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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE
PAWNEE DEEP UNIT AREA
COUNTY OF LEA
STATE OF NEW MEXICO

NO.

THIS AGREEMENT, entered into as of the 1st day of October, 1979, by :

and between the parties subscribing, ratifying, or conseﬁting‘hereto, and
herein referred to as the '"parties hereto,”
WITNESSETH:

WHEREAS the parties hereto are the ouners of working, royalty, or other
oil 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., aﬁthorizes Federal lessees a;d their
representatives to unite with each other, or jointly(or sepérately wifﬁ othT'
ers, in collectively adopting and operating a cooperative or unit plan &f -
development or operatiﬁn of any oil or gaslpool, field, or like ;reé, or any
p#rt thereof for thé p;rpose of more properly conserving the natural re—~
sources thereof whenever determined and certified by the Secretary of the
Interlor to be—necessary or advisable in the public 1nterest- and

WHEREAS, the Commissioner of Public Lands of the State of New'nexicp is
authorized by an Act of ﬁhe Legislature (Sec.'19—10—45,4§, 47 N:M. Statutes
1978 Annotated) to con;éﬁt to or approve thi§ agreeﬁent on behalf of the

State of New Mexico, insofar as it covers and includes lands and mineral

interests 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 Statutes 1978 Annotated) to approve this agreement and the

consexrvation provisions hereof; and
WHEREAS the partics hercto hold sufficlent Interests In the Pawnee Deep

1mit Area coverlng the land herelnalter deseribed to give reasonablyv effec-
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tive control of operations therein; and

WHEREAS it 1is the purpose of the parties hereto to conserve natural re—
sources, prevent waste, and secure other benefits obtainable through dével—
opment 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 here—
in contained, the parties hereto commit to this agreement their\respective

interests in the below-defined unit area, and agtee severally among them—

selves as follows:

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of

February 25, 1920, as amended, supra, and all valid pertinent regulations,

including operating and unit plan regulations heretofore issued thereunder or

valid, pertinent, and reasonable regulations hercafter issued thereunder 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 regulﬁtions in effect 2s of the
effective date hereof gbverning drilling and produéing operations,'ﬁot ipébn—.
sistent with the terms héreof or the laws of fhe State in which the non—

Federal land is located, are hereby accepted andrmadé a part‘of this agree—

ment.

2. UNIT AREA. The area specified on the map attached hereto marked .
Exhibit A is hereby'deSignated and rgcognized as constitﬁting:the ﬁnit‘aiea,
containing 3,840 acres, more or less, below thé’stratigraphic equivalent
of the base of the Yatés Formation found at 3,967 feet in the Humble B1
South Lea Déep Unit well in Section 17, T-26-S, R-36-E, Lea County, New Mexico.

Exhibit A shows, in addition to the boundary of the uﬁit area, thé
boundaries and identity of tracts and leases in said area to the extent knowﬁ
to the Unit Operator.‘ Exhibit B attached hereto i;:a schedule sﬁouing ta the
extent known to tﬁe Unit Operator the acfeage, peréentagé,»and kind of own-
ership of oil and gas interests in all land in the unit area. Houever,
nothing herein or in said schedule or map shall be conStrued as a representa-
tion by any party hereto as to the ownership of any Interest other than such
interest or interests as are shown in sald map or schedule as owned by such
party. Exhibits A and B shall be revisced by the Unit Operator whencver

changes in the unit area render such revislon necessary, or when rogquented

by the 011 and Gas Supervisor, herelnafter referred to as "Supervisor,”™ or
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hereinafter referred to as "Commisslioner,"”

]

]

when requested by the Commissioner of Public Lands of the State of New Mexic !
and not less than five copies of g

?

the revised exhibits shall be filed with the Supervisor, and two copiesA
thereof shall be filed with the Commissioner, and one copy with the New

Mexico Oil Conservation Division , hereinafter referred to as "Division".

"y

The above-described unit arca shall when practicable be expanded to
Include therein any additional lands or shall be contracted to exclude lands
whenever such expansion or cohtractiop ie deemed to be necessary or advisable
to conform with the purposes of this agreement.

Such expansion or contrac—

tion shall be effected in the followiﬁg 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 de~
mand of the Commissionef, after preliminary concurrence by the Director and
the Commissioner, shall-prepare a notice of proposed expansion or_contractien
describing the contemplated changes in the boundaries of the wnit area, the
reasons therefor, and the proposed cffective date thereof, preferably the
first day of a month suﬁsequent to the date of’notice.

(b) Said.notice shalivbe delivered to the Supervisor, the Commis—
sioner and the Division ahd copiesvthereof mailed to the last knownréddress
of each working interest owner, lessee, and lessor Qhésé interests are af-
fected advising that 30'days will be allouwed for sebmission to the Unit Op-
erator of any objections.

(c) Upon expiration of the 30-day perlod provided in the preceding
item (b) hereof, Unit Operator shall file with the Superyisor, the Cormis—
gsioner andAthe' Division evidence ef mailing of the notice_of expansion_or
contraction and a copy of-any objections thereto whicﬁ have beenr filed with
the Unit Operator, together with an application in sufficient numher,or
approval of such expanslon or contractfon and with appropriate joinders.

(d) After due consideratfion of all pertinent Information, lhe Cex—
pansion or contraction shall, upon approval by the Supervisor, the Comnis—
sioner and the Division , become effective as of the date prescribed in:tbe
notice thereof.

(e) All legal subdivisions of lands (i.e., 40 acres by Government

survey or 1its nearest lot or tract equivalent; in iInstances of irregular
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surveys, unusually large lots or tracts sgall 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 anniversacy of
the effective date of the first initial participating area established under
this unit agreement, shall be eliminated automatically from this agreement,
effective as of sald fifth anniversary, and éuch lands shall no longer bé a
part of the unlt area and shall no longer be subject to this agreement, un—
less diligent drilling operations are in progress on unitized lands not en—
titled to participation on said fifth anniversary, in which event all such
laqu shall remain suﬁject hereto so long as such drilling operations are
continued diligently, with not more than 90 days’ time.elapsing between the
completion of one well and the commencément'of fhe next well. All 1egal
subdivisions of landgknot entitled to be in a participéting area within 10
years after the effective date of the.first initial participating area ap—
proved under this agreement shall be automatically.eliminated from this

agreement as of sald tenth anniversary. Al} lapds pfoyed productive by

diligent drilling operations after the aforesaid 5-year period shall become

particlpating in the same manner as during said 5-year period. However,
when such diligent drilling operations cease, all nonparticipating lands

shall be automatically eliminated cffective as_of the 91st day thereafter. -

The Unit Operator shali, within 90 days after the effective date of any elim-—

ination hereunder, describe the area so eliminated ;o the satisfactién of
the Supervisor and the‘éommissioner, and bromptly notify ali paréies in in-
terest. -

1f conditioﬁs warrant extension of éhe 10-year period séeéified in
this subsection 2(e), a single extén%ion of not to exteeq'z years may be
acéomplished by consent of the owners of 90% of the working interests in
the current nonparticipating unitized lands and the ouners of 60%Z of the
basic royalty interests (exclusive of the basic royalty Interests of the
United States) in nonparticipating unitized fands with approval ot the
Director and Commissioner, provided such extension application Is submitted
to the Director and Commissioner not later than 60 days prior to the expira-
tion of said 10-year period.

Any expansion of the unit areca pursuant to this section which em—
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braces lands theretofore eliminated erSuant to this subsection 2(e) shall
not be considered automatic commitment or recommitment of such lands.

3. UNITIZED LAND AND UNITIZED ShBSTANCES, All land below the strati-
graphic équivalent of the base of the Yates Formation found at 3,967 feet
in the Humble #1 South Lea Deep Unit well in Section 17, T-26-S, R-36-E,
Lea County, New Mexico, is committed to this agreement and shall constitute
land referred to herein as "unitized land" or "land subject to this agree-
ment." 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, UNIT OPERATOR. GIFFORD, MITCHELL & WISENBAKER is hereby designated as
Unit Operator and by signature hereto as Unit Operator agrees and consents

to accept the duties and obligations of Unit Operator for the discovery,

development and production of unitized substances as herein provided. When-

Unit Operator acting in that capacity and not as an owner of interest in
unitized substances, and the term “working interest ownef" when used herein
shall include or refer to Unit Opefator as the owner of a working interest
when such an interest is owned by it,

5. RESTIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have

the right to resign at any time prior to the establishment of a pérticipating
area or areas hereﬁnder, but such resignation shall not beédme eféective so
as to release Unit Operator from the dutlies and obligations of ﬁnit Operator
and terminate Unit Operatorfs righ;s aé such for a-period of 6vmonthsAafterk
notice of intention to resign has been served by UnitFOperatbr on al; work—
ing interest owners and the Supervisor, the Commissioner and the Division ,
and until hli wells théh drilled hereunder are placed in aisatisfactpry con—
dition for suspension or abandonment,_whicheyer is required by the Supervisor
as to Federal lands énd by the Division as to State and privately owned
lands, unless a new Uﬁit Operator shall have begn selected and approved and.
shall have taken over and assumed the duties and hbligations of Unit Operator
prior to fhe expiration of sald period.

Unit Operator shall have the right te resign in like manner and

subject to like limitations as above provided at any time a participating

tion or removal, until a successor Unit Operator Is sclected and approvesd an

wr re wew v

ever reference is made herein to the Unit Operator, such reference means the ;15
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for performante of the duties of Unit Operator, and shall, aot later than 30
days before such resignation or removal becomes effective, appoint a common

agent to represent them in any action to be taken hereunder.

3

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 removal by the same
percentage vote of the owners of working inéerests as hereiv provided for the
selection of a2 new Unit Operator. Such removal shall be effective upon no—~
tice thereof to the Supervisor and the Commissioner.

The resignation or removal of Uniﬁ Operator under this agreement
shall not terminaterits'right, title or interest as tﬁe owner of a working
interest or other 1nterést in unitized subsfances, but upon thevresiguation
or removal of Unit Operatorvbecéming effective? such Unit Operatof shall dé;
liver poSsession of all wells, equipment, materials and appurtenances used
in conducting the unit operations to the new duly quélified succesﬁor Uﬁiti
Operator or to the commbn agent, if no such new Unit Opefatgr is elected, to-
be used for the purpose of conductingiunit operations hereunder. Nothing .
herein shall be constrﬁed as authorizing re;ovai of an} h;terial, equipment
and appurtenances needéd for the preservation of any wellg.

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator'shall tendér
his or 1its résignationiof Unit Operator or shall bé»rehoveﬂ as hereinégove
provided, or a chaﬁée'of Unit Opérator‘is negofiaged"bj‘working>inﬁerest
owners, the owners of éhe working interests in the'participé;ing area'ofj
areas according to thelr respective acreage intefésts in such particjpating
area or areas, or, until a p;rticlpﬁting area shall have been established,
the owners of the worging 1nterest$.according to their resﬁective acreage in—
terests in all unitized land, shall by majority vote select a successor Unit
Operator: Provided; That, 1f a majority but less than 75 percent of the
working interests quaiified to vote arc owngd by one party to this agrcement,
a concurring vote of one or more additional working interest owners shall be

requlred to select a new operator. Such selectionr shall not become effective

until:

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

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

Commissioner.

If no successor Unit Operator is selected and qualified as herein

provided, the Director and Commissioner at their election may declare this

unit agreement terminated.

7. ACCOUNTING PROVISIO&S AND UNIT OPERATING AGREﬁMENT. If the Unit
Operator 1s not the sole owner of working interest, costs and expenses in-
curred 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, sepa—
rately or collectively. Any agreement or agreements entered :mto between the
working interest ownérs and the Unit Operator as provided in this section,

whether one or more, are herein referred to as the “unit operatlng.agreement ”

Such unit operating agreement shall also provide the manner in which the work—

ing interest owners shall be entitled to receive their reSpectlve-proportlon-

ate and allocated share of the benefits accruing neteto in conformity with
their underlylng operating agreements, leases or other ineependent contracts;
and such other rights and obligations as between ﬁnit Operator and the-werk—
ing Iinterest owners~ however, no such unit operating agreement shall be deemed
either to modify any of the terms and conditlons of thls unit agreeﬁent or to
relieve the Unit Operator of any right or obllgation establlshed under»this
unit agreement, and in casevof any lnccnsistency or conflict betwcen-this
unit agreement and the cnit opetetlﬁg agreement, this unlt agreemeetlehell
govern. Three true copies of any unit operating agreement executed pursﬁant
to this sectlon should be filed with the Supervisor and two true coples with
the Commissioner and one true copy with the Commission, prior to approval of
this unit agreement.

8. RIGHTS AND OBLIGATIONS OF UNTT OPERATOR. Except as'otherwise spe—
cifically provided herein, the exclusive right, privilege, and duty of exer—
clsing any and all rights of the parties hereto which arc necessary or con-

venient for prospecting for, producing, storing, allocating, and distributing

3
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“not more than 6 months between the completion of one well and the beginning

the unitized substances are hereby delegated to and shall be exercised by the

P Wy e

Unit Operator as herein provided. Acceptable evidence of title to said rlgnts

shall be deposited with said Unit Operator and, together with this agreement

‘v wer

shall constitute and define the rights, privileges, and obligations of Unit

Operator. Nothin herein, however, shall be tonstrued to transfer title to i

any land or to any lease or operating agreement, it being understood that un—

der this agreement the Unit Operator, in its capacity as Unit Operator, shall

exercise the rights of possession and use vested in the partles hereto only

reg w

for the purposes herein specified.

9. DRILLING TQ_DISCOVERX. Within 6 months after the effective date

hereof, the Unit Opefator shall begin to drill an adequate test well at a

location approved by the Supervisor, if on Federal land, or by the Commission-
er if on State land, or by the Division if on fee land unless on such ef—
fective date a well is being drilled conformably with the terms heréof, and
thereafter continue such drilling diligently until-the-Fusselman formation has
been tested or until at-a lesser depth unitized suﬁstghces shéll be discovered
which can be produced in paying duantities (to-wit: quantitie; sufficient to !
repay the costs of drilling, completing, and producing operations, with a

reasonable profit) or the Unit Operator shall at any time—establish to the

satisfaction of the Supervisor if located on Federal lands, or the Commis—

e

sioner if located on State lands, or the Divisiop if located on fee iands,
tﬁat further drilling‘of said well wouid Se unwarranted or.impracﬁicéble,
provided, however; thaf Unit Operator shall not in>any eQénﬁ-be required to
drill said well to ; depth in excess of 17;500 feet. Until Fhe discovery of
a deposiﬁ of uniti;eﬂ s#bstances capable of being pioduced'in paying Quanti~

ties, the Unit Operator shall continue drilling one well at a time, allowing

of the next well, until a well capable of producing unltized substances in

paying quantities is completed to the satisfactlon of said Supervisor if on

Federal land, or the Commissioner if on State land, or the Division if on

fee land, or until it is reasonably proved that the unitized land is Incapa-

ww epiapr iy

ble of producing unitized substances in paying quantitlies in the formations

drilled hereunder. WNothing in this section shall be deemcd to limit the

v ey

v .

right of the Unit Operator to reslgn as provided In Section 5 hereof | or as
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requiring Unit Operator to commence or continue any drilling during the

period pending such resignation becoming effective in order to comply with

the requirements of this section. The Supervisor and Commissioner may modify

the drilling requirements of this section by granting reasonable extensions

of time when, in thelr opinion, such action is warranted. Upon failure to

commence any well provided for in this section within the time allowed, -in-

P W Y PGS WP P W Py I FU §O

cluding any extension of time granted by the Supervisor and the Commissioner,

this agreement will automatically terminate; vpon failure to continue drill—

ing diligently any well commenced hereunder,

the Supervisor and Commissioner
may, after 15 daysi notice to thé Unit Operator, declareAthig u;it agreemént
terminated.

10. PLAN OF FURTHER DEVELOPMENT AND -OPERATION. Within 6 months after
completion of a well capable of prod#cing unitized substances iq paying quan-
tities, the Unit Operatbr shall submit for the gpproval of the Supervisor and
the Commissioner an~a§ceptable plan of devel;pm;nt and ope;ation for the unit-
ized land which, when approved by the Supervisor an& the Commissiénér, shall
copstitute'the further drilling and operating obligations_of the Unit Operator
under this agreement for the period speclfied theréin- Thére;ftgr, from time

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

submit for the approval of the Supervisor and the Commissioner a plan for an

additional specified period for the development and operation of the unitized
land. ' v. . . - ) 1
Any plan submitted pursuanf to this.sectic; shall pfbvide for the
explorationAof the unitized afea énd for the diligept dril%ing ﬁéceséary for i
determination of the areé of areés the;eof capable,éf Pfqduci;g “niti?ed 5ub—.i
stances in paying'dnaﬁtities in each ana every productive formation and Shall’
be as complete and adéquate as the Supervisor, the Commissioner and .Division
may determine to be necessary for timely development and proper conservation |
of the oll and gas resources of the unitlzed arca and shall:
(a) specify the number and locations of any wells to be drilled i
and the proposed order and time for sugh Qrilling; and ;
(b) to the extent practicable, spec}fy the operating practices E
regarded as necessary and advisable for proper conservation of i
natural resources. %
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Separate plans may be submitted for separate productive zones, subject to

the approval of the Supervisor, the Commissioner and the Division’

Plans shall be modified or supplemented when necessary to meet:
changed conditions or to protect the interests of all parties to this agrée—
ment.

Reasonable diligence shall be exercised in complying with the obliga-—

tions of the approved plan of development. The Supervisor and Cqmmissiéner

e QW I USRI SR P YW mw T R

are authorized to grant a reasonable extension of the 6-month period herein
prescribed for submission of an initial plan of development where such action
is justified becausevof unusual conditions or circ&mstances.,rAfter comple-
tion hereunder of a well capable of producing any unitized s#bséances in fay~
ing quantities, no further wells, except.such as may ﬁe necessary to afford
protection against operations.not under tﬁié'agreément and such és may be
specificallylapprovea by the Supervisor and the Coﬁmissioner,'shall be drilled
except in accordance with a plan ofréevelopment approved as hereln provided.
11. ‘PART}CIPATION AFTER DISCOVERY. Upon completionrof a well capabie
of producing smitized substances in péying quantities'br.QQ soon théreafter
as requlired by the Supervisor aﬁd Commissioner, the Uniﬁ Operator shall sub-
mit for approval by the Supervisor and Commissioner a schedule, based on
subdivisions of the public lénd survey or aliquofAiarts thergof, of all lgnd-
then regarded as.reasonably proved to be productivé in paying §u§ntit1és§ all
lands in saia schedule on approval of the Sﬁpérvisof an¢rcdmmissioner t6 con-—
stitute a participating area,.effectivé as of.fhe datg 6f-completion of éuéh
well or the effective déte of‘this unit_agreément, whichéver:is iater- ihe

acreages of both Federal and non-Federal lands shall be based upon appropri-

ate computatlons from the courses and distances shown on the last approved.

public land survey as of the effective date of each inftial participating

e P Yo v

area. Sald scheduie shall also set forth the percentagerof vnitized sub-—
stances to be allocated as hercln provided to cach tract in the participating
area so establlshed, and shall govern the alluuution of productlion comnene—

ing with the effective date of the partlclpating area. A sebarutc particli- E

pating area shall be established for each separate pool or deposit of unit—

ized substaunces or for any group thereof which is produced as a single ponl

or zone, and any two or more participating areas so established may be com—

T ¢ wesewIl

bined into one, on approval of the Supervisor and Commissioner. When pro—

e ¥ we v
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I duction from two or more participating areas

» So established, is subsequently

found to be from a common pool or deposit, said participating areas shall pe

combined into one effective as of such appropriate date as may be approved
or prescribed by the Supervisor and Commissioner. The perticipating area

or areas so established shall be revised from time to time, subject to like
approval, to include edditional land then regarded @s reasonably proved to

be productive in paying quantities or neceSOaryAfor unit operations, or to
exclude land then regarded as reasonably proved not to be productlve in pay-
ing quantities and the schedule of allocation percentages shall be revised
accordingly. The effective date of any revision shall be the first day of
the month in which is obtained the knowledge or information on which such
revision is predicatee; provided, however,_that a more apnropriate effective
date may be used if justified by the Unit Operator and approved by the Super—
visor and Commissioner. No land shall be excluded from a pertlcipating area
on accannt of depletion of.the unitized substances excepe that any partici-
pating area established under the provisions of this unit agreement shall
terminate automatically whenever all completions in the formation'on which
the participating srea is based are abandonedr.

It is the intent of this section that-a'oarﬁicinating area shaii
represent the area known or reasonably estimated to be productlve in paying
quantities, but, regardless of any revision of the particlpating area, noth-
ing herein contained shall be construed as requlring any retroactive adJust—'
ment for production obtained prior to the effective date of the revisxon oE‘
the participating area. )

In the absenee of agreement at any tine between the,Unir“Qperator_
and the Supervisor.and Commissioner as to the proper definition oF redefinif
tion of a participatin; area, or until a particiﬁating area has, or areas
have, been established as provided herein, the portion of allrpayments af-
fected thereby shall be impounded in a manner mutually acceptable to the own-—
ers of working interesrs and the Supervlsor and Commissioner. Royalties duc
the Unlted States and the State of New Mexico,iwhich shall be determined by
the Supervisor for Federal land and the Commissioner for State land and the

amount thereof shall be deposited, as directed by the Supervisor and Commis—

sioner respectively; to be held as unearned money until a participating area

-11-
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is finally approved and then applied as earned or returned in accordance with

| a determination of the sum due as Federal and State royalty on the basis of

such approved participating area.

Whenever 1t is determined, subject to the approval of the Supervisor

as to wells drilled on Federal land and of the Commissioner as to wells

drilled on State land, that a well drilled under this agreement is not capable

of production in paying quantitlies and Inclusion of the land on which it is
situated in a participating area is unwarranted, productlion from such well

shall, for the purposes of settlement of all parties other than working in-—
terest owners, be allocatéd to the land on which the well is;loéated ﬁnless

such land is already within the participating area established 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 wnit

operating agreement.

12, ALLOCATION OF PRODUCTION. jAll unitized substanceé produced from
each partilcipating area esgablished under this agreement, except any part .
thereof used in conformity with good operating practices within the unitized
area for drilling, operating,'camp and other production or déveipbment pur—.
poses, for repressuring or recycling in accordance.with alpian of develﬁp-
ment approved by the Supervisér aﬁd Commissioner, or unaﬁbidabiy Yost, shall
be deemed to be pfbducéd equally on an acreage basis from the several tracts
of unitized land of thé‘participating érea established fof such>§roduction
and, for the purpose of determining an& benefits accruing under fhis aé:ee—
ment, each such éract of unitized land shall have allocated to it such pér~'
centage of said pfoduétion as the number of acres of such.traét inéluded in
sald participating area bears to the total acres of unitized lagd i; said
participating area, except that allocatiom of production hercunder for pur-—
poses other than for settlcmcnf of the royalty, ovérriding royalty, or pay—
ment out of production obligations of the respective working intercst owners,
shall be on the basis prescribed in the uﬁit operating agreement whether in

conformity with the basis of allocatlon herein set forth or otherwvise. It is

hereby agreed that production of unitized substances from a participating areai

shall be allocated as provided hereln regardless of whether any wells are

drilled on any particular part or tract of sald participatipg arca.  If any

—12-
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gas produced from one participating area is used for repressuring or recycling

purposes in another participating area, the first gas withdrawn from such

last mentioned participating area for sale during the life of this agréemenc

shall be considered to be the gas so transferred until an amount equal to that

transferred shall be so produced for sale aad such gas shall be aIlocaéed to
the participating area from which initially produced as such area was last'
defined at the time of such final production.

13. DEVELOPMENT OR OPERATION OF NON-PARTIC&PATINC LAND OR FORMATIONS.
Any party hereto 6w;1ng or controlling the working inrterest in any unitiied

land having thereon a regular well location may with the approval of the

. . .
Supervisor as to Federal 1anH, the Commissioner as to State land and the Divi-i

sion -as to privately owned land, at such party's sole risk, cost and ex-

pense, drill a well to test any formation for which a participating area has

not been established or to test any formatiomn for which a participating area
has been established 1f such location is not within said participating area,

unless within 90 days of receipt of notice from said party of his irtention

to drill the well the Unit Operator elects and commences to drill such a well

in like manner as_othef wells are drilled by the Unit Operator under this

agreement.

If any well drilled as aforesald by a working interest owner results : 20

: . i : :
in production such that the land upon which it is situated may properly be

included in a participating area, such participating arca shall be established} 22

or enlarged as provided in this agreement and'theAwéll shall thereafter be

operated by the Unit Operator in accordance with the terms of this agreement

and the unit operating agreement.
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If any well drilled as aforesaid by a working interest owner obtains | 26

production in quantities insufficient to justify the. inclusion of the land
upon which such well is situated in a participating area, such well may bé
operated and produced by the party drilling the same subject to the conser—
vation requirements of this agreement. The royajties in amount or valuc of
production from any such well shall be pald as specified In the u@ﬁur!ying

lease and agreements affected.

:
14. ROYALTY SETTLEMENT. The Unlted States and any State and any royalry !030

owner who is entitled to take in kind a share of the substances now unitized
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hereunder shall hereafter be entitled to the right to take in kind its share
of the unitized substances, and the Unit Operator, or the working interesé
owner in case of the operation of a well by a working interest owner as' here—
.

in provided for in special cases, shall make deliveries of such royalty share
taken in kind in conformity with the applicable contracts, laws and regula-
tions. Settlement for royalty interest not taken in ‘kind shall be made by
working interest ovners responsible therefor under existing contracts, laws
and regulations, or by the Unit Operatof, on orvbefore the last day of each
month‘for unitized substances produced during the preéeding calendar moﬁth;

provided, however, that nothing herein contained shall operate to relieve the

lessees of any land from their respective lease obligations for the payment

of any royalties due under their leases. ’ )

Ifrgas obtained from lands not subject'to this agreement is iﬁtro—
duced into any participating area hereun@er, for use1in repressuring, stimu~
lation of production, dr increasing‘ultimate recovery, in conformity Qith-a-
plan of operation§ approvedvby the Supervisor, the Commissioner, an& bivi—
si;n, a like amount of gas, after settlement as_hefein provided for any gas
transferred from_any otherrpafticipating>area and:with aﬁprop;iaté deduction
fof loss from any cause, may be withdraun from the formation,in.which the-
gas 1s introduced, royalty free as to dry gas, but not as to Any producfs
which may be extracted therefrom; provided tha; such withdrawal éhéll bérat
such time as may be prbvided iﬂ the approved plap of operations_or as may-
otherwise be consgnted to By thé Super#isor, thé Cqmmissionetrand,Divisiqn
as conforming to good ﬁetroleum engineering ﬁractice;rand proﬁided furthef,
that such right of Qith&rawal shall terminate on therfermination_of :his:uhit
agreement.

Royalty due the United States shall be computed. as. provided in the‘
operating regulations and paid in value or delivered in kind as Eo 2ll unit-
jzed substances on the basls of the amounté thercof allocated to wnitized

Federal land as provided herein at the rate specified In the respectives

LT

Vwmewe

e wpew mpy e PO B
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Federal leases, or at such lower rate or rates as may be authorized by Taw
or regulation; provided, that for leases on which the royalty rate depends on
the average production per well, said average product ion shall be determined

in accordance with the operating rcgulations as though each participating

14—
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area were a single consolidated lease. : i

PPN

Royalty due on account of State lands shall be computed ahd paid
on the basis of all unitized substances allocated to such lands. 7

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases com~

mitted 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 from their re-—

spective lease obligations for the payment of any rental or minimum royalty

PP P WP P U W TS W AN G T e g ¢

due under thelr leases. Rental or mimimum royalty for lands of.the United

oo sgvw w1

States subject to this agreement shall be paid at the rate speciéied in the
respective leases from the United States unless such rental or migimum ;oyalpy
is walved, suSpende& or reduced by law or by approval of the Secretary or his
duly authorized represen;ative. : ;

Rentals on State of New Mexico lan&s subject to this agreement shall
be pald at the rates spécified in the res?ective leasesf

With respect to_any lease on non—Feder;l land ;ont;ining provisions
which would termlinate such lease unless drilling operations are commencéd
upon the land covered théreby.within the time thefeih spécified or fenﬁals are
pald for the privilege of deferring such drilliné operations, the»réntals re—
quired thereby shall, notﬁithstanding any other provisions of this agreeﬁent,

be deemed to accrue and become payable during the term thereof as extended by

this agreement and until the required drilling operations are commenced upon

the land covered'tﬁerebi or until some portiop of such land is included:with—
in a participating afeé;

16. - CONSERVATION. Operations hereuﬁder and prbduction-qf wnitized sub-

stances shall be conducted to provide for the most economical and efficient

90t Pvor

recovery of sald substances without waste, as defined by or pursuant to State

or Federal laws or regulatilons. ‘ , o

17. DRAINAGE. The Unit Operator shall take such measures as the Super—

visor and Commissloner deem approprlate and adequate to prevent drafoape of
unitized substances from unitized land by wells on Land not subjeet to this
agreement,

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

«rw epeipr e

and provisions of all leases, subleases and other countracts relating to ex—

o o »
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ploration, drilling, development or operations for oil or gas on lands com~

mitted to this agreement are hereby expressly modified and amended to the ex—

tent necessary to make the same conform to the provisions hereof, But othear-

wise to remain in full force and effect; and the parties hereto hereby con-

sent that the Secretary as to Federal leases and the Commissioner as to State

leases shall and each by his approval hereof, or by the approval hereof by

their duly authorized representatives, do héreby establish, alter, change or

revoke the drilling, producing, rental, minimum royalty and royalty require—-

ments of Federal and State leases committed hereto and the regulations in re-—

spect thereto to conform sald requirements to the prdvisions of this agiee—

ment, and, without limiting the generality of the foregoing, all leases, sﬁb—

leases, and contracts are particularly»modified in accordance with the fol-

lowling:

(a) The development and operation of lands subject to this agiee—
ment under the terms hereof shall be deemed full performance of all
obligations for development and operation with respect to each and -

every separately owned tract subjeect to this agreement, regardless

of whether there is ény development of any particular tract of.thé :

unit area.

(b) Drilling and producing operatiomns éefformed heréunder upén -
any tract of qniti;ed land will bé accepte& and deemcd to be éer—
formed uponrand for the benefit of each and ebery:tfact of_unitiied
land, and no lease shéll be deemed to expire by ré#soh of”failufe
to'driil or'prqduce wells situated on theAland thérein émbfaéed-
(¢c) Suspension of drilling or producing opefations.on‘all unitized
lands pursuanﬁ to difection or ponsent.of the Secreﬁary-and Comhis—
sioner or thelr duly authoriied representatives shall be deemed t§
constitute such suspension pursuant to such direction or consent

as to each and every tract of unltized land. A suspensign of drill-
ing or producing operations limited to specificd lands shall be ap-
plicable only to such lands.

(d) Each lease, sublease or contract re¢lating to the exploration, .
drilling, dévelopment or operation for oil or gag of lands other

than those of the United States or State of New MexIco committed

-16-
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to this agreement, which, by its terms might expire prior to the

termination of this agreement, is hereby extended beyond any such

term so provided therein so that it shall be continued in full,
force and effect for and during tﬁe 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 continue in force beyond the term provided

therein until the termination hereof. Any other Federal lease com—

mitted hereto shali continue in force beyond the term so provided
therein or by law as to the land committed so long as such lease re-
mains subJect hereto, provided that productlon is had in paying
quantities under this unit agreement prior to the expiration date
of the term of such leasé, or in tﬁé event actual drilling opera—
tion§ are commencea on unitized lands, in éccordénce-ﬁith the pro-
visions of this agreement, prior to the end of the priﬁary te?m pf
such lease and are belng diligently prosecuted at tﬁat time; such
lease shall be extendéd for ‘two yéars ahd so ldng ihereafter'as oil
or gas 1s produced in paying quantities in accordance'wlth the pro—
visions of the Mineral Lea51ng Act Pev1sion of 1960.

(f) Each sublease or contract relating to the operation and deﬁel—
opment of unitized substances from lands off the Uniteé_States com—
mitted to thié agree@ent, Vhich by its terms uouid exﬁirevprior to
the time at which the hnderlying iease, as extended by the iﬁmedi—
ate}y preééding paragraph, will expire, is\hereby egtgn&ed béyond
any sﬁcﬁ térmAso provided therein so fhé& it shall be continued in
full force and effect for énd ddriné the term of the underlying
lease as such term is herein extended. -

(g) Any lease embracing lands of the State of New Mexico which is
made subject to this agreement, shall continue In force beyeond the
term provided therecin as to the lands committed hercto untfl the
termination hereof, subject to the provislons of subscetion (o) of
Section 2 and subsection (i) of this Scction I8,

(h) The segregation of any Federal lease cumm[ttéﬁ to thls apree-

ment 1s govérned by the following provisons in the fourth paragraph

-17--
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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 hereto-
fore or hereafter commited to any such (unit) plan embracing lands
that are in part within and in part outside of the arca co;ercd 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: Provided, however, That any such lease as to the
nonunitized portion shall continue in force and effect for the term
thereof but féf not less than two years from the date of such seg-

regation and so long thereafter as oll or gas is produced in paying
quantities."

(1) Any lease embfacing lands of the State of New Mexiéo haviﬁg
only a portion of its lands committed hereto, shall be segregated
as to the ﬁortion committed and the portion not committed, and the
provisions of such lease shall apply separately to such segregated
portions commencing as of the effective date hereof; providéd, how—-
ever, notwithstanding any of the provisions of this agreement t§ the
contrary, anf lease émbracing lands of the Séate of Nep Hexico'hav-
ing onl& a:poftion of its lgnds committed hereto shail éontinue in

full force and effect beyond the term provided therein as tb all

lands embraced in sucﬁ lease, if o1l or gas is di;covere& ;nd i§
capable of belng produced in paying quantigies fronféome pa?tfhf
the landS‘émbraced in éuch 1eése at ﬁhé-expiration gf:the_second;ry
term of such léase; or if, at;the expiration of thg séconaarylterm,

the lessee of Unit Operatof 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 remain in

full force and effect so long as such eperations are being diligent—

ly prosecuted, and if they result in the production of oil or gas,
gald lease shall contlnue in full force aﬁd effect as to-all of the
lands embraced therein, so long thercafter as oll or gas in paying
quantities is being produceq from any portion of said lands.

(}) Any lease, other than a Federal lease, having only a portlon of

its lands committed hercto shall be segregated as to the portion

~18-
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committed and the portion not committed, and the provisions of such
lease shall apply separately to such segregated portions commencing

as of the effective date hereof. 1In the event any such lease pro—-

vides for a lump sum rental payment, such payment shall bk prorated

P PT WTEr Y R e WS ¢ BRSPS re ¢ W

between the portions so segregated in proportion to the acreage of

the respective tracts.

19. COVENANTS RUN WITH LAND. The covenaats 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 termi-—

B L

nates, and any grant, trénsfer, or conveyance of interest in land or leasé;
subject hereto shall‘be and hgreby is conditioned upéA the assumption of all
privileges and obligations hereunder by the grantee, transferee or other suc-
cessor 1in Interest. Nq assignment or transfer of any working'interést, roy-—
alty, or other interest Subjeétvhereto.shall be binding upon Unit Operator"
until the first day of the calendar month after Unit Operator is furhished
with the origirnal, photostatic, or certified copy of the insfrﬁment of trans—
fer. |

20, EFFECTIVE DATE AND TERM. This>agreement shall becomg effective‘uppn
approval by_the Secretary and Commissioner, or their dﬁly authofizéi repre—
sentatives and shall terminate five (5) years from said effective date unless:

(a) such date of expiration is extended by the Director and Commis—

sioner, or ) B o -

(b) it is reasonably &ete;mined prior to the expiration of the Fixed
tefm or any ekteﬁéion'thereof that the unitized land is incapable of
production of unitized substances in paying quantities ip thevformg—.

tions teéted hereunder and after notice of intentionrto terminate

the agreeﬁenﬁ on such ground is given by the Unit Operator to all

oo vy

parties In interest at thelr last knouwn addressces, the agreement is

terminated with the approval of the Supervisor and the Commissloner,
or
(¢) a valuable discovery of unltlzed substances has;bcun peredss or
accepted on unitized land during sald initial term or any extenslon

- thereof, in which event the agreement shall remain in effect for such

term and so long as unitized substances can be produced in quantities

-
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‘authority to alter or modify from time to time in his discretion the'tate:of_

]

I

i

sufficlent to pay for the cost of producing same from wells on unit—

ized land within any participating area established hereuader and,

should production cease, so long thereafter as diligent operatians

o e gy 10

are in progress for the restoration of production or discovery of

new production and so long thereafter as unitized substances so dis—

covered can be produced as aforesaid, or ]

(d) it is terminated as heretofore provided in this agreement .
This agreement 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 appréval of the Supervisor and Commissioner; notice of aﬁy such approval
to be given by the Unit Operator to all parties hereto. ’ l

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

hereby ves;?d with authority to alter or modify from time to fime in>his dis—
cretion the quéntity and rate_of production under this agreement when such -
quantity‘énd rate 1s not fixed pufsuant to Federal ér State law or does not
conform to any statewide voluntary conservation of allocation progfam, uhicﬁ
is established, recognized and generélly adhered to by thé majority of opera—
tor; in such Staﬁe,—such auth&iity being hereby limited to alteration or modi—k
fication in the puﬁlic interest, thee purposé thereof andltﬁé public interest

to be served thereby to be stated in the order of alteration or modification. l

Without regard to the foregoing, the Director is also hereby vested with

prospecting and-develobment and the qﬁantitf and rate of produétion und?r;
this agreement when such alteration or modification is in the intereét of. at—
taining the consetvagion objeﬁtives.stated in this ;greement apd isvgot in
violation of any applicable Federal or State law; provided, further, that no
such alteratlon or modification shall bé effective as to any lanibof the State
of New Mexlco, as to the rate of prospecting and developing iﬁ the abscnce of
the specific written appréval thercof by the Commissloner and as to any lands
of the State of New Mexico or érlvatcly owned lands subjecel to this agreement
as to the quantity and rate orlproduction in the absence of specific written

approval thereof by the Division.

Powers in this section vested in the Director shall only be exer—

cised after notice to Unit Operator and opportenity for hecaring to be held

e rtope s pum—
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not less than 15 days from notice.

-21-

h ey P R ISTS | v ¥ w—————
Uy

|
22. CONFLICT OF SUPERVISION. Neither the Unit Operator nor the working % 2
interest owners nor any of them shall be subject to any forfeiture, tevmina— ! 3
tion or expiration of any rights hereunder or under any leases or coﬁtracts ‘ 4
subject hereto, or to any penalty or liability on account of delay or failure i S
in whole or in part to comply with any applicable provision thereof to the l 6
extent that the Unlt Operator, working interest owners or any of them are hin-{ 7
dered, delayed or prevented from complying therewith by reasoﬁ of failure of 8
the Unit Operator to obtain in the exercise of due diligence, the concurrence
of pfoper representatives of the United States and propér rébreéentatives of !Aio
- the State of New Mexico in and about any matters ér things concerning which it{ 11
is required herein that such cgncufrence be obtained. The parties hereto; in- 712
cluding the Divisiqn ., agree that ail powers and authority vested in the 13
Division 1n and by apy provisions of this agreement are vested in the;Divi- » i 14
sion and shall be exercised by it pursuant fo thg provisiﬁns of the_}aus of : 15
the State of Neﬁ Meiico and subject in any case'té appeal or judicial review 16
as may now or hereafter be provided by the laws of the State of New‘Mexiéo- 17
23. APPEARANCES. Unit Operator shall, after noticé to other parties af- ' 18
fected, have ihe right to appear for and oﬁ behalf of any énd all inperésts l I9
affeéted hereﬁy before the Department of ;he Interior, tﬁe Commissioner>of ’ 20
Public Lands of the §téte of New Mexlico and the New Mexico Oil Conse}vation ; 21
Division and to appeal from orders issued under the régulations of séid 22
Department, the Division orFCommissiQner or to apply for rélief from ény of } 23
said regulations or iﬁ ény proceedings relative to operation§ before the De— 24
partment of the‘Intefior, the Commissionér, or Division , or any other_legal— 25
ly constituted authority; pfoyided; hdwever, that»any 6thef intefested party 26
shall also have the right at his own expense to be heard-in any such proceed- | 27
: t
ing. 28
24. NOTICES. All notices, demands or statgments required hercunder to 29
¢ :
be given or rendered to the parties hercto shall be deemed fully given If 30
given in'writing 'and personally delivered to the party or sent by postpald . 31
registered or certified mail, addressed to such party or parties at thelir § 32
respective addresses set forth in connection with the signatures hercto or E 33
to the ratification or consent hercof or to such other address as any such E 34
t
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party may have furnished in writing to party serding the notice, demand or

| statcment.

25. NO WAIVER OF CERTAIN RIGHTS. Nothing in this agreement contaihed

shall be construed as a waiver by any party hercto of the right to assert

any legal or constitutional right or defense as to the validity or invalidity
of any law of the State whercin said unitize& lands are located, or of the
United States, or regulations issued thereunder iﬂ any way affecting;such par;
ty, or as a walver by any such party of any right beyond his or its authority
to walve. |

26. UNAVOIDABLE DELAY. All obligations under this agreement requiringv
the Unit Operator to commence or continue drilling or to opérate on or pro;
duce unitized substances from any of the lands covered by this agreement
shall be suspended while the Unit Oﬁerator; despite the exercise of due care
and diligence, 1s prevented from complying with such obligations, in whole or
in part,.by strikes, acts 6f God, Federal, State or municipal law or ageﬁcies,
unavoldable accidents, uncontrollable delays in traﬁsportation, inability to
obtaln necessary materials in open market, or other matters beyond_the rea—
sonable control of theVUnit Oﬁerator Vhether similér to matters.herein enu;
meratéd or not. No unit obligatidn whiéb is éuspended under this sectiég
shall become due less than thirty (30) days after it ha; been determined tyat
the suspension is no longer applicable. Determination of creaitable "Unavoid-
able Delay"” time shéll‘be made by the Unit Operator subject to approval of the
Supervisor and Commissibnér. |

27. NONDISCRIMI&ATION. ’In connection with théAperfbrmance df'work under
this agreemeﬁt, the Unit Operator agrees to comply with all of thé provis;dns
of section 202 (1) to (7)>inc1Qsivé of Executivé Order 11246 (30 F.R-_12319),_
which are hereby incorporated by reference in this!agreemént.

28. 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 agree-
ment, such tract shall be automatically regarded as not committed hereto and
there shall be such readjustment of future costs and benefits as may be re-
quired on account of the loss of such title. In the event of a dispute as
to title to any royalty, working interest or other intcrests sabjoeect theretol

payment or dellivery on account thercof may be withheld without liability ter

-22-

———— -

w

16
17
18
19
20
21
32
23
24
25
26
27

"28
29

30

ey oY e tEVET

v



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

34

interest until the dispute is finaliy settied; provided, that, as to Federal
and State land or leases, no payments‘of funds due the United States or State
of New Mexico should be withheld, but such funds pf the United States shall
be deposited as directed by the Supervisor and such funds of the Statej;f New
Mexico shall be deposited as directed by the Commissioner go be held as un-
earned money pending final settlement of the title dispute, and then applied
as earned or returned in accordance with such final éettlement.
Unit Operator as such 1s relleved from any responsibility for any

defect or f;ilure of any title hereunder. |

29. NON-JOINDER AND SUBSEQUENT JOINDER. If the owner of any sdbstanti;l
interest in a tract within the ﬁnit area fails or refuses to subscribe or con-
sent to thls agreement, the owner of the working interest in that tract may
withdraw saild tract from this agreement by written notice delivered to the
Supervisor and the Commissioner and the Unit Operator prior to the approvai
of this agreement by thg Supervisor and Commissiéner. Any oil or‘gas Inter-
ests in lands within thé unit area not committed hereto pridr to submiséion
of this agreement for final approval may theréaftér be committed heréfo by’
the owner or owners thereof subscfibing oxr consegting to this agreemept; and,
1f the Interest 1s a working interest, by tﬁe owner of ;udh interest also éub—
scribing to the unit operating agreement. After operations are commenced
hereunder, thé right of subsequent jolnder, as provided invthis section, by
a working Interest owner is subject to sgch rgquireienﬁs orrapirovals,{if ‘
any, pertaining to such joinder, as may be proéidéd for in ﬁhe mit opérating
agreement. Aéter final.approval hereof, joindef‘by a non~working interest
owner must be consented to in writing by the working interest cwnef~éommitéed
hereto and responsible fﬁr the payment of aﬁy benefits thét_may a&érue hefe—
under in behalf of such non—wbrking 1nterest; A non-working interest may not
be committed to this ﬁnit agreement unless the corresponding working interest
is committed hereto. Joinder to the unit agreement by a working interést
ow;er, at any time, must be accowpanied by appropriate joinder to the unit
operating agreement, if wore than one committed working Interest owner is in-
volved, in order for the interest to be regarded as committed to this unit
agreement. Except as may otherwise herein be provided, subsequent jolnders

to this agreement shall be effective as of the first day of the month follouw-—
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ing the filing with the Supervisor and the Commissioner of duly executed
counterparts of all or any papers necessary to establish effective commitment i
of any tract to this agreement unless objection to such Joinder is duly made
within 60 days by the Supervisor, provided, however, that as to State lands
all subsequent joinders must be approved by the Commissioner.

30. SURFACE AND ENVIRONMENTAL PROTECTION‘STIPULATIONS. Nothing in this
agreement shall modify any special Federal-lease stipulations relating to
surface and environmental protection, attached to and made a part of 0il and

Gas Leases covering iands within the Unit Area.
31. SURFACE MANAGEMENT STIPULATION. ﬁothingAin this agreement shall
modify any special Federal-lease stipulations relating to surface ﬁanagement,
attached to and made a.part of 011 and Gas leases éovering iands wiﬁhin the

Unlt Area. | A

32. _COUNTERPARTS. This agreement may be executed in any number of
counterparts no one of which needs to be executed by all éarties or may be
ratified or consented to by separate instrument in.writing specifically re-
ferring hereto and shall be b}nding upon all those p;rties who have ekecuced
such a coudfe;part; ratification, or consent hereto with the same force anﬁ
effect as 1f all such parties had signed the same doéﬁment and regardless of‘
whether or not it is execute& by all_othér parties owning or>c1aiming an in;
terest in the lands within the above described wnit area. |

33. SURRENDER. Nothing in this agreement shall prohibit thé éxercise
by any working interest owner of the right to surrender vested invsuch party
by any leése, sublease;_or operating ag:eemenﬁ as td‘all or an? part of the
lands covered thereby, provided that each par?y'whéfwill or might écquiré
such working interést'by such surreﬁder or by forfelture as hereaffer set
forth, is bound by the terms of this agreement.

If as a result of any such surrender the working intgresﬁ,rights as
to such lands become vested in any party other than the fee owner of the
unitized substances, sald party may forfelt such rights and further benefits
from operation hereunder as to sald 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
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may :

(1) Accept those working interest rights subject to this agreement

and the unit operating agreement; or 7

(2) Lease the portion of such land as is included in a participating

area established hereunder subject to this agreement apd the unit

operating agreement; or

(3) Provide for the independent operation of any part of such land

that are not then included within a participating area established

hereunder.

I1f the fee owner of the unitized sobetances does mot accept the
working interest rights subject to this agreement and the unit opereting
agreement or lease such lands as above provided within six (6) montﬁs efter
the surrendered.or forfeited working ioterest rights become vested in the fee
owner, the benefits and obligations of operations accruing to such»lands un—~
der this agreement and the unit operating agreement shali’belshared by-the.
remaining owners of unitized workihg interests in accordance witﬁ rheir_re—
spective working interest ownerships, and such owners of working Interests
shall compensate the fee owner of unitized substaoces in’soch lands by pay-
ing sums eqoal to rhe rentals, mihimum royalties, and royalties applicable
to such lands under the lease in effecr when the Iands were unitized.

‘An appropriate accounting and settlement shall be made for all bene—
fits accruing to or payments and expenditures made or incurred on behalf of
such surrendered or forfeited w0rking 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 (30) days-
In the event no unit operating agreement is In existenceAandAa mutually ac—
ceptable agreement betoeen the proper partles thereto cannot be consummated,
the Supervisor may prescribe such reasonable and.equitable agreement as he
deems warranted under the clrcumstances.

The exercise of any right vested in a worging interest owner to re—
assign such working interest to the party from whom obtalned shall be subject
to the same cooditions as set forth in this section in regard to the exer-—
cise of a right to surrender.

34. TAXES. The working interest owners shall render and pay for their

-25—
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account and the account of the royalty owners all valid taxes on or measured
by the unitized substances in and under or that may ﬁe produced, gathered
and sold from the land subject to this contract afte; the effective datq of
this agreement, or upon the proceeds or net proceeds derived therefrom. The
working interest owners on each tract shall and may charge the proper pro-
portion df sald taxes to the royalty owners having interests in said fract,
and may currently retain and deduct sufficient of the unitized substancés or
derivative products, or net proceeds thgreof from the allocated share of each
royalty owner to secure reimbursement for the taxes go paid. No such-taxés
shall be charged to the United States or the State of New Méiico"or to any
lessor who has a contract with his lessee which requires the lessee to pay
such taxes. o ' -

-35. NO PARTNERSHIP.. It is expressly agreed_fﬁat the relation of fhe
parties hereto is that of independent contractors and nothing in this agree—
ment contained, expressed or impiied, nor ahy opérétions conducted hereunder,
;hall create or be deeméd to have created a partnership or aésociatian be-
tween the parties herei& or any of then.

IN WITNESS WHEREOF, the parties hereto have caused this agreement

to be executed and have set opposite theif respective names the date of exe-
cution,

UNIT OPERATOR

GIFFORD, MITCHELL & WISENBAKER
A Proprietorship

. By :
(Date) - ' Joe N. Gifford -

By
Bascom L. Mitchell

By

Michael B. Wisenbaker

Address: 1280 Midland National Bank Towdq
Midland, TX 79701

NON-OPERATORS

Gulf 0il Corporation HNG 0il Company

P. O. Box 1150 P. O. Box 2267
Midland, TX 79702 Midland, TX 79702

Atlantic Richfield Company W. F. Roden
P. 0. Box 1610 ) P. 0. Box 2267
Midland, TX 79702 Midland, TX 79702
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M. Ralph Lowe Maralo, Inc.

4600 Post Oak Place, Suite 307 4600 Post Oak Place, Suite 307
Houston, TX 77027 Houston, TX 77027

Erma Lowe
4600 Post 0Oak Place, Suite 307
Houston, TX 77027

BTA 0il Producers
104 South Pecos
Midland, TX 79701

STATE OF TEXAS X

X
COUNTY OF MIDLAND Y

BEFORE ME, the undersigned, a Notary Public in and for said County and
State on this day personally appeared Joe N. Gifford, Bascom L. Mitchell and
Michael B. Wisenbaker, known to me to be the persons whose names are subscribed
to the foregoing instrument, and acknowledged to me that they executed the
same for the purposes and consideration therein expressed.

GIVEN UNDER MY HAND AND SEAL OF OFFICE this the day of
. 1979.

My Commission Expires:

Notary Public in and for Midland County,
Texas

27—



EXHIBIT "B"
PAWNEE DEEP UNIT
T-26-S, R-36-E
LEA COUNTY, NEW MEXICO

Lease Serial No.
or New Mexico

Overriding Royalty

Working Interest

Tract Description Number State Lse. No. & Basic Royalty
No. of Land of Acres Expiration Date Owner and % Lessee of Record Int. Owner and % Qwner and
1 T-26-S, R-36-E 320 NM=-13430 USA 12.5% BTA 0il Producers 100% M. J. Harvey, Jr. 5.00000% BTA 0il Producers 100%
Sec. 21: E/2 4/1/81
2 T-26-S, R-36-E 320 NM=-23199 UsA 12.5% HNG Oil Company 100% V. J. Wilson 1.00000% HNG Oil Company 8l.:
Sec. 21: W/2 7/1/83 Exxon Corporation .50000% F. Roden 18.7
HBP R. Gene Brasel .50000%
H. L. Brown, Jr. .66113%
Robert Mosbacher 1.21875%
Gary 'B. Laughlin .27881%
Marmar 0Oil Co. .27881%
Marilyn Jean Van
Petten, Indiv. &
‘Ancillary Extrx. of
Estate of Edward Emil
Van Petten, Dec'd .06259%
John E. Hansen .08333%
Virginia R. Hansen .08333%
Wesley Chalfant .16667%
Diane K. Rush .16667% )
3 T-26~-S, T=36-E 1280 B~-228~1 State of Gulf 0il Corporation 100% None -0- Gulf 0il Corp. 100%
Secs. 14 & 15: 2/28/33 New Mexico 12,5%
All HBP
4 T-26-S, R=-36-E 320 I,-6453~2 State of Maralo, Inc. 100% None ~0= M. Ralph Lowe 50%
Sec, 163 N/2 8/1/81 New Mexico 12,5% Maralo, Inc. 25%
Erma Lowe 25%
5 T-26~8, R-36-E 320 I-6731-2 State of Maralo, Inc. 100% None -0~ M. Ralph Lowe 50%
Sec. 16: 8/2 11/1/81 New Mexico 12,5% Maralo, Inc. 25%
Erma Lowe 25%
6 T-26-S, R-36-E 640 1~-6809-2 State of Maralo, Inc., 100% None ~0~ M, Ralph Lowe 50%
Sec, 23: Aall 12/1/81 New Mexico 12,5% Maralo, Inc. 25%
Erma Lowe 25%



Lease Serial No.
or New Mexico

EXHIBIT "B
PAWNEE DEEP UNIT
T-26~S, R=36-E
LEA COUNTY, NEW MEXICO

Tract Description Number State Lse. No. & Basic Royalty _ Overriding Royalty Working Interest
No. of Land of Acres EXpiration Date Owner and % Lessee of Record Int. Owner and % Owner anc
7 T-26~S, R-36-E 480 LG-3340 State of Atlantic Richfield Co. 100% None -0~ Atlantic Richfield
Sec. 22: N/2 & 1/1/86 New Mexico 12.5% Co. 100
SW/4
8 T-26-5, R-36-E 160 LG-6731 State of Gifford, Mitchell & None -0~ Gifford, Mitchell
Sec. 22: SE/4 (LG-6731~1) New Mexico 12.5% Wisenbaker 100% & Wisenbaker 10C
7/1/89
TOTAL FEDERAL LANDS 640 ( 16.66667%)
TOTAL STATE OF NEW
MEXICO LANDS 3200 ( 83.33333%)
TOTAL UNIT AREA 3840 (100.00000%)



EXHIBIT "A"
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Lea Couniy,'N.e'w Mexico

Federal Land |~ 640 Acres 16.66667 %

State of New Mexico Land [T] 3200 Acres 8333333 %
Total 3840 Acres 100.00000%
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GIFFORD, MITCHELL & WISENBAKER
Surre 1280, MmrLanD NaTioNal BANk Tower

Joe N. GIFFORD MIDLAND, TEXAS 79701
BascoM L. MiTGHELL

MicHAEL B. WISENBAKER 915-682-6282
September 20, 1979

BEFORE EXAMINER STAMETS
OiL CONSERVATION DIVISION

Cppord  EXHIBIT NO_R
Regional 0Oil & Gas Supervisor ﬁcﬁc\nﬁ: .'\-'-O é é 75/
United States Geological Survey Ao U
505 Marguette NW Subrmitted by

Albuquerque, N.M. 87125 Hearing Date, Aot N
RE: Geologic Reports: Proposed Pawnee Unit,

Sections 14, 15, 16, 21, 22, 23, T26S,
R36E, lea County, New Mexico

Gentlemen:

The proposed Pawnee Unit is situated on a structural anamoly that has
been defined by geophysics. It is located within the boundaries of a
porous Devonian and Fusselman bank or reef trend which is developed
along the hingeline of the old Tabosa Basin.

The structure as interpreted from seismic records is contoured on top
of the Mississippian limestone, and has been used to construct Devon-
ian and Fusselman porosity structure maps. The feature is steeper and
slightly tilted to the southwest, and it is anticipated that it will
increase in sharpness, but decrease in areal extent with depth.

The Devonian and Fusselman banks have been partially dolomitzed and are
productive in several fields along their respective trends. In the im-
mediate area they are productive in the Crosby fields in T25S - R37E
from a proous dolamite finger of the bank (Cross Section B-B') in the
Devonian and from a thicker portion of the Fusselman bank. The fussel-
man is productive in the Cheyenne Field (Fusselman Map) fram porous
dolomite fingers (Cross Section A-A') that extend out from the main bank
over a structural feature. The Devonian porosity is not developed in
this field. There are also gas shows from the Devonian and Fusselman in
the HNG #1 Dogie Draw in Section 8, T26S - R36E, and the Humble #1 South
ILea Deep Unit in Section 17, T26S -R36E, both in Iea County, New Mexico.
The reservoir in each of these wells was considered to be on the trend
with porosities and permeabilities being too low for profitable production.

The limits of the hydrocarbon trap are confined to the area above - 14,000°
in the Devonian and - 14,500' in the Fusselman. Up-thrown faults have

cut the reservoirs below these depths, and hydrocarbons will have escaped
up the fault plane.



~ Page 2
Geologic Report
Pawnee Unit

In the proposed unit is it anticipated that the Devonian and Fusselman
banks will be much better developed than in either the Crosby or Cheyenne
Fields, and that we will encounter a reservoir similar to that in the
Sinclair #1 Tubb Estate (Cross Section A-A'). If these reservoirs are
present over the structural feature as shown, then we would expect sig-
nificant production fram the Devonian and Fusselman.

Yours vexéy truly,

Bryan Pollard
Fxploration Manager
Gifford, Mitchell & Wisenbaker

BP/rh



