granted by the Supervisor and the
Land Commissioner, this agrecment will automatically terminate; upon failure to
continue drilling diligently any well commenced herceunder, the Supervisor ani the
Land Commiscioner may, after 1>-days notice to the Jnit Operator, declare this

unit agreement terminated.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six (6) months after
completion of a well capable of producing unitized substances in paying quantities,
the Unit Operator shall submit for the approval of the Supervisor, the Land
Commissioner, and State Commission an acceptable plan of development and oéeration
for the unitized land which, when approved by the Supervisor, the Land Commissioner,
and State Commission, shall constitute the further drilling and operating obligations
of the Unit Cperator under this sgreement for the period specified therein. Thereafter,

from time to time before the expiration of any existing plan, the Unit Operator shall



submit for the approval of the Supervisor, the l.and Commissioner, and State Commission
a plan for an additional specified period for the development and operation of the
unitized lanc.

Any plan submitted pursuant to this section shall provide for the exploration
of the unitized area and for the diligent drilling necessary for determination of
the area or areas thereof capable of producing unitized substances in paying
quantities in each and every productive formation and shall be as complete and
adequate as the Supervisor, the —and Commissioner, and State Commission may determine
to be necessary for timely development and proper conservation of the oil and gas
resources of the unitized area and shall:

(a) specify the number and locations of any wells to be drilled and the
proposed order and time for such drilling; and

(b) to the extent practicable specify the operating practices regarded as
necessary and advisable for proper conservation of natural resources. Separate
plans may be submitted for separate productive zones, subject toc the approval of
the Supervisor, the Land Commissioner, and State Commission.

Plans shall be modified or supplemented when necessary to meet changed conditions
or to protect the interests of all parties to this agreement. Reasonable diligence
shall be exercised in complying with the obligations of the approved plan of develop-
ment. The Supervisor and the Land Commissioner are authorized to grant a reasonable
extension of the six-month period herein prescribed for submission of an initial
plan of development where such action is justified because of unusual conditions
or circumstances. After completion hereunder of a well capable of producing any
unitized substance in paying quantities, no further wells, except such as may be
necessary to afford protection against operations not under this agreement and such
as may be specificélly approved by the Supervisor, the Land Commissioner, and State
Commission, shall be drilled except in accordance with a plan of development approved
as herein provided.

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of pro-

ducing unitized substances in paying gquantities or as soon thereafter as required by
the Supervisor, the Land Commissioner, or the State Commission, the Unit Operator
shall submit for approval by the Supervisor, the Land Cgmmissioner, and State
Commission a schedule, based on subdivisions of the public-land survey or aliquot
parts thereof, of all land then regarded as reasonably proved to be‘productive in

paying quantities; all lands in said schedule on approval of the Supervisor, the

Land Commissioner. and State Commission to constitute a particinatine area. affartsra



as of the date of completion of such well or the effective date of this unit agreement,
whichever is later. The acreages of both I'ederal and non-Federal lands shall be
based upon appropriate computations from the courses and distances shown on the last
approved public-land survey as of the effective date of each initial participating
area., Said schedule shall also set forth the percentage of unitized substances to be
allocated as herein provided to each tract in the participating area so established,
and shall govern the allocation of production commencing with the effective date
of the participating area. A separate participating area shall be established for
each separate pool or deposit of unitized substances or for any group thereof which
is produced as a single pool or zone, and any two or more participating areas so
established may be combined into one, on approval of the Supervisor, the Land Commis-
sioner, and the State Commission. When production from two or more participating
areas, so established, is subsequently found to be from a common pool or deposit
said participating areas shall be combined into one, effective as of such appropriate
date as may be approved or prescribed oy the Supervisor, the Land Commissioner, and
State Commission. The participating area or areas so established shall be revised
from time to time, subject to like approval, to include additional land then regarded
as reasonably proved to be productive in paying quantities or necessary for unit
operations, or to exclude land then regarded as reasonably proved not to be productive
in paying guantities and the schedule of allocation percentages shall be revised
accordingly. The effective date of any revision shall be the first of the month in
which is obtained the knowledge or information on which such revision is predicated,
provided, however, that a more appropriate effective date may be used if justified by
the Unit Operator and approved by the Supervisor, the Land Commissioner, and State
Commission. No land shall be excluded from a participating area on account of de-
plet.on of the uni£ized substances, except that any participating area established
under the provisions of this unit agreement shall terminate automatically whenever all
completions in the formation on which the participating area is bacsed are abandoned.

It is the intent of this section that a participating area shall represent the
area known or reasonably estimated to be productive in paying quantities; but regard-
less of any revision of the participating area, nothing herein contained shall be
construed as requiring any retroactive adjustment for production obtained prior to
the effective date of the revision of the participating area.

In the absence of agreement at any time between the Unit Operator and the
Supervisor, the Land Commissioner, and State Commission, as to the proper definition

or redefinition of a participating area, or until a participating area has, or areas



have, been established as provided herein, the portion of all payments affected
thereby shall be impounded in a manner mutually acceptable to the owners of working
interests and the Supervisor and the Land Commissioner. Royalties due the United
States shall be determined by the Supervisor for Federal lands and the Land Commis-
sioner for the State lands and the amount thereof shall be deposited, as directed by
the Supervisor and the Land Commissioner, to be held as unearned money until a
participating area is finally approved and then applied as earned or returned in
accordance with a determination of the sum due as Federal and State royalty on the
basis of such approved participa:ing area.

Whenever it is determined, subject to the approval of the Supervisor, the Land
Commissioner, znd State Commission that a well drilled under this agreement is not
capable of procduction in paying quantities and inclusion of the land on which it is
situated in a participating area is unwarranted, production from such well shall,
for the purposes of settlement among all parties other than working-interest owners,
be allocated to the land on which the well is located unless such land is already
within the participating area es-.ablished for the pool or deposit from which such
production is obtained. Settlement for working interest benefits from such a well
shall be made as provided in the unit operating agreement.

Determination as to whether a well completed within the Unit Area prior to the
effective date of this agreement is capable of producing unitized substances in paying
quantities shall be deferred until an initial participating area is established as a
result of the completion of a well for production in paying quantities in accordance
with Section 9 hereof.

12. ALLOCATION OF PRODUCTION, All unitized substances produced from each

participating area established under this agreement, except any part thereof used in
conformity with good operating practices within the unitized area for drilling, opera-
ting, camp, and other production or development purposes, for repressuring or
recycling in accordance with a plan of development approved by the Supervisor, Land
Commissioner, and State Commission, or unavoidable lost, shall be deemed to be pro-
duced equally on an acreage basis from the several tracts of unitized land of the
participating area established for such production and, for the purpose of determining
any benefits accruing under this agreement, each such tract of unitized land shall have
allocated to it such percentage of said production as the number of acres of such
tract included in said participating area bears to the total acres of unitized

land in said participating area, except that allocation of production hereunder

for purposes other than for settlement of the royalty, overriding royalty, or

payment out of production obligations of the respective working-interest owners,

shall be on the basis prescribed in the unit operating agreement whether in con-

formity with the basis of allocation herein set forth or otherwise. It is hereby
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agreed that production of unitized substances irom a participating area shall be
allocated as provided her<in regardless of whetner any wells are drilled on any
particular part or tract of said participating arca. 1f any gas produced from

one participating area ig uscd for repressuring or recycling purposes in another
participating arca, the first gas withdrawn irom such last-mentioned participating
area for sale during the life of this agre-ment shall be considered to be the gas
so transferr~d until an amount equal to that tranciferred shall be so produced for
sale and such gas shall be allccated to the participating area from which in:itially
produced as such area was last defined at the time of such final production.

1%. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS. Any

party hereto owning or controlling the working interest in any unitized land having
thereon a r=sgular well location may with the approval of the Supervisor and the
Land Commissioner, at such party's sole risk, costs, and expense, drill a well to
test any formaticn for which a participating arca has not been established or to
test any formation for which a participatinrg arca has been established it such
location is not within saild participating arva, unless within 90 days of receipt

of notice frem sald party of his intention <o drill the well the Unit Operator
elects and cemmences to driil such a well in 1ike manner as other wells are drilled
by the Unit Operator under this agreement.

If any well arilleld as aforesald by a worcing-interest owner results in
productionr such that the land upon which it is situated may properly be included
in a participating area, such participating ar-a shall be established or enlarged
as provided in this agreement and the wnll shall thereafter be operated by the
Unit Operator in accordance with the terms of this agreement and the unit operating
agreement.

If any well}drilled as aloresald by a working-interest owner obtains pro-
duction in quantities insufficient to Justify the inclusion of the land upon which
such well is situated in a participating area, such well may be operated and pro-
duced by the party drilling the same subjicct to the conservation requirements of
this agreement. The royalties in amount or valus of production from any such well
shall be paid as specified in the underlying 1. ase and agreements affected.

14,  RCYALTY SETTLEMENT. The United States and any State and any royalty

owrter who 1s entitled to take in kind a share of ths substances now unitized here-
under shall hereaftcr be entitled to the right to take in kind its share of the

unitized substances. and the Urit Opverater. or the workine-intoerest aowner in case



of the operation of z well by & working-inter.st owner as herein provided for in
special cascs, shall make deliveries of such royaity share taken in kind in con-
formity with the applicable contracts, laws, aud regulations. Settlement for roy-
alty interest not taken in Kinos shall Le mad- by working-interest owners responsible
therefor under coxisting contracts, laws, and regulations, or by the Unit Operator,
on or before the last day of cach month for unitized substances produced during
the precedinrg calendar menth; provided, however, that nothing herein contained
shall operaze to relieve the lessees of any land from their respective lease obli-
gations for the payment of any royalties due under their leases.

If gas obtained from lards nct subject to this agreement is introducecd
into any participating area hereunder, for use in repressuring, stimulation cf
production, or increasing ultimatr recovery, in conformity with a plan of opera-
ticns approved by the Superviscr and the Land Commissioner, a like amount of gas,
after settlement as herein previded for any gas transferred from any other perti-
cipating area and with appropriat: deduction for loss from any cause, may be with-
drawn from the formation into vhich the gas is introduced, royalty free as tc dry
gas, but not as to any proaucte which may be extracted therefrom; provided that
such withdrawal shall be at such time as may be provided in the approved plar of
operations or as may otherwise be consented to by the Supervisor and the Land
Commissioner as conforming tc good petroleum «ngineering practice; and provided
further, that such right of withdrawal shall terminate on the termination of this
unit agreement.

Royalty due the United States shall be computed as provided in the operating
regulations and paid in value cr delivered in kind as to all unitized substances
on the basis of the amounts thereof allocated to unitized Federal land as provided
herein at the rates specifiea in the respective Federal leases, or at such lower
rate or rates as may be authorized by law or roemulation; provided, that for leases
on which the royalty rate depends on the daily avoerage production per well, said
average production shall be determined in accor<ance with the operating regulations
as though each participating area were a single consolidated lease.

Royalty due on account of State lands shall be computed and paid on the
basis of all unitized substances allocated to such lands.

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases committed

hereto shall be paid by working-interest cwnrre responsible therefor under existing

contracts, laws, and regulationrs, provided thzi riothing herein contained shall



operate to relieve the logsces of any land row their respective lease obligetions

for the payrent of any rental or minimun royalt: i under their leases. Rertal
or minimum royalty ltor lands ot tiee Urdted Siatoo oabiect to this agreement shall
be paid at the rate speciii<i 1 the rewspoeotive trases {rom the United States un-

less such rental or minimum royaliy is waiv.i. nougpended, or reduced by law cr by

approval of the Secretary cr his v authoriz:od ropresentative.
pp u

Rentals on State ot New Hewiceo lands cul oot to this agrecment shall te

paid at the rates specificed in the respective loascs.
With respect to any lcace on non-F.d-ral land containing provisions whkich

would terminate such leas: unless drilling oprrations are commenced upon the land
covered thereby within the time therein specitficd or rentals are paid for the pri-
vilege of deferring such drilling operations, th+s rentals required thereby shall,
notwithstanding any other vprovision of this agre-uwent, be deemed to accrue and be-
come payable during the term thercof as extendrd by this agreement and until the
required drilling operations are commenced upon the land covered thereby or until

some portion of such land is ircluded within & participating arca.

16. CONSERVATION. Operations hereunder and production of unitized substances

shall be conducted to provide for the most ecoromical and efficient reccvery of
said substances without waste, as defincd by or pursuant to State or Federal law
or regulation.

17. DRAINAGE. The Unit Operator shall take such measures as the Supervisor
and Land Cormmissioner deem appropriate and adegiate to prevent drainage of uritized
substances “rom unitized land ty wells on land not subject to this agreement.

18. LEASES AND CONTRACTS CONFORMED AND FXTENDED. The terms, conditions,

and provisions of all leases, cubleases, and othcr contracts relating to exploration,
drilling, development, or operation for cil or gas on lands committed to this agree-~
ment are hereby expressly modified and amended to the extent necessary to make the
same conform te the provisions hoereot, but otherwise to remain in full force and
effect; and the parties hereto hereby consent that the Secretary, as to Federal
leases and the Land Commissioner, as to State leases, shall and each by his ap-
proval hereof, or by the approval hereof by his duly authorized representative,

does hereby establish, alter, change, or revoke the drilling, producing, rental,
minimum royalty, and royalty requirements of Federal and State leases committed

hereto and the regulations in respect thereto to conform said requirements to the

nrovicions of this acreermont. sand withont l1iritire the cenerality of the foareooine.

"



all leases, cubleases, and contracts are particularly modified in accordance with

the following:

(a) The development ana cprration ot luznus subject to this agreement under

the terms therc?! shall be deencd full periormanc. of all obligations for develop-
ment and operation with reepect to cach and - very separately owned tract sublect

to this agreecment, regardlcss cf whether there ic any development of any particu-
lar tract of the unit area.

(b) Drilling and producing operations poriormed hereunder upon any tract
of unitized lands will be accepted and decmed to be performed upon and for the
benefit of each and every tract of unitized land, and no lease shall be deemed to
expire by reason of failurc to drill or produce wells situated on the land trerein
embraced.

(c) Suspencion of drilling or producing cperations on all unitized lands
pursuant to direction or consert of the Secretary and the Land Commissioner, or
his duly authorized representative, shall be deemed to constitute such suspension
pursuant to such direction or consent as to each and every tract of unitized land.
A suspension of drilling or prcducing operations limited to specified lands shall
be applicable only to such lancs.

(d) Bach lease, sublease, or contract relating to the exploration, drilling,
development or operation for ¢il or gas of lands other than those of the United
States and State of New Mexico committed to this agreement, which, by its terms
might expire pricr to the termination of this agreement, is hereby extended beyond
any such terms so provided therein so that it shall be continued in full force and
effect for and during the term of this agreement.

(e) Any Federal lease for a fixed term o1 twenty (20) years or any renewal
thereof or any part of such lecse which 15 mad~ subject to this agreement shall con-
tinue in force beyond the term provided thercin until the termination hereof. Any
other Federal lease committed lrereto shall continue in force beyond the term so
provided therein or by law as to the land commitied so long as such lease remains
subject hereto, provided that production is had in paying gquantities under this unit
agreement prior to the expiration date cf the term of such lease, or in the event
actual dril.ing operations are commenced on uritized land, in accordance with the
provisions of this agreement, prior to the end of the primary term of such lease
and are being diligently prosecuted at that time, such lease shall be extended for

two years and so long thercaiter as oil or gas ic produced in payving quantities in



accordance with the provisions of the Mineral l.easing Act Revision of 1960.

’ (f) Each sublease or contract relating to the operation and development of
unitized substances from lands of the United States committed to this agreement,
which by its terms would expire prior to the time at which the underlying lease,
as extended by the immediately preceding paragraph, will expire, is hereby extended
beyond any such term so provided therein =o that it shall be continued in full force
and effect “or and during the term of the underlying lease as such term is herein
extended.

(g) The segregation of any Federal lLease committed to this agreement is
governed by the following provision in the fourth paragraph of Sec. 17 (j) o7 the
Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 Stat. 782.-784):
"Any (Federal) lease heretofore or hereafter committed to any such (unit) Plan em-
bracing lands that are in part within and in part outside of the area covered by
any such plan shall be segregated intc separate leases as to the lands committed
and the lands not committed as of the effective date of unitization: Provided
however, that any such lease as to the nonunitized portion shall continue in force
and effect Zor the term thereof but for not less than two years from the date of
such segregation and so long thereafter as oil or gas is produced in paying quanti-
ties."

(h) In the event the Initial Test Well is commenced prior to the expiration
date of the shortest term State Lease within the Unit Area, any lease embracing
lands of the State of New Mexico which is made subject to this agreement, shall
continue in force beyond the term provided therein as to the lands committed hereto
until the termination hereof.

(i) Any lease embracing lands of the State of New Mexico having only a
portion of its lands committed hereto, shall be segregated as to the protion com-
mitted and the portion not committed, and the terms of such lease shall apply
separately to such segregated protions commencing as of the effective date hereof;
provided, however, notwithstanding any of the provisions of this agreement to the
contrary any lease embracing lands of the State of New Mexico having only a portion
of its lands committed hereto shall continue in full force and effect beyond the
term provided therein as to all lands embraced in such lease, if o0il or gas is dis-
covered and is capable of being produced in paying quantities from some part of
the lands embraced in such lease at the expiration of the secondary term of such
lease; or if, at the expiration of the secondary term, the leasee or the Unit Opera-
to. is then engaged in bona fide drilling or reworking operations on some part of

the lands embraced in such lease, the same as to all lands embraced therein, shall
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remain in full force and effect co long as sucl: operations are being diligently

P

prosecuted, and if they resuit in the production ol oil or gas; said lease shall

Vo

continue in ull force and eiff.ct as to all o L lands embraced therein, so long
thereafter as oil or gas in paying quantitics is being preduced from any portion

of said lands.

19. COVENANTS RUN WITE LAND. The covenants nerein shall be construed to be

covenants running with the lani with respect to the interest of the parties hereto
and their successors in interest until this agrecment terminates, and any grant,
transfer, or conveyance, or interest in lanid or leases subject hereto shall be and
hereby is conditioned upon the assumption of al! privileges and obligations nereunder
by the grantee, transferee, or other successor in interest. DNo assignment or trans-
fer of any working interest, royalty, or other interest subject hereto shall be
binding upon Unit Operator until the first day o! the calendar month after Uanit
Operator is “urnished with the original, photostatic, or certified copy of tae
instrument o transfer.

20. EFFECTIVE DATE AND TERM. This agrrement shall become effective upon

approval by the Secretary and the Land Commissioner or his duly authorized repre-
sentative, and shall terminate five (95) years from said effective date unless

(a) such date of expiration is extended by the Director and the land Com-
missioner, or

(b) it ie reasonably d:termined prior to the expiration of the fixed term
or any extension thereof that the urnitized land is incapable of production of uni-
tized substances in paying quantitles in the formations tested hereunder and after
netice of intention to terminate the agreement on such ground is given by the Unit
Operator to all parties in interest at their last known addresses, the agreement
is terminated with the approval}of the Supervisor and the Land Commissicner, or

(c) a valuable discovery of unitized substances has been made or accepted
on unitized land during said initial term or any extension thereof, in which event
the agreement shall remain in effect for such term and so long as unitized substances
are prodaced in quantities sulficient to pay tor the cost of producing same from
wells on unitized land within any participating area established hereunder and,
should produaction cease, so long thereafter as diligent operations are in progress
for the restoration of production or discovery of new production and so long there-

after as unitized substances so discoverca are produced as aforesaid, or
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(d) it dis terminated as worefofore proviiot

f—
=3

tnis agreement. This agree-
ment may de torminated at acny time by nol ooon thon 75 per centum, on an acreage
basis, of the working-interest ouncrs cignotory o reto, with the approval of the
Supervisor and the lard Commlistiior.ri notice oi nny such approval to be given by the
Unit Operator to all parties hercto.

21. RATE OF PROSPuCTING, DEVELCPMERT, AND PRODUCTION. The Director is

hereby vested with authority to alter or modity from time to time in his discretion
the quantity and rate of production under this agreement when such guantity and

rate is not fixed pursuant to Pederal or State law or does not conform to any state-
wide voluntary conservation or allocation program, which is established, recogniczed,
and generally adhered to by the majority ot operators in such State, such authority
being hereby limited to alteration or medilicaiion in the public interest, the pur-
pose thereof and the public interest to be served thereby to be stated in the order
of alteration or modification. Without regard to the foregoing, the Director is
also hereby vested with authority to alter or modify from time to time in his dis-~
cretion the rate of prospecting and development and the gquantity and rate of pro-
duction under this agreement when such alteration or modification is in the interest
of attaining the conservation objectives stat<d ir this agreement and is not in
violation oif ary applicable Toucral or Stat~ law.

Powers in this section vected in the Director shall only be exercised after
notice to Mit Opcrator and opportunity for hearing to be held not less than 15
days from notice.

22. APPEARANCES. Unit Grorator shall, ater notice to other parties affected,
have the right to appear for and on behal? of any and all interests affected hereby
before the Department of the Intericr anc the Cocmmissioner of Pulbic Lands and to
appeal from crders issued under the regulations of said Department or Land Commis-
sioner or to apply for relisf from any of said regulations or in any proceedings
relative to operations before the Department of the Interior or the Land Commission-
er or any other legally constituted authority; provided, however, that any other
interested party shall alco have the right at his own expense to be heard in any
such proceeding.

2%. NOTICES. All notices, demands, or statements required hereunder to be
given or renderad to the poartics heroto chall b deemed fully given if given in
writing and personally delivercd to the party or sent by postpaid registered or

certified mail, aadressed to such party or partics at their respective addresses



set forth in connection with tre signutures heroio or to the ratification or con-
sent hereof or to such other acdress as any such parily may have furnished in writing
to party sending the notice, demand or statoment.

24, NO WAIVER OF CERTAIN RIGHTS. Hothing ir. this agreement contained shall

be construed as a waiver by any party hereto oi the right to assert any legal or
constitutional right or defensce as to the validity or invalidity of any law of the
State wherein said ianitized lards are located, or of the United States, or regula-
tions issued thereunder inany way affecting such party, or as a waiver by any such
party of any right beyond his cr its authoriiy to waive.

25. LUNAVOIDABLE DELAY. A1l obligations under this agreement requiring the

Unit Operator to commence or continue‘drilling or to operate on or produce unitized
substances irom any of the lancs covecred by this agreement shall be suspended while
the Unit Operator despite the e¢xercise of duc care and diligence, is prevented from
complying with such obligations, in whole or in part, by strikes, acts of God,
Federal, State, or municipal lecw or agenrcies, unavoidable accidents, uncontrollable
delays in transportation, inability to obtain necessary materials in open market,
or other matters beyond the ressonable control of the Unit Operator whether similar
to matters herein enumerated or not. No unit obligetion which is suspended under
this section shall become due less than thirty (30) days after it has been deter-
mined that the suspension is no longer applicable. Determination of creditable
"Unavoidable Delay" time shall be made by the unit operator subject to approval of

the Superviscr and the lLand Commissioner.

26. NONDISCRIMINATION. in comnnection with the performance of work under

this agreement, the operator agrees to comply with all the provisions of section
202 (1) to 17) inclusive of Executive Order 11246 (30 F.R. 12319), as amended,
which are hereby incorporated by reference in this agreement.

27. 1085 OF TITLE. In the event title to any tract of unitized land

shall fail and the true owner cannot be induced to Jjoin in this unit agreement,

such tract shall be automatically regarded as not committed hereto and there shall
be such readjustment of future costs and benefits as may be required on account of
the loss of such title. 1n the event of a dispute as to title as to any royalty,
working interest, or other interecsts subject thoreto, payment or delivery on account
thereof may ve withheld without liability for interest until the dispute is finally

settled; provided, that, ag to Yederal and Stat: land or leases, no payments of



funds due the United States or the State of New Mexico should be withheld, but
such funds shall be deposited as directed by the Supervisor and such funds of the
State of New Mexico shall be deposited as directed by the Land Commissioner, to be
held as unearned money pending final settlement of the title dispute, and then
applied as earned or returned in accordance with such final settlement.

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

28. NON-COINDER AND SUBSEQUENT JOINDER. 1f the owner of any substantial

interest in a tract within the unit area fails or refuses to subscribe or consent

to this agreement, the owner of the working interest in that tract may withdraw said
tract from this agreement by written notice delivered to the Supervisor, the Land
Commissioner, the State Commission, and the Unit Operator prior to the approval

of this agreement by the Supervisor. Any oil or gas interests in lands within the
unit area not committed hereto prior to submission of this agreement for final
approval may thereafter be committed hereio ty the owner or owners thereof sub-
scribing or consenting to this agreement, and, if the interest is a working interest,
by the owner of such interest also subscribing to the unit operating agreement.
After operations are commenced hereunder, the right of subsequent joinder, as
provided in this section, by a working-interest owner is subject to such require-
ments or approvals, if any, pertaining to such Joinder, as may be provided for in
the unit operating agreement. After final approval hereof, joinder by a non-working
interest owner must be consented to in writing by the working-interest owner
committed hereto and responsible for the payment of any benefits that may accrue
hereunder in behalf of such non-working interest. A non-working interest may not

be committed to this unit unless the corresponding working interest is committed
hereto. Joinder to the unit agreement by a working-interest owner, at any time,
must be accompanied by appropriate joinder to the unit operating agreement, if more
than one committed working-interest owner is involved, in order for the interest

to be regarded as committed to this unit agreement. Except as may otherwise herein
be provided, subsequent joinders to this agreement shall be effective as of the
first day of the month following the filing with the Supervisor, the Land Commissioner,
and the State Commission of duly executed counterparts of all or any papers
necessary to establish effective commitment of any tract to this agreement unless
objection to such joinder is duly made within sixty (60) days by the Superviscr,

the Land Commissioner, or State Commission.
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29. COUNTERPARTS. This agreoenent nay oe oxecuted in any number of ccunter-

1

parts no ore of which necds to be exccuteda by ull partizs or may be ratified or
consented to by scparate incirument in wrillng spocifically referring hereto and
shall be binding upoen all thooo particos who nrove cxecuted such a counterpart, rati-

fication, or consent hereto with the same fore.- and e«ffect as if all such parties
b

had signed the same document ana regardless ol whether or net it is executed by all
other partiecs owning or claiming an interost in the lands within the above-described
unit area.

0. SURRENDER. Nething in this agreement shall prohibit the exercise by any
working-interest owner of the rignt to surrend<r vested in such party by any lease,
sublease, or operating agreement as to all or any part of the lands covered thereby,
previded that each party who will or might acauire such working interest by such
surrender cor by forreiturs as hereaiter st Torth, ie bound by the terms of this
agreement.

If, s a result of any such surrend.r, the working interest rights as to
such lands become vested in any party othor than the fee owner of the unitized sub-
stances, said party may forteit euch rights and further venefits from operation
hereunder as to said land to the party nexzt in the chain of title who shall be and
become the cwner of such working jntcrost.

If, as the result of any such surrecndoer or fortfeiture, working interest rights
become vestea in the fee owner of the unitized substances, such owner may:

{1) Accept those working-interests rights subject to this agreement and
the unit operating agreement; or

{2) lLease the portion of such land as is included in a participating area
established hezreundsr subject to this agreement and the unit operating agreement.,

(3) Provide for the independent operntion of any part of such land that are
not then included within a participatirg arza e¢stablished hereunder.

If the fee ocwner of the unitized substances does not accept the working-
interest rights subject to this agreement and the unit operating agreement or lease,
such lands as above-provided within six (6) months after the surrendered or for-
feited working-interest rights become vested in the fee owner, the benefits and
obligations of operations accruing to such lands under this agreement and the unit
operating agrzement shall be shared by the remaining owners of unitized working
interests in accordance with their respective working interest ownerships, and

such owners or working interests shall comuvensate the fee owner of unitized anh-



stances in such lands by paying sums equal to the rentals, minimum royalties, and
royalties applicable to such lands uuder the lLease in effect when the lands were
unitized.

An appropriate accourting and settloment chall be made, for all benefits
accruing to or payments and expenditures made or incurred on behalf of such surren-
dered or forteited working interust subseguent fto the date of surrender or forfeiture,
and payment of any moncys founa to be owing by such an accounting shall be made as
between the parties within thirty (7D) days. In the event no unit operating agree-
ment is in existence and a mutunlly acceptavls agreement between the proper parties
thereto cannot be consummated, the Supervisor muv prescribe such reasonable and

equitable agreement as he deens warranted unider the circumstances.

The cxercise of any right vested in n ng-interest owner to reassign
such working interest to the party frowm whowm «binined zhall bte subject to the same
conditions as set forth in this scction ir regard to the exercise of a right to
surrender.

1. TAXES. The workirng-interest owners chall render and pay for their ac-
count and the account of the royalty owrnors nil valid taxes on or measured by the
unitized substances in and under or that may oo produced, gathered, and sold from
the land subject to thig contract after the eitcctive date of this agreement, or
upon the proceeds derived thereirom. The working-interest owners on each tract
shall and may charge the proper proporticn of said taxes to the royalty owners
having interests in said tract, and may currently retain and deduct sufficient of
the unitized substances or derivative producis, or net proceeds thereof from the
allocated share ot each royalty owner to sccurc reimbursement for the taxes so paid.
No such taxes shall be charged to the Unitod States or the State of New Mexico or
to any lessor who has a contract with his lessor who has a contract with his lessee

which requires the lessec to pay such taxco.

32. NO PARTNERSHIP. It ig expressly agrond that the relation of the parties

hereto is tkat of independent contractors and nothing in this agreement contained,
expressed, cr implied, nor any operations conducted heresunder, shall create or be
deemed to have created a partnership or association between the parties hereto or
any of them.

2%. CONFLICT OF SUPERVISION. Heither the Unit Operator nor the working-

interest owners, nor any of them, shall bz subject to any forfeiture, termination,

or expiration of any right hereunder or under any leases or contracts subject hereto,
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or to any penalty or liability on e

to comply with any applicable provicions ther
Operator or the worxking-intrrect owners, or e

prevented from compiying ‘herowith

obtain, ir the exercise ol iue Vience, the oo
of the United States and proper representos
about any mztters or things conuerrning whioh

currence be obtained. The pnartice heroio.

that all pcwers and authority ted

Vsl

sicas of this agreement are vected in the Otode

by it pursuant to the provision: of the laws

in any case to appeal or judicizl review ad’

ey

laws of the State ¢f New Fexico.

34, BURFACE AND

FLVIROMNMENTAL PROTRC LG
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“heooexbent that the said Unit

Lhen o are hindered, delayed, or
aizure of the {nit Operator to
ccurrense ol proper representatives
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the Dtate of New Mexico in and
regquired hereln that such con-
11 ihe Otate Commission, agree

:75ion in and by any provi-
shall be exercised

Locion and

LLate

of New Mexico and subject
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agreement shall modify or change it

lating to surface wanagement or s:ch speninl
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to surface and environmental prot<ction,

Gas Leases covering lands within the Unit Areu.

abtach.o

m: or herealter ba provided bty the
PRy ATTONS. Nothing in this
tnd vederal lease stipulations re-

dornl Lense stipulations relating

to an! made a part of, 0il and

IN WITNESS WHEREQI, the parties hereto bhave caused this agreement to be

executed and have sect opposite their

ATTEST:

BY: RY .

Uil

STATE OF NEW MEXICO )

~ S
6]
6]

COUNTY OF EDDY

The foregoing instrument was acknowledged before me this

y 1Y% . by

respective names the date of execution.

YATES PETROLEUM CORPORATION

1" OPEERATOR

day of

who is

New Mexico corporation,

My Commission bExpires:

0! YATES PETROLEUM CORPORATION, a

(State of Incorp.)

for and on hehalf of said Corporation.

liotary Public



EXHIBITS "A" AND "B" ARE BEING PREFARED
AND WILL BE FURNISHED TC THE CONSERVATION
DIVISION WITHIN THE NEXT WEEK OR 10 DAYS



