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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE GRAYBRUG DEEY UNIT AREA
COUNTY CF EDDY.
TATE OF NEW MEXICO
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This agreement, entered into.as of the £/ day of !ﬂZu
1954, by and between the parties subscribing, ratifying, or consenting
hereto, and hereln veferred to as the "parties hereto',

WITNESSETH: Whereas the partles hereto are thg owneré of work-
;ng, royalty, or other oil and gas interests in the unit area subjeet to
this agreement; and

-Whereas the Act of February 25, 1920, 41 Stat. 437, as amended
by the Act of Angust 8, 1946, 60 Stat. 950, 30 U. S. ¢. Secs. 181 et seq,,
authorizes Federal lessees and‘their representatives to unite with each
other,‘or Jointliy or sepérétely with others. in collectlvely adopting
and operating a cooperzative or unit plan of development or operation of
any -oll or gas pool, field, or like area, or any part thereof, for the
purpcgse of more properly conserving the natural vesources thereof wheu-
ever determined and certified by the Secretary of the Interior to be
necessary or advisable in the public interest; and

Whereas the parties hereto hold sufficlent interests in the
Grayburg Deep Unilt Arez covering the land hereinafter descrived to glve
reasonably effectlve control of operations therein; and

Whereas 1t is the purpose of the parties hereto %o conserve
natural resources, prevent waste, and secure other benefits obtainable
through development and operation of the area subject To this agreement
under the terms, conditions, and limitations herein set forth;

Now, therefore, in considerétion of the premises and the
promises herein contained, the parties hereto commit to thls agreement

thelr respective interests in the below-defined unit area, and agree

severally among themselves as follows:
1, Enabling act and regulations.
The act of February 25, 1920, as amended, supra, and all

valid pertinent regulations, including operating and unit planr regula-

tlons, heretofore issusd thercunder or valld pertivent and reasonable

regulations hereafter issued thereunder are accepted and made 2 part




of this agreement as to Federal lands, prbvided such regulations are
not inconsistent with the terms of this agreement; and as to non-
Federal lands, the oil and gas operating regulations in effect as of
the effective date hereof governing drilling and producing operatlons;
not inconsistent with the terms hereof or the laws of New Mexico, are
hereby accepted and made a part of thls agreement,
2. Unit arez. V
The following-deseribed land is hereby designated and re-
cognized as constituting the unit area:
New Mexico Prineipal Meridian

Township 17 South, Range 29 East
Section 12, S 3°
Section 13, All e
Section 23, A1l 7
Section 24, a11 o7
Section 25, A1l v~
Section 26, A11 ¢

Township 17 South, Range 30 East
Section 7, WESW .

Section 18, A1l  ««°

Section 19, All v“’

Section 30, All, « total of 5484,17 acres, more or
less.

Exhibit "A" attached hereto is a2 map showing the unlt area and
the boundaries and i1dentity of tracts and leases in said area to the
extent known to the Unit Operator. Exhiblit “B” attached hereto 1s a
schedule showing to the extent kmown to the Unit Operator the acreage,
percentage, and kind of ownership of oil and gas lnterests in all land
in the unit area, However, nothing hereln 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 Dnit Operator whenever changes in the
unlt area render such revision necessary, or when requested by the 011
and Gas Supervisor, hereilnafter referred to as "Supervisor,” and not
less than six coples of the revised exhibits shall be filed with the
Supervisor,

The above-described unit area shall when practleable be

expanded to inciude therein any additional tract or tracts regarded as

reasonably necessary or advisable for the purpvoses of this agreement,
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or shall be contracted to exclude lands not within any participating
area whenever such expansion or contraction is necessary or advisable
to conform with the pufboées of this agreement. Such expansion or con-
traction shall be effeeted in the following manner:

{a) Unit Operator, on its own motion or on demand of the
Director of the Geological Survey, hereinafter referred toc as "Director,”
arter preliminary concurrence by the Director, shall prepare a notice
of proposed expansion or contraction describing the contemplated changes
in the boundaries of the unlt area, the reasons therefor, and the pro-
posed effective date thereof.

{b) Said notice shall be delivered to the Supervisor,
and copies thereof mailed to the last known address of each working
interest owner, lessee,-and 1e§sor whose interests are affected, advis-
ing that 30 days will be allowed for submission to the Unit Operator of
any objections.

{c} Upon expiration of the 30-day peribd provided in the
preceding item {b) hereof, Unit Operator shall file wlth the Supervisor
evidence of mailing of the notice of éxpansion or contractlion and a copy
of any objections thereto which have been filed with the Unit Operatoer,
together with an application for approval of such expansion or contrac-
tion.

{d) After due consideration of all pertinent information,
the expansion or contraction shall, upon approval by the Pirector, be-
come effective as of the date prescribed in'the notice thereof.

A131 land commlitted to thils agreement shall constitute
land referred to herein as “unitized land" or "land subject to this
agreement . "

3. Unltized substances.

All o1l and gas In any and all fermations below a depth
of 5000 feet from the surface of the unitized land are unitized under
the terms of this agreement and herein are called "anitized substances.”

4, Unit operator,

Great Western Drilling Company., a Texas corporation with
offices at Midland, Texas, is hereby designated as Unlt Operator and
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by signature hereto as Unit Operator agrees and consents Lo accept the
duties and obligatlions of Unit Operator for'the diécovery, 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 that capacity and not as an cwner of interest
in unitized substances, and the term "working interest owner" when uséd
hereln shall include or refer to Unit Operator as the owner of a work-
ing interest when such an interest 18 owned by 1t%.

5. Resignation or removal of unit operator.

Unit Operzator shall have the right to resign at any time
prior to the establishment of a particlpating 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

Unlt Operator's rights as such for a period of 6 months after notice of
intentlon to resign has been served by Unlt Operator on all working in-
terest owners and the Director, and until all wells then driiled here-
under are placed in a satisfactory conditlon for suspension or abandon-
ment whichever is required by the Supervisor, unless a new Unit Operator
shall have been selected and approved and shall have taken over and
assumed the duties and obligations of Unit Operator prior to the explra-
tion of said period. '

Unit Operator shall have the right to resign in 1like
manner and subject to like limitations as above provided at any time a
participating area establisheq hereunder is in existence, but, at any
time for any reason whatsoever there is no Unit Operator, until a
successor unit operator is selected and approved as hereinafter pro-
vided, the working interest owners shall be Jjointly responsible for .
performance of the duties of unit operator, and shall not later than
30 days before such resignation becomes effective appoint a common agent
to represent them in any action toc be taken hereunder. '

The resignation of Unlt Operator shall not release TUnit
Operator from ény 1iability for any default by it hereunder occurring
prior to the effective date of 1lts resignation,

Phe Unit Operator may, upon defauwlt or failure in the
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rerformance of its dutles or obligations hereunder, be subject to re-
moval by the same percentage vote of the owners of workling interests
determined 1n like manner a5 herein provided for the selection of a
new Unlt Operator. Such removal shall be effective upon notice thereof
to the Director.

The resignation or removal of Unit Operator under this
agreement shall not terminate 1ts right, title, or Interest as the owmer
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 dellver possession of all equipment; materials, and
appurtenances used in conducting the unit operations and owned by the
working 1interest owners to the new duly qualifiled successor Unit Operator
or to the owners therecf 1f 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 removal of any material,'equip—
ment and appurtenances needed for the preservation of any wells.

6. Successor unii operator.

Whenever the Unlt Operator shall tender hls or its resigna-
tion as Unit Operator or shall be removed as hereinabove provided, the
owners of the working interests in the participating area or areas accord-
ing to their respective acreage interests 1n such participéting area or
areas, or, until a participating area shall have been established, the
owners of the working interests according to thelir respectlve acreage
interests in all unitized land, shall by majority vobte select a successor
TUnit Operator; provided, that, if a majority but less than 75 per cent
of the working interests qualified to vote are owned by one party to
this agreement, a concurring vote of one or more additional working
interest owners shall be required to select a new operator. Such selec-
tion shall not become effective until (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 Director,

7. Accounting provisions and unii operating agreement.

If the Unit Operator is not the .sole owner of working

interests, costs and expenses incurred by Unit Operator in conducting
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unit operations hereunder shall be paid and apportioned among and borne
by the owners of working interests, all in accordance with the agreement
or agrecments entered into by and between the TUnit Operator and the
owners of working Interests, whether one or more, separately or collec-
‘ tively. Any agreement or agreements, entered into between the werking
interest owners and the Upit Operator és provlded in this section,v
whether one or more, are herein referred to as the "unit operating agree-
ment," Such unit operating agreement shall also provide the manner in
which the working inberest owners shall be entitled to recelve their
respective proportionate and allocated share of the benefits accruing
hereto in conformity with their underlying operating agreements, leases,
or other independent contracts, and such other rights.and obligations
as between Unit Operator and the working ilnterest owners as may be agreed
upon by Unit Operator and the working interest owners; however, no such
unlt operating agreement shall be deemed either to modify any of the terms
and conditions of this unit agreement or to relieve the Unit Operator of
any right or obligation established under this unit agreement, and in
case of any Inconsistency or conflict between the unlt agreement and the
unit operating agreement, this unit agreement shall prevall. Three true
copies of any unit operating agreement executed pursuant to this section
shall be filed with the Supervisor,

8. Rights and obligations of Unit Operator;

Except as otherwise specifically provided herein, the
exclusive right, privilege, and duty of exereising any and all rights
of the parties hereto which are necessary or convenlent for prospecting
for, producing, storing, allocating, and distributling the unitized sub-
stances are hereby delegated to and shall be exercilsed by the Unit
Operator as herein provided. Acceptable evidence of title to said
rights shall be deposited with sald Unit Operator and, together with
this agreement, shall constitute and define the rights, privileges; and
obligations of Unit Operator. thhiné herein; however, shall be con-
strued to transfer title to any land or to any lease or operating
agreement, it being understood that under this agreement the Unlt
Operator, in its capaclty as Unit QOperator, shall exercise the rights
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of possession and use vested in the parties herefo only for the purposes
herein specified,
9. Drilling to discdvery,

Within 6 months after the effective date hereof, the Unit
Operator shall begin to drlill an adequate test well at a location ap-
proved by the Supervisor, unless on such effective date a well is being
drilled conformably with the terms hereof, and thereafter continue such
drilling diligently until 211 formations to the top of the Mississippian
formatlon have been tested or until at a lesser depth unitized substances
shall be discovered which ean.be produced in paying quantities (to-wit:
- quantities sufficient to repay the costs of drilling, and producing
operations, with a reasonable profit) or the Unit Operator shall at any
time establish to the satisfaction of the Supervisor that further drill-
ing of said well would be unwarranted or impracticable, provided, however,
that Unlt Operator shall not im any event be requlred to drill sald well
-to a depth in excess of 11,100 feet., Untll the discovery of a deposit
of unitized substances capable of belng produced in paylng quantities,
the Unit Operator shall continue drilling diligéntly cne well at a tlme,
allowing not more than 6 months between the completion of one well and
the beginning of the next well; untll a well capablé of producing
unitized substances in paying quantities is completed to the satis-
factlon of said Supervisor, or untll it is reasonably proved that the
unitized land is incapable of produéing unitized substances in paying
quantities in the formations drilled hereunder. Nothing in this sec-
tidn shall be deemed to limlt the right of the Unit Operator to resign
as provided in Secfion 5 hereof, or a8 requiring Unit Operator to
commence or continue any drilling during the periced pending such re-
signation becoming effective in order to comply with the requirements
of this section. The Director may modify the drilling requirements of
this section by granting reasonable extensions of time when, in his
opinion, such action is warranted.

Upon failure to comply with the drilling provisions of
this section, the Director may, after reasonable notice to the Tnit
Operator, and each wWorklng interest owner, lessee; and lessor at thelr

last known addresses, declare this unit agreement terminated.
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10. Plan of further development and operation.

Within 6 months after completion of a well capable of
producing unitized substances 1n paying guantities, the Unit Operator
shall submit for the approval of the Supérvisor an acceptable plan of
development and operation for the unitized land which, when approved by
the Supervisor, shall constitute the further drilling and operating
obligations of the Dnit Operator under thls agreement for the perlod
speéified therein., Thereafter, from time to time before the explration
of any existing plan;, the Unlt Operator shall submit for the approval of
the Supervisor a plan for an additional specified period for the develop-
ment and operation of the unitized land. Any plan submitted pursuant to
this section shall provide for the expleration of the unitized area and
for the determination of the area or areas thereof capable of producing
unitized substances Iin paying quantities in each and every productive
formation and shall be as complete and adequate as the Supervisor may
determine to be necessaryAfor timely development and propef conserva-
tion of the o1l and gas resources of the unitized area and shall (a)
speclfy the number and locations of any wells to be drilled and the
proposed -order and time for such drilling; and (b) to the extent prac-
ticable specify the operating practices regarded as necessary and ad-
visable for proper conservation of natural resources., Separate plans
may be submitted for éeparate productive zones, squect to the approval
of the Supervisor. Saild plan or 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 exer-
cised 1n complyling with the obligations of the approved plan of'develop-
ment. The Supervisor is authorized to grant a reasonable extension of
the 6-month period herein prescribed for submission of an initial plan
of development where such action 1s justified because of unusual condl-
tions or circumstances, After completion hereunder of a well capﬁble
of producing any unitlzed substance in paylng qnant;ties, no further
wells, except such as may be necessary to afford protection agalnst
operations not under this agreement or such as may be specifically ap-
proved by the Supervisor, shall be drilled except in accordance with a

plan of development approved as herein provided.
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11. Participatlon after discovery.

Upon completion of a well capable of producing unitized
substances in paying quanf{ities or as soon thereafter as required by
the Supervisor, the Unlt Operator shall submit for approval by the
Director a schedule, based on subdivisions of the public-land survey or
aliquot parts thereof, of ali unitized land then regarded as reasonably
proved to be productive of unitized substances in paying quantities;
211 lands in said schedule on approval of the Director to constitute a
participating area, effective as of the date of first preoduction. Said
schedfile aiso shall set forth the percentage of unitized substances to
be allocated as herein provided to each unitlized tract in the partici-
ratlng area se established, and shall govern the allocation of produc-
tion from and after the date the partlcipating area beccmes effective.
A separate particlpatlng area shall be established in like mammer for
each separate pool or deposit of unitized substances or for any group
thereof produced as a single pool or zZone, and any two or more parti-
cipating areas so established may be combined into one with the consent
of the owners of all worklng interests in the lands within the parti-
cipating areas so to be combined, on approval of the Director. The
particlipating area or areas so established shall be revised from time
to time, subjJect to like approval; whenever such actlon appears proper
as a result of further drilling operatlions or otherwlse, to include
additional land then regarded as reasonably proved to be productive in
paying guantities, or to exclude land then regarded as reasonably
proved not to be produective, and theApereentage of allocatidn shall
also be revised accordingly. The effectlve date of any revision shall
be the first of the month in which is ebtained_the knowledge or informa-
tion on which such revision is predicatgd, unless a more approprilate
effective date is specified in the scheﬁule. No land shall be excluded
from a parficipating area on account of depletion of the unitized sub-
stances.

It 1s the intent of this section that a participating
area shall represent the area known or reasonably estimated to be pro-

duetive in paying quantitles; but, regardless of any revislon of the
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participating area, nothing hereln contained shall be construed as re-
quiring any retroactive adjustment for production obtained prior to the
effectlive date of the revision of the participating area.

In the absence of agreeﬁent at any time between the Unit
Operator and the Director as to the proper definition or redefinition
of a particlpating area, or until a participating area has, or areas
have, been established as provided hereln, the portion of all payments
affected thereby may be impounded in a manner mutually acceptable to the
owners of working interests, except royalties due the UnitedVStates,
which shall be determined by the Supervisor and the amount thereof de-
posited, as directed by the Supervisor, to be held as unearned money
until 2 participating area is finally approved and then applied as
earned or returned in accordance with a determination of the sum due
as Federal royalty on the basis of such approved participating area.

Whenever it is determined, subject to the approval of the
Supervisor, that a well drilled under this agreement is not capable of
production in paying quantities and inclusion of the land on which it
1s situated in a participating area is unwarranted, production from such
well shall, for the purposes of settlement among qll parties other than
working interest owners, be allocated to the land on which the well is
located so long as such land is not within a participating area estab-
lished 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 unltlzed substances produced from each participating
area established under this agreement, except any part thereof used in
conformity with good operating practices within the unitized area for
drilling; operatling, camp-and other production or development purposes,
for repressuring or fecycling in accordance with a plan of development
approved by the Supervisor, or unavoldably lost, shall be deemed to be
produced equally on an acreage basis from thé several tracts of unit-
ized land of the particlipating afea established for such production and,
for the purpcse of determining any venefits accruing under this agree-

ment, each such tract of unitized land shall have allocated to it such
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percentage of said productlon as the number of acres of such tract in-
cluded 1n said participating area bears to the total acres of unitized
land in said particlpating area, except that allocation of production
hereunder for purposes other than for settlement of the royalty, over-
riding royalty, and payment out of prbduction obligations of the respec-
tive working interest owners, shall be on the basils prescribed in the
wnit ope;ating agreement whether in conformity with the basis of alloeca-
tion herein set forth or otherwlise. It 1s hereby agreed that production
of unitized substances from a participating area shall be allocated as
provided herein regardlesé‘of whether any wells are drilled on any
particular part or tract of sald participating area. If any gas pro-
duced from one participating area is used for représsuring or recycling
purposes in another participating area, the first gas withdrawn from
such last-mentioned particibating area for sale durlng the life of this
agreement shall be considered to be the gas so transferréd until an a-
mount equal to that traﬁsferred shall be so produced for sale and such
gas shall be allocated to the participating area from which initially
produced as constiltufed at the time of such final production,

13. Development or operation of non-participating land or

formations.

Any party hereto ownlng or controlling the working in-
terest in any unitized lapd having thereon a regular well location may
with the apﬁroval of tﬁe Supervisor, at such party's sole risk, cost,
and expense drill a well to test any formation for which a partieipating
area has not been established or to test any formation for which a
participating area has been established if such locatlon is not within
said partieipating 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 ﬁrill such 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
owmer results in production sueh that the land upon which 1t 1s situated
may properly be included in a participating area, such participating
area shall be established or enlarged as provided in this agreement,
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and the party or partles paying the cost of drilling such well shall
be reimbursed as provided in the unit operating agreemént for the cost
of drilliing such well, and the well shall thereafter be operated by
Unit Opemtor in accordance with the terms of this agreement and the
unit operating agreement.

If any well drilied as aforesaid by a working interest
owner obtains production in guantities insufficient to Jjustify the in-
clusion in a participating area of the land upon which such well is
situated, such well may be operated and produced by the party drilling
the same subleet to the censervation requirements of this agreement.
The royalties in amount or value of production from any such well shall
be pald as specified in the underlying lease and agreements affected.

14, Royalty settlement.

The United States and the State of New Mexico and all
royalty owners who, under exisiing contracis, are entitled to take in
kind a share of the substances now unitlzed hereunder produced from any
tract, shall hereafter be entitled te the right to take 1n kind their
share of the unltized substances allocated to such tract, and Unit
Operator, or in case of the operatlon of a well by a working interest
owner as herein in special cases provided for, such working interest
owner, shall make deliveries of such royalty share taken in kind in
conformlty with the applicablé contracts;, laws, and regulations,
Settlement for royalty interest not taken in kind shall be made by work-
ing interest owners responsible therefor under existing contracts, :Laiwé,
and regulations, on or before the Jast day of each month for unitized
substances prodl;ced during the preceding calendar month; provided,
however, that nothing herein contained shall operate to relieve the
lessees of any land from thelr respective lease obligations for the
payment of any royalties due under thelr leases.

If gas obtalned from lands not subject to this agreement
i1s introduced into any particlpating area lrleret:xnde::’_v for use in re-
pressuring, stimulation of production, or lncreasing ultimate recovery,
whiech shall be in conformity with a plan first approved by the Supervisor,

a like amount of gas, after settlement as herein provided for any gas
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