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Gy

Subv. Lo

BEFC = &0 7 T RS

P 4 i L
LIV // .

v [
Hearing




EXHIBIT NO.

EXHIBIT NO.

GEOLOGICAL REPORT

EXHIBIT NO.

EXHIBIT NO.

EXHIBIT NO.

1

2

3

4

5

TABLE

OF CONTENTS

. . REGIONAL INDEX MAP

. . LAND PLAT

. . SURFACE STRUCTURE MAP OF UNIT
. . SURFACE STRUCTURE MAP OF PENASCO DRAW

. . SAN ANDRES MAP OF PENASCO DRAW



2

/i
7

/

Hei

{ }
98
Jull |

)

Y Vol

/(

\
WE

|
i
A
o
/7

4]
= /i L

b

/77

WaivA

N7 7

Vil
I

///1

| N/ T
\
ORI

[VVVI7 VT -
/A Y1/

Nd

V]
17717

L/

TANIANGETIAY!

/ ).:[ 1 ///

7

T A7

,-/

LA/
7

=

[
[

25

haves County,New Mexico

gional Index Map
illow Creek Unit

e

 p——

/o

ey i
[
e o i ¥ o B
i B S A SN S N
= . N N\l A A TE T W
— - b Py S i B N .Irrr.r.-.l.,....;_ = ﬂ g
o, R -] /‘1 /ll‘\\‘..f.lll. .—.l\\\
- 4 bl B B e N ) 2l
] . IS i !} - f.// / e L il
s Vour. 07 T W 7 (o % L’
=t I N A=) K T
SRR N P ERIOSEEA
=R <Et N N\ _ﬁu\\x\ 4 AR =
AVED etk @ | es G NEY G ISl OO ey R . 3 (et
== l... ...,., i e, [.I&.I' ies v/ ./z//'ﬁn‘”“ /JTI/J a0 b /.
T e e o P N W 7 50 2 ) R
b sl he ] N YN Yo e ../ﬂ o B o s SO O »
KPR T NS AT S
l M-‘ - . = ; R me .&/
3 ﬁn //. /\.._:f/ /k :nzz..q
SAPSSTRTDIRNNSED =@ «
: N e R by
ENE PRI RENSE GRS SRS -
SEVAINSI NS IS Sma S
o s et 71 VO A G v S i S - i
. i~ =t ﬂw ~-
=% . ,\rw.......,\..A o /-[ R e e l_nﬁ..mhiw % L
L S Tl =2 W
EENEEN SN an S S |
Al \ F T M\.\\l} & |
2R NN N - =R
— P ol SRR {L/ .‘.V_J % \.ﬂx%U/ :
Q ’ o < S T e e s 1) b =N
-l : ~ T o fd b [ wifh
— e Mvr,!.l ~ o \\vll.e, =
b r.?/[l\ \_...ﬂ. -./uw/
Fe = Tl t\aks
[Vf:

BITYER LAXKES, W/

0. ;l'ml - lnLlL.-
| I Gy R
: S PR E L B
o | \ T -~} s ; .H., s e ....ﬁ.,....‘.,z 2
T PSS 1 Y i
= S S |\T - ﬁ ?.I. ) ey
E oo
.
P P (S s
L L |2 L e
il B
s . et |
o~
L b kil
_ J
3 -




PPy Lo s s s o :
-fc.‘--l; 3 .’14: :_,-A. ce {
i P B . % i
= " -~
30 - na
20238 SN Bas n>zo :
0L Doreer'n H
5 PEASNE i
o H
f
i
us.
Ya'ms
te 1 - 0e
Fvosa 4
- ) ’
8 0 BEDcagis
10 2
;S
¢ us. it
Ci;-_u:"r‘viu Ci:‘uhrv;n ":' Baunszrines
L3242 ]
3¢ =200
h 21 .4!'
17 5 16 15 222an !
! ! 3
SeeenPeally, o ' ‘ : .
Piie gi-If'tiend;vI ¢ . 2lis
T Jes . :
gt ek ok i 4125  siae s Shoecel Sad eds!
7 . fa L Seeriay u3. o
Cees Sunne Crms Service = e - 3
o oty CilierSecvice Cities Service g
- Tt b 3. -8 4
ver g L S2ay Ay w32 ’
354 . 128 4
"
sor 5t 19 .
20 21 22 23 i
a2 S
.
oY) 7 &
AT — Stobe Shale S)ate Shtole
TSy . 2 —1 = .
s e Cyessence ey 4“"’3 SihizsSerwice S
A G -_l"_:.‘f Cibies Service i
aie R 30 2255 l ieahs \:-:if'_s.b::;.-.. :
Clessesce | MM iams -3 il rese ;
EROND EPNTS ! P :
33 3 30 29 YT -Gfa e =4
. 2 26
e 7
Seale
T 1 Shabe Seave Shate ;
c;:-_:;,‘a Syessensie :
- CitenService Cities Servce tl
TR . 3. .81 s ¢
Lae Naree :
Srate 122 138
PR I e —— 32 33 34 = 3
I Fizg-Redfern >
Taiee
21548 - -
.
.
Shgig §hate
,...v.-.rl‘Y-;‘r,':‘" O Y AP E IRy e et oy ber Y e gy 1 .
H 1 Pass Nab [
+ —— - —— e Ll
: 5 R
L
I8 i '
SEA
i M J Horvey.dr. ¥ 2 ’ =
] LR ' .
a0y 7 812 us. J &
! A M Clack s Y . e s
tosie | vs. 3 0 hadenicy iy ' . s tosemce :
s .' vs Slate ;'.-«ns.’th,'_ S
L.C. waltkey L
| 'y P L Ydlay | avese
P, . S
Ly o sres i,__. s ke | e
b
i o cara
H l?}*..’z l')_-.xv Vol Lad
¢ i *a7ieratieny < .
f23 97 3 ! g I ‘?l»y-r-v
a=ve T Hevaaa :
A % (1a-k s -
7 = S ¥ {saeac iy L4
Tenm 7 1 Yarnen Biang . LR Siack Ny s
Sl L UL S B il 7
" . A M Cracy K] R LR X T O saL
S A Latem zk, < -
- - ,,/ L8, recman dliane vs us
e I
] T T ValpsPrr: rarvew) . N LA 1
ot ceni e “om Siraat ﬁ’lp:" Fpphads m iisaa ey, v
[eees S 3281 === 2eaey (a4 UG s
2 Al
! L '
= o ) ’ v t
e s 17 15 ! ' atwan z
s l - & e & 14 3
—- - SIR— S——— I YO [ .
AT e ——— {‘ r";!. PRSI 7 )

oL e 2 | EXHBIT™2

—— oy | Lond Plat

' 7 Willow Creek Unit

Chaves County, New Mexico
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SEC. - TREAS,

YATES BUILDING — 207 SOUTH 4TH ST,
ARTESIA, NEW MEXICO - 88210

GEOLOGICAL REPORT
PROPOSED WILLOW CREEK UNIT
CHAVES COUNTY, NEW MEXICO
PURPOSE
The purpose of this report is to briefly summarize the
geological reasons for forming a 40% section Federal Unit.

A 5950 foot granite Wildcat will be drilled within this

unit.

LOCATION AND LAND

The proposed Willow Creek Unit is located 33 miles North
of Roswell, New Mexico, in semi-arid, low relief rangeland
drained by generally eastwardly-running draws.

The proposed unit area contains 40% sections or 25,880.33
acres, of which 11,276.87 is Federal; 11,020.17 is State; and
3,583.29 is Fee. The unit includes all Sections in T4S-R25E

and Sections 1, 2, 3, N%, of 10, 11, 12 in T5S-R25E.



GENERAL GEOLOGICAL DISCUSSION

The Willow Creek Unit is located on the Northwestern Shelf
of the Greater Permian Basin of West Texas and Southeastern
New Mexico. Approximately 5300 feet of Permian and Pennsylvanian
sedimentary rocks are present. A 5750 foot Wildcat in the unit
at location of 1980' FNL & 1980' FEL Section 16, should entirely
penetrate the prospective Permian and Pennsylvanian formations

and bottom in the basement granite. Expected tops are as follows:

San Andres 500
Glorieta 1500
Abo 3450
Wolfcamp 4300
Pennsylvanian 5000
Granite Wash 5300
Granite 5600

The proposed unit is bounded on the East by the Pecos River,
on the North by Wylee Draw, on the South by Huggins Draw, and
on the West by flattening or loss of nosing of the surface
topography. The broad nosing of the surface topography through
the unit along with topographic highs in Section 22 and the
surface drainage patterns are indications of a subsurface high
or nose which would be suitable for hydrocarbon accumulation.

This type of surface geomorphology is found in several
structural controlled fields in Southeast New Mexico. A typical

example is the Penasco Draw area of Eddy County, New Mexico where



a subsurface nose in the San Andres and deeper formation has
formed the trap for San Andres and Yeso production. This
subsurface nosing is reflected on the surface through structure
and drainage patterns similar to the proposed unit.

(See Exhibit 4 & 5)

There are not enough wells drilled in the area (no
wells in the proposed unit) to determine a subsurface structure
and no accessible gravity or seismic studies in the area.

So surface must be relied upon.

In conclusion, this is a very wild area with little or no
subsurface control. With this in mind, the forty and one-half
sections as outlined appear to be properly located by surface
geologic reasons that give cause and justification for the

formation of the Willow Creek Unit as proposed.

¥

L. Harris
Geologist
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CERTTIFICATION--DETERMINATION

Pursuant to the authority vested in the Secretary of Interior, under
the act approved February 25, 1920, 41 Stat. 437, as amended, 30 U. S. C.
secs. 181, et seq., and delegated to the Oil and Gas Supervisors of the
Geological Survey (33F.R. 5812), I do hereby:

A. Approve the attached agreement for the development and operation

of the Willow Creek Unit Area,

State of New Mexico » County of Chaves.

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

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

conform with the terms and conditions of this agreement.

Dated .

0il and Gas Supervisor, United States Geological Survey

Contract Number
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE
WILLOW CREEK UNIT AREA
COUNTY OF CHAVES
STATE OF NEW MEXICO

NO.

THIS AGREEMENT, entered into as of the 10th day of August

b

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

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 oil 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 ad-
visable 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 (Secs. 19-10-45, 46, 47 N.M. Statutes
1978 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 Division of the State of New Mexico Energy and
Minerals Department is authorized by an Act of the Legislature (Chapters 70 and 71,
New Mexico Sfatutes 1978, Annotated)to approve this agreement and the conservation
provisions hereof; and,

WHEREAS, the parties hereto hold sufficient interests in the

Willow Creek Unit Area covering the land hereinafter

described to give reasonably effective control of operations thefein;
WHEREAS, it is the purpose of the parties hereto to conserve natural re-
sources, prevént waste, and secure other benefits obtainable through development

and operation of the area subject to this agreement under the terms, conditiecns,

1=
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and limitations herein set forta;
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 éll valid pertinent regulations, including operating and
unit plan regulations, heretofore issued thereunder or valid, pertinent, and
reasonable regulations hereafter issued thereunder are accepted and made a rart 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 ges
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 and recog-
nized as constituting the unit area:

T-4-S, R-25-E, NMPM T-5-S, R-25-E, NMPM

Section 1 thru 36; All Section 1 thru 3; All

Section 10; NY

Section 11; Nl
Section 12; N2

Containing 25,880.85 acres,
more or less

Chaves County, New Mexico

Exhibit "A" attached hereto is a map showing the unit area and the boundaries and
indentity of tracts and leases in said area to the extent known to the Unit Operator.
Exhibit "B?lattached hereto is a schedule showing to the extent known to the Unit
Operator the acreage, percentage, and kind of ownership of o0il 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 ownership 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 whencver changes in the unit area render such revision necessary when re-
quested by the Oil and Gas Supervisor, hereinafter referred to as "Supervisor," or

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

-2
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hereinafter referred to as '"Land Commissioner," and not less than five (5) ccpies
of the revised Exhibits shall te filed with the Supervisor and one (1) copy there-
of shall be filed with the Land Commissioner, and one (1) copy with the Oil Con-
servation Division of the New Mexico Energy and Minerals Department, hereinatter
referred to as "Division."

The above-described uﬁit erea shall, when practicable, be expanded to include
therein any additional lands or shall be contracted to exclude lands whenever such
expansion or contraction is deemed to be necessary or advisable to conform with the
purposes 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 the
Geological Survey, hereinafter referred to as '"Director," or on demand of the land
Co.missioner, after preliminary concurrence by the Director, shall prepare a notice
of proposed expansion or contraction describing the contemplated changes in the
boundaries of the unit area, the reasons therefor, and the proposed effective date
thereof, preferably, the first day of a month subsequent to the date of notice.

(b) Said notice shall be delivered to the Supervisor, the Land Commissoner
and the State Division, and copies thereof mailed to the last known address of
each working-interest owner, lessee, 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 period provided in the preceding iten
(b) hereof, Unit Operator shall file with the Supervisor, the Land Commissioner,
and State Division, evidence of mailing of the notice of expansion or con-
traction and a copy of any objections thereto which have been filed with Uni+
Operator, togethér 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
Division, bécome effective as of the date prescribed in the notice thereof.

" (e) All legal subdivisions of land ( i.e., 40 acres by Government survey or
its nearest lot or tract equivalent; in instances of irregular surveys unusually
large lots or tracts shall be considered in multiples of 40 acres or the nearest
aliquot equivalent thereof), no parts of which are entitled to be in a participating
area on or 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, effective as of said fifth anniversary, and such lands

-3
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shall no longer be a part of the unit area and hall no longer be subject to

this agreement, unless diligent drilling operations are in progress on unitiszed
lands not entitled to participstion on said {:fth arniversary, in which ev:nt all
such lands shall remain subject hereto for so long ac such drilling operations
are continued diligently, with not more than 90 days' time elapsing between Lhe
completion of one such well and the commencement of the next such well., All legal
subdivisions of lands not entitled to be in a par:icipating area within 10 years
after the effective date of the first initial participating area approved ander
this agreement shall be automatically eliminated from this agreement as of said
tenth anniversary. All lands proved productive by diligent drilling operations
after the aforesaid five-year period shall become participating in the sam2
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 hercunder, describe the area so ¢li-
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 Qays prior to the cxpiration 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 au@omatic commitment or recommitment of such lands.

3. . UNITIZED LAND AND UNITIZED SUBSTANCES. All land committed to this

agreement shall constitute lanc referred to herein as "unitized land" or "land
subject to this agreement." All 0il 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. UNIT OPFRATOR. YATES PETROLEUM CORPORATION

is hereby designated as Unit Opcrator and by signature hereto as Unit Operator
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agrees and consents to accept the duties 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 the capacity and not as an owner of interest in unitized
substances, and the term "working-interest owner'" when used shall include or
refer to Unit Operator as the owner of a working interest when such an interest
is owned by it.

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

right to resign at any time prior to the establishment of a participating area or
areas hereunder, 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 been served by Uait 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 Division as to State
lands, unless a new Unit Operator‘shall have been selected and approved and shall
have taken over and assumed th= duties and obligations of Unit Operator prior to
the expiration of said period.

Unit Operator shall havz 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 %e 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 Opgrator 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.
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The resignation or removal of Unit Operator under this agreement shall
not terminaﬁe its right, title, or interest as the owner of a working interest or
other interest in unitized substances, but upon the resignation or removal of Unit
Operator becoming effective, such Unit Operator shall deliver possession of all
wells, equipment, materials, and appurtenances used in conducting the unit opera-
tions to the new duly qualified 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 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 is negotiated by working-interest owners, the cwners
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 established, the owners of the working interests
according to their respective acfeage 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 owred by
one party to this agreement, a concurring vote of one or more additional working
interest owners shall be required to select a new operator. Such selection shall
not become effective until

(a) a Unit Operator so selected shall accept in writing the duties znd
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 Operator is selected and qualified as herein provided,
the Director and the Land Commissioner, at their election, may declare this unit

agreement terminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. 1If the Unit Operator

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 of working interests, all in accordance with the
agreement or agreements entered into 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 section, whether one or more, are herein referred
to as the '""unit operating agreement.'" Such unit opcrating agreement shall also
provide the manner in which the working-interest owners shall be entitled to re-
ceive their respective proportionate and allocated share of the benefits accruing
hereto in conformity with their underlying opcrating agreements, leases, or other
independent contracts, and sucl other rights and ccligations as between Unit Operator
and the working-interest owners as may be agrucd upon by Unit Operator and the
working-interest owners; however, no such unit oprrating agreement shall be deemed
either to modify any of the terms and conditions of this unit agreement or to re-
lieve the Uait Operator of any right or obligation «stablished under this unit
agreement, and in case of any inconsistency or conflict between this unit agfeement
and the unit operating agreemert, this unit agre:rient shall govern. Three true
copies of any unit operating agreement execut.d pursuant to this section stould

be filed with the Supervisor ard one true copy with the Land Commissioner, prior to
approval of this unit agreement.

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

provided herein, the exclusive right, privilege and duty of exercising any and all
rights of the parties hereto which are necessary or convenient for prospecting for,
producing, storing, allocating, and distributing the unitized substances are here-
by delegated to and shall be exerciscd by the Unit Operator as herein provided.
Acceptable evidence of title tc said rights shall be deposited with said Usit Opera-
tor and, together with this agreement, shall constitute and define the rights,
privileges, and obligations of Unit Operator. Nothing herein, however, shall be
construed to transfer title t» any land or to any lease or operating agr€ement,

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

as Unit Operator, shall exercice the rights of posscssion and use vested in the

parties hereto only for the puirposes herein specified.

9. DRILLING TO DISCOVZRY. Within six (6) months after the effective date
hereof, tﬁé Unit Operator shall begin to drill an adequate test well at a location
approved by the Supervisor, if on Federal land, or by the Land Commissioner, if on
Stéte land, unless on such effective date a well is being drilled conformably with

the terms hercof, and thereafter continue such drilling diligently until the

BASEMENT GRANITE HAS BEEN PENETRATED AND ALL BEDS OF YOUNGER AGE HAVE BEEN

TESTED , or until at a lesser

depth unitized substances shall be discovered which can be produced in paying
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quantities (to-wit: quantities sufficient to repay the costs of drilling, complet=-
ing and producing operatiors, with a rcasonabl: protfit) or the Unit Operator shall,
at any time, establish to the sfatisfaction of the Supervisor if on Federal land, or

the Land Commissioner if on State land, that tarth.r drilling of said well would

be unwarranted or impracticable; provided, how.ver. that Unit Operator shall not,
in any event, be required to drill said w11 to & Jdepth in excess of 6,000
feet. Until the discovery of z deposit of urnitis «d substances capable of being

produced in paying quantitic:z, the Unil Operater chall continue drilling diligently
one well at a time, allowing nct morec than six () months betwesn the completion
of one well and the beginning c1 the next well, until a well capable of producing
unitized substances in paying cuantities io cowpleted to the satisfaction of said
Supervisor if it be on Federal land or of the Lant Commissioner if on State land,
or until it is reasonably provcd that the unitiz. i land is incapable of producing
unitized substances in paying cuantitics in the tormations drilled hereunder.
Nothing in this section shall be deemed to limit the right of the Unit Operator to
resign as provided in Section 5 hereof, or as requiring Unit Operator to commence
or continue any drilling during the period pending such resignation becoming ef-
fective in order to comﬁly witl the requirements of this section. The Director
and Land Commissioner may modily 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 ani the
Land Commissioner, this agreement will automatically tcerminate; upon failure to
continue drilling diligently any well commenced hercunder, the Supervisor and the
Land Commissioner may, after 15-days notice to the Unit Operator, declare this

unit agreement terminated.

10. PLAN OF FURTHER DEVELOFMENT AND OPERATION. Within six (6) months after

completion of a well capable of rroducing unitized substances in paying quantities,

the Unit Operator shall submit for the approval of the Supervisor, the Land
Commissioner, and State Division an acceptable plan of development and operation

for the unitized land which, when approved by the Supervisor, the Land Commisisioner,

and State Division,. shall constitute the further drilling and éperating 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-



submit for the approval of the Supervisor, the Land Commissioner, and State Division
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 Sﬁpervisor, the Land Commissioner, and State Division may determine
to be necessary for timely development and proper conservation of the oil and gas
resources of the unitized area and shall:

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

(b) to the extent practicable specify the operating practices regarded as
necessary and advisable for proper conservation of natural resources. Separate
plans may be submitted for éeparate productive zones, subject to the approval of
the Supervisor, the L;nd Commissioner, and State Division.

Plans shall be modified or supplemented when necessary to meet changed conditions
or to protect the interests of all parties to this agreement. Reasonable diligence
shall be exercised in complying with the obligations of the approved plan of develop-
ment. The Supervisor and the Land Commissioner are authorized to grant a reasonable
extension of the six-month period herein prescribed for submission of an initial
plan of development where such action is justified because of unusual conditions
or circumstances. After completion hereunder of a well capable of producing any
unitized substance in payiﬁg quantities, no further wells, except such as may be
necessary to afford protection against operations not under this agreement and such
as may be specifiéally approved by the Supervisor, the Land Commissioner, and State
Division, 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 Sﬁpervisor, the Land Commissioner, or the State Division, the Unit Operator
shall submit for approval by the Supervisor, the Land Commissioner, and State
Division a schedule, based on subdivisions of the public-land survey or aliquot
parts thereof, of all land then regarded as reasonably proved to be productive in
pay.ng quantities; all lands in said schedule on approval of the Supervisor, <:he

Land Commissioner, and State Division to constitute a participating area, effective



iy

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 schedule shall also set forth the percentage of unitized substances to be
allocated as herein provided to each tract in the participating area so established,
and shall govern the allocation of production commencing with the effective date
of the participating area. A separate participating area shall be establishei 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 Division. When production from two or more participating
areas, so established, is subsequently found to be from a common pool or deposit
said participating areas shall be combined into one, effective as of such appropriate
date as may be approved or prescribed by the Supervisor, the Land Commissioner, and
State Division. The participating area or areas so established shall be revised
from time to time, subject to like approval, to include additional land then regarded
as reasonably proved to be productive in paying quantities or necessary for uait
operations, or to exclude land then regarded as reasonably proved not to be productive
in paying quantities ana 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 3State
Division. 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 régard—
less of any revision of the participating area, nothing herein contained shall be
construed as requiring any retrcactive 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 Division 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, and directed by
the Supervisor and the Land Commissioner, to be held as unearned money until a
participating area is finally approved and then applied as earned or returned in
accordance with a determination of the sum due as Federal and State royalty of the
basis of such approved participating area.

Whenever is is determined, subject to the approval of the Supervisor, the Land
Commissioner, and State Division 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 extablished 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.

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

participating area extablished under this agreement, except any part thereof used in
conformity with good operating practices within the unitized area for drilling, opera-
ting, camp, and other production or development purposes, for repressuring or
recycling in accordance with a plan of development approved by the Supervisor., Land
Commissioner, and_State Divigion, or unavﬁidable lost, shall be deemed to be pro-
duaced 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 té 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 fbr settlement of the royalty, overriding royalty, or
payment out of production obligations of the respective working—interest owners,
shall be on the basis prescribecd in the unit operating agreement whether in con-

formity with the basis of allocation herein set forth or otherwise. It is hereby

A
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agreed that production of unitized substances from a participating area shall be
allocated as provided herein regardless of whether any wells are cdrilled on any
particular part or tract of said participating area. If any gas produced from

one participating area is used for repressuring or recycling purroses in another
participating area, the first gas withdrawn from such last-menticned participat;ng
area for sale during the life of this agreement shall be considered to be the gas
so transferred until an amount equal to that transferred shall be so produced for
sale and such gas shall be allocated to the participafing area from which initially
produced as such area was last defined at the time of such final production.

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

party hereto owning or controlling the working interest in any unitized land having
thereon a regular well location may with the approval of the Supervisdr and <he
Land Commissioner, at such party's sole risk, costs, and expense, drill a well to
test any formation for which a partiéipating area 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 situated 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 in quantities insufficient to justify the inclusion of the land upon which
such well is situated in a participating area, such well may be operated and pro-
duced by the party drilling the same subject to the conservation requirements of
this agreement. The rqyalties 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 is entitled to take in kind a share of the substances now unitized here-’
under shall hereafter be entitled to the right to take in kind its share of -=he

unitized substances, and the Unit Operator, or the working-interest owner in case
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of the operation of a well by a working-interest 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 owners responsible
therefor under existing contracts, laws, and regulations, or by the Unit Operator,
on or before the last day of each month for unitized substances produced during

the preceding calendar month; provided, however, that nothing herein contain:d

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

If gas obtained from lands not subject to this agreement is introduced
into any participating area hereunder, for use in repressuring, st;mulation of
production, or increasing ult;mate recovery, in conformity with a plan of opera-
tions approved by the Supervisor and the Land Commissioner, a like amount of gas,
after sett%ement 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-
drawh from the formation into which the gas is introduced, royalty free as to dry
gas, but not as to any products which may be extracted therefrom; provided that
such witpdrawal 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 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 proéided
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 eases
on which the royalty rate depends on the daily average production per well, said
average production shall be determined in accordance with the operating regu'ations
as though each participating area were a single consolidated lease.

Royalty due on account c¢f 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 regulatiors, provided that ncthing herein contained sha:l
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operate to relieve the lessees of any land from their respective lease obligations
for the payment of any rental or minimum royalty due under their leases. Rentai
or minimum royalty for lands of the United States subject to this agreement shall
be paid at tre rate specified in the respective leases from the United States un-
less such rerntal or minimum royalty is waived, suspended, or reduced by law or by
approval of the Secretary or his duly authorized representative.

Rentals on State of New Mexico lands subject to this agreement shall oe
paid at the rates specified in the respective leases.

With respect to any lease on non-Federal land containing provisions waich
would terminate such lease unless drilling operations are commenced upon the land
covered thereby within the time therein specified or rentals are paid for th: pri-
vilege of deferring such drilling operations, the rentals required thereby saall,
notwithstanding any other provision of this agreement, be deemed to accrue aid 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 antil
some portion of such land is included within a participating area.

16. CONSERVATION. Operations hereunder and production of unitized suostances

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 uaitized
substances from unitized land by wells on land not subject to this agreement.

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

and provisions of all leases, subleases, and other contracts relating to exploration,
drilling, development, or operation for o0il or gas on lands committed to this agree-
ment are hereby expressly modiied and amended to the extent necessary to ma<e the
same conform to the provisions hereof, but otherwise to remain in full force and
effect; and the parties hereto hereby consent that the Secretary, as to Federal
leases and the Land Commissioner, as to State leases, shall and each by his ap-
proval hereof, or by the approval hereof by his duly authorized representative,

does hereby establish, alter, change, or revoke the drilling, producing, rental,
minimum royalty, and royalty requirements of Federal and State leases committed
hereto and the regulations in respect thereto to conform said requirements to the

provisions of this agreement, and without limiting the generality of the forsgoing,
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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 deemed full performance of all obligations for develop-
ment and operation with respect to each and every separately ownad tract subject
to this agreement, regardless of whether 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 deemed to be performed upon and for the
benefit of each and every tract of unitized land, and no lease shall be deened to
expire by reason of failure to drill or produce wells situated on the land therein
embraced.

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

(d) Each lease, sublease, or contract relating to the exploration, ¢rilling,
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 beyond
any such terms so provided therein so that it shall be continued in full force and
effect for and during the term of this agreement.

(e) Any Federal lease for a fixed term of twenty (20) years or any renewal
thereof or any part of such lease which is made subject to this agreement skall 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 remains
subject heréto; provided that production 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 extenced for

two years and so long thereafter as oil 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) FEach sublease or contract relating to the operation and developrent of
unitized substances from lands of the United States committed to this agreemrent,
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 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) cf the
Mineral Leasing Act, as amended by the Act of September 2, 1960 (7?4 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 leases as to the lands committed
and the lands not committed as of the effective date of unitization: Proviced
however, that any such lease as to the nonunitized portion shall continue ir. 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) In the event the Initial Test Well is commenced prior to the expiration
date of the shortest term State lLease within the Unit Area, any lease embracing
lands of the State of New Mexico which is made subject to this agreement, skall
continue in force beyond the term provided therein as to the lands committec 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 protior. com-
mitted and the portion not committed, and the terms of such lease shall apply
separatelyrto such segregated protions commencing as of the effective date hereof;
provided, however, notwithstanding any of the provisions of this agreement to the
contrary any lease embracing lands of the State of New Mexico having only a portion
of its lands committed hereto shall continue in full force and effect beyond the
term provided therein as to all lands embraced in such lease, if o0il or gas is dis-
covered and is capable of being produced in paying quantities from some part of
the lands embraced in such lease at the expiration of the secondary term of such
lease; or if, at the expiration of the secondary term, the leasee or the Unit Opera-
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 if they result in the production of oil or gas; caid 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 quantities is being produced from any por:ion
of said lands.

19. COVENANTS RUN WITH LAND. The covenants herein shall te 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 assumption 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 until 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 TERM. This agreement shall become effective upon

approval by the Secretary and the Land Commissioner or his duly suthorized r:pre-~
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 valuable discovery of unitized substances has been made or accepted
on unitized land during said initial term or any extension thereof, in which event
the agreement shall remain in effect for such term and so long as unitized substances
are . 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 restoration of production or discovery of new production and so long there-

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

-17-



(d) it is terminated as heretofore 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 signatory hereto, with the approval of the i
Supervisor and 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 modify 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 interest to be served thereby to be stated in the order
of alteration or modification. Without regard to the foregoing, the Director is
also hereby vested with authority to alter or modify from time to time in his dis-
cretion the rate of prospecting and development and the 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 partiec affected,
have the right to appear for aad on behalf of any and all interests affected hereby
before the Department of the Interior and the Commissioner of Pulbic Lands and to
appeal from orders issued under the regulatiens of said Department or Land Commis-
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 hereunder to be
given or rendered to the parties hereto shall be deemed fully given if given in
writing and personally deliversd to the party or sent by postpaid registered or

certified mail, addressed to such party or parties at their respective addresses

-18-~



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 sending the notice, demand or statement.

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

be construed as a waiver by any party hereto of the right to assert any legal or
constitutional right or defensec 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 Operator despite the exercise 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 Supervisor 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 join 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 interests subject thereto, payment or delivery on account
thereof may be withheld without liability for interest until the dispute is finally

settled; provided, that, as to Federal and State land or leases, no payments of
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funde due the United States or the State of New ngico 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 Division, 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 sukt-
scribing or consenting to this agreement, and, if the interest is a working interest,
by the owner of such interest also subscribing to the unit operating agreement.
After operations are commenced hereunder, the right of subseguent joinder, as
provided in this section, by a working-interest owner is subject to such require-
ments or approvals, if any, pertaining toc 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 fo 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 Division of duly executed counterparts of all or any papers
necessary to establish effective comﬁitment 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 Division.
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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 instrument in writing specifically referring heretc and
sr¥all be binding upon all those 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 claiming an interest in the lands within the above-described
unit area.

70. 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 lands 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,

If, 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 tae party next in the chain of title who shall be and
become the owner of such workiag 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 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 taat are
not then included within a par:icipating area established hereunder.

1f the fee owner of the unitized substances does not accept the workiag-
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 uritized working
interests in accordance with their respective working interest ownerships, and

such owners cr working interests shall compensate the fee owner of unitized sub-
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stances in such lands by paying sums equal to the rentals, minimum royalties, and
royalties applicable to such lands under the lease 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 found to be owing by such an accounting shall be made as
between the parties within thirty (20) days. In the event no unit operating agree-
ment is 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 obtained shall be subject to the same
conditions as set forth in this section in 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 land 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 unitized substances or derivative products, or net proceeds thereof from the
allocated 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. It 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.

33. 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 hercunder or under any leases or contracts subject hereto,
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or to any penaity or liability on account of delay or failure irn 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 United States and proper representatives of the State of New Mexico in and
about any matters or things concerning which it is required herein that such con-
currence be obtained. The parties hereto, including the State Livision, agree

that all powers and authority vested in the State Division in and by any provi-
sions of this agreement are vested in the State Division and shall be exercised

by it pursuant to the provisicns 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 df the State of New Mexico.

34, SURFACE AND ENVIRONMENTAL PROTECTION ZT1PULATIONS. 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, 0il 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: YATES PETROLEUM CORPORATION

BY: BY:

Address:

UNIT OPERATOR

STATE OF New Mexico

8s

COUNTY OF Chaves

The.foregoing instrument was acknowledged before me this __ day of

» 197 , by who is

of Yates Petroleum Corporation, a New Mexico
(State of Incorp.)
corporation, for and on behalf of said Corporation.

My Commission Expires:

Notary Public
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Unit Outline EXHIBIT "A"
WILLOW CREEK UNIT AREA
CHAVES COUNTY, NEW MEX.

10,756.37 Acres Federal Lands
:1.5"0-69 Acres State of N.M. lands

.79 Acres patented (fee) Lands
25,880.85 Total Acres.

41.56% Federal Lands
Ly, 59% State Lands
13.85% Fee Lands (Formal Exhibit "A" identifying

different lands is being drafted)
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Schedule Showing All Lands and Leases

EXHIBIT 'B"

Within the Willow Creek Unit Area

Chaves County, 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-L4-§ R-25-E N.M.P.M. Federal Lands
Sec. 1; All 1,001.00 NM-11320 U.S.A. Cities Service Co. All C. E. Strange 1.5 Cities Service Co. All
Sec. 12; NyNWk, o 2-29-80 12.5 George Globe 1.5
EYSWk,
SE, SEWNEK _
2. T-4-S, R-25-E, N.M.P.M."
Section 9; Sk 1,600.00 NM-11955 U.S.A. Cities Service Co. All Audelia DelLuna 1.5 Cities Service Co. All
10; All 6-30-80 12.5 C. E. Strange 1.5
175 All
3. T-4-§, R-25-E, N.M.P.M.
Section 11; SEWKSWA, 80.00 NM-12686 U.S.A. Public Lands Expl. A1l Est. F. J. Bradshaw 4.5 'Public Lands All
SEKNEY 11-30-80 12.5 Inc. Explor., Inc.®
L, T-5-5, R-25-E, N.M.P.M.
Section 1; Lots 1,2, 240.06 NM-13399 U.S.A. El Paso Nat. Gas Co.** All Pauline & James Hayes 3.0 El Pasoc Nat. All
SY:NE¥, EVSEWK 3-31-81 12.5 Gas Co.**

*Public Lands Exploration, Inc.
**El Paso Natural Gas Company



T_L4_S, R-25-E, N.M.P.M.

Section 7;NEWNE®K
Section 11;NEKNEK
Section 14;WyNwk

160.00

T-5-S, R-25-E, N.M.P.M.

Section 3; Lots 1,2,3,4, 320.76
SY:SEW, SEWNEW,

NEKSEW

~H_I|~+-Imo wlmm|mo z.z.w.z-

_ Section 11; NWkSEW,

1,040.00
SE¥SEW

Section 24; EYMWY2, SEW

Section 25; All

T-4-S, R-25-E, N.M.P.M.

Section 12; WYSWh, 200.00
SWHNW

Section 14 WHSWk

T-4-S, R-25-E, N.M.P.M.

Section 3; Lots 1,2, 2,513.60
SEXNEW, SYSwh,
SWRSEW

All

All

Lots 1,2,6,7,

E¥:Swk, SEK,

SYNEW

Section 7; W¥Ek, SEWSFK
Section 18; Lots 1,2; EVNWk, NEWK

Section
Section
Section

[S ARV RE =

NM-14992
2-28-82

NM-16783
9-30-82

NM-17036
11-30-82

NM-19828
12-31-84

NM-20336
4-30-84

QCm.>.
12.5

q.m.>.
12.5

G'm0>.
12.5

U.S.A.
12.5

Q.m.>'
12.5

Public Lande Explor.,

Inc.

John M. Beard

Read & Stevens. Inc.

Clifford Cone

Public Lands
Explor., Inc.

A1l

A1l

All

All

A1l

Est. ¥. J. Bradshaw

None

James & Jane Satel
Sherman & Hazel Nelson
Jon & Anita Nelson

None

J.R. & Colleen Pickett

4.5

3.0

Public Lands
Explor., Inc.

John M. Beard

Read & Stevens,
Inc.

Clifford Cone

Public Lands
Explor., Inc.

Al]

All

All

All



10.

1.

12.

13.

14,

15.

T-4-S, R-25-E, N.M.P.M.

Section 14; SEWNWA Lo.00

T-L4-S, R-25-E, N.M.P.M. o

Section 31; Lot 4, 278,91
EVSWk, SEk

T-5-S, R-25-E, N.M.P.M.

Section 11; NWk 160.00

T_L4_5, R-25-E, N.M.P.M.

Section 9; N2 960.00

Section 8; All

T_4-S, R-25-E, N.M.P.M.

-Section 11; SWhSWh Lo.oo

-H-':lm [y wlmmlwﬂ ZOZQwoxo

Section 2; lLots 1,2,3, 882.04
) 4, SEKNEX

Section 14; EVEY., SWANEK

Section 24; NEW

Section 26; SWKNWk

Section 27; WVNEK, SEKNEK,

SY-SEW

NWKNWK, SFUSWK

Section 28;

NM-22845
9-30-84

NM-22846
9-30-8L

NM-26869
11-30-85

NM-27060
12-31-86

NM-29205
1-31-87

NM-32850 -

6-30-88

U.S.A.
12.5

U.S.A.
12.5

U.S.A.
12.5

U.S.A.
\_mam

U.S.A.
12.5

U.S.A.
12.5

William B. Blakemore

Flag Redfern 0il Co.

ABO Pet. Corp.

Yates Petr. Corp.
Yates Drilling Co.
ABO Pet. Co.

MYCO Industries, Inc.

Marjorie F. Gallen

Public Lands
Explor., Inc.

All

A1l

A1l

All

All

None

None

Martin R. Yates

C. E. Strange, Jr.
C. E. Strange

None

James D. Rupp
John& Patricia Moses
Houston 0Oil & Minerals

3.0

A.S
1.00
2.00

William B. Blakemore A

Flag Redfern 0Oil Co. A

ABO Petr. Corp. A

Same as Lessee
of Recorad

Marjorie F. Gallen A

Public Lands A
Explor,, Inc.



16.

Jﬂa

18.

19.

20.

T-5.3, R-25-E, N.M.P.M.

Section 3; SWk, SYNWK, 320.00 NM-33663 U.S.A.
SWENEK, NWKSEK 7-31-88 12.5

T_5-S, R-25-E, N.M.P.M.

Section 10; NEW 160.00 = NM-36L407 U.S.A.
4-31-89 12.5

T-4-S, R-25-E, N.M.P.M.

Section 13; All 640.00 OPEN

T-4-3, R-25-E, N.M.P.M.

‘Section 11; NEWSEWK 80.00 OPEN

Section 14; NEKNWK

T_5-S, R-25-E, N.M.P.M.

Section 10; NEWNWHK 40,00 OPEN

Dennis W. Laurence

Public Lands All 1
Marvin L. McGabey L,

Explor., Inc.

Public Lands All
Explor., Inc.

Louise & James Walker 5.0

. Total: 10,756.37 Acres Federal Land, 41.56% of Unit Area

Public Lands
Explor., Inc.

Public Lands
Explor., Inc.

Al

Al



State of New Mexico Lands ~

T-4-8, R-25-E, N.M,P.M. -
Section 15; All 1,280.00 L-5242-1 State Cities Service Co. All None Cities Service Co. All
Section 16; All 2-28-81 12.5 :

T-4-3, R-25-E, N.M.P.M. :
Section 21; All 1,280.00 L-5243-1 State

Cities Service Co. Al]l None Cities Services Co. All
Section 22; All 2-28-81 12.5
T_4_5, R-25-E, N.M.P.M.
Section 23; Wk, WVER, 920.00 L-5244-1 State Cities Service Co. All None Cities Service Co. All
NELNE} 2-28-81 12.5
Section 27; NEUNEW¥, NYV-NWK,
SFUNWK, SWk
NV:SEY
T-L4-S, R-25-E, N.M.P.M.
Section 26; Sk, NWhNWk, 1,200.00 L-5245.1 State Cities Service Co. All None Cities Service Co. A1l
EYNWk, W/NEK, 2-28-81 12.5
SEUNES

Section 36; All-



25.

26.

27.

28.

29.

T-4-S, R-25-E, N.M P.M.

1,280.00
Section 34%; All ’
Section 35; All
.H.'Wclme w|mml-mm z.z.w.z. -
Section 1; WVSEW 80.00

T-5-3, R-25-E, N.M.P.M.

Section 2; Lots 1,2,3,4, 520.48

SYNYe, SWik,
zﬁxmwx Wk

T-4-S, R-25-E, N.M.P.M.

Section 19; A1l 1,2771.84

Section 20; All

T-4-S, R-25-E, N.M.P.M.

Séction 28; zmmmmx. 1,080.00
NYANWk, SWENWK
NyaSWH, Swik
SWkSWi, SEK
Section 29; All

L-4248-1

2-28-81

2491
8-81

ot
AN

LG-153%-1
k-30-82

LG-154=1
4-30-82

State
12.5

State
12.5

State
12.5

State
12.5

State
\_Num

Cities Service

Cities Service

Cities Service

Cities Service

Cities Service

Co.

Co.

Co.

Co.

Co.

All

All

All

All

All

None

None

None

None

None

Cities

Cities

Cities

Cities

Service Co.

Service Co.

Service Co.

Service Co.

Service Co.

All

All

All

A1l

All



30.

31.

32.

T-4-5, R-25-E, N.M.P.M.

Section 3%0; All 988. 37
Section 31; lots 1,2,3,
EY:NWlk, NEW

T-i4-S, R-25-E, N.M.P.M.

Section 32; All 1,280.00
Section 33; All

T-4-S, R-25-E, N.M.P.M,

Section 2; SWENEWK, 360.00
SEWNWA, SY:Sh,
o NJeSEW, NEKSWH

LG-155-1
L_30-82

LG-156-1
4-30-82

LG-6656
5-21-89

State
12.5

State
12.5

State

2.5

Cities Service Co.

Cities Service Co.

Yates Petroleum
Corp.

All

All

All

None

None

None

Total: 11.540.69 Acres State of New Mexico Lands, 44.59% of Unit Area

Cities Service Co.

Cities Service Co.

Yates Petroleum Corp.
Yates Drilling Co.
ABO Petroleum Corp.
Martin Yates, III

All



33.

b,

35.

T_4-S, R-25-E, N.M.P.M.

Section 2; NWKSWk, 320.00 Fee
SWKNWk ;

Section 3; N¥S), SWKNEK,
SEUSEM

T_4-S, R-25-E, N.M.P.M.

Section 3; Lots 3,4, 160.77 Fee
SYNW

T_4-3, R-25-E, N.M.P.M.

Section 6; Lots 3,4, 912.24 Fee
5, SEWNWW
Section 7; SEWNE,
NEWSE¥
Section 14; NWKNEK, E)SWk
WYSEK _
Section 18; Lots 3,4, E}SWh
SE%
Section 2k; Wy

Patented (Fee) Lands

Terry S. Kees 4.16
Randall C. Simmon 4.17
Billie D. Simmon L, 17

12.50
W.W. Taylor 3.125
Eileen T. Soper 3.125
John M. Turner 1.041
Janet E. Turner 1.042

Barbara T. Edmonson 1.042

John MacKinzie 5.125
. 12.50

Lois S. Saunders 3.125

Mr. H.L. Deering 6.250

Madison A. Winn 5.125
12.50



LT

36.

37.

28,

39.

T-4-S, R-25-E, N.M.P.M.

Section 7; Lots 1,2,3,

L, EYawy

T_4-S, R-25-E, N.M.P.M.

Section 11; WYNEWK
EYANWk

T-4-8, R-25-E, N.M.P.M.

Section 11; WyNWk,
NYaSWi

T-4-S, R-25-E, N.M.P.M.

Section 11; SWASEWK

310.60

160.00

160.00

Lo.oo

Fee

Fee

Fee

Fee

Madison A. Winn
Lois S. Saunders
Mrs. H. L. Deering
Earl E. Simon

Madison A. Winn
Mrs. John B. Nowlin
Mrs. H. L. Deering
Lois S. Saunders
Herman N. Sloss

Madison A. Winn
Mrs. H. L. Deering
Lois S. Saunders
Mrs. John B. Nowlin

Madie M. Lazenby

1.562
1.563
3.125
.6.250
12.500

0.781
6.250
3.125
0.781
1.463

1.562
2,125
1.563
6.250
12.500

12.50



“

ba.

ko,

Lz,

il

T-4-S, R-25-E, N.M.P.M.

Section 12; N¥NEXK, SERNWK 160.00

SWANE%

~H.|~+|mm wlmm|mm 203.@030

Section 23%; EVSEK

T-4-S, R-25-E, N.M.P.M.

Section23; SEWNEX

T-4-S, R-25-E, N.M.P.M.

Section 26; WYNEKNEWK

T-4-3, R-25-E, N.M.P.M.

Section 26; EYNEWNEK

80.00

20.00

20.00

Fee

Fee

Fee

Fee

Fee

Harold W. McDonald

Julia B. Readman

L. C. Harris
Tenneco 0il Co.

Sahara, Inc

Gessert Properties,

12.5

12.5

12.5

Inc. 12.5



h5.

46,

T-4-S, R-25-E, N.M.P.M.

Section 27; SWNWk .160.00
Section 28; SYNEK :
NWWNE#

T-5-S, R-25-E, N.M.P.M.

Section 1; Wk 1,040.00
Section 2; EWSEW
SWkSEWk
Section 10; WYNWk,
SERNW#
Section 113 NEW
Section 123 N¥2

Fee

Fee

Fay Ellen Blythe
Elig. Ann Blythe
Est. S. W, Lodewick
Est. Alton H. Clark

BEst. S. W. Lodewick
Carolyn C. Wiggin
Farris C, Hignett
Arthur H. Spiegel
Richard W. Dammann
Laura B. Lodewick
John W. Lodewick
Laura P. Lodewick
Richard B. Lodewick
Eliz. A. Malone
Ross L. Malone, Trust
D. B. Davis

John N. Benedict
Thomas L. Benedict

3.125
3.125
L,688
1.562
12.500

L,6875
0.3347
0.3347
0.2231
0.2231
0.1116
0.0372
0.0372
0.0372
0.1116
0.1116
1.5625
2.3440

2.3440
12.5000

Total 3,582.79 Acres Patented (Fee) Lands, 13.85% at Unit Area




