BEFORL THE OIL CONGERVATION COMMISSION . -
STATE OF NEW MEXICO

APPLICATION FOR APPROVAL OF
THE WALNUT DRAW UNIT AGREEMENT
CHAVES ANU EDDY COUNTIES, NEW MEXICO

< Y 70
New Mexico 0il Conservation Commission (,CLAL}‘ 6;7
Santa Fe, New Mexico 87501

Comes the undersigned L. C. Harris, with offices at Roswell, New Mexico and
files herewith one (1) copy of the proposed Unit Agreement for the development
and operation of the Walnut Draw Unit Area, BEddy and Chaves Counties, 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 9,797.48
acres of land, more or less, more particularly described as follows:

2.0
T-15-S, R-23-F, N.M.P.M. T-16-3, R-23-E, N.M.P.M. T-16-S, R-28-E, N.M.P.M.
Secs. %3, 34, 35, %6; All Secs. 1, 2, 11, 12, 13; All Secs. 5, 6, 7,6, 18; All

Eddy and Chaves Counties, New Mexico

2. That of the lands embraced within the proposed Unit, 4,972.62 acres are
lands of the United States, being 50.76% of the Area; 4,424.86 acres are State of
New Mexico lands being 45.16% of the Area, and 400.00 acreés are Fee Lands being
4.,08% 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
geological 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 L. C. Harris 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
necessary for the development and operation of the Unit Area for oil and gas subject
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 Siluro-Devonian
Formation, but applicant is not obligated to drill said well in any event to a depth
in excess of 6,500 feet.

5. That the applicant believes that in the event il or gas is discovered in
paying quantities 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 Oil Conservation rules and regulations.

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

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

WHEREFCRE, 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 interest of conservation and the prevention of waste. Applicant
respectfully requests that this matter be heard at the first available hearing
following this date.

DATED this 9th day of February, 1379.
L. C. Harris

7 >
By;Z{/;éZQZ;,éé;%/722%§; >

"Randolph M#Richardson, III
Attorney At Law

P. 0. Box 819

Roswell, New Mexico 88201
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION

OF THE
WALNUT DRAW UNIT AREA

COUNTIES OF EDDY AND CHAVES
STATE OF NEW MEXICO

NO.

‘

THIS AGREEMENT, entered into as of the 10thday of February

1Qj§i, by and between the parties subscribing, ratifying, or consenting hereto,
and herein referred to as the ''parties hereto,"
WILTNESSETH:

WHEREAS, the parties hereto are the owners of working, royalty, or other
0il and gas interests in the unit area subject to this agreement; and

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as
amended, 30 U. S. C. Secs. 181 et seq., authorizes Federal lessees and their re-
presentatives to unite with each other, or jointly or separately with others, in
collectively adopting and operating a cooperative or unit plan of development or
operation of any o0il or gas pool, field, or like area, or any part thereof for the
purpose of more properly conserving the natural 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 of the State of New Mexico is
authorized by an Act of the Legislature (Sec. 7-11-29 N.M. Statutes 1953 Annotated)
to consent to or approve this agreement on behalf of the State of New Mexico, insofar
as it covers and includes lands and mineral interest of the State of New Mexico; and,

WHEREAS, the 0il Conservation Commission of the State of New Mexico is autho:-
ized by an Act of the Legislature (Chapter 72, Laws of 1935, as amended by Chapter
193, Laws of 1937; Chapter 166,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

Walnut Draw Unit Area covering the land hereinafter des-

cribed to give reasonably effective control of operations therein; and
WHEREAS, it is the purpose of the parties hereto to conserve natural resources,
prevent waste, and secure other benefits obtainable through development and operation

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



herein set forth;

NOW, THEREFORE, in consideration of the premises and the promises herein
contained, the parties hereto commit to this agreement their respective interests
in the below-defined unit area, and agree severally among themselves as follows:

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February, 25,

1920, as amended, supra, and all valid pertincnt regulations, including operating
and unit plan regulations, heretofore issued thereunder or valid, pertinent, and
reasonable regulations hereafter issued therecunder are accepted and made a part of
this agreement as to Federal lands, provided such regulations are not inconsistent
with the terms of this agreement; and as to non-Federal lands, the oil and gas
operating regulations in effect as of the effective date hereof governing drilling
and producing operations, not inconsistent with the terms hereof or the laws of the
State in which the non-Federal land is located, are hereby accepted and made a part
of this agreement.

2. UNIT AREA. The following described land is hereby designated ana recog-

nized as constituting the unit area:

T-15-5, R-23-E, NMPM T-16-S, R-23-E, NMPM . T-16-3, R=-24-E, NMPM
Secs. 33. 34, 55, 363 All Secs. 1, 2, 11, 12, 133 All Secs. 5, 6, 7, 8, 183 All

Containing 9,797.48 acres,
more or less.

Exhibit "A" attached hereto is a map showing the unit area and the boundaries and
indentity of tracts and leases in said aréa to the extent known to the Unit Operator.
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 interests

in all land in the unit area. However, nothing herein or in said schedule or map
shall be construed as a representation by any party hereto as to the awnership of
any interest other than such interest or interests as are shown in said map or
schedule as owned by such party. Exhibits "A" and '"B" shall be revised by the Unit
Operator whenever changes in the unit area render such revision necessary when re-
quested by the 0il and Gas Supervisor, hereinafter referred to as "Supervisor," or

when requested by the Commissicner of Public Lands of the State of New Mexico,



hereinafter reterred to as "Land Commissioner," and not less than five (5) copies
of the revised Exhibits shall be filed with the Supervisor and one (1) copy there-
of shall be filed with the Land Commissioner, and one (1) copy with the New Mexico
01l Conservation Commission, hereinafter referred to as "“State Commission.®

The above-described unit area shall, when practicable, be expanded to include
therein any additional lands or shall be contracted to exclude lands whenever such
expansion or contraction is dzemed to be necessary or advisable to conform with the

burposes of this agreement. Such expansion or contraction shall be effected in the

following manner:

(a) Unit Operator, on its own motion or on demand of the Director of tlhe
Geological Survey, hereinafter referred to as '"Director," or on demand of the Land
Commissioner, after preliminary concurrence by the Director, shall prepare a notice
of proposcd expansion or contraction describing the contemplated changes in the
boundaries of the unit area, the reasons thercfor, and the proposed effective date
thereof, preferably, the first day of a month subsequent to the date of notice.

(b) Said notice shall be delivered to the Supervisor, the Land Commissioner
and the State Commission, and copies thereof mailed to the last known address of
each working-interest owner, lessee, and lesscr whose interests are affected, ad-
vising that thirty (30) days w21l be allowed for submission to the Unit Operator of
any objections.

(¢c) Upon expiration of the 30-day period provided in the preceding item
(b) hereof, Unit Operator shall file with the Supervisor, the Land Commissioner,
and the State Commission, evidence of 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 sufficient number, for approval of
such expansion or contraction and with appropriate joinders.

(d) After due consideration of all pertinent information, the expansion or

contraction shall, upon approval by the Supervisor, the Land Commissioner, and State

Commission, become effective as of the date prescribed in the notice thereof.
.

(e) All legal subdivisions of lands (i.c., 40 acres by Government survey
or its nearest lot or tract cquivalent; in instances of irregular surveys unusually
large lots or tracts shall be considered in multiples of 40.acres or the nearest
aliquot equivalent thercof), no parts of which are entitled to be in a participating
area on or before the fifth anniversary of the effective date of the first initial

participating area established under this unit agreement, shall be eliminated auto-

matically from this agreement, c¢ffective as of said fifth anniversary, and such lands



shall no longer be a part of the unit area and shall no longer be subject to

this agreement, unless diligent drilling operations are in progress on unitized
lands not entitled to participation on said fifth anniversary, in which event all
such lands shall remain subject hereto for so long as such drilling operations
are continued diligently, with not more than 90 days' time elapsing between the
completion of one such well and the commencement of the next such well. All legal
subdivisions of lands not entitled to be in a participating area within 10 years
after the effective date of the first initial participating area approved under
this agreement shall be automatically eliminatcd from this agreement as of said
tenth anniversary. All lands proved productive by diligent drilling operations
after the aforesaid five-year period shall becomo participating in the same
manner as during said five-year period. However, when such.diligent drilling
operations cease, all non-participating lands shall be automatically eliminated
effective as of the 91st day thereafter. The unit operator shall within 90 days
after the effective date of any elimination hereunder, describe the area so eli-
minated to the satisfaction of the Supervisor and the Land Commissioner and
promptly notify all parties in interest.

If conditions warrant extension of the ten-year period specified in this
subsection 2 (e), a single extension of not to exceed two years may be accomplished
by consent of the owners of 90% of the working interests in the current non-parti-
cipating unitized lands and the owners of 60% of the basic royalty interests
(exclusive of the basic royalty interests of the United States) in non-participating
unitized lands with approval of the Director and Land Commissioner, provided such
extension application is submitted to the Director and the Land Commissioner not
later then 60 days prior to the expiration of said ten-year period.

‘Any expansion of the unit area pursuant to this section which embraces
lands theretofore eliminated pursuant to this subsection 2 (e) shall not be con-

sidered automatic commitment or recommitment of such lands.

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land committed to this
agreement shall constitute lana referred to herein 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 of this agreement and herein are called
"unitized substances."

4. TUNIT OPERATOR. L. C. Harris

is hereby designated as Unit Operator and by signature hereto as Unit Operator
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agrees and consents to accept i dutics and obligations of Unit Operator for the
discovery, development, and production of unitized substances as herein provided.
Whenever reference is made herein to the Unit Operator, such reference means the
Unit Operator acting in tho capacity and znot as an owner of interest in unitized
substances, and the term "working-interest own-r'" 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. RESIGHFATION OR REMOVAL OI" UNIT OFPERATOR. Unit Operator shall have the

right to resign at any time przor to the establishment of a participating areca or
areas hercunder, but such resignation shall not become effective so as to release |
Unit Operator from the duties and obligations of Unit Operator and terminate Unit
Operator's rights as such for a period of six '6) months after notice of intention
to resign has boen served by Unit Operator on all working-interest owners and the
Supervisor and the Land Commissioner, and until all wells then drilled hereunder
are placed in a satisfactory condition for suspension 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 expiration of said period.

Unit Operator shall have the right to resign in like manner and subject to
like limitations as above 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 is sclected and approved as hereinafter provided, the
working-interest owners shall be jointly responsible for performance of the duties
of unit operator, and shall not later than 30 days before such resignation or re-
moval becomes effective appoint 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 date
of its resignation.

The Unit Operator may, upon default or failure in the performance of its
duties or obligations hereunder, be subject to rcmoval by the same percentage vote
of the owners of working interests as herein provided for the selection of a new

Unit Operator. Such removal shall be effective upon notice thereof to the Supervisor
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The resignation or removal of Unit Operator under this agreement shall

not terminate its right, title. or interest as the owner of a working interest or
other interest in unitized substances, but upon the resignation or removal or Unit
Operator becoming effective, snen Unit Operator shall deliver possession of all
wells, equipment, materials, and appurtenances used in conducting the unit opera-
tions to the new duly gualified successor Unit Operator or to the common agent,

if no such new Unit Operator is elected, to be used for the purpose of conducting
ﬁnit operations hereunder. Nothing herein shall be construed as authorizing re-

moval of any material, equipment, and appurtcnances needed for the preservation of

‘any wells.

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender his

or its resignation as Unit Operator or shall be removed as hereinabove provided,
or a change of Unit Operator ié negotiated by working-interest owners, the owners
of the working interests in the participating area or areas according to their re-
spective acreage interests in such participating area or areas, or until a parti-
cipating area shall have been c¢stablished, the owners of the working interests
according to their respective acrcage interests 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 of one or more additional working
interest owners,shali’be required to select a new operator. Such selection shall
not become effective until

(a) a Unit Operator so sclected shall accept in writing the duties and
responsibilities of Unit Operator, and

(b) the selection shall have been approved by the Supervisor and approved
by the Land Commissioner.

If no successor Unit Opcrator is selected and qualified as herein provided,
the Director and the Land Commissioner, at their election, may declare this unit

agreement terminated.

7. ACCOUNTING PROVISIONMS AND UNIT OPBRATING AGREEMENT. If the Unit Operator

is not the sole owner of workirg interests, costs, and expenses incurred by Unit
Operator in conducting unit opecrations hereunder shall be paid and apportioned
among and borne by the owners ¢! working intercsts, all in accordance with the
agreement or agreements entercc into by and between the Unit Operator and the
owners ol working interests, whether one or morc, separately or collectively. Any

agreement or agreements enterec into between the working-interest owners and the



Unit Operator as provided in trhis scction, wh--th<r one or more, arc herein referred

to as the "unit operating agreoment.

Such unit operating agreement shall also
_provide the manncr in which the working-inler:.t owners shall be entitled to re-
ceive their respective proportiorat: and allocat. d sharc of the benefits accruing
hereto in conformity with their underlying ops rating agreements, leases, or other

{
independent contracts, and such other righte and obligations as between Unit Operator
and the working-interest owners ao may b agr---i upon by Unit Operator and the
working-interest owners; howcover, no such unit operating agreement shall be deemed
either to modify any of tho torms and conditions of this unit agreement or to re-
lieve the Unit Operator of any right or obldgntion cstablished under this unit
agreement, and in case ol any inconsist ncy or :unfiict between this unit agreement
and the unit operating agreemert, this unit agr:-ment shall govern. Three true
copies of any unit operating agreement coxecut .+l pursuant to this section should
be filed with the Supervisor and one true copy with the Lan@ Commissioner, prior to
approval of this unit agreement.

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise specifically

provided herein, the exclusive right, privilege and duty of exercising any and all
rights of the parties hercto which are necessary or convenient for prospectirg for,
producing, storing, allocating, and distributiung the unitized substances are here-
by delegated to and shall bte exercised by the Unit Operator as herein provided.
Acceptable evidence of title tc saild rights shall be deposited with said Unit Opera-
tor ard, together with this agrcoment, shall constitute and define the rights,
privileges, and obligations of Unit Operator. Hothing herein, however, shall be
construed to transier title to any land or to any lease or operating agreemert,

it being understood that under this agreement the Unit Operator, in its capacity

as Unit Operator, shall excercicse the rights of possession and use vested in the

parties hereto only for the purposes herein specified.

9. DRILLING TO DISCOVEEY. Within six (6) months after the effective date
hereof, the Unit Operator shall begin to drill an adequate test well at a location
approved by the Supervisor, it on Federal land, or by the Land Commissioner, if on
State land, unless on such effcctive date a well is being drilled conformably with
the terms hereof, and thereafter continue such drilling diligently until the

Silure-Devonian formation has been tested

, or until at a lesser

depth unitized substances shall be discovered which can be producsd in paying



quantitiés (to-wit: quantities sufficient to repay the costs of drilling, complet-

ing and producing operations, with a reasonable profit) or the Unit Operator shall,
at any time, establish to the satisfaction of the Supervisor if on Federal land, or
the Land Commissioner if on State land, that further drilling of said well would

be unwarranted or impracticable; provided, howcver, that Unit Operator s

in any event, be required to drill said well to a depth in e

feet. Until the discovery of a deposit of unitized substances of being
produced in paying quantities, the Unit Operator shall continue drilling diligently
one well at a time, allowing not more than six (6) months between the completion
of one well and the beginning of the next well, until a well capable of producing
unitized substances in paying quantitieé is completed to the satisfaction of said
Supervisor if it be on Federal land or of the Land Commissiocner if on State land,
or until it is reasonably provsd that the unitized land is incapable of producing
unitized substances in paying quantities in the formations drilled hereunder.
Nothing in this section shall be deemed to limit the right of the Unit Operator to
resign as provided in Section > hereof, or as requiring Unit Operator to commence
or continue any drilling during the period pending such resignation becoming ef-
fective in order to comply with the requirements of this section. The Director
and Land Commissioner may modify the drilling requirements of this section by
granting reasonable extensions of time when, in their opinion, such action is
warranted.

Upon failure to commence any well provided for in this section within the
time allowed, including any extension of time granted by the Supervisor and the
Land Commissioner, this agreement will automatically terminate; upon failure to
continue drilling diligently any well commenced hereunder, the Supervisor and the
Land Commissioner may, after 15-days notice to the Unit 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 raying quantities,

the Unit Operator shall submit for the approval of the Supervisor, the Land _

— g

Commissioner, and Sthg_ggpmissigg‘an acceptable plan of development and operation
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 Operator under this agreement for the period specified therein. Thereafter,

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

-8~
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submit for the approval of the Supervisor, the Land Commissioner, and State Commission
a plan for an additional specified period for the development and operation of the
unitized land.

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 Land 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 conservatioﬁ of natural resources. Separate
plans may be submitted for separate productive zones, subject to 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. vReasonable 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 hereﬁn 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 quantities 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 Commissioner, and State

e e e i« e

Commission a schedule, based on subdivisions of the public-land survey or aliquot
Vparté-tﬂgfeof, 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 participating area, effective



as of the date of completion of such well or the effective date of this unit agreement,
whichever is later. The acreages of both Federal 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 scheaule shall also set forth the percentage of unitized substances to be
allocated as herein provided to each tréct 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 intec 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 subseqguently found to be from a common pool or deposit
said ?articipating areas shall be combined into one, effective as of such appropriate
date as may be approved or prescribed by 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 iand 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 gquantities 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-
pletion of the unitized 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 based 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
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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 aporoved 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 participating area.

Whenever it is determined, subject to the appréval of the Supervisor, the Land
Commissioner, and State Commission that a well drilled under this agreement is not
capable of production 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 established for the pool or déposit from which such
production is obtained. Settlement for working interest benefits from such a well
shall be made as provided in the unit 6perating 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

witlk Section 9 hereof.

12. ALLCCATION 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 fhe 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 o! unitized substanccs trom a participating area shall be
allocated as provided hercin regardless of whother any wells are drilled on any
particular part or tract of said participating area. If any gas produced from

one participating area is used for repressuring or recycling purposes in another
participating area, the fTirst gas withdrawn ifrom such last-mentioned participating
area for sale during the life of this agreemont shall be considered to be the gas
so transferred until an amount ~qual to that transferred shall be so produced for
sale and such’gas shall be allocated to the participating area from which initially
produced as such area was last defined at the time of such final production.

13. DEVELOPMENT QR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS. Any

party hereto owning or controlling the working interest in any uﬁitized land having
thereon a regular well location may with the approval of the Supervisor and the
Land Commissioner, at such par-y's sole risk, costs, and expense, drill a well to
test any formation for which a participating aréa has not-been established or to
test any formation for which a participating area has been established if such
location is not within said participating area, unless within 90 days of receipt

of notice from said party of his intention to drill the well the Unit Operator
elects and commences to drill such a well in like manner as other wells are drilled
by the Unit Operator under this agreement.

If any well drilled as aforesaid by a working~interest owner results in
production such that the land upon which it is situatea may properly be included
in a participating area, such participating area shall be established or enlarged
as provided in this agreement and the well 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 aforesaid by a working-interest owner obtains pro-
duction irn quantities insufficlent 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 subject to the conservation requirements of
this agreement. The royalties in amount or value of production from any such well
shall be paid as specified in the underlying lease and agreements affected.

14. ROYALTY SETTLEMENT. The United States and any State and any royalty

owner who i1s entitled to take in kind a sharc of the substances now unitized here-
under shall hereafter be entitled to the rgght to take in kind its share of the

unitized substances, and the Unit Operator, or the working-intcrest owner in case



of the opecration of a well by a working-inter- =t owner as herein provided for in
special cases, shall make deliveries of such royalty share taken in kind in con-
formity with the applicable contracts, laws, and regulations. Settlement for roy-
alty interest not taken in kind shall be made by working-interest ownefs responsible
therefor under existing contracts, laws, and regulations, or by the Unit Operator,
on or before the last day of <ach month for unitized substances produced during

the preceding calendar month; provided, howevsr, that nothing herein contained

shall operate 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 cobtained from lands not subject to this agreement is introduced
into any participating area hereunder, for usc in repressuring, st?mulation of
production, or increasing ultimate fecovery, in conformity with a plan of opera-
tions approved by the Supervisor and the Land Commissioner, a like amount of gas,
after settlement as herein provided for any gas transferred from any other parti-
cipating area and with appropriate deduction for loss from any cause, may be with-
drawn from the formation into which the gas is introduced, royalty free as to dry
gas, but not as to any producte which may be extracted therefrom; provided that
such withdrawal shall be at such time as may be provided in the approved plan of
operations or as may otherwise be consented to by the Supervisor and the Land
Commissioner as conforming to good petroleum cngineering practice; and provided
further, that such right of withdrawal shall tecrminate on the termination of this
unit agreement.

Royalty due the Urnited States shall be computed as provided in the operating
regulations and paid in value or 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 specified in the respective Federal leases, or at such lower
rate or rates as may be authorized by law or regulation; provided, that for leases
on which the royalty rate depends on the daily average production per well, said
average production shall be determined in accordance with the operating regulations
as though ecach participating area were a single consolidated lease.

Royalty duc 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 owners responsible therefor under existing

contracts, laws, and regulations, provided that nothing herein contained shall



operate to relieve the lessees of any land trom their respective lease obligations
for the payment of any rental or minimum royalty due under their leases. Rental
or minimum royalty for lands of the United States subject to this agreement shall
be paid at the rate specifi~d in thoe respective léases from the United States un-
less such rental or minimum royalty is wailved, suspended, or reduced by law or by
approval of the Secretary or his duly authorizcd representative.

Rentals on State of New Mexico lands subject to this agreement shall be
paid at the rates specified in the resgpective loases.

With respect to any lcase on non-Federal land containing provisions which
would terminate such lease unless drilling operations are commenced upon the land
covered thereby within the time therein specified or rentals are paid for ﬁhe pri-
vilege of deferring such drilling operations, the rentals required thereby shall,
notwithstanding any other provision of this agreemenit, be deemed to accrue and be-
come payable during the term thereof as extended by this agreement and until the
required drilling operations are commenced upon the land covered thereby or until
somelportion of such land is included within a participating area.

16. CONSERVATION. Operations hereunder and production of unitized substances

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

17. DRAINAGE. The Unit Operator shall take such measures as the Supervisor
and Land Commissioner deem appropriate and adequate to prevent drainage of unitized
substances from unitized land by wells on land not subject to this agreement.

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

and provisions of all leases, subleases, and other contracts relating to exploration,
drilling, development, or operation for oil or gas on lands committed to this agree-
ment are hereby expressly modified and amended to the extent necessary to make the
same conform to the provisions herecf, 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 rcquirements of Federal and State leases committed
hereto and the regulations in respect thereto to conform said requirements to the

provisions of this agreement, and without limiting the generality of the foregoine.



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

the following:

| (a) The development and operation of lands subject to this agreement under
the terms therof shall be decmed Tull poerformance ol all obligations for develop-
ment and operation with respect to each and cvery separately owned tract subject
to this agreement, regardless of wh&ther there is any development of any particu-~
lar tract of the unit area.

(b) Drilling and producing operations performed hereunder upon any tract
of unitized lands will be accepted and dgemcd 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 failure to drill or produce wells situated on the land therein
embraced.

(¢) Suspension ot drilling or producing operations on all unitized lands
'pursuant to direcction or consent of the Sccretary and the Land Commissioner, or
his duly authorized representative, shall be deemed to constitute such suspension
pursuant to such direction or consent as to cach and every tract of unitized land.
A suspension of drilling or producing operations limited to specified lands shall
be applicable only to such lands.

(d) TFach lease, sublease, or contract relating to the exploration, drilling,
development or operation for oil 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 prior to the termination of this agreement, is hereby extended bheyond
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 of twenty (20) years or any renewal
thereof or any part of such lease which is made subject to this agreement shall con-
tinue in force beyond the term provided therein until the termination hereof. Any
other Federal lease committed hereto shall continue in force beyond the term so
provided therein or by law as to the land committed so long as such lease renains
subjecf hereto, provided that procduction is had in paying quantities under this unit
agreement prior to the expiration date of the term of such lease, or in the event
actual drilling operations are commenced on unitized 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 thereafter as oil or gas is produced in payving aquantities in



accordance with the provisions of the Mineral Leasing 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 so that it shall be continued in full force
and effect for and during the -erm of the underlying lease as such term is herein
extended.

(g) The segregation of any Federal Lease committed to this agreement is
governed by the following provision in the fourth paragraph of Sec. 17 (j) of the
Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 Stat. 781-784):
"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 plar shall be segregated into 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 for the term thereof but for not less than two years from the date of
such segregation and so long thereafter as oil or gas is produced in paying quanti-
ties."

(h) 1In the event the Initial Test Well is commenced prior to the expiration
date of the chortest 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 §om-
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 oil 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-
tor 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 so long as such operations are being diligen=ly
prosecuted, and i1f they result in the production of o0il or gas; said lease shall
continue in full force and effect as to all of the lands embraced therein, so long
thereafter as oil or gas in paying gquantities is being produced from any portion
of said lands.

19. COVENANTS RUN WITH 1LLAND. The covenants herein shall be construed to be

covenants running with the land with respect to the interest of the parties hereto
and their successors in interest until this agreement terminates, and any grant,
transfer, or conveyance, or interest in land or leases subject hereto shall be and
hereby is conditioned upon the assumptiocn of all privileges and obligations hereunder
by the grantee, transferee, or other successor in interest. No assignment or trans-
fer of any working interest, royalty, or other interest subject hereto shall be
binding upon Unit Operator unt.l the first day of the calendar month after Unit
Operator is furnished with the original, photostatic, or certified copy of the
instrument of transfer.

20, EFFECTIVE DATE AND‘?ERM. This agrecment shall become effective upon

approval by the Secretary and the Land Commissioner or his duly authorized repre-
sentative, and shall terminate five (5) years from said effective date unless

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

(b) it is reasonably determined prior to the expiration of the fixed term
or any extension thereof that the unitized land is incapable of production of uni-
tized substances in paying quantities in the formations tested hereunder and after
notice 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 Commissioner, or

(c) a»;aluable 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 produced in quantities sufficient to pay for the cost of producing same from
wells on unitized land within any participating area established hereunder and,
should production cease, so long thereafter as diligent operations are in progress
for the restcration of production or discovery of new production and so long there-

after as unitized substances so discovered are  produced as aforesaid, or



(d) it is terminated as heretofore provided in this agreement. This agree-
ment may be terminated at any ftime by not less than 75 per centum, on an acreage
basis, of the working-interes® owners signatory hereto, with the approval of the
Supervisor ard the Land Commissioner; notice of any such approval to be given by the
Unit.Operator to all parties hereto.

21. RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The Director is

hereby vested with authority to alter or modiiy from time to time in his discretion
the quantity and rate of production under this agreement when such quantity and
rate is not fixed pursuant to Federal or State law or does not conform to any state-
wide voluntary conservation or allocation program, which is established, recognized,
and generally adhered to by the majority of operators in such State, such authority
being hereby limited to alteration or modification in the public interest, the pur-
pose thereof and the public intcrest 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 autherity to alter or modify from time to time in his dis-
cretion the rate of prospecting and developmeni and the quantity and rate of pro-
duction under this agreement when such alteration or modification is in the interest
of attaining the conservation objectives stated in this agreement and is not in
violation of any applicable Federal or State law.

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

22. APPEARANCES. Unit Operator shall, after notice to other parties affected,
have the right to appear for and on behalf of any and all interests affected hgreby

before the Department of the Interior and the Commissioner of Pulbic Lands and to

S
appeal from orders issued under the regulations of said Department or Land Commis-

sioner or to apply for relief irom 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 also have the right at his own expense to be heard in any
such proceeding.

23. NOTICES. All notices, demands, or statements required hereunder to be
given or rendered to the parties hereto shall be deemed fully given if given in
writing and personally delivercd to the party or sent by postpaid registered or

certified mail, addressed to such party or parties at their respective addresses
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set forth in connection with the signatures hereto or to the ratification or con-
sent hereof or to such other address as any such party may have furnished in writing
to party scnding the notice, demand or statement.

24. NO WAIVER OF CERTAIN RIGHTS. Nothing in this agreement contained shall

be construed as a waiver by any party hereto of the right to assert any legal or
constitutional right or defense as to the validity or invalidity of any law of the
State wherein said unitized lands 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 or its authority to waive.

25. UNAVOIDABLE DELAY. All obligations under this agreement requiring the

Unit Operator to commence or continue drilling or to operate on or produce unitized
substances from any of the lands covered by this agreement shall be suspended while
the Unit Cperator despite the e¢xercise of due care and diligence, is prevented from
complying with such obligations, in whole or in part, by strikes, acts of God,
Federal, State, or municipal law or agencies, unavoidable accidents, uncontrollable
delays in transportation, inability to obtain necessary materials in open market,
or other matters beyond the reasonable control of the Unit Operator whether similar
to matters herein enumerated or not. No unit obligation 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 Land Commissioner.

26. NONDISCRIMINATION. 1In connection with the performance of work under

this agreement, the operator agrees to comply with all the provisions of section
202 (1) to (7) inclusive of Executive Order 11246 (30 F.R. 12319), as amended,
which are hereby incorporated by reference in this agreement.

27. LOSS 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. In the event of a dispute as to title as to any royalty,
working interest, or other intcrests subject thereto, payment or delivery on account
thereof may te withheld without liability for interest until the dispute is finally

settled; provided, that, as to Federal and State land or leases, no payments of
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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 hereunder.

28. NON-JOINDER AND SUBSEQUENT JOINDER. If 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 hereto by 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 hesreunder, the right ofvsubsequent 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 Supervisor,

the Land Commissioner, or State Commission.
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29. COUNTERPARTS. This agreement may be executed in any number of counter-

parts no one of which needs to be executed by all parties or may be ratified or
consented to by separate instrament in writing specifically referring hereto and
shall be binding upon all thos= parties who have executed such a counterpart, rati-~
fication, or consent hereto with the same force and effect as if all such parties
had signed the same document and regardless of whether or not it is executed by all
other parties owning or claimiag an interest in the lands within the above-described
unit area.

20. SURRENDER. Nothing in this agreement shall prohibit the exercise by any
working-interest owner of the right to surrender vested in such party by any lease,
sublease, or operating agreement as to all or any part of the 1ahds covered thereby,
provided that each party who will or might acquire such working interest by such
surrender or by forfeiture as hereafter set forth, is bound by the terms of this
agreement.

Ir, as a result of any such surrender, the working interest rights as to
such lands become vested in any party other than the fee owner of the unitized sub-
stances, said party may forfeit such rights and further benefits from operation
hereunder as to said land to the party next in the chain of title who shall be and
become the owner of such working interest.

If, as the result of any such surrender or forfeiture, working interest rights
become vested in the fee owner of the unitized substances, -such owner may:

(1) Accept those working-interests rights subject to this agreement and
th~ unit operating agreement; or

(2) Lease the portion of such land as is included in a participating area
established hereunder subject to this agreement and the unit operating agreenent.

(3) Provide for the independent operation of any part of such land that are
not then included within a participating area established hereunder.

If the fee owner 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 agreement shall be shared by the remaining owners of unitized Qorking
interests in accordance with their respective working interest ownerships, and

such owners or working interests shall compensate the fee owner of unitized sub-



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

An appropriate accounting and settlement shall be made, for all benefits
accruing to or payments and expenditures made or incurred on behalf of such surren-
dered or forfeited working interest subsequent to the date of surrender or forfeiture,
and payment of any moneys founc to be owing by such an accounting shall be made as
between the parties within thirty (30) days. 1In the event no unit operating agree-
ment is in existence and a mutvally acceptablc agreement between the proper parties
thereto cannot be consummated, the Supervisor may prescribe such reasonable and
equitable agreement as he deems warranted under the circumstances.

The exercise of any right vested in a working-interest owner to reassign
such working interest to the perty from whom obtained shall be subject to the same
conditions as set forth in this section in regard to the exercise of a right to
surrender.

?1. TAXES. The working-interest owners shall render and pay for their ac-
count and the account of the royalty owners all valid taxes on or measured by the
unitized substances in and under or that may be produced, gathered, and sold from
the land subject to this contract after the effective date of this agreement, or
upon the proceeds derived therefrom. The working-intérest owners on each tract
shall and may charge the proper proportion 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 products, or net proceeds thereof from the
allocated share of each royalty owner to secure reimbursement for the taxes =o paid.
No such taxes shall be charged to the United 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 lessee to pay such taxes.

%2. NO PARTNERSHIP. 1t is expressly agreed that the relation of the parties

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

3%, CONFLICT OF SUPERVISION. Neither the Unit'Operator nor the working-

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

or expiration of any right herecunder or under any leases or contracts subject hereto,
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or to any penalty or liability on account of delay or failure in whole or in part
to comply with any applicable provisions thereof to the extent that the said Unit
Operator or the working-interest owners, or any of them, are hindered, delayed, or
prevented from complying therewith by reason of failure of the Unit Operator to
obtain, in the exercise of due diligence, the concurrence of proper representatives
of the Upited States and proper representatives of the State of New Mexico in énd
about any matters or things concerning which it is required herein that such con-
currence be obtained. The parties hereto, including the State Commission, agree
that all powers and authority vested in the State Commission in and by an§ provi-
sions of this agreement are vested in the State Commission and shall be exercised
by it pursuant to the provisions of the laws of the State of New Mexico and subject
in any case to appeal or judicial review as may now or hereafter be provided by the

laws of the State of New Mexico.

34. SURFACE AND ENVIRONMENTAL PROTECTION STIPULATIONS. Nothing in this

agreement shall modify or change either the special Federal Lease stipulations re-
lating to surface management or such special Federal Lease stipulations relating
to surface and environmental protection, attached to and made a part of, 0Oil and
Gas Leases covering lands within the Unit Area.

IN WITNESS WHEREOF, the parties hereto have caused this agreement to be

executed and have set opposite their respective names the date of execution.

ATTEST:
BY: BY:
Address:
UNIT OPERATOR
STATE OF )
) ss
COUNTY OF )

The foregoing instrument was acknowledged before me this day of

9 197 9y by Who is

of

(State of Incorp.)
corporation, for and on behalf of said Corporation.

My Commission Expires:

Notary Public
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EXHIBITS “A" AND “B" HAVE NOT BEEN PREPARED
AND WILL BE FURNISHED AT A LATER DATE
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EXHIBIT "A"
Walnut Draw Unit Area
Eddy and Chaves Counties, New Mserico
- - Unit Outline
O Tract No.

Federal Lands
4,962.79 Acres

State of N. M. Lands
/] 4,418.20 Acres

Fee Londs
400.00 Acres




EXHIBIT "B"

Schedule Showing All Lands and Leases
Within the Walnut Draw Unit Area
Eddy and Chaves Counties, New Mexico

SERIAL NO. BASIC

TRACT DESCRIPTION ACRES AND ROYALTY & LESSEE OF RECORD OVERRIDING ROYALTY WORKING INTEREST
NO. - OF LANDS EXP. DATE PERCENTAGE . AND PERCENTAGE AND PERCENTAGE AND PERCENTAGE
1. T-16-S, R-23-E, NMPM 1,431,28 NM-9193% U.S.A. L. C. Harris All Jean Oakason 2% L. C. Harris A11
Sec. 12; NEWk, SWh 2-21-79 12.5 R. M. Richardson 1%
R. H. Cress 1%

T-16-S, R-24-E, NMPM
Sec. 7; All
Sec. 8; b, NWk

2. T-16-S, R-23-E, NMPM 160.00 NM-9536 U.S.A. Lawrence C. Harris A1l Ilabelle Shanahan 2% Lawrence C. Harris All
Sec. 1; SWh 5-31-79 _12.5 R. M. Richardson 1%
R. H. Cress S 1%
3. T-16-S, R-24-E, NMPM  1,651.51 NM-10455 U.S.A. Lawrence C. Harris All. Donald D. Bruce 3% Lawrence C. Harris All
Sec. 5; Lots 1 through 16, 9-30-79 12.5 R.M. Richardson 1%
Sk (all) R.H. Cress 1%
Sec. 6; Lots 1 through 18, .
E/sSWk, W/SEk,
NE®SE
L, T-15-3, R~23-E, NMPM 960.00 NM-11950 U.S.A. Lawrence C. Harris All Ronald E. Evenson 3% Lawrence C. Harris All
Sec. 33; Wk 6-30-80 12.5 R. M. Richardson 1%
Sec. 34; N¥k, NiaS¥, S¥SuW4 . R. H. Cress 1%
'~ SWKSEK

Sec. 35; NEKNEWK



10.

11.

NM-14461 * U.S.A.

11-30-81 12.5
NM=30060 " U.S.A.
L-30-87 12.5

Lawrence C. Harris

All

Texas 0il & Gas Corp. All

4.,962.79 Acres Federal Lands

T-15-S, R-23-E, NMPM 600.00
Sec. 34; SEWSEWK
Sec. 35; WeER, Wk, .
SEUNEW, SEUSEW
T-16-5, R-2L4-E, NMPM 160.00
Sec. 3; SWh
TOTAL:
T-16-8, R-23-E, NMPM  1,226.35
Sec. 1; .Lots 1, 2, 7, 8,
9, 10, 11, 12, 13,
14, 15, 16, SE%
Sec. 11; All
T-16-S, R-23-E, NMPM 852.12
Sec. 2; Lots 1 through 16,
Sy (all)
T-16-S, R-23-E, NMPM 440 .00
Sec. 13; Wk, SWANEW,
SWLSEK, NEUSEW
T-16-S, R-24-E, NMPM £33,%2
Sec. 18; Lots 1, 2, 3,
L, E, EAWA
T-16-S, R-23-E, NMPM 320.00

Sec. 12; Nwk, SEK

0.4

STATE OF NEW MEXICO LANDS

L-3639 State
10-21-79 . 12.5
1L-3640 State
10-21-79 12.5
L-3641 State
10-21-79 12.5
L-32642 State
10-21-79 12.5
L-5228 State
2-1-81 12.5

L. C.

L. C.

Harris

Harris -

MWJ Producing Co.

L. C. Harris

Adobe 0il1 & Gas Corp.

All

All

All

All

All

Ben S. Brooks
R. M. Richardson
R. H. Cress

'R. M. Richardson

R. H. Cress

R. M. mwowmwmmos
R. H, Cress

None

Q

ichardson
re

o
nR

s

None

1%

1%
1%

1%
1%

1%

1%
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Walnut Draw Unit Area

Lawrence C. Harris

Texas 0il & Gas’
Corp.

L. C. Harris

L. C. Harris

MWJ Producing Co.

L. C. Harris

Adobe 0il & Gas
Corp.

All

All

All

All

A1l

All



12.

13.

14,

T-15-5, R-23-E, NMPM 640.00
Sec, 36; All
T-16-S, R-23-E, NMPM 106. 41

Sec. 1; Lots 3, 4, 5, 6

LG-2261
9-30-84

Open

Open

State
12.5

L. C. Harris

T-16-S, R-23-E, NMPM 200.00
Sec. 1%; NYANE%, SEWNEW,
NWASEW, SEUSEW
TOTAL:

L 4L18.20 Acres State of New Mexico Lands

All

\xw..\ﬂ\v

w.
R,

M. R
H., C

i
r

[
e

hardson
ss

1%
1%

Page 3, Exhibit "B"
Walnut Draw Unit Area

L. C. Harris

All



15.

16.

18.

20.

T-15-S, R-23-E, NMPM

Sec. 33; E/NEWk

T-15-S, R-23-E, NMPM

Sec. 33%; W/ANEK

T-15-S, R-23-E, NMPM

Sec., 33%; NKBSEW, SWLSEW

T-15-S, R-23-E, NMPM

Sec. 33%; SELSEW

T-15-S, R-23-E, NMPM

Sec. 25; NELSEK

T-16-3, R-24-E, NMPM

Sec. b; SEWSEW

80.00

80.00

120.00

Lo.o0

4o.00

40.00

i PATENTED (FEE) LANDS

TOTAL:

LOO.00 Acres Patented (Fee) Lands

$.07 N



Docket No. 10-79

Dockets Nos. 11-79 and 12-79 are tentatively set for hearing on March 14 and 28, 1979. Applications for
hearing must be filed at least 22 days in advance of hearing date.

DOCKET: COMMISSION HEARING - WEDNESDAY - MARCH 7, 1979

OIL CONSERVATION COMMISSION - 9 A.M. - ROOM 205
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

CASE 6489: Application of J, V. Fritts and Wm. B. Barnhill for review of Order No. R-4831, Eddy County, New

Mexico., Applicants, in the above-styled cause, seek the review and interpretation of Order No.
R-4831 to permit them the opportunity to join in the drilling of the Federal "B" Well No. 1 located
in Unit P of Section 1, Township 18 South, Range 26 East, Atoka-Pennsylvanian Pool, Eddy County,
New Mexico, and to determine the applicability of the 200% risk factor.

CASE 6398: (DE NOVO) )

Application of Texas 0il & Gas Corporation for an unorthodox gas well location, Eddy County, New
Mexico. Applicant, in the above-styled cause, seeks approval for the unorthodox location for the
Wolfcamp and Pemnsylvanian formations of its State Com Well No. 1, to be located 660 feet from the
South and West lines of Section 18, Township 21 South, Range 26 East, Catclaw Draw Field, Eddy
County, New Mexico, all of said Section 18 to be dedicated to the well in the Morrow formation.

Upon application of Texas 0il & Gas Corporation this case will be heard De Novo pursuant to the
provisions of Rule 1220,
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Docket No. 11-79

DOCKET: EXAMINER HEARING - WEDNESDAY -~ MARCH 14, 1979

9 AM, - OIL CONSERVATION DIVISION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING, SANTA FE, NEW MEXICO

The following cases will be heard before Daniel S, Nutter, Examiner, or Richard L. Stamets, Alternate Examiner:

ALLOWABLE: (1) Consideration of the allowable production of gas for April, 1979, from fifteen prorated pools
in Lea, Eddy, and Chaves Counties, New Mexico.

(2) Consideration of the allowable production of gas for April, 1979, from four prorated pools in
San Juan, Rio Arriba, and Sandoval Counties, New Mexico.

CASE 6490: Application of L. C. Harris for a unit agreement, Chaves and Eddy Counties, New Mexico. Applicant,
in the above-styled cause, seeks approval for his Walnut Draw Unit Area comprising 9,797 acres, more

=~~~ or less, of Federal, state and fee lands in Townships 15 and 16 South, Ranges 23 and 24 East, Chaves
and Eddy Counties, New Mexico.

CASE 6491: Application of C & E Operators, Inc. for an unorthodox well location and a non-standard proration
unit, San Juan County, New Mexico. Applicant, in the above-styled cause, seeks approval of an 80-acre
non-standard gas proration unit comprising the E/2 SW/4 of Section 10, Township 30 North, Range 11
West, Aztec-Pictured Cliffs Pool, San Juan County, New Mexico, to be dedicated to a well to be located
1700 feet from the South line and 1760 feet from the West line of said Section 10.

CASE 6477: (Continued from February 28, 1979, Examiner Hearing)

Application of Sun 0il Company for a waterflood project, Eddy County, New Mexico., Applicant, in the
above-styled cause, seeks authority to institute a waterflood project on its East Millman Pool Unit
Area by the injection of water into the Queen and Grayburg formations through eleven wells located

in Sections 12 and 13 of Township 19 South, Range 28 East, East Millman Pool, Eddy County, New Mexico.

CASE 6492: Application of Yates Petroleum Corporation for compulsory pooling, Eddy County, New Mexico. Applicant,
- 1in the above-styled cause, seeks an order pooling all mineral interests in the San Andres formation
underlying the NE/4 NW/4 of Section 13, Township 17 South, Range 25 East, Eddy County, New Mexico, to
be dedicated to a well to be drilled at a standard location thereon. Also to be considered will be
the cost of drilling and completing said well and the allocation of the cost thereof as well as actual
operating costs and charges for supervision. Also to be considered will be the designation of appli-
cant as operator of the well and a charge for risk involved in drilling said well.

e
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CASE 6072:

CASE 6493:

CASE 6494:

CASE 6495:

CASE 6496:

CASE 6497:

CASE 6498:

CASE 6499:

(Reopened and Readvertised)

In the matter of Case 6072 being reopened pursuant to the provisions of Order No. R-5643 which
order created the Travis-Upper Pennsylvanian Pool, Eddy County, New Mexico, with provisions for 80-
acre spacing. All interested parties may appear and show cause why the Travis-Upper Pennsylvanian
Pool should not be developed on 40-acre spacing units,

Application of Merrion & Bayless for gas well commingling, San Juan County, New Mexico., Applicant,
in the above-styled cause, seeks approval for the surface commingling, prior to measurement, of
Pictured Cliffs production from the Hi Roll Wells Nos, 1 and 2 located in Units O and K of Section
35, Township 27 North, Range 13 West, San Juan County, New Mexico.

Application of Morris R. Antwell for an unorthodox gas well location and simultaneous dedication,
Eddy County, New Mexico. Applicant, in the above-styled cause, seeks approval for the unorthodox
location of his Mesa Macho Well No. 1 located in Unit O of Section 24, Township 20 South, Range 27
East, Morrow formation, Eddy County, New Mexico, the E/2 of said Section 24 to be simultaneously
dedicated to the aforesaid well and to applicant's Macho Norte Well No. 1 located in Unit G of
Section 24,

Application of Amax Chemical Corporation for the amendment of Order No. R-111-A, Eddy County, New
Mexico. Applicant, in the above-styled cause, seeks the amendment of Order No. R-111~A"-to extend
the boundaries of the Potash-0il Area by the inclusion of certain lands in Sections 23 and 24, Town-
ship 19 South, Range 29 East, Sections 1, 4, 5, 6, 7, 11, 12, 13, 14, 19, 20, 23, 24, and 29, Town~-
ship 19 South, Range 30 East, and Sections 7, 8, 17, 18, and 19, Township 19 South, Range 31 East,
all in Eddy County, New Mexico.

Application of Llano, Inc. for rescission of pool rules, Lea County, New Mexico. Applicant, in the
above-styled cause, seeks the rescission of Order No. R-3006, which promulgated 640-acre spacing for
the Grama Ridge-Morrow Gas Pool, Lea County, New Mexico. Applicant proposes that said pool be
developed and operated under 320-acre spacing and well location requirements.

Application of Llano, Inc. for an uncrthodox gas well location, Lea County, New Mexico., Applicant,
in the above-styled cause, seeks approval for the unorthodox location of a well to be located 1650
feet from the South line and 660 feet from the East line of Section 34, Township 21 South, Range 34
East, Grama Ridge-Morrow Gas Pool, Lea County, New Mexico, the E/2 of said Section 34 to be dedicated
to the well,

Application of Pogo Producing Company to limit application of pool rules, Lea County, New Mexico.

Applicant, in the above-styled cause, seeks to limit the application of the Grama Ridge-Morrow Gas
Pool Rules to the horizontal limits of said pool, being all of Sections 2, 3, 4, and 10, Township

22 south, Range 34 East and Sections 33 and 34, Township 21 South, Range 34 East, Lea County, New

Mexico.

In the matter of the hearing called by the 0il Conservation Division on its own motion for an order
creating and extending horizontal limits and contracting vertical limits of certain pools in Chaves,
Eddy, Lea, and Roosevelt Counties, New Mexico:

(a) CREATE a new pool in Eddy County, New Mexico, classified as a gas pool for Morrow production

and designated as the Antelope Sink-Morrow Gas Pool, The discovery well is Maddox FEnergy Corpora-
tion State 32 Well No. 1 located in Unit I of Section 32, Township 18 South, Range 24 East, NMPM,

Said pool would comprise:

TOWNSHIP 18 SOUTH, RANGE 24 EAST, NMPM
Section 32: E/2

(b) CREATE a new pool in Eddy County, New Mexico, classified as a gas pool for Morrow production
and designated as the Baldridge Canyon-Morrow Gas Pool. The discovery well is W. A. Moncrief, Jr.,
Baldridge Canyon Com Well No. 1 located in Unit G of Section 13, Township 24 South, Range 24 East,
NMPM, Said pool would comprise: :

TOWNSHIP 24 SOUTH, RANGE 24 EAST, NMPM
Section 13: E/2

(c) CREATE a new pool in Eddy County, New Mexico, classified as an oil pool for Delaware production
and designated as the Burton Flat-Delaware Pool, The discovery well is Yates Petroleum Corporation
Stonewall EP State Well No. 3 located in Unit N of Section 19, Township 20 South, Range 28 East,
NMPM, Said pool would comprise:

TOWNSHIP 20 SOUTH, RANGE 28 FAST, NMPM
Section 19: SW/4




United States Department of the Interior

GEOLOGICAL SURVEY
South Central Region
P. 0. Box 26124
Albuquerque, New Mexico 87125

JUN 19 BT 71 viD —

*:\ i\ JUNT 3 zed \L__

Yates Petroleum Corpaoration R q\m‘c\‘ IViSION
207 South Fourth Street bl-C \ ANTAFE
Artesia, New Mexico 88210

Gentlemen:

The Walnut Draw unit agreement, Eddy and Chaves Counties, New Mexico,
was approved April 10, 1979, by the Acting Area 0il and Gas Supervisor,
effective the date approved. The term of such agreement is contingent
upon the unit operator drilling one well at a time, allowing not more
than six months' time between the completion of one well and the
beginning of the next well, until a well capable of produc1ng unitized
substances in paying quantities is completed.

Unit well No. 1 was drilled as a dry hole. A six-month extension to

start the second well was approved and the second well was due to be
commenced by May 15, 1980. 1Inasmuch as the second test well was not
commenced, the Walnut Draw unit agreement is considered to have terminated
automatically as of May 15, 1980.

Sincerely yours,

(ORIG. SGD.) JACK WILLOCK -

FORene F. Daniel
Act1ng Deputy Conservation Manager
0il and Gas

CcC:
NMOCD, Santa Fe/

390



Unit Name WALNUT DRAW UNIT-EXPLORATORY

Operator YATES PETROLEUM CORPORATION

County EDDY AND CHAVES

: »\s\.\xl]o,J
DATE OCC CASE NOL_6490— EFFECTLVE TOTAL SECRECATION
APPROVED QCC_ORDER_No, R-5965 DATE ACREAGE STATE FEDERAL KINBE%-FEE CLAUSE
COMMISSIONER Commission g .0-7 9 9,780.99 4,418.20 4,962.79 400.00 Yes
4=3-79 3=-30=-79
UNIT _AREA - \AA\AV .
TOWNSUIP 15 SOUTH, RANGE 23 EAST, NMPM e V: P
Sections 33 through 36: All \ Ap \mb
e «/I//f— 7 0

TOWNSHIP 16 SOUTH, RMNGE 23 EAST, NMPM AN %
Sections 1 and 2: All 2 N7 \v
Sectioms 11 through 13: All \/,\\ 5
TOWNSHIP 16 SOUTH, RANGE 24 EAST, NMPM . Ng ,
Sections 5 through 8: All . .
Section 18: All




Unit Name WALNUT DRAW UNIT-EXPLORATORY
Operator YATES PETROLEUM_CORPORATION

County EDDY AND CHAVES
STATE LEASE INSTI- RATIFIED ACREAGE
TRACT NO, NO. TUTION SEC. TWP. RGE, SUBSECTION DATE ACRES NOT
RATIFI:D LESSEE
7 L-3639 c.S. 1 16S 23E Lots 1, 2, 7, 8, 9, 10, 11, 12,  3-22-79 1,226.35 L. C. Harris
13, 14, 15, 16, SE/4
8 L-3640 c.S. 2 165 23E Lots 1 through 16, S/2 (All) 3-22-79 852.12 L. C. Harris
9 L-3641 c.S. 13 168 23E W/2, SW/4NE/4, SW/4SE/4, NE/4SE/4  3-28-79 440,00 MWJ Producing Co.
10 L-3642 C.s. 18 16s 24E Lots 1, 2, 3, &4, E/2, E/2W/2 3-22-79 633,32 L. C. Harris
11 L-5228~/  C.S. 12 165 23E NW/4, SE/4 3-26-79 320.00 Adobe 0il & Gas Corp.
12 1LG-2261 . C.S. 36 158 23E All | . 3-22-79 640.00 L. C. Harris
13 V' 1G-6457 C.S. 1 168 23E Lots 3, 4, 5, 6, 3-27-79 106.41 Yates Petroleum no.ﬂv.
14 LG-6458 C.S. 13 168 23E N/2NE/4, mm\pzm\». NW/4SE/4, 3-27-79 .Noo.oo Yates Petroleum Corp.

SE/4SE/4



OIL CONSERVATION DIVISION
P. 0. BOX 2088
SANTA FE, NEW MEXICO 87501

October 15, 1979

Yates Petroleum Corporation
207 South Pourth Street
Artesia, New Mexico 88210

Attention: Jack W. McCaw

Ret Case No. 6490
Walnut Draw Unit
Extension of Time
for Drilling S8econd
Unit Well

Gentlemen:

We hereby approve your request for an extension of
time for the drilling of a second unit well on the Walnut
Draw Unit, Eddy and Chaves Counties, New Mexico, to May 16,
1980. This approval is subject to like approval by the
United States Geological Survey and the Commissioner of
Public Lands.

Three approved copies of the extension of time are
returned herewith.

Yours very truly,

JOE D. RAMEY
Director

JDR/EP/£d
enc.

ce: U.5.G.S. - Roswell
Commissioner of Public Lands



- S. P. YATES

PRESIDENT

MARTIN YATES, I[II

p T E 5 VICE PRESIDENT
JOHN A. YATES

{; FETRDLEU" VICE PRESIDENT

QQRFQRHTIDN B. W. HARPER

SEC..-TREAS

207 SOUTH FOURTH STREET
ARTESIA. NEW MEXICO 88210

TELEPHONE (505} 746-355¢8

September 6, 1979

(L90
/’-/3(
Mr. Wallace Sutherland, 0i1 & Gas Supervisor Oﬁi
U. S. G. S. g/’?f
P. 0. Box 26124 /0/ !

Albuquerque, New Mexico 87125

Mr. Ray D. Graham, Director

0il & Gas Division

New Mexico State Land Office
P. 0. Box 1148

Santa Fe, New Mexico 87501

Mr. Joe Ramey, Director

New Mexico 0il Conservation Division
Energy and Minerals Department

P. 0. Box 2088

Santa Fe, New Mexico 87501

Re: Walnut Draw Unit
Township 15 South, Range 23 East, NMPM
Sections 33, 34, 35, 36, All
Township 16 South, Range 23 East, NMPM
Sections 1, 2, 11, 12, 13, All
Township 16 South, Range 24 East, NMPM
Sections 5, 6, 7, 8, 18; All
Eddy and Chaves Counties, New Mexico

Gentlemen:

The Walnut Draw “KV" Federal #1, located 1980 FSL and 660 FWL of
Section 7, Township 16 South, Range 24 East, was spudded March 3,
1979 and drilled to a total depth of 7050 feet, TD being achieved
on April 20, 1979. The well was plugged back to 5000 feet and pro-
duction casing was run. The intervals 4802'-4831' were perforated
and acidized April 28 through April 30, 1979. The well was subse-
quently plugged back to 4795 feet and the intervals 4578'-4580"' were
perforated and treated with acid on May 3, 1979. On May 8, 1979 the



Mr. Wallace Sutherland
Mr. Ray Graham

Mr. Joe Ramey

Page -2-

September 6, 1979

well was plugged back to 4560 feet and perforated over the interval
4468'-4478' and treated with acid. On May 16, 1979 the well was
plugged back to 920 feet and an application was made to the BLM for
transfer of the well to the surface owner as a possible water well.

The Walnut Draw Unit Area, consisting of 9,780.99 acres in Eddy and
Chaves Counties, was originally approved under U.S.G.S Contract No.
14-08-0001-18026, Case No. 6490, Order No. R-5965 of the New Mexico
0i1 Conservation Division and received a Certificate of Approval from
the Commissioner of Public Lands dated April 4, 1979. The Walnut
Draw "KU" Federal #l1 was timely spudded and diligently drilled to
satisfy the terms of the Unit Agreement.

Under terms of the Unit Agreement, Section 9, "Drilling to Discovery",
Yates Petroleum Corporation as the Unit Operator, is required to dril]
a well every six (6) months until a deposit of unitized substances,
capable of being produced in paying quantities is achieved. By
terms of Section 9, the Director and the Land Commissioner may
modify the drilling requirements by granting reasonable extensions
of time when, in their opinion, such action is warranted.

Yates Petroleun Corporation is presently evaluating the results of
the initial unit well prior to making a decision to conduct further
drilling operations within the unit. We anticipate that this evalua-
tion will extend beyond November 16, 1979, the termination of the
initial six (6) month period. Therefore, we respectfully request an
extension of time for the drilling of a second unit well for an
additional six (6) months, to May 16, 1980.



Mr. Wallace Sutherland
Mr. Ray D. Graham

Mr. Joe Ramey
September 6, 1979

Page -3-

Your timely consideration of this request would be appreciated.

Very truly yours,
Jack W. McCaw

By: Budd H. Hebert




3O
Qfo

QERICAY

7776-191©

United States Department of the Interior

GEOLOGICAL SURVEY
P. 0. Box 26124
AlbuquerqueT”Neangxﬁgo 87125
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Yates Petroleum Corporation CiL COAv;‘%;:"

L acig
Attention: Mr. Budd H. Hebert M,TXON DIVIsioN
207 South Fourth Street

Artesia, New Mexico 88210 éﬁfé)

Gentlemen:

Your request of September 6, 1979, for a 6-month extension of time
in which to commence drilling the second test well under the terms
of the Walnut Draw unit agreement, No. 14-08-0001-18026, Eddy and
Chaves Counties, New Mexico, has been approved on this date.
Accordingly, drilling operations connected with the second well
under the Walnut Draw unit agreement are now due to be commenced
before midnight on May 15, 1980.

Copies of the approved extension are being distributed to the
appropriate Federal offices and one copy of this letter is being
sent to the New Mexico 0il Conservation Division and the New Mexico
Commissioner of Public Lands in Santa Fe.

Sincerely yours,

(ORIG. SGD.) JACK WILLOCK

Jack Willock
Acting 0il and Gas Supervisor, SRMA

Enclosures
cc:

NMOCD, Santa Fe/
Comm. Public Lands, Santa Fe

LUTIOY,
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ALEX J. ARMIJO October 16, P. O. BOX 1148
COMMISSIONER SANTA FE, NEW MEXICO 87501
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Yates Petroleum Corporation ‘

207 South Fourth Street
Artesia, New Mexico 88210

Re: Walnut Draw Unit
Eddy and Chaves Counties, New Mexico

ATTENTION: Mr. Budd H. Herbert

Gentlemen:

We are in receipt of your letter dated September 6, 1979, whereby,
you request a six month extension of time in which to commence drilling
the second test well under the term of the Walnut Draw unit agreement.

The Commissioner of Public Lands has this date granted you an
extension from November 16, 1979 to May 16, 1980. The USGS granted
their approval on October 12, 1979.

A copy of this letter is being sent to the United States Geological
Survey and the New Mexico 0il Conservation Division.

Very truly yours,

ALEX J. ARMIJO
COMMISSIONER OF PUBLIC LANDS

BY:
RAY D. GRAHAM, Director
0il and Gas Division
AJA/RDG/s
cc: OCD-Santa Fe, New Mexico’/"
USGS-Roswell, New Mexico
USGS-Albuquerque, New Mexico



United States Department of the Interior

GEOLOGICAL SURVEY

P. 0. Box 26124
Albuquerque, New Mexico 87125

APR 10 1978

Mr. Randolph M. Richardson, III
P. 0. Box 819
Roswell, New Mexico 88201

Dear Mr. Richardson:

One approved copy of the Walnut Draw unit agreement, Eddy and Chaves
Counties, New Mexico, with Yates Petroleum Corporation as unit
operator, is enclosed. Such agreement has been assigned No.
14-08-0001-18026 and is effective as of the date approved.

You are requested to furnish the Commissioner of Public Lands and
the 0i1 Conservation Commission, both of the State of New Mexico,
and all other interested principals with appropriate evidence of
this approval.

Sincerely yours,

~

~ 7 i
\ '\,-.","} ¥ e /7,[ - ’\i A«%’(:?vvﬂ/

JAMES W. SUTHERLAND
0i1 and Gas Supervisor, SRMA

Enclosure
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APR 0'5 1979

U. 5. GEDLOGICAL SURVEY
CERTTFICATION--DETRRMINATION ROSWELL, NEW MEXICO
Pursuant to the authority vested in the Secretary of Interior, under
the act approved February 2%. 1920, 41 Stat. 437, as amended, 20 U. S. C.
secs. 181, et seq., and delegated to the 0il and Gas Sgpervisors of the
Geological Survey (33F.R. 5812), I do herebty:
A. Approve the attached agreement for the development and operation

of the Walnut Draw Unit Area,

.State of New Mexico , Counties of Chraves and Eddy.

B. Certify and determine that the unit plan of developmént and.
operation contemplated in the attached agreement is necessary and sdvisable
in the public interest for the purpose of more properly conegerving the
natural resources.

C. Cértify and determine that the drilling, producing, rental,
minimum royalty, and royalty requirements of all Federal leases committed
to said agreement are hereby established, altered, changed, or revoked to

conform with the terms and conditions of this agreement.

D‘g dPR 10 1979

0il and Gas Sypervisor, United States Geological Survey

.

Contract Number




UNIT AGRimMEN]
FOR THE DEVELOPMENT ANU OPERATION
OF iﬂﬁ
WALNUT DRAW UNIT AREA
COUNTIES OF EDDY AND CHAVES
OGTATE OF NEW MEXICO

NO.

THIS AGREEMENT, entered into as of th- 20th day of February

1979 , by and between the parties subscribirg, ratifying, or consenting hereto,
and herein referred to as the '"parties hereto,"

WHEREAS, the parties hereto arc the cwners of working, royalty, or qther
0il and gas interests in the wunit area subjcct to this agreement; and

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as
amended, 30 U. S. C. Secs. 181 et seq., authorizes 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 pocl, field, or like area, or any part thereof for the
purpose of more properly conserving thé natural resources thereof whenever détermined
and certified by the Secretary of the Iutirior te be necessary or advisable in the
puvlic interest; and

WHEREAS, the Commissioncer of Public lanas of the State of New Mexico is
authorized by an Act of the lLeogislature 'S.c. 7-11-29 N.M. Statutes 1953 Annotated)
to consent to or approve this zgreoment on bLonalt of the State of New Mexice, insofar
as it covers and includes land:s and mineral intorcst of the State of New Mexico; and,

WHEREAS, the O0il Consorvation Commicsicrn of the State of New Mexico is author-
ized by an Act of the Legislaturs (Chapt.r 72, lLaws of 1935, as amended by Chapter
193, Laws of 1937; Chaptcer 166, Laws of 1941; and Chapter 168, Laws of 1949) to ap-
prove this agreement and the ccnservation provisions hereof; and,

WHEREAS, the parties hercto hold sufficicnt interests in the

Walnut Draw Unit Ar<a ccvering the land hercinafter des-

‘cribed to give reasonably effective contrcl of operations therein; and
WHEREAS, it is the purpose ot the partins hereto to conserve natural resources,
prevent waste, and secure other benefits cbtainable through development and cperation

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



herein set forth;

NOW, THEREFORE, in conzideration ot the promis«s and the promises herein

contained, the parties hercto commlt to this apre. ment their respective interests
in the below-defined unit ar-a, and agree scverally among themselves as follows:

4.  ENABLING ACT AND RUGULATIONS. The Hineral Leasing Act of February, 25,

1920, as amended, supra, and 3ll valid pertinent rogulations, including operating
and unit plan regulations, heretofore isgsued thercunder or valid, pertinent, and
reasonable regulations hnereaf.cr issued thercander are accepted and made a part of
this agreement as to Federal Lands, provided el regulations are not inconsistent
with the terms of this agreement; and as to no:.-Fideral lands, the oil and gas
operating regulations in offect as of the i rtive date hereof governing drilling
and producing operations, not inconsictont witi. the terms hereof or the laws o€ the
State in which the non-Federal land is locat.od, ure.hﬁreby accepted and made a part
of this agreement.

2. UNIT AREA. The follewing descrited land is hereb& designated and recog-

nized as constituting the unit area:

T-15-3, R-2%-E, NMPM T--16-S, R-23-E, NMPM T-16-3, R-24-E, NMPM
Secs. 33, 2%k, 35, 3%6; All  Secs. 1, 2, 11, 12, 13; All  Secs. 5, 6, 7, 3, 18; All

Containing 9, 780. 99 acres more or less.

Exhibit "A'" attached hereto is a map showing th unit area and the boundaries and

indentity of tracts and leas-s in said are

juil

¢ the extent known to the Unit Operator.
Exhibit "B" attached hereto is a schedule chowing to the extent known to the Unit
Operator the acreage, percentage, and kind of ownership of oil and gas interests

in all land in the unit area. However, nothing herein or in said schedule or map
shall be construed as a representation by any party hersto as to the ownership of
aLy interest other than such intercst or int: roots ac are shown in said map or
schedule as owned by such party. Exhibits "A" and Y"B" shall be revised by the Unit
Operator whenever changes in the unit area rerd-r such revision uecessarylwhen're-
quested by the 0il and Gas Supervisor, hercinaiter referred to as "Supervisor," or

when requested by the Commissizner of Public Tnande of the State of New Mexicon.



hereinaftezr referred to as "Lard Commissioner,' and not less than five (5) copies
her
of the revised Exhibits shall te filed with the Supervisor and one (1) copy there-
of shall pe filed with the Land Commissionsr, and one (1) copy with the New Mexico
]

0il Conservation Commission, hercinafter referred to as "State Commission."

The =zbove-described unit area shall, wh<en practicable, be expanded to include
therein any additional lands or shall be contracted to exclude lands whenever such

3

expansion or contraction is decmed Lo be nozcssary or advisable to conform with the
purposes ol thie agreement. Such expansion or contraction shall be effected in the
following manner:

(a) Unit Operator, on its own motion or on demand of the Director of the
Geological Survey, hereinafter referred to as "Lirector," or on demand of the Land
Coﬁmissioner, after preliminary concurrence by the Director, shall. prepare a notice
of proposed expansion or contraction describing the contemplated cﬁanges in the
bo.ndaries of the unit area, the reasons ther<for, and the proposz=d effective date
thereof, preferably, the first day of a month subsequent to the date of notice.

(b) Said notice shall te delivered to the Supervisor, the Land Commicsioner
and the State Cemmission, and copies therecf mailed to the last known address of
each working-interecst owner, lesgsee, and lessor 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 30-day pericd provided in the preceding item
(b) hereof, Unit Operator shall file with the Supervisor, the ILand Commissioner,
and the State Commission, evidence of mailing of the notice of expansion or con-
traction and a copy of any objections theresto which have been filed with the Unit
Operator, togethéer with an application in sufficient number, for approval of
such expanuion or contraction and with appropriate joinders.

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

(e) All legal subdivisions of lards (i.e., 40 acres by Government survey
or its nearest lot or tract =quivalent; in instances of irregular surveys unusually
large lots or tracts shall be cpnsidered in multiples of 40 acres or the nearest
aliquot equivalent thereof), nc parts of which are entitled to be in a participating
area on or before the fifth anriversary of the effective date of the first iritial
participating area established under this unit agreement, shall be eliminated auto-

matically from this agreement, ¢ffective as of said fifth anniversary, and such lands



shall no longer be a part of th. unit arva w4 shall no longer be subject to

this agreemert, unless diligent drilling op-rations are in progress on unitized
lands not entitled to participation on said ti:th anniversary, in which event all
such lands shall remain sibject hereto for oo ltong as such drilling operations
are continued diligently, with not more than 90 days' time elapsing between the
completion of one such well and the commencuono i of the next such well. All legal
subdivisions of lands not entitled to be in a participating area within 10 years
after the effective date of the first iritial participating area approved under
this agreement shall be autcmatically eliminrated from this agreement as of said
tenth anniversary. All lands proved productive by diligent drilling operations
after the afcresaid five-year period shall bocems participating in the same
manner as during said five-year period. However, when such diligent drilling
operaticns cease, all non-participating lands chall be automatically eliminated
effective as of the 91st day thereafter. The unit operator shall within 90 days
after the effective date of aay elimination herounder, describe the area so eli-
minated to the satisfaction of the Supervisor and the Land Commissioner and
promptly notify all parties in interest.

If conditions warrant extension of the ten-year period specified in this
subsection 2 (e), a single extension of not to exceed two years may be accomplished
by consent of the owners of 90% of the working interests in the current non-parti-
cipating unitized lands and the owners of 60% of the basic royalty interests
(exclusive of the basic royalty interests of the United States) in non-participating
unitized lands with approval of the Director and lLand Commissioner, provided‘such
extension application is submitted to the Director and the Land Commissioner not
later then €0 days prior to the cxpiratiorn of said ten-year period.

Any cxpansion of the unit area pursuant to this section which embraces
lands theretofore eliminated pursuant to this subsection 2 (e) shall not be con-

sidered automatic commitment c¢r recommitment of such lands.

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land committed to this
agreement shall constitute land referred to hcrein as "unitized land" or "leand
subject tc this agreement.'" All oil and gas in any and all formations of the
unitized land are unitized under the terms of this agreement and herein sre called

"unitized substances."

L. UNIT OPERATOR. Yates Petrcieum Corporation

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

~Le



agrees and consents to accept tin - duatles and cvligations of Unit Operator for the
discovery, develepment, and prcduction of unitized subétances as nerein provided.
Whenever reference is made herein to the Unit Operator, such reference means the
Unit Operator acting in the capacity and not as an owner of interest in unitized
substances, and the term "working-interest cwner'" when used shall iﬁclude or
refer to Unit Operator as the cwner of a working interest when such an interest
is owned by it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the

rijht to resign at any time prior to the estavlishment of a participating area or
areas hercunder, btut such resignation shall rict become effective so as to release
Unit Operator from the duties and obligaticns of Unit Operator and terminate Unit
Operator's rights as such for a period of six (6) months after notice of intentipn
to resign has been served by Unit Operator or all wo;kino—interest—owners and the
Supervisor and the Land Commissicner, and until all wells then drilled hereunder
are placed in a satisfactéry condition for suspension or abandonment whichever is
required by the Superviscr 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 duti=ss and obligations of Unit Operator prior to
the expiration of said period.

Unit Operator shall have the right to resign in like manner and subject to
like limitations as above 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 is selected and approved as hereinafter provided, the
working-interest owners shall ©te jointly responsible for performance of the duties
of unit operator; and shall not later thar 20 days before such resignation or re-
moval becomes effective appoint a common sgent to represent them in any action to
be taken hereunder.

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

The Unit Operator may, upon default or failure in the performance of its
duties or obligations hereunder, be subject to removal by the same percentage vote
of the owners of working interests as herein provided for the selection of a new

Unit Operator. Such removal shall be effective upon notice thereof to the Supervisor

and the Land Commissioner.



The resignation or removal of Unit Operator under this agreement shall
not terminate its right, title, or inlerest as the owner of a working interest or
other interest in unitized substances, but upon the resignation or removal of Unit
Operazor becoming effective, suceh Unit Onerator shall deliver possession of all

n conducting the unit orera-

e

wells, equipment, materials, and appurtenanceg used
tions to the new duly gualifiea successor Unit Operator or to the common agent,

if no such new Unit Operator is elected, to be used for the purpose of conducting
unit operations hereunder. Nothing herein shall be construed as authorizing re-
moval of any material, equipment, and appurtenances needed for ths preservation of

any wells.

6. SUCCESSOR UNIT OPERATOR. Whencever the Unit Operator shall tender his

or its resignation as Unit Operator or shall be removed as hereinabove provided,
or a change of Unit Operator ic negotiated by working-interest ownérs, the owners
of the working interests in the participating area or areas according to their re-
spective acreage interests in csuch participating area or areas, or until a psrti-
cipating area shall have been c¢stablished, the owners of the working interests
according to their respective screage interests in all unitized land, shall ty
majority vote select a successcr Unit Operator: Provided, That, if a majority
but less than 75 per cent of the working intercsts qualified to vote are owned by
one party to this agreement, a concurring vote of one or more additional working
interest owners shall be reguaired Lo select a new operator. Such selection shall
not become effective until

(a) & Unit Operator so selected shall accept in writing the duties ard
resporsibilities of Unit Operator, and

(b) the selection shall have been approved by the Supervisor and approved
by the Land Commissioner.

If no successor Unit Operator is selected and qualified as herein provided,
the Director and the Land Commissioner, at their election, may deqlare this unit
agreerent terminated.

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

is not the sole owner of working interests, costs, and expenses incurred by Unit
Operator in conducting unit operations hereunder shall be paid and apportioned
among and borne by the owners cf working interests, all in accordance with the
agreement or agreements entered i1nto by and between the Unit Operator and the
owners of working interests, whether one or more, separately or collectively. -Any

agreement or agreements entered into between the working-interest owners and the
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Unit Operator as provided in this eoctinn, whe ther one or more, arc herein referred
to as the “"unit operating agrosment.”  Dachoan it operating agreement shall also
provide the manner in which the working-int reot owilers shall be ontitled to re-
ceive their respective propertionate and ailocnt.d share of the benefits accruing
hereto in conformity with their underlying cprrating agreements, leases, or other
independent contracts, anl such other rights and obligations as between Unit Operator
and the worxing-interest owncrs as may be agr--d upon by Unit Operator and the
working-interest owners; however, no such unit operating agreement chall be deemed.
either to modity any of the terﬁs and conditions of this unit agreement or to re-
lieve the Unit Operator of any right or obligition established under this unit
agreement, and in case of any inconsistcney or ~onflict between this unit agreement
and the unit operating agreement, this unit agrooment shall goverr. Three trqg
copies of any unit operating agreement exccuted pufsuant to this section should

be filed with the Supervisor and one true copy with the Land Commissioner, prior to

approval of this unit agreemzat.

8. RIGHTS AND OBRLIGATIONS OF UN1T OPERATOR. Except as otherwise specifically
provided herein, the exclusive right, privilege and duty of exercising any and all
rights of the parties hereto which arec necessary or convenient for prospecting for,
prodicing, storing, allocating, and.distributing the unitized substances are here-
by delegated to and shall be exsrcised by the Unit Operator as herein provided.
Acceptatle evidence of title “o said rights shall be deposited with said Unit Opera-
tor and, together with this agreement, shall constitute and define the rights,
privileges, and obligaticns of Unit Operator. HNothing herein, however, shall be
construed tc transfer title to any lard or tc any lease or operating agreement,
it being understood that under this agreem:nt the Unit Operator, in its capacity
as Urit Operator, shall exercise the rights of possession and use vested in the

parties hereto only for the pLrposcs herein specified.

g. DRILLING TO DISCOVEFY. Within six (6) months after the effective date
herecf, the Unit Operator shall begin to drill an adequate test Qell at a lccation
approved by the Supervisor, it on Federal land, or by the Land Commissioner, if on
State land, unless on such efiective date a w1l is being drilled conformably with
the terms hereof, and thereaftcr continus such arilling diligently until the

Silurg-Devanian formation has been tested

, or until at a lesser

depth unitized substances shall be disccvered wnich can be produced in paying.
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quartitics (to-wit: quantities sufficiert to repay the costs of drilling, complet-
ing and producing operations, aith a rcasonnbi profit) or the Unit Operator shall,
at eny time, cctablich to the satistactior <t the Supervisor if on Federal land, or
the Land Commissioner if on Stote land, thnt frether drilling of said well would
belunwarrantud or impracticabls; provided, howover, that Unit Opefator shall not,

in eny event, be reguirad to drill said well Yo a depth in oxcess of 6,5C0
J ) 1

feet. Until the discovary of & deposit of imitiezedl substances capable of being
procuced in paying quantizics, the Unit Operator shall continue drilling diligently
one well at a time, allowing not more than six (6) months between the completion

of cne well and the beginning of the next well, until a well capable of producing
unitized subctances in paying quantities is completed to the satisfaction of said
Supervisor if it be on Federal land or of the land Commissioner if on State land,
or vntil it is reasonably proved that the unitized.land is incapable of producing
unitized substances in paying quantities in the formations drilled hereunder.

Nothing in this.section shall be decmed to 1imit the right of the Unit Operator to

resign as preovided in Scction % hercof, or as reguiring Unit Operator to commence
or continue zny drilling during the period pending such resignation becoming ef-

fective in order to comply with the requircnmsnts of this section. The Director
and Land Commissioner may modi”y the drilling requirements of this section by
granting reasonable extensions of time when, in their opinion, such action is
warranted.

Uion failure to commence any well providoed for in this section within the
time allowed, including any extension of time granted by the Supervisor and the
Land Commissioner, this agreement will sutomatically terminate; upon failure to
continue drilling diligently any well ccmmenced hereunder, the Supervisor and the
Land Commissioner may, after 1%-days notice to the Unit 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 Commiss.ion an acceptable plan of development and operation
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 Operator under this agreement 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 Land Commissioner, and State Commission
a plan for an zdditional specified period for the development and operation of the
unitized land.

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
adequats as the Supervisor, the Lapd Commissioner, and State Commission may determine
to be necessary for timely development and proper conservation of the oil and gas
resourcas 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 bte submitted for separate productive zones, subject to 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 interesfs of all parties to this.agreement. Reasonable diligence
shall be exercised in complying with the obligations of the approved plan of develop-
ment. “he 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, ;hall 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 tnitized substances in paying quantities or as soon thereafter as required by
the Supervisor, the Land Commissioner, or the State Commission, the Unit Operator
shall stbmit for approval by the Supervisor, the Land Commissioner, and State
Commission a schedule, based on subdivisions of the public-land survey or aliquot
parts trereof, of all land then regarded as reasonably proved to be productive in
paying cuantities; all lands in said schedule on approval of the Supervisor, the

Land Conrmissioner, and State Commission to counstitute a participating area, effective



as of the date of completion of such well or the effective date of this unit agreement,
whichever is later. The acreages of both Federal and non-Federal lands shall be
based upon appropriate computations from the courses and distances shown on the last
-approved public-land survey as o7 the effective date of each initial participa*ing
area. Said schedule shall also set forth the percentage of unitized substances to be
allocated as nherein provided to each tract in the participating area so estaﬁlished,
and shall govern the allocation of vroduction 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, s0 established, is subsequently found to be from a common poél or deposit )
said participating areas shall be combined into one, effective as of such appropriate
date as may be approved or prescribed by 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 neéessary for unit
operations, or tc exclude land then regarded as reasonably proved not to be productive
in paying quantities and the schedule of allocation percentages shall be revised
accordingly. The effective date of any revision shall be the first of the monzh- 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 justiried by
the Unit Operator and approved by the Supervisor, tine Land Commissioner, and State
Commission. No land shall be excluded from a participating area on account of de-
pletion of the uni£ized substances, except thal 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 based are abandoned.

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

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

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



have, been established as provided lierein, the portion of all payments affected
thereby shall be impounded in a nanner mutually acceptable to the cwners of working
interests and the Supervisor and the Land Commissioner. Royalties due the United
States chall 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 Commissicner, to be held as unearned monéy until a
participating area is finally aporoved 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*ting area.

Whenever it is determined, subject to the approval of the Supervisor, the Land
Commissioner, and State Commission that a well drilled under this agreement is not
capable of production in paying quantities and inclusion of the land on which it is
situate¢ 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 ia paying
quantities shall be deferred until an initial participating area is established as a
result ¢f the completion of a well for production in paying quantities in accordance
with Section 9 hereof. ’

12. ALLOCATICN 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, cemp, and other production or development purposes, for repressuring or
recyclirg in accordance with a plan of development approved by the Supervisor, Land
Comrissioner, and State Commission, or unavoidable lost, shall be deemed to be pro-
duced ecually 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

-11-



agreecw that production ol unitizod subolaoces from a participating arca shall be
allocated as provided herein regardless ol whethor any wells are drilled on any
particular part or tract of saild participating area. If any gas produced from

one participating area is used for repressuring or recycling puryoses in another
participating area, the first gas withdrawn from such last—mentionéd participating
area for sale during the life of this agreemcnt shall be considered to be the gas
so trensferred until an amount equal to that transferred shall be so produced for
sale end such gas shall be allocated to the participating area from which initially -
produced as such area was last defined at the time of such final production.

13. DEVELOPMENT OR CPERATION OF NCN-PARTICIPATING LAND OR FORMATIONS. Any

party hereto Awning or controlliing the working interest in any unitized land having
therecn a regular well location may with the approval of the Supervisor and the,
Land Commissioner, at such varty's sole risk, costs,‘and expense, drill a well to
test eny formation for which a participating area has not been established or to
test eny formation for which a participating area has been established if such
location is not within said participating area, unless within 90 days of receipt

of notice from said party of his intenticn to drill the well the Unit Operator
elects and commences to drill such a well in like marner as other wells are drilled
by the Unit COperator under this agreement.

If any well drilled as aforesaid by a working-interest owner results in
production such that the land upon which it is situated may properly be included
in a rarticipating area, such participating area shall be established or enlarged
as prcvided in this agreement and the well shall thercafter be operated by the
Unit Cperator in accordance with the terms of this agreement and the unit operating
agreerent.

If any well drilled as aforesaid by a working-interest owner obtgins pro-
ducticn in gquantities insufficient to Jjustify the inclusion of the land upon which
such well is situated in a participating srea, such well may be oﬁerated and pro-
duced by the party drilling the same subject to the conservation requirements of
this agreement. The royaltics in amount or value of production from any such well
shall be paid as specified in the underlying lcacse and agreements affected.

14, ROYALTY SETTLEMENT. The United States and aﬁy State and any royalty

owner who is entitled to take in kind a sharc of the substances now unitized here-
under shall hereafter be entitled to the right to take in kind its share of the

unitized substan

and the Uriit Operator, or the working-intrrest owner in case



of the operalion of a well by ¢ working-intercii owner as herein provided for in
special cases, shall make deliveries of such royalty share taken in kind in con-~
formity with the applicablie cortracts, laws, anid regulations. Settlement for roy-
al.y interest not taken in kinc snall be made by working-interest owners responsible
therefor under existing contracts, laws, ani regulations, or by the‘Unit Operator,
on or before the last day of ezch month for unitized substances produced during

the preceding calendar month; yrovided, however, that nothing herein contained

shall operate to relieve the lessees ot ary land from their respective lease obli-
gations for the payment of any royalties due under their leases.

If gas obtained from lards not subject to this agreement i3 irtroduced
into any participating area hereunder, for usec in repressuring, stimulation of
production, or increasing ultimate recovery, in conformity with a plan of opera=
tions approved by the Superviscr and the Land Commis;ioner, a like amount of gas,
after settlement as herein provided for any gas transferred from any other parti-
cipating arca and with appropriate deduction for loss from any cause, may be with-
drawn from the formation into which the gus i introduced, royalty free as tc dry
gas, but not as to any products which may be extracted therefrom; provided that
such withdrawal shall be at such time as may be provided in the aoproved plan of
operations or as may otherwice be consented to by the Supervisor and the Land
Commissioner as conforming to good petroleum engineering 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 or 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 specified in the respective Federal leases, or at sugh lower
rate or rates as may be authorized by law or regulation; provided, that for leases
on which the royalty rate depends on the daily average production per well, said
average production shall be determined in accordance with the operating regulations
as though each participating area were a single consolidated lease.

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

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

hereto shall oe paid by working-interest owners responsible therefor under existing

contracts, laws, and regulations, provided thal nothing herein contained shall



operate to relicve the lescees of any land I'rom thelr respective lease obligations
for tre payment of any rental or minimum royalty due under their leases. Rental
or mirimum rcyalty for lands of the United Siatcs subiect to this agreement shall
be paid at thke rate spscificd in the respective loases from the United States un-
less euch rertal or minimum royalty is waived, cuspended, or reducéd'by law or by
approval of the Secretary or nis duly authorizcd representative.

Rentals on State of lew Mexico lands subject to this agreement shall be

paid et the rates specified in the respective leages.

With respect to any leasc on non-IFoderal land containing provisions which
.would terminate such lease unless drilling operations are commencad upon the land
covered thereby within the time therein specified or rentals are paid for the pri-
vilege of deferring such drilling operations, the rentals required thereby shall,
notwithstanding any other provision of this agrecment, be deemed té accrue and be-
come payable during the term thereof as extended by this agreement and until the
required drilling operations are ccmmenced upen the land covered thereby or until
some portion of such land is included within o participating area.

16. CONSERVATION. Operations hereunder and production of unitized substances

shall be concucted to provide for the most ecorcmical and efficient recovery of
said substances without waste, as defined by or pursuant to State or Federal law
or regulatiorn.

17. DRAINAGE. The Unit Operatcr shall take such measures as the Supervisor
and Lend Commissioner deem appropriate and adequats to prevent drainage of unitized
substences from unitized land by wells on land hot subject to this agreement.

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

and provisions of all leases, subleases, and cther contracts relating to exploration,
drilling, development, or operation for oil or gas on lands committed tovthis agree-
ment zre hereby expressly mecdified and amended to the extent necessary to make the
same conform te the provisions herecf, but otherwise to remain in full force and
effect; and the parties hereto héreby consent that the Secretary, as to Federal
leases and the Land Commissioner, as to State leases, shall and each by his ap-
proval hercof, or by the approval hereof by his duly authorized representative,

does lrereby establish, alter, change, or revoke the driiling, producing, rental,
minimum royalty, and royalty requirements of Federal and State leases committed
heretc and tke regulations in respect thersto to conform said requirements to the

provicions of this agreement, and without limiting the generality of the foregoing,

YRS



all leases, subleases, and contracts are particularly modified in dccordance with

the fcllowing:

(a) The development anc operation of lands subject to this agreement under
the terms therof shall be deemcd full performance of all obligations for develop-
ment end operation with respect to each and every separately owned tract subject
to this agrecment, regardless cf whether there is any development of any particu-
lar tract of the unit area.

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

(c) Suspenzion of drilling or producing operations on all unitized lends
pursuent to direction or consert of the Secretary ane the Land Commissioner, or
his dvly authorized representative, shall be deemed to constitute such susper.sion
pursuent to cuch direction or consent as to cach and every tract of unitized land.
A sustension of drilling or producing operations limited to specified lands chall
be apylicable only to such lancs.

(d) Each lease, sublease, or contract relating to tﬁe exploration, drilling,
develcpment or operation for oil 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 prior to the termination of this agreement, is hereby extended beyond
any stch 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 of twenty (20) years or any renewal
therecf or any part of such lease which is made subject to this agreement shall con-
tinue in force beyond the term provided therein until the termination hereof. Any
other Federal lease committed lereto shall continue in force beyond the term so
proviced therein or by law as to the land committed so long as such lease remains
subject hereto, provided that production is had in paying quantities under this unit
agreerent prior to the expiration date of the fterm of such lease, or in the event
actual drilling operations are commenced on unitized land, in accordance with the
provisions of this agreement, prior to the ena of the primary term of such lease
and are being diligently prosecuted at that time, such lease shall be extended for

two years ané sc long thereafter as oll or gas is produced in paying quantities in
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accordance with the provisions of the Mineral-Leasing Act Revision of 1960.

(f) Fach sublease or ccntract 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 lecse,
as extended by the immediately preceding paragraph, will expire, is hereby extended
beyond any such term so provided therein so that it shall be continﬁed in full force
and effect for and during the term of the underlying lease as such term is herein
extended.

(g) The segregation of any Federal Lease committed to this agreement is
governed by the following provision in the fourth paragraph of Sec. 17 (j) of the
Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 Stat. 781-784):
"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 into separate 1easés as to the 1énds 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 for the term thereof but for not less than two years from the date of
such csegregation and so long trereafter as oil or gas is produced in paying quanti-
ties."

(h) In the event the Iritial Test Well is commenced prior to the expiration
date cf 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
porticn of its lands committed hereto, shall be segregated as to the protion com-
mittec 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;
provicded, however, notwithstancding any of the provisions of this agreement to the
contrery any lease embracing lands of the State of New Mexico having only a portion
of ite lands committed hereto shall continue in full force and effect beyond the
term yrovided 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 leace 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-
tor ie then engaged in bona ficde drilling or reworking operations on some part of

the lends embraced in such leace, the same as to all lands embraced therein, shall
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remain in full force and effcct so long as such cperations are being diligently

prusecutcd, and if they result in the production ol oil or gags; said lease shall

continue in full force and effict ag to all ol the lands embraced therein, sc¢ long
thereafter as oil or gas in paying guantities is being produced from any portion

of said lands.

19. CCVENANTS RUN wITH TANo. The cevenants herein shall be construed to be

covenants running with the lanc¢ with respect to the interest of the parties Lereto
and their successors in interest until this agreement terminates, and any grant,
transfer, or conveyance, or interest in land or leases subject hereto shall be and
hereby is conditioned upon the assumption of all privileges and obligations kereunder
by the grantee, transferee, or other successor in intersst. No assignment or trans-
fer of any working interest, rcyalty, or other interest subject hereto shall be.,
binding upon Unit Operator until the first day of the calendar monéh after Urit
Operator is furnished with the original, photcstatic, or certified copy of tle
instrument of transfer.

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

approval by the Secretary and ihe Land Commissicner or his duly authorized repre-
sentative, and shall terminate five (5) years from said effective date unless

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

(b) it is reasonably determined prior to the expiration of the fixed term
or any extension thereof that the unitized land is incapable of production of uni-
tized substances in paying quartities in the formations tested hereunder and after
noticz: 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 Commissioner, or

(c) a valuable discovery of unitized substances has been made or accepted
on unitized land during said iritial term or any extension thereof, in which event
the agreement shall remain in effect for such term and so long as unitized sibstances
are produced in guantities cufficient to pay for the cost of producing same from
wells on unitized land within ezny participating arez established hereunder ard,
should production cease, so lcrg 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 cc discovered are produced as aforesaid, or
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(d) it is terminated ac heretotfors provided in this agreement. 'This agree-
ment may be terminated at any time by not less than 75 per centum, on an acreage
basis. of the working-interest owners signateory hereto, with the approval of the
Superviscr and the Land Commiscioner; notice of any such approval to be giver. by the
Unit Operator to all parties h-rcto.

21. RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The Director is

hereby vested with authority tc alter or rmodify from time to time in his discretion
the quantity and rate of production under this agreement when such quantity end
rate is not fixed pursuant to lederal or State law cr does not conform to any state-
wide voluntary conservation or allocation prcgram, which is established, reccgnized,
and generally adhered to by the majority of operators in such State, such authority
being hereby limited to alteration or modification in the public interest, the pur-
pose thereof and the public interest to be served théreby to be stated in the order
of alteration or modification. Without regard to the foregoing, the Director is
also Liereby vested with authority to alter or'modify from time to time in his dis-
cretion the rate of prospecting and development and the quantity and rate of pro-
ducticn under this agreement wken such alteration or modification is in the interest
of attaining the conservation c¢bjectives stated in this agreement and is not in
violation of any applicable Feceral or State law.

Powers in this section iested in the Director shall only be exercised after
notice to Unit Operator and oprortunity for hearing to be held not less than 15
days from notice.

22. APPEARANCES. Unit Operator shall, after notice to other parties affected,
have the right to appear for ard on behalf of any and all interests affected hereby
before the Department of the Irterior and the Commissioner of Pulbic Lands ard to
appeal from orders issued under the regulations of said Department or Land Ccmmis-
sioner or to apply for relief 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 also have the right at his own expense to be heard in any
such proceeding.

23. NOTICES. All notices, demands, or statements required nereunder to be
given or rendered to the parties hereto shall be deemed fully given if given in
writir.g and personally delivered to the party or sent by postpaid registered or

certitied mail, addressecd to such party or partics at their respective addrecsises
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set forth in conrnection with the signaturce hereto or to the ratification or con-
sent hereof or to such other acdress as smy such party may have furnished in writirg
to party scanding the notice, demand or statement.

24, HNO WAIVER OF CERTAIN RIGHTS. Nothing in this agreement containec shall

be construed as a walver by any party hereto ol the right to assert any legal or

constitutional right or defense as to the va idity or invalidity of any law <f the
State wherein said unitized lands 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 or its authority to waive.

25. UNAVOIDABLE DELAY. All obligations under this agreement requiring the

Unit Operator to commence cor continue drilling cr to operate on or produce urdtized
substances from any of the lancs covered by this agreement shall be suspendec while
the Unit Operator despite the exercise of dus care and diligence, is prevented from
complying with such obligations, in whole or in part, by strikes, acts of God,
Federal, State, or municipal lew or agencies, unavoidable acc;dents, uncontrcllable
delays in transportation, inability to obtain necessary materials in open market,
or other matters beyond the rezsonable control of the Unit Operator whether similar
to matters herein enumerat<d or not. No unit obligation which is suspended under
this section shall become due less than thirty (30) days after it has been deter-
mined that the suspension is ne longer applicable. Determination of creditable
"Unavoidable Delay" time shall be made by the unit operator subject to approval of
the Supervisor and the Land Cormissioner. |

26. NONDISCRIMINATION. In connection with the performance of work under

this agreement, the operator agrees to comply with 211 the provisions of section
202 (1) to (7) inclusive of Exccutive Order 11246 (30 F.R. 12319), as amended,
which are hereby incorporated by reference in this agreement.

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

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

such tract shall bte automatically regarded as not committed hereto and there shall
be such readjustment of future costs and tinefits as may be required on account of
the loss of such title. In the event of a aispute as to title as to any royalty,
working interest, or other interests subject thereto, payment or delivery on account
therecof may be withheld without liability for interest until the dispute is finally

settled; provided, that, as to Federal and State land or leases, no payments of



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

Urit Operator as such is relieved from any responsibility for any defect
or failure of any title hereunder.

2&. NON-JOINDER AND SUBSEQUENT JOINDER. If 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 ¢il or gas interests in lénds withir tﬁ;
unit area not committed hereto prior to submission of this agreement for final
approvel may thereafter be committed hereto by the owner or owners thereof sut-
scribirg 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 cperations are commenced hereunder, the right of subsequeﬁt joinder, as
provided in this section, by a working-interest owner is subject to such require-
ments cr approvals, if any, pertaining to such joinder, as may be provided for in
the unit operating agreement. After final approval hereéf, 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
hereuncer in behalf of such non-working interest. A non-working interest may not

be comritted 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 ore 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 cay 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
necesssry to establish effective commitment of any tract to this agreement unless
objection to such joinder is duly made within sixty (60) days by the Supervisor,

the Lard Commissioner, or State Commission.



Q, COUNTERPARTS. Thic agreecment may ve executad in any number of counter~
7 o o

parts no one of which needc to be executod by n1l parties or may be ratified or

BN

consented to by separate instrument in writinug cpecifically referring hereto and
shall be binding upon all those parties who have exccuted such a counterpart, rati-
fication, or consent hereto with the same forco and effect as if all such parties
had signed the sare documen® wrd regardl. oo ol whether or not it i1s exccuted by all
other parties owning or claimirg an intoerest in the lands within the above-described
unit area.

Z0. SURRENDER. UlNothing in this agreement shall prohibit the exercise by any
working-interest owner of the right fo surrender vested in such party by any lease,
sublease, or opcerating agreemert as to all or any part of the lands covered thereby,
provided that each party who will or might scquire such working interest by suckh,
surrender or by forfelture as hereafter set forth, is bound by the terms of this
agreenent.

If, as a result of any guch surrender, the working interest rights as to
such lLands become vested 1n any party other than the fee owner of the unitized sub-
stances, sald party may forfeit such rights and further benefits from operation
hereunder as to said land to the party next in the chain of title who shall be and
become the owner of such working interest.

If, as the result of any such surrender or forfeiture, working interest rights
become vested in the fee owner of the unitized substances, such owner may:

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

(2) Lease the portion of such land as is included in a participating area
established hereunder subject to this agreement and the unit operating agreement.

(2) Provide for the independent operation of any part of such land that are
not tren included within a participating area established hereunder.

If the fee owner 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-
feitec 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 agreement shall be shared by the remaining owners of unitized working
interests in accordance wilh their respective working interest ownerships, and

such cwners or working interests shall corpensate the foe owner of unitized sub-



stances in such lands by paying sums cqual to the rentals, minimum royalties, and
royaluies applicable to such lands under the lease in ceffect when the lands were
unitized.

An appropriate accounting and settloment shall be made, for all benefits
accrurng to or payments and expenditures madc or incurred on behalf of such surren-
dered or forfeited working interest subsequeat to the date of surrender or forfeiture,
and payment of any moneys founa to be owing by such an accounting shall be made as
between the parties within thirty (30) days. 1n the event no unit operating agree-
ment s in existence and a mutually acceptable agreement between the proper parties
thereto cannot be consummated, the Supervisor may prescribe such reasonable and
equitable agreement as he deems warranted under the circumstances.

The exercise of any right vested in a working-interest owner to reassign |
such working interest to the party from whom obtainea shall be subject to the same
conditions as set forth in this section ir regard to the exercise of a right to
surrender.

31. TAXES. The working-interest owners shall render and pay for their ac-
count and the account of the royalty owners all valid taxes on .or measured by the
unitized substances in and under or that may be produced, gathered, and sold from
the lend subject to this contract after the effective date of this agreement, or
upon the proceeds derived therefrom. The working-interest owners on each tract
shall and may charge the proper proportion of said taxes to the royalty owners
having interests in said tract, and may currently retain and deduct sufficient of
the uritized substances or derivative products, or net proceeds thereof from the
alloceted share of each royalty owner to secure reimbursement for the taxes so paid.
No such taxes shall be charged to the United 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 lessee to pay such taxes.

32. NO PARTNERSHIP. 1t is expressly agreed that the relation of the parties

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

3%. CONFLICT OF SUPERVISION. Neither the Unit Operator nor the working-

interest owners, nor any of them, shall be subject to any forfeiture, terminaztion,

or expiration of any right hercunder or under zny leases or contracts subiect hereto.



or to any penalty or liatility on account of ieinv or failure in whole or ir part
to comply with any applicable provision: therent to the extent that the said Unit
Operator or the working-interect owners, or nny U them, are hindered, delayed, or
prevented from complying throrcwith by roscon ¢! failure of the Unit Operator to
obtain, in the exercise of Jue diligence., the ooncurrence of proper representatives
of the United States and proper reprecentatives of the Gtate of New Mexico in and
about any matters or things concerning which {t Is required herein that such con-
currence be obtained. fThe parties hereto, including the State Comnission, agree
that all powers and authority vestea in the Ututre Commission in and by any provi-~
sions of this agreement are vested in the State Commission and shall be exercised
by it pursuant to the provisioss of the laws o!f the State of New Mexico and subject
in any case to appeal cr judicial review ac may now or hereafter be provided by the
laws of the State of Hew Mexico.

zL . SURFACE AND ENVIROWMENTAL PROTECTICH STIPULATICHS. Nothing in this

agrceement shall modify or change either the :preciul Federal Lease stipulations re-
latirg to surface management ¢ such zpecial Moderal Lease stipulations relating
to surface and environmental protection, attacnh«l te and made a part of, 0il and
Gas leases covering lands within the lUnit Aron.

IN WITNESS WHEREOF, the parties hereto huve caused this agreement to be

executed and have set opposite their respectivs names the date of execution.

ATTEST:
YATES PETROLEUM CORPORATION

BI: //L/ /42///idfﬁﬂﬂ/i// BY: _ b.7é{? ZV/«{JQEZJ
" Secretary ; / o

Addresc: 207 S. hth S
Lrtesia, New Mexico 88210

- v

UNIT OPERATOR T

STATE OF New Mexico )
)}  ss
)

COUNTY OF Eddy

The foregoing instrument was acknowledged before me this p€37Z2,’ day of

March , 197, by ‘xdff Z§L2 éi{,i;i?llz/ who is

President

of Yates Pétroleum Corporation, a

. ' {(State of Incorp.)
7&1A4r' 7;3544;50 corporation, for and on behalf of said Corporation. :
\

My Commission Expires: _ ;%é¥é£42é4241/
: - Notary Public

£0

0
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Unit Outline
Tract No.

Federal Lands
4,962.79 Acres

State of N. M. Lands
4,418.20 Acres

Fee Lands
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EXHIBIT “4"

Walnut Draw Unit Area
Eddy ond Chaves Counties,

New Mexico
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FEXHIBIT "B"

Schedule Showing All lLands and Leases
Within the Walnut Draw Unit Area
Eddy and Chaves Counties, New Mexico

SERIAL NO. BASIC
‘PACT TESCGRIPTION ACRES AND ROYALTY & LESSEE CF RECORD OVERRIDING ROYALTY WORKING INTEREST
ne. OF LANDS EXP. DATE PERCENTAGE AND PERCENTAGE AND PERCENTAGE AND PERCENTAGE
Q. P VPN 1,471, 0 MaT1az J.8LA. I,. . Harris All Jean QOakason 29/ L. C. Harris it
eo. T - I 12.5 F. M. Richardson 14
n. H. Cress gh
2. -14-8, H-23-%, IMPM 160,00 NM-3536 U.S.A. Lawrence . Harris All Ilabelle Shanahan 3% Lawrence C. Harris AL2*
T, T SWA -21-72 12.5 R. M. Richardson 1%
X. d. Cress o
z, F-1c-38, E-2L_7, IMPM ,651.51 NM-10455 J.5.A. Lawrence C. Harris All Donald D. Bruce 2% Lawrence C. Harris All*
Sec. 5; _ots 1 through :m 9-30-79 12.5 R.M. Richardson 1%
5% (all) R.H. Cress 1%
Sec. %; Lots 1 through 18, :
BASWh, WIESEW,
L%MMK
b. T-15-S, R-23%-E, NMPM 960.00 NM-11950 U.S.A. Lawrence C. Harris All Ronald E. Evenson % Lawrence C. Harris A1"*
Sec. 33; Wiz 6-30-80 12.5 R. M. Richardson- 1%
Sec. 34; Np, NSz, SYaSwk R. H. Cress 1%
SWKSEWk
Sec. 35; NEWNEK




T-15-S, R-23-E, NMPM 600.00

Sec. 2L, SEWSEW
mmﬂo Wmu 5\ Y §.
SEWNEK, SEKSEK

NM-14461 U.S.A.
11-20-81 12.5
M- 30060 U.5.A.

4-20-87 12.5

Lawrence C. Harris

All

Texas 0il & Gas Corp. AlL

4,062.79 Acres Federal Lands

- - -~ A2 7
T-16-3, R-Z4-E, NMPM 160.00
Sec. 8: SWk

TOTAL:
T-16-3, 3-E. NMPM O 4,024.3
mmh/. \m‘ S 44 Uq \N¢ mu;
17, 11, 12, 172
A, An, SR
To16-8, H-PZ_F LMPM X52.12
Il - M 7
Sec. 23 Lots 1 through 10,

r
LA
272 all u

445,00

A Ak

v W e N

[aE Nt aln Tl Mot/
SWiASER, NEASDA

T-16-5, R-24-E, NMPM 632,22
Sec. 183 Lots 1, 2, 7,

L, Bz, EpAwr
T-16-S, R-23-E, NMPM 220.00

Sec. 12; NWk, SEK

L=3620 Stare
10-21-79 12.5
L-364L0D State
10-21-79 12.5
1= 2541 State
10-21-7G 12.5
L-2642 State
1C-21-79 12.5
L-5228 State

2-1-81 12.5

STATE OF NEW MEXICO LANDS

L. €, Harris

L. C., Harris

pd

MWJ Producing Co.

L. €. Harris

Adobe 0il & Gas Corp.

A1l

All

All

Ben S. Brooks
R. M, Richardson

e . p82-04

R. H. Cress

*. M. Richardson
R. H. Cress

k. M. Richardson
XK. t. Cress

William H. Martin
R, Ken Williams
Edward H. Judson

G. Dee Williamson
(Production Payment)

3%
1%
1%

1%
1%

1%
1%

1.66%
1.67%
1.67%

1%

\
1%

5%

Page 2, Exhibit "B"
Walnut Draw Unit Area

Lawrence C. Harris

Texas 0il & Gas
Corp.

I.. C. Harris

L. C. Harris

wJ Producing Co.

Adobe 0il & Gas
Corp.

AlLL*

A1ix

A1l
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Page 3, Exhibit '"B"
Walnut Draw Unit Area

T-15-S, R-23-E, NMPM 640.00. LG-2261 ' State L. C. Harris All R. M. Richardson 1% L. C. Harris A11®
Sec, %6; Alil _ g-30-84 2.5 R. !I. Cress 1%
T-16-8, R-23-E, NMPM 106. 41 . State Yates Petroleum Corp. All Yates Pet. Corp z/8
Sec. 1; Lots 3, 4, 5, 6 12.5 L. C. Harris 1/
McClellan 0il Corp. 3/8
T-10-S, mnmwnm, NMPM 200.00 State Yates Petroleum Corp. All Yates Pet. Corp. 3/8
Sec. 13; NYNEWk, SEMNEA, 12.5 L. C. Harris 1/4
nn/o . .
NWACEW, SEWSEN McClellan 0il Corp. 3/R
COTAL: L bar .20 Leres Srtate of llew Mexico Lands
*By conveyance of operating rights, 'working interest only), dated March m y 2579, L. C. Harris
conveyed an undivided 37.5% operating rights to Yates Petroleum Corporat divided 37.5%
cperating rights to MeUlellan Q11 Corporation as to all his interesis v Lrea except
the W Sec. 7, T-16-S, R-24-E, NMPM., (out of Tract #l), and as to said C. Harris

conveyed “0% oomdmawbm rights *o Yates and S0% to McClellan.

Note: State Tracts 13%. and 14. were leased by the State through the March Z0th, 1979 land sale
-]
to Yates Petroleum Corporation. Leases are ws fwm process of being gma. and when issued
will probably bear serial numbers LG-6457 and LG-6453, expiring March 1222,
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T-15-S, R-23-E, NMPM 8c.0o0

Sec. 33; EANE#

R-23-E, NMPM 30.00
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T_-15-3,
Sec. 33; W/ANEK

120,20
TR, FaITRE, LMP LT
Sec. FE; BEaNEe

S e .on
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T-16~5, R-24-I, NMPM 40.00
Tevre/

Sec. 63 SEWSEAL

Fee

Fee
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ree

Fee

PATENTED (FEE) LANDS**

Ballard E. Spencer Trust

Pavid J. Runyan

Eva Crcok

T. A. Crook
Bonnie Morrison
Tre RElarnco (o.

- A

C. AL Ward

4
3

e

. I'. Beasley
ornie Morrison
'he Blanco Jo.
. A. Ward

Cy 30

Dartmoutn College

Partmough College

TOTAL: 400.00 Acres Patented (Fee) Lands
Recapitulation:
4,962.79 Acres Federal T.and 50.74% of Unit Area

4 418.20 Acres State LanA

45.17% of Unit Area

4OO.00 Acres Patented (Fee) Land 4.09% of Unit Area

9,780.99

100.00%

**Note: Those fee mineral owners who can be located
have been made an offer for 0Oil and Gas Leases. It
is expected that approximately 75% will be leased by
Unit Operator.
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The undersicned, {whe'nor ole or iy ncknow.edges receipt

of a copy of the "mit Apreerm - nt Dor cbe oo rent gnd Operation of the
Walnut raw Unidt Area enbraoo.ones Tando oLt o0 o Bidr and Chaves Counties.
New Mexico, wnicn Sa.d Apreecs 1o oo . e of Pebruary, 1979
and acknowledge rthat! ther Lowe vead o oo oo, e familiar with the
terns and conditions thereo!. :he Lndcri:. s.:0 teing the owners of
the leacehold, royalty, or o ' in er: o . Croe Lanas or minerals embraced
in said Unit Area, as indica ¢: on the o0 e oo o tnenel to said Urnit
Agreement zc bxhibit "z', do hereby como:t o7 ! “neir caid interests to
the Walnut Praw Un:it Avreemernt and do oo v rnoont thereto and ratity
all of the terms and provicicns thereoc!. e . 7 he same as if the
undersigned had executed thie orivinai <! va.: 1..° Arreement or a
counterpart thereof.

IH WGUVINZSS WHEREON,

v

S8 anotrument oo v ated by the undersigned

ledgments.

as >f the -ave sel forth in “heir respec i o I2po

s

A Q Q/ 1
/g&(/ip)\ ﬁ z\'ﬁ-—’:ﬁi <2,

Marion V. Harris

Lawrence C., Harris

2NN

e ipr6501u; ingtrunen: wus atenowle Lo tefore me fhis »42' day of
?7, //7 3 10 1 LY Lo (;0 H&rris, the same m A L!J!IOOCQ C! MI ‘M
Harion V. Harris, his wife. Lo [T RY:

My Commission -Fxp.rec:

: {{.}(ﬂ{,Zvﬁ(“'

— - R AR R N IO S YR

Hotar. Dubtic.. .o

B »7 <"
LMy e ) v /—f//a -
CONPORAT Y RO R A R I <

STATE OF

ey
20

et e N

COUKRTY OF

The foregoing instruren' was acknowl-i-o i tefore me this day of

y 1970, vy , President
of , a

cornoration, on pehalf of

%]

sa3vd corporat (on

My “ommission bxpires:




CONGENT AND RATIFICATION
WALNUT DRAW UNIT AGREFMENT

EDDY AND CHAVES COUNITES, NLEW MEXICO

The undersigned, {(whether one or more) hereby acknowledges receipt"
of a copy of the Unit Agreement for the Development and Operation of the
Walnut Draw Unit Area embracing lands situated in Eddy and Chaves Countieé,
New Mexico, which said Agreement is dated the 20th dai of February, 1979,
and acknowledge that they have read the same and are familiar with the
terms and conditions thereof. The undersigned, also being the owners of
the leasehold, royalty, or other interests in the lands or minerals embraced

" in said Unit Area, as indicated on the schedule attached to said Unit
Agreement as Exhibit "B", do hereby commit all of theif said interests to
the Walnut Draw Unit Agreement and do hereby consent thereto and ratify
all of the terms and provisions thereof, exactly the same as if the
undersigned had executed the original of said Unit Agreement or a
counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

ATTEST: MWJ PRODUCING COMPANY .

1/
z

~N

;w\ BY:

" Edward H. Judsbn, Secfetary . Ken Williams, 3
i
/ .
INDIVIDUAL .
STATZ OF )
) Ss. .
COUNTY OF )
The foregoing instrument was acknowledged before me this _ day of
v 1979, by .

My Commission Expires:

Notary Public
CORPORATE
STATE OF TEXAS )

) Ss.
COUNTY OF MIDLAND )

The foregoing instrument was acknowledged before me this 28thday of
March y 1979, by R. KEN WILLIAMS , President
of MWJ PRODUCING COMPANY , a Texas
corporation, on behalf of said corporation

My Commission Expires:

T ‘ Z/ i
‘September 27, 1980 “;/2//14/24(/5%}/@&
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CONSENT AND RATIFICATION
WALNUT DRAW UNI'T AGRLEEMENT

EDDY AND CHAVES COUNITES, NEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt

of a copy of the Unit Agreenient for the Development and Operation of the

Walnut Draw Unit Area embracing lands situated in Eddy and Chaves Counties,

New Mexicc, which said Agreement is dated the 20th day of February, 1979,

anc¢ acknowledge that they have read the same and are familiar with the

terms and conditions thereoi. The undersigned, also being the owners of

the leasehold, royalty, or other interests in the lands or minerals embraced

in said Unit Area, as indicated on the schedule attached to said Unit

Agreement as Exhibit '"B", do hereby commit all of their said interests to

the Walnut Draw Unit Agreement and do hereby ccnsent thereto and ratify
all of the terms and provisions thereof, exactly the same as if the
uncersigned had executed the original of said Unit Agreement or a
counterpart thereof.

IN WITNESS WHEREOF, tris instrument is executed by the undersigned
as of the date set forth in their respective acknowled ents.

ATTEST: ADOBE Q1L & GAS JRPORAT;gy
Z//’/Z&//M%/ /LJ////( Lo A

| B

OIVISION

re 8

APPROVAL

APPROVAL

Secretdry . R. Holcomb, Vice President

INDIVIDUAL

STATE OF )

) ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of

y 1979, by

My Commission Expires:

Notary Public
CORPORATE

STATE OF  TEXAS )

) SS.
COUNTY OF MIDLAND )

The foregoing instrument was acknowledged before me this 26th day of
March y 1979, by H. R. Holcomb , Vice President

of _ ADOBE_ OIL & GAS CORPCRATION & Delaware

corporation, on behalf of said corporation

My Commission bkxpires:

10-17-79 4&2454&4;;77‘§2¢¢42177(4/

Notary Public




CONSENT AND RATTFICATION
WALNUT DRAW UNIT AGREEMENT

EDDY AND CHAVES COUNITES, NEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy of the Unit Agreement for the levelopment and Operation of the
Walnut Draw Unit Area embracing lands situated in Eddy and Chaves Counties,
New Mexico, which said Agreement is dated thie 20th day of February, 1979,
anl acknowledge that they have read the same and are familiar with the
terms and conditions thereof. The undersigned, also being the owners of
the leasehold, royalty, or other interests in the lands or minerals embraced
in said Unit Area, as indicated on the schedule attached to said Unit
Agreement as Exhibit "B", do hereby commit all of their said interests to
the Walnut Draw ﬁnit Agreement and do hereby consent thereto and ratify
all of the terms and provisions thereof, exactly the same as if the
undersigned had executed the original of said Unit Agreement or a

counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

ELLAN OIL CORPORATION

S5 s
INDIVIDUAL
STATE OF )
) 8sS. .
COUNTY OF )

The foregoing instrument was acknowledged before me this day of
» 1979, by

My Commission Expires:

Notary Public

CORPORATE
STATE OF__ New Mexico )
) SS.
COUNTY OF Chaves )
The foregoing instrument was at¢knowledged before me this 29 day of
March , 1979, by Jack L. McClellan s President
of McClellan Qil Corporation , a___New Mexico

corporation, on behalf of said corporation

My Commission Expires:

November 13, 1982 _Atborpbis & Bhey
Noatarvy Pnhlie
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CONSENT AND RATIFICATION
WALNUT DRAW UNIT AGREEMENT

EDDY AND CHAVES COUNITES, NEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy cf the Unit Agreement for the Develoément and Operation of the
Walnut Draw Unit Area embracing lands situated in Eddy and Chaves Countieé.
New Mexico, which said Agreerent is dated the 20th day of February, 1979,
and acknowledge that they have read the same =and afe familiar with the
terms and conditions therebf. The undersigned, also bteing the owners of
the leasehold, royalty, or other interests in the lands or minerals embraced
in said Unit Area, as indicaled on the schedule attached to said Unit
Agreement as Exhibit "B", do hereby commit all of their said interests to
the #dalnut Draw Unit Agreement and do hereby consent thereto and ratify
all >f the terms and provisicns thereof, exactly the same as if the
undersigned had executed the original of said Unit Agreement or a
rounterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

AP Tt T

William H. Martin

“R. Ken Williams

éf:cikttfz¢zf/[f <:L44¢1¢12/5>7/"

Edward H. Judson

INDIVIDUAL ] ﬁ// 4;’

STATE OF _ TEXAS )
) Ss.
COUNTY OF MIDLAND )
The foregoing instrument was acknowledged before me this _ 29thday of
March , 1979, by WILLIAM H. MARTIN, R. KEN WILLIAMS and EDWARD H. .
JUDSON .
My Commission Expires: ya
. 1, .
Sept. 27, 1980 4/7¢/¢. le i - C/Z?A97?7L{{,L
Notary Public
CORPORATE
STATE OF )
) SS.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
y 1979, by . President
of , a8

corporation, on behalf of seid corporation

My Commission Expires:

Notary Public



CONSENT AND RATIFICATION
WALNUT DRAW UNIT AGREEMENT

EDDY AND CHAVES COUNITES, NEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy of the Unit Agreement for the Development and Operation of the
Wa_.nut Draw Unit Area embracing lands situated in Eddy and Chaves Counties,
New Mexico, which said Agreement is dated the 20th day of February, 1979,
and acknowledge that they have read the same and are familiar with the
terms and conditions thereof. The undercigned, also being the owners of
the leasehold, royalty, or other interests in the lands or minerals embraced
in said Unit Area, as indicated on the schedule attached to said Unit
Agreement as Exhibit "B", do hereby commit all of their said interests to
the Walnut Draw Unit Agreement and do hereby consent thereto and ratify
all of the terms and proviéions thereof, exactly the same as if the
uncersigned had executed the original of said Unit Agreement or a
counterpart thereof,

IN WITNESS WHEREQF, this instrument is executed by the undersigned

as of the date set forth in their respective/z?&nowle gments.

2 A

INDIVIDUAL

"TATE o&*ﬂa) %ﬂa)
ss.

COUNTY OF ﬂA@/a ) ;

The foreg01ng 1nstrumen7/4 acknowledged before me thislzgzzz day of
Det” ., 909, oy 21 e Uit :
My Zommission'Expires: R:ff/§£7

Lo45 s Siibare)

Notary Public

CORPORATE
STATE OF )
) Ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
y 1979, by . President
of , a

corporation, on behalf of said corporation

My Commission Expires:

Notarvy Publice



CONGENT AND RATriUATION
WALNUT DRAW UNIT AGREEMENT

UDLY AND CHAVES COUNITHD, NEW MEXICO

The undersigned, (whether one or rore) hereby acknowledges receipt
of a copy cf the iUnit Agreement for the PeQu?opment and Operation of the
Walnut Draw Unit Area embracing lande situnted in Eddy and Chaves Counties,
New Mexico, which said Agreencnt is dated @he 20th day of February, 1979,
end acknowledge that they have read the rame and are familiar with the
terms and conditions therecof. The unilersignvd, also being the owners of
the leasehcld, royalty, or other interes's .u the lands or minerals embraced
in said Unit Area, as indicated on the scheiule attached to esaid Unit
Agreement as Exhibit "3", do hereby commi 4}i of their said interests to
the Walnut Draw Unit Agreemert and do herecy consent thereto and ratify
all of the terms and provisions thereof, exactly the same as if the
undersigned had executed tne original of s+.d 'nit Agreement or a
counterpart thereof.

AN WITNESS WHERMOPF, this instrument ic executed by the undersigned

a3 of the date set forth in their respuctive acinowledgments,

» -

A‘/‘ Y ;S ) i
AV Y AR SN ET:

7

G, p -
70 A3z rna 2aon Ay - 2062
Mo 7 s s ol 3 A =2
Rl SE Xy T F W /e

INDIViIDUAL

STATE OF \W

counry or (laldad J/
The foregoing instrument was acknowledyel Jefore me this __ day of
L1979, by M ald 44 e/ T .

N e
¢
o
.

¢
My Commission Expires:

bl 7 1979

ry . CYNTHIA E. Saiithi
Notary PusLic 1x AND ror DarLas CounTty, TEXAS
CORPORATHE My Commission Expires Ocroskr 7, 1979
STATE OF )
) <s.
COUNTY OF )
The foregeoing instrument was acknowledged before me this day of
v V979, by , President
of . a

corporation, on vehalf of suid corporation

My Commission Expires:




CONSENT AND RATIFICATION
WALWUT DRAW UNIT AGRUEMENT

EDDY AND CHAVES COUNITLI, HEW MEXICO

The undersigned, (whether one or more) hLereby acknowledgee receipt
of a copy of the Unit Agreenent for the lUevelopment and Operation of the
Wa.nut Draw Unit Area embracing lands sit.ated in Eddy and Chaves Counties,
New Mexicc, which said Agreement is dated the 20th day of February, 1979,
and acknowledge that they have read the same and are familiar with the
terms and conditions thereor. The undersigned, slso being the owners of
the leasehold, royalty, or other interests in the lands or minerals embraced
in said Unit Area, as indicated on the schedule attached to said Unit
Agreement as Exhibit "B'", do hereby commit all of their said interests to
the Walnut Draw Unit Agreement and do hereby consent thereto and ratify
all of the terms and provisions thereof, exactly the same as if the
undersigned had executed the original of said Unit Agreement or a
counterpart thereof.

IN WITNESS WHEREQF, thris instrument is executed by the undersigned

as of the date set forth in their respect ve acknowledgments.

s A L

INDIVIDUAL

STATE OF QOklahoma )

th
tn

county of Cklahoma

The foregoing instrument was acknowledged before me this 2nd day of
April , 1979, by Ben S.Brooks

My Commission Expires:

3/2/1980 N T e
Notary Pubilc

CORPORATE
STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged bvefore me this day of
y 1979, by , President
of , 8

corporation, on behalf of said corporation

My Commission Expires:

Natarvy Purnitie



CONEENT AND RATIFICATION
WALNUT DRAW UNIT AGREEMENT

EDDY AND CHAVES COUNL1TEHL, NEW MEXICO

The undersigned, (whether one or more) hereby acknowledges receipt
of a copy of the Unit Agreement for the Development and Operation of the
Walnut Draw Unit Area embracing lands situated in Eddy and Chaves Counties,
New Mexico, which said Agreement is dated the 20th day of February, 1979,
and acknowledge that they hzve read the same and are familiar with the
terms and conditions thereof. The undersigned, also being the owners of
the leasehold, royalty, or cther interests in the lands or minerals embraced
in said Unit Area, as indicated on the schedule attached to said Unit
Agreement as Exhibit "B", dc¢ hereby commit all of their said interests to
ﬁhe Walnut Draw Unit Agreement and do hereby consent thereto and ratify
all of the terms and provisions thereof, exactly the same as if the
uncersigned had executed the original of said Unit Agreement or a
counterpart thereof.

IN WITNESS WHEREQOF, this instrument is executed by the undersigned

as of the date set forth in their respective acknowledgments.

Ilabellp Shenghan Merrison

Joined by her husband Wglter L. Merrison

INDIVIDUAL

STATE OFUTAH )

) §S. o
COUNTY oF SALT LAKE ) .

The foregoing instrument was acknowledged before me this2nd day of

April , 1979, by__Ilabelle Shanahan Marrison, folned by her
husband Walter L. Mgrrison
My Commission Expires:

£-23-80 o
Notary Public Popr Salt Laks Ce,,Utah
CORPORATE
STATE OF ' )
) SS.

COUNTY OF )

The foregoing instrument was acknowledged before me this day of

y 1979, by , President

of Y

corporation, on behalf of said corporation

My Commission Expires:

Notary Public
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STATE OF NEW MLXTCO
ENERGY AND MINERALS DLPARTMENT
OIL CCNSERVATION DIV1SION

IN THE MATTER OF THL HEARING
CALLLED BY THE OIL CCNSERVATION
DIVISION TFOR THE PURFOSE OF
CONSIDLERING:

CASE NO. 6490
Order No. R-5965

APPLICATION OF L. C. HARRIS
FOR APPROVAL OF THE WALNUT DRAW
UNIT AGREEMENT, CHAVLES AND EDDY
COUNTIES, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 9 a.m. on March 14, 1979,
at Santa Fe, New Mexico, before Examiner Daniel S. Nutter,

NOW, on this__ 30th day of March, 1979, the Division
Director, having considered the testimony, the record,
and the recommendations of the Examiner, and being fully
advised in the premises,

FINDS:

R

-

(1) That due public notice having been given as required
by law, the Division has jurisdiction of this cause and the
subject matter thereof.

(2) That the applicant, L. C. Harris, seeks approval of
the Walnut Draw Unit Agreement covering 9,780.99 acres, more
or less, of State, Federal and Fee lands described as follows:

CHAVES COUNTY, NEW MEXICO
" TOWNSHIP 15 SOUTH, RANGE 23 EAST, NMPM
Sections 33 through 36: All

EDDY COUNTY, NEW MEXICO
" TOWNSHIP 16 SOUTH, R\NGE 23 EAST, NMPM
Sections 1 and 2: . All
Sections 11 through 13: All

TOWNSHIP 16 SOUTH, RANGE 24 EAST, NMPM
Sections 5 through 8: AIl
Section 18:; All




..2—
Casc No. 6490
Order No. R=5965

(3) That the cperator of the Walnut Draw Unit Area will
be Yatces Petrolecum Corporation.

(4) That all plans of devcelopment and operation and
creations, ecxpansions, or contractions of participating arcas
or cxpansions or contractions of the unit area, should be
submitted to the Dircector of the Division for approval.

(5) That notice of any change of unit operator should
be given to the Dircctor of the Division.

(6} That approval of the proposed unit agreement should
promote the prevention of waste and the protection of correlative
rights within the unit area.

IT IS THEREFORE ORDERED:

(1) That the Welnut Draw Unit Agreement is hereby approved.
(2) That the plan contained in said unit agreement for
the development and operation of the unit area is hereby
approved in principle as a proper conservation measure;
provided, however, that notwithstanding any of the provisions
contained in said unit agreement, this approval shall not be
considered as waiving or relinquishing, in any manner, any
right, duty, or oblication which is now, or may hereafter be,
vested in the Divisicn to supervisc and control operations for
the exploration and cevelopment of any lands committed to the unit
and production of o0il or gas therefrom.

(3) That the urit operator shall file with the Division
an executed original or executed counterpart of the unit
agreement within 30 days after the effective date thereof;
that in the event of subsequent joinder by any party or
expansion or contraction of the unit area, the unit operator shall
file with the Divisicn within 30 days thereafter counterparts
of the unit agreement reflecting the subscription of those
interests having joined or ratified.

(4)° That all plans of development and operation, all
unit participating areas and expansions and contractions
thercof, and all expansions or contractions of the unit area,
shall be submitted tc the Director of the 0Oil Conservation
Division for approval,

(5) That notice of any change of unit operator shall be
given to the Dircctor of the Division.



o —ie
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Casc No. 6490
Order No. R-5965

(6) That this order shall become cffective upon the
approval of said unit agreement by the Commissioner of
Public Lands for the State of New Mexico and the Dircctor
of the United States Geological Survey; that this order
shall terminate ipso facto upon the termination of said

unit agrecment; anu that the last unit operator shall notify
the Division immediately in writing of such termination.

(7) That jurisdiction of this cause is retained for the
entry of such further orders as the Division may deem
necessary.

DONE at Santa P’e, New Mexico, on the day and year herein-
above designated.

STATE OF NEW MEXICO

IL CONSER/<:iSF DIVISION

nua’
JOE D. EY,
Director

S EAL

dr/



NEW MEXICO STATE LAND OFFICE

CERTIFICATE OF APPROVAL

COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO

WALNUT DRAW UNIT
EDDY AND CHAVES COUNTIES, NEW MEXICO

There having been presented to the undersigned Commissioner of Public
Lands of the State of New Mexico for examination, the attached Agreement
for the development and operation of acreage which is described within
the attached Agreement, dated February 20, 1979 , which said
Agreement has been executed by parties owning and holding oil and gas
leases and royalty interests in and under the property described, and up-
on examination of said Agreement, the Commissioner finds:

(a) That such agreement will tend to promote the conservation
of 0il and gas and the better utilization of reservoir
energy in said area.

(b) That under the proposed agreement, the State of New Mexico
will receive its fair share of the recoverable oil or gas
in place under its lands in the area.

(¢) That each beneficiary Institution of the State of New
Mexico will receive its fair and equitable share of the
recoverable o0il and gas under its lands within the area.

(d) That such agreement is in other respects for the best
interests of the state, with respect to state lands.

NOW, THEREFORE, by virtue of the authority conferred upon me under
Sections 7-11-39, 7-11-40, 7-11-41, 7-11-47, and 7-11-48, New Mexico
Statutes Annotated, 1953 Compilation, I, the undersigned Commissioner
o Public Lands of the State of New Mexico, do hereby consent to and
approve the said Agreement, however, such consent and approval being
limited and restricted to such lands within the Unit Area, which are
effectively committed to the Unit Agreement as of this date, and, further,
that leases insofar as the lands covered thereby committed to this Unit
Azreement shall be and the same are hereby amended to conform with the terms
of such Unit Agreement, and said leases shall remain in full force and ef~-
fect in accordance with the terms and conditions of said Agreement. This

approval is subject to all of the provisions and requirements of the afore-
said statutes.

IN WITNESS WHEREOF, this Certificate of Approval is executed, with seal
atfixed, this 4th. day of Apzil , 19 179 .

~N . O\ ) v

{ Vs K. ﬁ LA
COMMISSIONER OF, PUBLIC LANDS,
of the State of New Mexico

0G-26



RANDOLPH M. RICHARDSON
OIL AND GAS LAND AND UNIT CONSULTANT
FEDERAL - STATE - FEE
P. 0. BOX 819
ROSWELL, NEW MEXICO 88201

OFFICE 505 622-8801
HOME 505 622-7985

April 12, 1979

In Re: Walnut Draw Unit
Chaves and Eddy Counties, NM

0il Conservation Division ) 6?\6)
Fnergy and Minerals Department %L
P. 0. Box 2088 (ﬂ

Santa Fe, New Mexico &7501

Gentlemen:

Pursuant to Case No. 6490, Order No. R-5965, I am enclosing complete copy
of Unit Agreement showing approval by the U.S.G.3. and the Commissioner of Public
Lands.

A1l of the necessary signature pages and Consent and Ratification forms are
attached.

You will also note that on page 4 of the Unit Agreement and on the signature
page, 23, Yates Petroleum Corporation has been inserted as Unit Operator instead
of L. C. Harris.

Please advise if you need any additional information or if all is not in
order.

Thank you.

Yourg truly, e
B 7

) P e e : P
/ e :

/ e . /’;./ - //,‘ Phs /.
e SN 7 \,zL//¢:;ez= E

R. M. Richardson
RMR:dal

Enclosures




GEOLOGICAL SURi,{EY R Hi:

P. 0. Box 26124:: " "7 i

Albuquerque, New Mexiem %VAT!"\] DI ;MOH
SANTA FE

APR 10 1979

Mr. Randolph M. Richardson, III hi7ﬁb'
P. 0. Box 819
Roswell, New Mexico 88201

Dear Mr. Richardson:

One approved copy of the Walnut Draw unit agreement, Eddy and Chaves
Counties, New Mexico, with Yates Petroleum Corporation as unit
operator, is emclosed. Such agreement has been assigned No.
14-038-0001-18026 and is effective as of the date approved.

You are requested to furnish the Conpmissioner of Public Lands,and
the 011 Conservatfon Commission, both of the State of New Mexico,
and all other interested principals with appropriate evidence of

this apprpsal.
Sincerely yours,
(ORIG. SGD.) JAMES W. SUTHERLAND
011 and Gas Supervisor, SRMA
Enclosure

cc:

NMOCD, Santa Fe (Ttr. onlyJS—&& ros o o
Com. Pub. Lands, Santa Fe (1tr. only) r



State o{ New A/‘ex(co

B

r‘*l K3 ‘3

hun u ( Vk’ hy

Commtssioner o[ Puuic Lancls

ALEX J. ARMIIO _ P. O. BOX 1148
COMMISSIONER April 4, 1979 SANTA FE, NEW MEXICO 87501

Randolph M. Richardson C:‘ﬂé;;ég

P, 0. Box 819
Roswell, New Mexico 88201

Re: Walnut Draw Unit
Eddy and Chaves Counties. N.M.

Dear Mr. Richardson:

The Commissioner of Public Lands has this date approved the
Walnut Draw Unit, Eddy and Chaves Counties, New Mexico, which vou
submitted on behalf of Yates Petroleum Corporation. Our approval
is subject to like approval by the United States Geological Survey.

Enclosed are Five (5) Certificates of approval.

Please advise this office when the USGS gives their approval so
that we may ascertain the effective date and finish processing same.

Would appreciate receiving all Well Records available on the
imitial test well.

Very truly yours,

ALEX J. ARMIJO
COMMISSIONER OF PUBLIC LANDS

BY:
RAY D. GRAHAM, Director
0il and Gas Division
AJA/RDG/s
ancls.
2 0CD~Santa Fe, New Mexico #~
USGS~-Roswell, New Mexico
USGS=-Albuquerque, New Mexico



Unit Name WALNUT DRAW UNIT-EXPLORATORY

Operator YATES PETROLEUM CORPORATION

County EDDY AND CHAVES
et

DATE OCC CASE(RO Illbb\\\\ﬂ EFFECTIVE TOTAL SEGI
APPROVED QCC_ORDER_ N DATE ACREAGE STATE FEDERAL HENBETMRI-FEE CI
COMMISSIONER Commission goj0-7 9 9,780.99 4,418.20 4,962.79 400,00 Y

4-3-79 3-30-79

UNIT AREA

TOWNSUIP 15 SOUTH, RANGE 23 EAST, NMPM

Sections 33 through 36: All

TOWNSHIP 16 SOUTH, RENGE 23 EAST, NMPFM

Sections 1 and 2: All

Sections 11 through 13: All

TOWNSHIP 16 SOUTH, RANGE 24 EAST, NMPM

Sections 5 through 8: All
Section 18: All



Unit Name WALNUT DRAW UNIT-EXPLORATORY
Operator YATES PETROLEUM_CORPORATION

County EDDY AND CHAVES
STATE LEASE INSTI- RATIFIED ACREAGE
TRACT NO. NO. TUTION SEC. TwWP, RGE, SUBSECTION DATE ACRES NOT
RATIFIZ LESSEE
7 1L-3639 c.S. 1 168 23E Lots 1, 2, 7, 8, 9, 10, 11, 12, 3-22-79 1,226.35 L. C. Harris
| 13, 14, 15, 16, SE/4
8 L-3640 c.s. 2 163 23E Lots 1 through 16, S/2 (All) 3-22-79 852,12 L. C. Harris
9 L-3641 C.S. 13 168 23E W/2, mz\wzm\p“ SW/4SE/4, NE/4SE/4  3-28-79 440.00 MWJ Producing Co.
10 L-3642 c.s. 18 168 24E Lots 1, 2, 3, 4, E/2, E/2w/2 3-22-79 633.32 L. C. Harris
11 L-5228~/) C.S. 12 16S 23E NW/4, SE/4 | | 3-26-79 320.00 Adobe 0il & Gas Corp.
12 1G-2261 C.S. 36 158 23E All - 3-22-79 640.00 L. C. Harris
13 LG~6457 c.S. 1 16S 23E Lots 3, 4, 5, 6, 3-27-79 106.41 Yates Petroleum Corp.
14 LG-6458 C.S. 13 168 23E N/2NE/4, SE/4NE/4, NW/4SE/4, 200.00 Yates Petroleum Corp.

SE/4SE/4

3-27-79



STATE OF NEW MEXICO

ENERGY ano MINERALS DEPARTMENT

OiL CONSERVATION DIVISION

JCRRY APODACA POST OFFICE BOX 2088
GOVERNOR STATE LAND OFFICE BUILDING
. SANTA FE, NEW MEXICO 87501
NICK FRANKLIN : , (505} 827-2434
SECRETARY roril 3, 1279
Mx. Randolph Richardson Re: CASE NO. 6490

Attorney at Law
P. O. Box 819
Roswell, New Mexico 88201

ORDER NO. R=35965

Applicant:

L. C. Harris

Dear Sir:

Enclosed herewith are two copies of the above-referenced
Civision order recently entered in the subject case.

(:? urs very tru

I’s
<OE D.
Director

JDR/fd

Copy of order also sent to:

Hobbs 0OCC X
Artesia OCC X
Aztec 0OCC

Dther




