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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION OF THE 

CACTUS (QUEEN) UNIT 
CHAVES COUNTY, NEW MEXICO 

THIS AGREEMENT, entered i n t o as of the 1st day of November 1989 by and 
between the p a r t i e s subscribing, r a t i f y i n g , or consenting hereto, and herein 
r e f e r r e d to as the "part i e s hereto," 

WITNESSETH: 

WHEREAS, the p a r t i e s hereto are the owners of working, r o y a l t y , or 
other o i l and gas i n t e r e s t s i n the Unit Area subject to t h i s Agreement; and 

WHEREAS, THE Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as 
amended, 30 U.S.C. Sees. 181 et seq., authorizes Federal lessees and t h e i r 
representatives to u n i t e w i t h each other, or j o i n t l y or separately w i t h 
others, i n c o l l e c t i v e l y adopting and operating a cooperative or u n i t plan of 
development or operation of any o i l or gas pool, f i e l d , cr l i k e area, or any 
part thereof f o r the purpose of more properly conserving the n a t u r a l resources 
thereof whenever determined and c e r t i f i e d by the Secretary of the I n t e r i o r to 
be necessary or advisable i n the p u b l i c i n t e r e s t ; and 

WHEREAS, THE Commissioner of Public Lands of the State of New Mexico i s 
authorized by an Act of the Legi s l a t u r e (Section 1, Chapter 88, Laws 1943, as 
amended by Section 1 of Chapter 176,, Laws of 1961) Chapter 19, A r t i c l e 10, 
Section 45, New Mexico Statutes 1978 Annotated), t o consent to and approve the 
development or operation of State lands under agreements made by lessees of 
State land j o i n t l y or seve r a l l y w i t h other lessees where such agreements 
provide f o r the u n i t operation or development of p a r t of or a l l of any o i l or 
gas pool, f i e l d or area; and 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico i s 
authorized by an Act of the Legislature (Section 1, Chapter 88, Laws 1943, as 
amended by Section 1, Chapter 162, Laws of 1951) (Chapter 19, A r t i c l e 10, 
Section 47, New Mexico Statutes 1978 Annotated) t o amend w i t h the approval of 
lessee, evidenced by the lessee's execution of such agreement or otherwise, 
any o i l and gas lease embracing State lands so t h a t the length of the term of 
said lease may coincide w i t h the term of such agreements f o r the u n i t 
operation and development of par t or a l l of any o i l or gas pool, f i e l d or 
area; and 

WHEREAS, the O i l Conservation D i v i s i o n of the State of New Mexico 
(h e r e i n a f t e r r e f e r r e d to as the "Division") i s authorized by an Act of the 
Legisl a t u r e (Chapter 72, Laws of 1935 as amended) (Chapter 70, A r t i c l e 2, 
Section 2 et seq., New Mexico Statutes 1978 Annotated) t o approve t h i s 
Agreement and the conservation provisions hereof; and 

WHEREAS, the O i l Conservation D i v i s i o n of the Energy and Minerals 
Department of the State of New Mexico i s authorized by law (Chapter 65, 
A r t i c l e 3 and A r t i c l e 14, N.M.S. 1953 Annotated) to approve t h i s Agreement and 
the conservation provisions hereof; arid 



WHEREAS, the p a r t i e s hereto hold s u f f i c i e n t i n t e r e s t i n the Unit Area 
covering the land h e r e i n a f t e r described to give reasonably e f f e c t i v e c o n t r o l 
of operations t h e r e i n ; and 

WHEREAS, i t i s the purpose of the p a r t i e s hereto t o conserve n a t u r a l 
resources, prevent waste, and secure other b e n e f i t s obtainable through 
development ar.d operation of the area subject t o t h i s Agreement under the 
terms, conditions, and l i m i t a t i o n s herein set f o r t h ; 

"OW, THEREFORE, ir. consideration of the premises and the promises herein 
contained, the p a r t i e s hereto commit t o t h i s Agreement t h e i r respective 
i n t e r e s t i n the below-defined Unit Area, and agree se v e r a l l y among themselves 
as f o l l o w s : 

SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of 
February 25, 192 0, as amended, supra, and a l l v a l i d p e r t i n e n t r e g u l a t i o n s , 
i n c l u d i n g operating and u n i t plan r e g u l a t i o n s , heretofore issued thereunder or 
v a l i d , p e r t i n e n t , and reasonable r e g u l a t i o n s hereafter issued thereunder are 
acceptec and made a p a r t of t h i s Agreement as t o Federal lands, provided such 
regulations are not inconsistent w i t h the terras of t h i s Agreement; and as t o 
non-Federal lands, the o i l and gas operating r e g u l a t i o n s i n e f f e c t as of the 
E f f e c t i v e Date hereof governing d r i l l i n g and producing operations, not 
inconsistent v i t h the terms hereof or the laws of the state i n which the 
non-Federal land i s located, are hereby accepted and made a p a r t of t h i s 
Agreement. 

SECTION 2. UNIT AREA AND DEFINITIONS. The area described by Tracts i n 
Ex h i b i t "B" and depicted on E x h i b i t "A" attached hereto i s 320.00 acres, more 
or l e s s , i n Chaves County, New Mexico. Said land i s described as f o l l o w s : 

Township 12 South, Range 31 East, N.M.P.M. 
Section 27: WiSEi, EiSWj, SWiSWi 
Section 34: N$NWi, NWsNW? 

For the purpose of the Agreement, the f o l l o w i n g terms and expressions as used 
herein s h a l l mean: 

(a) "Land Commissioner" i s defined as the Commissioner of Public Lands 
of the State of New Mexico. 

(b) " D i v i s i o n " i s defined as the O i l Conservation D i v i s i o n o f the 
Department of Energy and Minerals or the State of New Mexico. 

(c) "Authorized O f f i c e r " or "A.O." i s any employee of the Bureau of Land 
Management who has been delegated the. required a u t h o r i t y to act on behalf of 
the BLM. 

(d) "Secretary" i s defined as the Secretaiy of the I n t e r i o r of the 
United States of America, or his duly authorized delegate. 

(e) "Department" i s defined as the Department of the I n t e r i o r of the 
United States of America. 
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( f ) "Proper BLM O f f i c e " i s defined as the Bureau of Land Management 
o f f i c e having j u r i s d i c t i o n over the fe d e r a l lands included i n the Unit Area. 

(g) "Unitized Formation" s h a l l mean t h a t i n t e r v a l underlying the Unit 
Area, the v e r t i c a l l i m i t s of which extend from an upper l i m i t described as 50' 
above the top of the Queen formation to a lower l i m i t as the base of the Queen 
formation; said l i m i t s having been previously found to occur at 2930 
fee t and 3100 f e e t , r e s p e c t i v e l y i n Yates D r i l l i n g Company's Doyal #1, located 
660' FNL and 990' FEL of Section 34, Township 12 South, Range 31 East. 

(h) "Unitized Substances" are a l l o i l , gas, gaseous substances, sulphur 
contained i n gas, condensate, d i s t i l l a t e and a l l associated and c o n s t i t u e n t 
l i q u i d or i i q u e f i a b l e hydrocarbons, other than outside substances, w i t h i n and 
produced frcm the Unitized Formation. 

( i ) "Tract" i s each parcel of land described as such and given a Tract 
number i n E x h i b i t "B" 

( j ) "Tract P a r t i c i p a t i o n " i s defined as the percentage of p a r t i c i p a t i o n 
shewn on E x h i b i t "B" f o r a l l o c a t i n g U n i t i z e d Substances t o a Tract under t h i s 
Agreement. 

(k) "Unit P a r t i c i p a t i o n " i s the sum of the percentages obtained by 
m u l t i p l y i n g the Working I n t e r e s t of a Working I n t e r e s t Owner i n each Tract by 
the Tract P a r t i c i p a t i o n of such Tract.. 

(1) "Working I n t e r e s t " i s the r i g h t t o search f o r , produce and acquire 
Unitized Substances whether held as an i n c i d e n t of ownership of mineral fee 
simple t i t l e , under an o i l and gas lease, operating agreement, or otherwise 
held, which i n t e r e s t i s chargeable w i t h and o b l i g a t e d t o pay or bear, e i t h e r 
i n cash or out of production, or otherwise, a l l or a p o r t i o n of the cost of 
d r i l l i n g , developing and producing the Unitized Substances from the U n i t i z e d 
Formation and operations thereof hereunder. Provided t h a t any r o y a l t y 
i n t e r e s t created out of a working i n t e r e s t subsequent to the execution of t h i s 
Agreement by the owner of the working i n t e r e s t s h a l l continue t o be subject t o 
such working i n t e r e s t burdens and o b l i g a t i o n s . 

(m) "Working I n t e r e s t Owner" i s any p a r t y hereto owning a Working 
I n t e r e s t , i n c l u d i n g a c a r r i e d working i n t e r e s t owner, holding an i n t e r e s t i n 
Unitized Substances by v i r t u e of a lease, operating agreement, fee t i t l e or 
otherwise. The owner of o i l and gas r i g h t s t h a t are free of lease or other 
instrument c r e a t i n g a Working I n t e r e s t i n another s h a l l be regarded as a 
Working I n t e r e s t Owner t o the extent of seven-eights (7/8) of h i s i n t e r e s t i n 
Unitized Substances, and as a Royalty Owner w i t h respect t o h i s remaining 
one-eighth (1/8) i n t e r e s t t h e r e i n . 

(n) "Royalty I n t e r e s t " or "Royalty" i s an i n t e r e s t other than a Working 
I n t e r e s t i n or r i g h t to receive a p o r t i o n of ^he Unitized Substances or the 
proceeds thereof and includes the r o y a l t y i n t e r e s t reserved by the lessor or 
by an o i l and gas lease and any o v e r r i d i n g r o y a l t y i n t e r e s t , o i l payment 
i n t e r e s t , net p r o f i t c o n t r a c t s , or any other payment or burden which does not 
carry w i t h i t the r i g h t to search f o r and produce u n i t i z e d substances. 



(o) "Royalty Owner" i s the owner of a Royalty I n t e r e s t . 

(p) "Unit Operating Agreement" i s the agreement entered i n t o by and 
between the Unit Operator and the Working I n t e r e s t Owners as provided i n 
Section 9, i n f r a , and s h a l l be s t y l e d "Unit Operating Agreement, Chaves 
County, New Mexico". 

(q) " O i i ar.d Gas Rights" i s the r i g h t t o explore, develop and operate 
lands w i t h i n the Unit Area f o r the production of Unitized Substances, or t o 
share i n the production so obtained or the proceeds thereof. 

(r) "Outside Substances" i s any substance obtained from any source other 
than the Unitized Formation and i n j e c t e d i n t o the U n i t i z e d Formation. 

(s) "Unit Manager" i s any person or corporation appointed by Working 
I n t e r e s t Owners to perform the duties of the Unit Operator u n t i l the s e l e c t i o n 
and q u a l i f i c a t i o n of a successor Unit Operator as provided f o r i n Section 7 
hereof. 

( t ) "Unit Operator" i s the party designated by Working I n t e r e s t Owners 
under the Unit ©iterating Agreement to conduct Unit Operations. 

(u) "Unit Operations" i s any operation conducted pursuant t o t h i s 
Agreement and the Unit Operating Agreement. 

(v) "Unit Equipment" i s a i l personal property, lease and w e l l equipment, 
plants and other f a c i l i t i e s and equipment taken over or otherwise acquired f o r 
the j o i n t account for use i n Unit Operations. 

(w) "Unit Expense" i s a l l cost, expense, or indebtedness incurred by 
Working I n t e r e s t Owners or Unit Operator pursuant to t h i s Agreement and the 
Unit Operating Agreement f o r or on account of Unit Operations. 

(x) " E f f e c t i v e Date" i s the date determined i n accordance w i t h Section 
24, or as redetermined i n accordance w i t h Section 39. 

(y) "Unit Cumulative Production" i s defined as the t o t a l number of 
b a r r e l s produced through July 31, 1989, from a l l t r a c t s w i t h i n the u n i t area 
which are q u a l i f i e d under the terms of t h i s agreement, as o f f i c i a l l y reported 
to the Commission. 

SECTION 3. EXHIBITS. E x h i b i t "A" attached hereto i s a map showing the 
Unit Area and the boundaries and i n c e n t i t y of t r a c t s and leases i n said Unit 
Area to the extent known to the Unit Operator, E x h i b i t "B" attached hereto i s 
a schedule shewing, to the extent known to the Unit Operator the acreage 
comprising each Tract, percentages and kind of ownership of o i l and gas 
i n t e r e s t i n a l l land i n the Unit Area. E x h i b i t "C" attached hereto shows the 
Tract P a r t i c i p a t i o n of each Tract i n the Unit Area. However, nothing herein 
or i n said schedule or map s h a l l be construed as a representation by any p a r t y 
hereto as to the ownership of any int-.-rest other than such i n t e r e s t or 
i n t e r e s t s as are shown i n said map or schedule as owned by such p a r t y . There 
i s no E x h i b i t "D". E x h i b i t s "A", "B" and "C" s h a l l be revised by the Unit 
Operator whenever changes i n the Unit Area render such r e v i s i o n necessary or 
when requested by the Deputy, or the Land Commissioner, and not less than f i v e 
copies s h a l l be f i l e d w i t h the Deputy, and three copies w i t h the Land 
Commissioner. 
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SECTION 4. EXPANSION. The above described Unit Area may, w i t h the 
approval of the A.O. and Land Commissioner, when p r a c t i c a b l e be expanded to 
include t h e r e i n any a d d i t i o n a l Tract or Tracts regarded as reasonably 
necessary or advisable f o r the purposes of t h i s Agreement provided however, i n 
such expansion there s h a l l be no r e t r o a c t i v e a l l o c a t i o n or adjustment of Unit 
Expense or of i n t e r e s t s i n the U n i t i z e d Substances produced, cr proceeds 
thereof. Pursuant to Subsection (b) , the Working I n t e r e s t Owners may agree 
upon ar. adjustment of investment by reason of the expansion. Such expansion 
s h a l l be e f f e c t e d i n the f o l l o w i n g manner: 

Id.) The Working I n t e r e s t Owner or Owners of a Tract or Tracts d e s i r i n g 
to b r i n g such Tract or Tracts i n t o t h i s u n i t , s h a l l f i l e an a p p l i c a t i o n 
the r e f o r w i t h Unit Operator requesting such admission. 

(b) Unit Operator s h a l l c i r c u l a t e a notice of the proposed expansion to 
each Working I n t e r e s t Owner i n the Unit Area and i n the Tract proposed to be 
included i n the u n i t , s e t t i n g out the basis f o r admission, the Tract 
P a r t i c i p a t i o n t o be assigned t o each Tract i n the enlarged Unit Area and other 
p e r t i n e n t data. A f t e r n e g o t i a t i o n (at Working I n t e r e s t Owners' meeting or 
otherwise) i f at l e a s t three Working I n t e r e s t Owners having i n the aggregate 
seventy-five percent (75%) of the Unit P a r t i c i p a t i o n then i n e f f e c t have 
agreed to i n c l u s i o n of such Tract or Tracts i n the Unit Area, then Unit 
Operator s h a l l : 

(1) A f t e r o b t a i n i n g p r e l i m i n a r y concurrence by the A.O. and Land 
Commissioner, prepare a notice of proposed expansion describing the 
contemplated changes i n the boundaries of the Unit Area, the reason t h e r e f o r , 
the basis f o r admission of the a d d i t i o n a l Tract or Tracts, the Tract 
P a r t i c i p a t i o n t o be assigned thereto and the proposed e f f e c t i v e date thereof; 
and 

(2) Deliver copies of said notice to Land Commissioner, the A.O. a t 
the Proper BLM O f f i c e , each Working I n t e r e s t Owner and t o the l a s t known 
address of each lessee and lessor whose i n t e r e s t s are a f f e c t e d , advising such 
p a r t i e s t h a t t h i r t y (30) days w i l l be allowed f o r submission to the U n i t 
Operator of any o b j e c t i o n t o such proposed expansion; and 

(3) F i l e , upon the e x p i r a t i o n of said t h i r t y (30) day p e r i o d as set 
out i n (2) immediately above, w i t h the Land Commissioner and A.O., the 
f o l l o w i n g : 

( i ) Evidence of m a i l i n g said notice of expansion ( i i ) An 
a p p l i c a t i o n f o r such expansion i n s u f f i c i e n t number, 
appropriate approval and d i s t r i b u t i o n ; and ( i i i ) An 
instrument containing the appropriate j o i n d e r s i n 
compliance w i t h the p a r t i c i p a t i o n requirements of 
Section 14 (TRACTS QUALIFIED FOR PARTICIPATION) and 
Section 32 (NON-JOINDER AND SUBSEQUENT JOINDER), i n f r a ; 
and ( i v ) a copy of any objections received. 

The expansion s h a l l , a f t e r due consideration of a l l p e r t i n e n t information 
and approval by the Land Commissioner and the A.O., become e f f e c t i v e as of the 
date prescribed i n the notice thereof, p r e f e r a b l y the f i r s t day of the month 
subsequent to the date of n o t i c e . The revised Tract P a r t i c i p a t i o n of the 
respective Tracts included w i t h i n the Unit Area p r i o r t o such enlargement 
s h a l l remain the same r a t i o one t o another. 
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SECTION 5. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l land committed to 
t h i s agreement as t o the Unitized Formation s h a l l c o n s t i t u t e land r e f e r r e d to 
herein as "Unitized Land" or "Land Subject to t h i s Agreement". A l i o i l , gas, 
gaseous substances, sulphur contained i n gas, condensate, d i s t i l l a t e , and a l l 
associated and co n s t i t u e n t l i q u i d or l i q u e f i a b l e hydrocarbons produced from 
the Unitized Formation underlying U n i t i z e d Land are u n i t i z e d under the term of 
t h i s /Agreement and herein are c a l l e d "Unitized Substances." 

SECTION 6. UNIT OPERATOR. Yates D r i l l i n g Company, a New Mexico 
corporation, i s hereby designated as Unit Operator, and, by signing t h i s 
instrument as Unit Operator, i t agrees and consents t o accept the duties and 
obl i g a t i o n s of Unit Operator f o r the operation, development, and production of 
Unitized Substances as herein provided. Whenever reference i s made herein t o 
the Unit Operator, such reference means the Unit Operator a c t i n g i n t h a t 
capacity and not as an owner of i n t e r e s t i n U n i t i z e d Substances, and the term 
"Working I n t e r e s t Owner" when used herein s h a l l include or r e f e r t o Unit 
Operator as the owner c f a 'Working I n t e r e s t when such an i n t e r e s t i s owned by 
i t . 

U nit Operator s h a l l have a l i e n upon the i n t e r e s t of the owners of 
Working I n t e r e s t s i n the Unitized Land t o the extent provided i n the Unit 
Operating Agreement. 

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator s h a l l 
have the r i g h t to resign a t any time, but such r e s i g n a t i o n s h a l l not become 
e f f e c t i v e so as t o release Unit Operator from the duties and o b l i g a t i o n s of 
Unit Operator and terminate Unit Operator's r i g h t s as such f o r a perio d of si x 
(6) months a f t e r w r i t t e n notice of i n t e n t i o n to resign has been given by Unit 
Operator to a i l Working I n t e r e s t Owners and the Deputy, and u n t i l a l l wells 
are placed i n a con d i t i o n s a t i s f a c t o r y f o r suspension or abandonment, or 
operations, whichever i s required by the Deputy, unless a new Uni t Operator 
s h a l l have taken over and assumed the duties and o b l i g a t i o n s of Unit Operator 
p r i o r t o the e x p i r a t i o n of said period. 

Unit Operator s h a l l , upon d e f a u l t or f a i l u r e t o the performance of i t s 
duties or o b l i g a t i o n s hereunder, be subject t o removal of not less than e i g h t y 
percent (80%) of the committed Working I n t e r e s t (on the basis of Unit 
P a r t i c i p a t i o n ) exclusive of any Working I n t e r e s t owned by the Unit Operator. 
Such removal s h a l l be e f f e c t i v e upon no t i c e thereof t o the Land Commissioner 
and the A.O. 

In a l l instances of re s i g n a t i o n or removal, u n t i l a successor t o Unit 
Operator i s selected and approved as h e r e i n a f t e r provided, the Working 
I n t e r e s t Owners s h a l l be j o i n t l y responsible f o r the performance of the d u t i e s 
of Unit Operator and s h a l l , not l a t e r than t h i r t y (30) days before such 
resignation or removal becomes e f f e c t i v e , appoint a Unit Manager t o represent 
them m any action t o be taken hereunder. 
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The resignation or removal of Unit Operator under t h i s Agreement s h a l l 
not terminate i t s r i g h t , t i t l e or i n t e r e s t as the owner of a Working I n t e r e s t 
or other i n t e r e s t i n Unitized Substances; but upon the r e s i g n a t i o n or removal 
of Unit Operator becoming e f f e c t i v e , such Unit Operator s h a l l d e l i v e r 
possession of a l l w e l l s , equipment, books and records, m a t e r i a l s , 
appurtenances and any other assets used i n conducting the Unit Operations and 
owned by the Working I n t e r e s t Owners ( i n c l u d i n g any and a l l data and 
information which i t might have gained or assembled by reason of i t s operation 
of the Unitized Land) to the new duly q u a l i f i e d successor Unit Operator or t o 
-he Unit Manager i f no such new Unit Operator i s elected, to be used f o r the 
purpose of conducting Unit Operations hereunder. Nothing herein s h a l l be 
construed as aut h o r i z i n g removal of any m a t e r i a l , equipment and appurtenances 
needed f o r the preservation of any we l l s . Nothing herein contained s h a l l be 
construed to r e l i e v e or discharge any Unit Operator who resigns or i s removed 
hereunder f o r any l i a b i l i t y or dut i e s accruing or performable by i t p r i o r 
to the e f f e c t i v e date of such r e s i g n a t i o n or removal. 

SZCTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator s h a l l 
tender i t s r e s i g n a t i o n as Unit Operator or s h a l l be removed as hereinabove 
provided, the Working I n t e r e s t Owners s h a l l s e l e c t a successor Unit Operator 
as herein provided. Such s e l e c t i o n s h a l l not become e f f e c t i v e u n t i l (a) a 
Unit Operator so selected s h a l l accept i n w r i t i n g the duties and 
r e s p o n s i b i l i t i e s o f Unit Operator; and (b) the s e l e c t i o n s h a l l have been 
approved by the Land Commissioner and the A.O. I f no successor Unit Operator 
cr Unit Manager i s selected and q u a l i f i e d as herein provided, the Land 
Commissioner and/or the A.O., at t h e i r e l e c t i o n , may declare t h i s Agreement 
terminated. 

I n s e l e c t i n g a successor Unit Operator, the a f f i r m a t i v e vote of three or 
more Working I n t e r e s t Owners having a t o t a l of s i x t y - f i v e percent (65%) or 
more of the t o t a l Unit P a r t i c i p a t i o n s h a l l p r e v a i l ; provided t h a t i f any one 
Working I n t e r e s t Owner has a Unit P a r t i c i p a t i o n of more than t h i r t y - f i v e 
percent (35%), i t s negative vote or f a i l u r e t o vote s h a l l not be regarded as 
s u f f i c i e n t unless supported by the vote of one or more other Working I n t e r e s t 
Owners having a t o t a l Unit P a r t i c i p a t i o n of a t le a s t f i v e percent (5%) . I f 
the Unit Operator who i s removed votes only to succeed i t s e l f or f a i l s t o 
vote, the successor Unit Operator may be selected by the a f f i r m a t i v e vote of 
the owners of at l e a s t seventy-five percent (75%) of the Unit P a r t i c i p a t i o n 
remaining a f t e r excluding the Unit P a r t i c i p a t i o n of Unit Operator so removed. 

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. 
Costs and expenses incurred by Unit Operator i n conducting Unit Operations 
hereunder s h a l l be paid, apportioned among, and borne by the Working I n t e r e s t 
Owners i n accordance w i t h the Unit Operating Agreement; however, no such Unit 
Operating Agreement s h a l l be deemed e i t h e r to modify any of the te^ms and 
conditions of t h i s Unit Agreement or to r e l i e v e the Unit Operator of any r i g h t 
or o b l i g a t i o n established under t h i s Agreement, and i n case of any 
inconsistency or c o n f l i c t between t h i s Agreement and the Unit Oner_iting 
Agreement, t h i s Agreement s h a l l p r e v a i l . Cox^ies of any Unit Operating 
Agreement executed pursuant to t h i s Section s h a l l be f i l e d w i t h the Land 
Commissioner and w i t h the A.O. at tha Proper BLM Orfice as required p r i o r t o 
approval of t h i s Agreement. 
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SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as other
wise s p e c i f i c a l l y provided herein, the exclusive r i g h t , p r i v i l e g e , and duty of 
exe r c i s i n g any and a l l r i g h t s of the p a r t i e s hereto which are necessary or 
convenient f o r prospecting f o r , producing, s t o r i n g , a l l o c a t i n g , and d i s 
t r i b u t i n g the Unitized Substances are hereby delegated t o and s h a l l be 
exercised by the Unit Operator as herein provided. The p a r t i e s hereto, to the 
extent they have the r i g h t t o do so, grant t o Unit Operator the use of brine 
or water or both from any formation i n and under the U n i t i z e d Land f o r 
i n j e c t i o n i n t o the Unitized Formation. Upon request, acceptable evidence of 
t i t l e t o said r i g h t s s h a i l be deposited w i t h said Unit Operator and, together 
with t h i s Agreement, s h a l l c o n s t i t u t e and define the r i g h t s , p r i v i l e g e s , and 
o b l i g a t i o n s of Unit Operator. Nothing herein, however, s h a l l be construed t o 
t r a n s f e r t i t l e to any land or t o any lease or operating agreement, i t being 
understood t h a t under t h i s Agreement the Unit Operator, i n i t s capacity as 
Unit Operator, s h a l l exercise the r i g h t s of possession and use vested i n the 
p a r t i e s hereto only f o r the purposes herein s p e c i f i e d . 

SECTION 11. EASEMENTS OR USE CF SURFACE. 

(a) The p a r t i e s hereto, t c the extent of t h e i r r i g h t s and i n t e r e s t s , 
hereby grant t o Working I n t e r e s t Owners the r i g h t t o use as much of the 
surface of the Unitized Land as may reasonably be necessary f o r Unit 
Operations and removal cf Unitized Substances therefrom; provided t h a t nothing 
herein s h a l l be construed as leasing or otherwise conveying t o Working 
I n t e r e s t Owners a s i t e f o r a water, gas i n j e c t i o n , processing or other p l a n t , 
or campsite. 

(b) Working I n t e r e s t Owners s h a l l have and are hereby granted free use 
of water from the Unitized Land f o r Unit Operations, except water from any 
w e l l , lake, pond, or i r r i g a t i o n d i t c h of a Royalty Owner. 

(c) Working I n t e r e s t Owners s h a l l pay the owner f o r damages to growing 
crops, timber, fences, improvements, and s t r u c t u r e s on the Unit Area t h a t 
r e s u l t from Unit Operations. 

SECTION 12. PLAN OF OPERATIONS. I t i s recognized and agreed by the 
p a r t i e s hereto t h a t a l l of the land subject to t h i s Agreement i s reasonably 
proved t o be productive of Unitized Substances and t h a t the object and purpose 
of t h i s Agreement i s to formulate and t o put i n t o e f f e c t an improved recovery 
p r o j e c t i n order to e f f e c t a d d i t i o n a l recovery of U n i t i z e d Substances, prevent 
waste and conserve n a t u r a l resources. Unit Operator s h a l l have the r i g h t t o 
i n j e c t i n t o the Unitized Formation any substances f o r secondary recovery or 
enhanced recovery purposes i n accordance w i t h a plan of operation approved by 
the Working I n t e r e s t Owners, the A.O., the Land Commissioner and the D i v i s i o n , 
i n c l u d i n g the r i g h t t o d r i l l and maintain i n j e c t i o n w e lls on the U n i t i z e d Land 
and completed i n the Unitized Formation, and t o use abandoned w e l l or w e l l s 
producing from the Unitized Formation f o r said purpose. Subject t o l i k e 
approval, the Plan of Operation may be revised as conditions may warrant. 
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The i n i t i a l Plan of Operation s h a l l be f i l e d w i t h the A.O., the Land 
Commissioner and the D i v i s i o n concurrently w i t h the f i l i n g o f t h i s Unit 
Agreement f o r f i n a l approval. Said i n i t i a l plan of operations and a l l 
re v i s i o n s thereof s h a l l be as complete and adequate as the A.O., the Land 
Commissioner and the D i v i s i o n may determine t o be necessary f o r timely 
operation consistent herewith. Upon approval of t h i s Agreement and the 
i n i t i a l plan by the A.O. and Commissioner, said p l a n , and a l l subsequently 
approved plans, s h a l l c o n s t i t u t e the operating o b l i g a t i o n s of the Unit 
Operator under t h i s Agreement f o r the period s p e c i f i e d t h e r e i n . Thereafter, 
from time t o time before the e x p i r a t i o n of any e x i s t i n g plan, the Unit 
Operator s h a l l submit f o r l i k e approval a plan f o r an a d d i t i o n a l s p e c i f i e d 
period c f operations. A f t e r such operations are commenced, reasonable 
dil i g e n c e s h a l l be exercised by the Unit Operator i n complying w i t h the 
ob l i g a t i o n s of the approved Plan of Operation. 

Notwithstanding anything t o the contrary herein contained, should the 
Unit Operator f a i l t o commence Unit Operations f o r the secondary recovery of 
U n i t i t z e d Substances from the Unit Area w i t h i n eighteen (18) months a f t e r the 
e f f e c t i v e date of t h i s Agreement, or any extension thereof approved by the 
A.O., t h i s Agreement s h a l l terminate a u t o m a t i c a l l y as of the date of d e f a u l t . 

SECTION 13. TRACT PARTICIPATION. I n E x h i b i t "B" attached hereto there 
are l i s t e d and numbered the various Tracts w i t h i n the Unit Area, and set f o r t h 
opposite each Tract are f i g u r e s which represent the Tract P a r t i c i p a t i o n , 
during Unit Operations i f a l l Tracts i n the Unit Area q u a l i f y as provided 
herein. The Tract P a r t i c i p a t i o n of each Tract as shown i n E x h i b i t "B" was 
determined i n accordance w i t h the f o l l o w i n g formula: 

Tract P a r t i c i p a t i o n = Cumulative Primary Production - 73% 

O r i g i n a l O i l i n Place - 25% 

Past Three Months Production 2% 

100% 

In the event less than a l l Tracts are q u a l i f i e d on the E f f e c t i v e Date 
hereof, the Tract P a r t i c i p a t i o n s h a l l be calculated on the basis of a l l such 
q u a l i f i e d Tracts rather than a l l Tracts i n the Unit Area. 

SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and a f t e r the 
E f f e c t i v e Date hereof, the Tracts w i t h i n the Unit Area which s h a l l be e n t i t l e d 
to p a r t i c i p a t i o n i n the production c f Unitized Substances s h a l l be those 
Tracts more p a r t i c u l a r l y described i n E x h i b i t "B" t h a t corner or have a common 
boundary (Tracts separated only by a pu b l i c road or a r a i l r o a d right-of-way 
s h a l l be considered to have a common boundary), and t h a t otherwise q u a l i f y as 
foll o w s : 

-9-



(a) Each Tract as to which Working I n t e r e s t Owners owning one hundred 
percent (100%) of the Working I n t e r e s t have become p a r t i e s to t h i s Agreement 
and as t o which Royalty Owners owning seventy-five percent (75%) or more of 
the Royalty I n t e r e s t have become p a r t i e s t o t h i s Agreement. 

(b) Each Tract as t o which Working I n t e r e s t Owners owning one hundred 
percent (100%) of the Working I n t e r e s t have become p a r t i e s to t h i s Agreement, 
and as t o which Royalty Owners owning less than seventy-five percent (75%) of 
the Royalty I n t e r e s t have become p a r t i e s t o t h i s Agreement, and as t o which 
(1) the Working I n t e r e s t Owner who operates the Tract and Working I n t e r e s t 
Owners owning at l e a s t seventy-five percent (75%) of the remaining Working 
I n t e r e s t i n such Tract have joined i n a request f o r the i n c l u s i o n of such 
Tract, and as t o which (2) Working I n t e r e s t Owners owning at lea s t 
seventy-five percent (75%) of the combined Unit P a r t i c i p a t i o n i n a l l Tracts 
th a t meet the requirements of Section 14(a) above have voted i n favor of the 
i n c l u s i o n of such t r a c t . 

(c) Each Tract as t o which Working I n t e r e s t Owners owning less than one 
hundred percent (100%) of the Working I n t e r e s t have become p a r t i e s t o t h i s 
Agreement, regardless of the percentage of Royalty I n t e r e s t t h e r e i n t h a t i s 
committed hereto; and as to which (1) the 'Working I n t e r e s t Owner who operates 
the Tract and Working I n t e r e s t Owner owning a t l e a s t seventy-five percent 
(75%) of the remaining 'Working I n t e r e s t i n such Tract who have become p a r t i e s 
t o t h i s Agreement have joined i n a request f o r i n c l u s i o n of such Tract, and 
have executed and de l i v e r e d , or o b l i g a t e d themselves t o execute and d e l i v e r an 
indemnity agreement indemnifying and agreeing t o hold harmless the other 
owners of committed Working I n t e r e s t s , t h e i r successors and assigns, against 
a l l claims and demands tha t may be made by the owners of Working I n t e r e s t i n 
such Tract who are not p a r t i e s t o t h i s Agreement, and which a r i s e out of the 
i n c l u s i o n of the Tract; and as t o which (2) Working I n t e r e s t Owners owning at 
lea s t seventy-five percent (75%) of the Unit P a r t i c i p a t i o n i n a i l Tracts t h a t 
meet the requirements of Section 14(a) and 14(b) have voted i n favor of the 
i n c l u s i o n of such Tract and t o accept the indemnity agreement. Upon the 
i n c l u s i o n of such a Tract, the Tract P a r t i c i p a t i o n s which would have been 
a t t r i b u t e d t o the nonsubscribir.g owners of Working I n t e r e s t i n such Tr a c t , had 
they become p a r t i e s t o t h i s Agreement and the Unit Operating Agreement, s h a l l 
be a t t r i b u t e d t o the Working I n t e r e s t Owners i n such Tract who have become 
p a r t i e s t o such agreement, and j o i n e d i n the indemnity agreement, i n 
prop o r t i o n t o t h e i r respective Working I n t e r e s t s i n the Tract. 

I f on the E f f e c t i v e Date of t h i s Agreement there i s any Tract or Tracts 
which have not been e f f e c t i v e l y committed to or made subject to t h i s Agreement 
by q u a l i f y i n g as above provided, then such Tract or Tracts s h a l l not be 
e n t i t l e d t o p a r t i c i p a t e hereunder. Unit Operator s h a l l , when submitting t h i s 
Agreement f o r f i n a l approval by the Land Commissioner and tlie A.O. , f i l e 
t h erewith a schedule c f those t r a c t s which have been committed and made 
subject t o t h i s Agreement and are e n t i t l e d t o p a r t i c i p a t e i n U n i t i z e d 
Substances. Said schedule s h a l l set f o r t h opposite each such committed Tract 
the lease number or assignment number, the owner of record of the lease, and 
the percentage p a r t i c i p a t i o n of such t r a c t which s h a l l be computed according 
to the p a r t i c i p a t i o n formula set f c r t h i n Section 13 (Tract P a r t i c i p a t i o n ) 
above. This schedule of p a r t i c i p a t i o n s h a l l be revised E x h i b i t "B" and uoon 
approval thereof by the Land Commissioner and the A.O., s h a l l become a par t of 
t h i s Agreement and s h a l l govern the a l l o c a t i o n of production of Un i t i z e d 
Substances u n t i l a new schedule i s approved by the Land Commissioner and A.O. 
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SECTION 15.A. ALLOCATION OF UNITIZED SUBSTANCES. A l l Unitized 
Substances produced and saved (le s s , save and except any p a r t of such Unitized 
Substances used i n conformity w i t h good operating p r a c t i c e s on u n i t i z e d land 
f o r d r i l l i n g , operating, camp and other production or development purposes and 
fo r i n j e c t i o n or unavoidable loss i n accordance w i t h a Plan of Operation 
approved by the A.O. and Land Commissioner) s h a l l be apportioned among and 
all o c a t e d t o the q u a l i f i e d Tracts i n accordance w i t h the respective Tract 
P a r t i c i p a t i o n s e f f e c t i v e hereunder during the respective periods such Unitized 
Substances were produced, as set f o r t h i n the schedule of p a r t i c i p a t i o n i n 
E x h i b i t "B". The amount of Uni t i z e d Substances so al l o c a t e d t o each Tract, 
and only t h a t amount (regardless of whether i t be more or less than the amount 
of the actu a l production of Unitized Substances from the w e l l or w e l l s , i f 
any, cn such Tract) s h a l l , f o r a l l i n t e n t s , uses and purposes, be deemed to 
have been produced from such Tract. 

The Unitized Substances a l l o c a t e d t o each Tract s h a l l be d i s t r i b u t e d 
among, or accounted f o r , to the p a r t i e s e n t i t l e d to share i n the production 
from such Tract i n the same manner, i n the same prop o r t i o n s , and upon the same 
conditions, as they would have p a r t i c i p a t e d and shared i n the production from 
such Tracts, or i n the proceeds thereof, had t h i s Agreement not been entered 
i n t o ; and w i t h the same l e g a l force and e f f e c t . 

No Tract committed to t h i s Agreement and q u a l i f i e d f o r p a r t i c i p a t i o n as 
above provided s h a l l be subsequently excluded from p a r t i c i p a t i o n hereunder on 
account of depletion of Unitized Substances. 

I f the Working I n t e r e s t and/or the Royalty I n t e r e s t i n any Tract are 
divided w i t h respect to separate parcels or po r t i o n s of such Tract and owned 
now or hereafter i n severalty by d i f f e r e n t persons, the Tract P a r t i c i p a t i o n 
s h a l l i n the absence of a recordable instrument executed by a l l owners i n such 
Tract and f u r n i s h t o Unit Operator f i x i n g the d i v i s i o n s of ownership, be 
divided among such parcels or portions i n p r o p o r t i o n t o the number of surface 
acres i n each. 

SECTION 15.B. TAKING UNITIZED SUBSTANCES IN KIND. The Unitized 
Substances al l o c a t e d t o each Tract s h a l l be de l i v e r e d i n kind t o the 
respective p a r t i e s e n t i t l e d thereto by v i r t u e of the ownership of o i l and gas 
r i g h t s t h e r e i n . Each such p a r t y s h a l l have the r i g h t t o construct, maintain 
and operate a l l necessary f a c i l i t i e s f o r t h a t purpose w i t h i n the U n i t i z e d 
Area, provided the same are so constructed, maintained and operated as not t o 
i n t e r f e r e w i t h Unit Operations. Subject t o Section 17 hereof, any e x t r a 
expenditure incurred by Unit Operator by reason of the d e l i v e r y i n ]d.nd of any 
po r t i o n of the Unitized Substances s h a l l be borne by the par t y t a k i n g 
d e l i v e r y . I n the event any Working I n t e r e s t Owner s h a l l f a i l t o take or 
otherwise adequately dispose of i t s proportionate share of the production from 
the Unitized Formation, then so long as such c o n d i t i o n continues, Unit 
Operator, f o r the Tract or Tracts concerned, and i n order t o avoid c u r t a i l i n g 
the operation of the Unit Area, may, but. s h a l l not be required t o , s e l l or 
otherwise dispose of such production to i t s e l f or to others, provided t h a t a l l 
contracts of sale by Unit Operator of any other party's share of Un i t i z e d 
Substances s h a l l be only f o r such reasonable periods of time as are consistent 
w i t h the minimum needs of the i n d u s t r y under the circumstances, but i n no 
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event s h a l l any such contract be f o r a period i n excess of one year, and a t 
not less than the p r e v a i l i n g market price i n the area f o r l i k e production, and 
the account of such Working I n t e r e s t Owner s h a l l be charged th e r e w i t h as 
having received such production. The net proceeds, i f any, of the Unitized 
Substances so disposed of by Unit Operator s h a l l be paid t o the Working 
I n t e r e s t Owner of the Tract or Tracts concerned. Notwithstanding the 
foregoing, Unit Operator s h a l l not make a sale i n t o i n t e r s t a t e commerce of any 
Working I n t e r e s t Owner's share o f gas production without f i r s t g i v i n g such 
Working I n t e r e s t Owner s i x t y (60) days' notice of such intended sale. 

Any Working I n t e r e s t Owner r e c e i v i n g i n kind or separately disposing of 
a l l or any p a r t of the Uni t i z e d Substances a l l o c a t e d t o any Tract, or 
rec e i v i n g the proceeds therefrom i f the same i s sold or purchased by Unit 
Operator, s h a l l be responsible f o r the payment of a l l r o y a l t y , o v e r r i d i n g 
r o y a l t y and production payments due thereon, and each such p a r t y s h a l l hold 
each other Working I n t e r e s t Owner harmless against a l l claims, demands and 
causes of ac t i o n by owners of such r o y a l t y , o v e r r i d i n g r o y a l t y and production 
payments. 

I f , a f t e r the E f f e c t i v e Date of t h i s Agreement, there i s any Tract or 
Tracts t h a t are subsequently committed hereto, as provided i n Section 4 
(Expansion) hereof, or any Tract or Tracts w i t h i n the Unit Area not committed 
hereto as of the E f f e c t i v e Date hereof but which are subsequently committed 
hereto under the provisions of Section 14 (Tracts Q u a l i f i e d f c r P a r t i c i p a t i o n ) 
and Section 32 (Nonjoinder and Subsequent J o i n d e r ) ; or i f any Tract i s 
excluded from t h i s Agreement as provided f o r i n Section 21 (Loss of T i t l e ) , 
the schedule of p a r t i c i p a t i o n as shown i n E x h i b i t "B" s h a l l be revised by the 
Unit Operator; and the revised E x h i b i t "B", upon approval by the Land 
Commissioner and the A.O., s h a l l govern the a l l o c a t i o n of production on and 
a f t e r the e f f e c t i v e date thereof u n t i l a revised schedule i s approved as 
hereinabove provided. 

SECTION 16. OUTSIDE SUBSTANCES. I f gas obtained from formations not 
subject t o t h i s Agreement i s introduced i n t o the Unitized Formation f o r use i n 
repressuring, s t i m u l a t i n g of production or increasing u l t i m a t e recovery which 
s h a l l be i n conformity with a Plan of Operation f i r s t approved by the Land 
Commissioner and the A.O., a l i k e amount of gas w i t h appropriate deduction f o r 
loss or depletion frcm any cause may be withdrawn from u n i t w ells completed i n 
the Unitized Formation r o y a l t y free as t o dry gas, but not r o y a l t y free as to 
the products extracted therefrom; provided t h a t such withdrawal s h a l l be at 
such time as may be provided i n the approved Plan of Operator or as otherwise 
may be consented to or prescribed by the Land Commissioner and the A.O. as 
conforming to good petroleum engineering p r a c t i c e s and provided f u r t h e r t h a t 
such r i g h t of withdrawal s h a l l terminate on the termination date of t h i s 
Agreement. 

SECTION 17. ROYALTY SETTLEMENT. The State of New Mexico and United 
States of America and a l l Royalty Owners who, under an e x i s t i n g c o n t r a c t , are 
e n t i t l e d t o take i n kind a share of the substances produced from any Tract 
u n i t i z e d hereunder, s h a l l continue t o be e n t i t l e d t o such r i g h t t o take i n 
kind t h e i r share of the Unitized Substances a l l o c a t e d t o such Tract, and Unit 
Operator s h a l l make d e l i v e r i e s of such Royalty share taken i n kind i n 
conformity w i t h the applicable c o n t r a c t s , laws and re g u l a t i o n s . Settlement 
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f c r Royalty not taken i n kind s h a l l be made by Working I n t e r e s t Owners 
responsible t h e r e f o r under e x i s t i n g c o n t racts, laws and reg u l a t i o n s on or 
before the l a s t day of each month f o r U n i t i z e d Substances produced during the 
preceding calendar month; provided, however, t h a t nothing herein contained 
s h a l l operate to r e l i e v e the lessees of any land from t h e i r respective lease 
o b l i g a t i o n s f o r the payment of any Royalty due under the leases, except t h a t 
such Royalty s h a l l be computed on U n i t i z e d Substances as a l l o c a t e d t o each 
Tract i n accordance w i t h the terms of t h i s Agreement. With respect t o Federal 
leases committed hereto on which the r o y a l t y r a t e depends upon the d a i l y 
average production per w e l l , such average production s h a l l be determined i n 
accordance w i t h the operating regulations p e r t a i n i n g t o Federal leases as 
though the committed Tracts were included i n a si n g l e consolidated lease. 

I f the amount of production or the proceeds thereof accruing to any 
Royalty Owner (except the United States of America) i n a Tract depends upon 
the average production per w e l l or the average p i p e l i n e runs per w e l l from 
such Tract during any period of time, then such production s h a l l be determined 
f r o n and a f t e r the e f f e c t i v e date hereof by d i v i d i n g the q u a n t i t y of Unitized 
Substances a l l o c a t e d hereunder to such Tract during such period of time by the 
number of wells located thereon capable of producing Unitized Substances as of 
the E f f e c t i v e Date hereof, provided t h a t any Tract not having any w e l l so 
capable of producing Unitized Substances on the E f f e c t i v e Date hereof s h a l l be 
considered as having one such w e l l f o r the purpose of t h i s p r o v i s i o n . 

A l l Royalty due the State of New Mexico and the United States of America 
and the other Royalty Owners hereunder s h a l l be computed and paid on the basis 
of a l l Unitized Substances a l l o c a t e d t o the respective Tract or Tracts 
committed hereto, i n l i e u of actu a l production from such Tract or Tracts. 

With the exception of Federal and State requirement t o the contrary. 
Working I n t e r e s t Owners may use or consume Unitized Substances f o r Unit 
Operations and no Royalty, o v e r r i d i n g r o y a l t y , production or other payments 
s h a l l be payable on account of U n i t i z e d Substances used, l o s t , or consumed i n 
Unit Operations. 

Each Royalty Owner (other than the State of New Mexico and the United 
States of America) t h a t executes t h i s Agreement represents and warrants t h a t 
i t i s the owner of a Royalty I n t e r e s t i n a Tract of Tracts w i t h i n the Unit 
Area as i t s i n t e r e s t appears i n E x h i b i t "B" attached hereto. I f any Royalty 
I n t e r e s t i n a Tract or Tracts should be l o s t by t i t l e f a i l u r e or otherwise i n 
whole or i n p a r t , during the term of t h i s Agreement, then the Royalty I n t e r e s t 
of the pa r t y representing himself t o be the owner thereof s h a l l be reduced 
p r o p o r t i o n a t e l y and the i n t e r e s t s o f a l l p a r t i e s s h a l l be adjusted 
accordingly. 

SECTION 18. RENTAL SETTLEMENT. Rentals or minimum Royalties due cn the 
leases committee hereto s h a l l be paid by Working I n t e r e s t Owners responsible 
t h e r e f o r under e x i s t i n g c o n t r a c t s , laws and regulations provided t h a t nothing 
herein contained s h a l l operate t o r e l i e v e the lessees of any land from t h e i r 
respective lease o b l i g a t i o n s f o r the payment of any r e n t a l or minimum Royalty 
i n l i e u thereof, due under t h e i r leases. Rental f o r lands of the State of New 
Mexico subject to t h i s Agreement s h a l l be paid a t the ra t e s p e c i f i e d m the 
respective leases from the State of New Mexico. Rental or minimum Royalty f o r 
lands of the United States of America subject t o t h i s Agreement s h a l l be paid 
at the rate s p e c i f i e d i n the respective leases from the United States of 
America, unless such r e n t a l or minimum Royalty i s waived, suspended or reduced 
by law or by approval of the Secretary or h i s duly authorized representative. 
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SECTION 19. CONSERVATION. Operations hereunder and production of 
Unitized Substances s h a l l be conducted to provide f o r the most economical and 
e f f i c i e n t recovery of said substances without waste, as defined by or pursuant 
to Federal and State laws and re g u l a t i o n s . 

SECTION 20. DRAINAGE. The Unit Operator s h a l l take a l l reasonable and 
prudent measures t o prevent drainage of Unitized Substances from u n i t i z e d land 
by wells on land not subject t o t h i s Agreement. 

The Unit Operator, upon approval by the Working I n t e r e s t Owners, the A.O. 
and the Land Commissioner, i s hereby empowered t o enter i n t o a b o r d e r l i n e 
agreement or agreements w i t h working i n t e r e s t owners of ad j o i n i n g lands not 
subject t o t h i s Agreement w i t h respect t o operation i n the border area f o r the 
maximum economic recovery, conservation purposes and proper p r o t e c t i o n of the 
p a r t i e s and i n t e r e s t a f f e c t e d . 

SECTION 21. LOSS OF TITLE. Ir. the event t i t l e t o any Tract of u n i t i z e d 
land s h a l l f a i l and the true owner cannot be induced t o j o i n i n t h i s 
Agreement, such Tract s h a l l be automatically regarded as not committed hereto, 
and there s h a l l be such readjustment of f u t u r e costs and b e n e f i t s as may be 
required on account of the loss of such t i t l e . I n the event of a dispute as 
to t i t l e t o any Royalty, Working I n t e r e s t , or other i n t e r e s t s subject t h e r e t o , 
payment or d e l i v e r y on account thereof may be withheld without l i a b i l i t y f o r 
i n t e r e s t u n t i l the dispute i s f i n a l l y s e t t l e d ; provided, t h a t , as t o State or 
Federal lands or leases, no payments of funds due the United States or the 
State of New Mexico s h a l l be with h e l d , but such funds s h a l l be deposited as 
di r e c t e d by the A.O. or Land Commissioner {as the case may be) t o be held as 
unearned money pending f i n a l settlement of the t i t l e dispute, and then applied 
as earned or returned i n accordance w i t h such f i n a l settlement. 

I f the t i t l e or r i g h t of any party claiming the r i g h t to receive i n kind 
a l l or any p o r t i o n of the Unitized Substances a l l o c a t e d t o a Tract i s i n 
dispute, Unit Operator at the d i r e c t i o n o f Working I n t e r e s t Owners s h a l l 
e i t h e r : 

(a) require t h a t the party to whom such U n i t i z e d Substances are 
delivered t o or whom the proceeds thereof are paid f u r n i s h s e c u r i t y f o r the 
proper accounting t h e r e f o r t o the r i g h t f u l owner i f the t i t l e or r i g h t of such 
party f a i l s i n whole or i n p a r t , or 

(b) withhold and market the p o r t i o n of Uni t i z e d Substances w i t h respect 
to which t i t l e or r i g h t i s i n dispute, and impound the proceeds thereof u n t i l 
such time as the t i t l e or r i g h t t hereto i s established by a f i n a l judgment of 
a court of competent j u r i s d i c t i o n or otherwise to the s a t i s f a c t i o n o f Working 
I n t e r e s t Owners, whereupon the proceeds as impounded s h a l l be paid to the 
party r i g h t f u l l y e n t i t l e d thereto. 

Each Working I n t e r e s t Owner s h a l l indemnify, hold harmless, and defend 
a l l other Working I n t e r e s t Owners against any and a l l claims by any p a r t y 
against the i n t e r e s t a t t r i b u t e d t o such Working I n t e r e s t Owner on E x h i b i t "B". 

Unit Operator as such i s r e l i e v e d from any r e s p o n s i b i l i t y f o r any defect 
cr f a i l u r e of any t i t l e hereunder. 
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SECTION 22: LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, 
conditions and provisions of a l l leases, subleases and other contracts 
r e l a t i n g t o e x p l o r a t i o n , d r i l l i n g , development or operation f o r o i l or gas on 
lands committed t o t h i s Agreement are hereby expressly modified and amended t o 
the extent necessary t o make the same conform t o the pr o v i s i o n s hereof, but 
otherwise to remain i n f u l l force and e f f e c t , and the p a r t i e s heret hereby 
consent t h a t the Secretary and the Land Commissioner, r e s p e c t i v e l y , s h a l l and 
by t h e i r approval hereof, or by the approval hereof by t h e i r duly authorized 
representatives, do hereby e s t a b l i s h , a l t e r , change or revoke the d r i l l i n g , 
producing, r e n t a l , minimum Royalty and Royalty requirements of Federal and 
State leases committed hereto and the regul a t i o n s i n respect thereto t o 
conform said requirements t o rhe prov i s i o n s of t h i s Agreement 

Without l i m i t i n g the g e n e r a l i t y of the foregoing, a l l leases, subleases 
and contracts are p a r t i c u l a r l y modified i n accordance w i t h the f o l l o w i n g : 

(a) The development and operation of lands subject t o t h i s Agreement 
under the terms hereof s h a l l be deemed f u l l performance of a l l o b l i g a t i o n s f o r 
development and operation w i t h respect t o each Tract subject t o t h i s 
Agreement, regardless of whether there i s any development of any Tract of the 
Unit Area, notwithstanding anything to the contrary i n any lease, operating 
agreement or other contract by and between the p a r t i e s hereto, or t h e i r 
respective predecessors i n i n t e r e s t , or any of them. 

(b) D r i l l i n g , producing or improved recovery operations performed 
hereunder s h a l l be deemed t o be performed upon and f o r the b e n e f i t of each 
Tract, and no lease s h a l l be deemed to expire by reason of f a i l u r e t o d r i l l or 
produce wells s i t u a t e d cn the land t h e r e i n embraced. 

(c) Suspension of d r i l l i n g or producing operations w i t h i n the Unit Area 
pursuant to d i r e c t i o n or consent of the Land Commissioner and the A.O., or 
t h e i r duly authorized representatives, s h a l l be deemed t o c o n s t i t u t e such 
suspension pursuant t o such d i r e c t i o n or consent as t o each Tract w i t h i n the 
Unitized Area. 

(d) Each lease, sublease, or contract r e l a t i n g to the e x p l o r a t i o n , 
d r i l l i n g , development, cr operation f o r o i l and gas which by i t s terms might 
expire p r i o r t o the termination of t h i s Agreement, i s hereby extended beyond 
any such term so provided t h e r e i n , sc t h a t i t s h a l l be continued i n f u l l force 
and e f f e c t f o r and during the term of t h i s Agreement. 

(e) Any lease embracing lands of the State of New Mexico which i s made 
subject to t h i s Agreement s h a l l continue i n force beyond the term provided 
t h e r e i n as to the lands committed hereto u n t i l the termination hereof. 

(f ) Any lease embracing lands of the State of New Mexico having only a 
p o r t i o n of i t s land committed hereto s h a l l be segregated as t o t h a t p o r t i o n 
committee and t h a t not committed, and the terms of such lease s h a l l at'ply 
separately to such segregated portions commencing as of the E f f e c t i v e Date 
hereof. Provided, however, t h a t notwithstanding any of the prov i s i o n s of t h i s 
Agreement to the contrary, such lease ( i n c l u d i n g both segregated p o r t i o n s ) 
s h a l l cont.nue i n f u l l force and e f f e c t beyond the term provided t h e r e i n as t o 
a l l lands embraced i n such lease i f o i l cr gas i s , or has heretofore been 
discovered i n paying q u a n t i t i e s on some p a r t of the lands embraced i n such 
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lease committed t o t h i s Agreement or, so long as a p o r t i o n of the Un i t i z e d 
Substances produced from the Unit Area i s , under the terms of t h i s Agreement, 
al l o c a t e d t o the p o r t i o n of the lands covered by such lease committed t o t h i s 
Agreement, or, a t any time during the term hereof, as t o any lease t h a t i s 
then v a l i d and su b s i s t i n g and upon which the leases or the Unit Operator i s 
then engaged i n bona f i d e d r i l l i n g , reworking, or improved recovery operations 
on any p a r t of the lands embraced i n such lease, then the same as t o a l l lands 
embraced t h e r e i n s h a l l remain i n f u l l force and e f f e c t so long as such 
operations are d i l i g e n t l y prosecuted, and i f they r e s u l t i n the production of 
o i i or gas, said lease s h a l l continue i n f u l l force and e f f e c t as t o gas i n 
paying q u a n t i t i e s i s being produced from any p o r t i o n o f said lands. 

(g) The segregation o f any Federal lease committed t o t h i s Agreement i s 
governed by the f o l l o w i n g p r o v i s i o n i n the f o u r t h paragraph of Section 17 ( j ) 
cf the Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 
Stat. 781-784): "Any (Federal) lease heretofore or hereafter committed t o any 
such ( u n i t ) plan embracing lands t h a t are i n p a r t w i t h i n and i n par t outside 
of the area covered by any such plan s h a l l be segregated i n t o separate leases 
as t o the lands committed and the lands not committed as of the E f f e c t i v e Date 
of u n i t i z a t i o n ; Provided, however, t h a t any such lease as t o the non-unitized 
p o r t i o n s h a l l continue i n force and e f f e c t f o r the term thereof but f o r not 
less than two years from the date of such segregation and so long t h e r e a f t e r 
as o i l cr gas i s produced i n paying q u a n t i t i e s . " 

SECTION 23. COVENANTS RUN WITH LAND. The covenants herein s h a l l be 
construed t o be covenants running w i t h the land w i t h respect t o the i n t e r e s t 
of the p a r t i e s hereto and t h e i r successors i n i n t e r e s t u n t i l t h i s Agreement 
terminates, and any grant, t r a n s f e r or conveyance of i n t e r e s t i n land or 
leases subject hereto s h a l l be and hereby i s conditioned upon the assumption 
of a l l p r i v i l e g e s and o b l i g a t i o n s hereunder by the grantee, transferee or 
other successor i n i n t e r e s t . No assignment or t r a n s f e r o f any Working 
I n t e r e s t subject hereto s h a l l be binding upon Unit Operator u n t i l the f i r s t 
day of the calendar month a f t e r Unit Operator i s furnished w i t h the o r i g i n a l , 
or acceptable p h o t o s t a t i c or c e r t i f i e d copy, o f the recorded instrument or 
tr a n s f e r ; and no assignment or t r a n s f e r of any Royalty I n t e r e s t subject hereto 
s h a l l be binding upon the Working I n t e r e s t Owner responsible t h e r e f o r u n t i l 
the f i r s t day of the calendar month a f t e r said Working I n t e r e s t Owner i s 
furnished w i t h the o r i g i n a l , or acceptable p h o t o s t a t i c or c e r t i f i e d copy, of 
the recorded instrument or t r a n s f e r . 

SECTION 24. EFFECTIVE DATE AND TERM. This Agreement s h a l l become 
binding upon each party who executes or r a t i f i e s i t as of the date of 
execution or r a t i f i c a t i o n by such p a r t y and s h a l l become e f f e c t i v e on the 
f i r s t day of the calendar month next f o l l o w i n g the approval of t h i s Agreement 
by the A.O., the Land Commissioner ar.d the Commission. 

I f t h i s Agreement does not become e f f e c t i v e on or before January 1, 1989 
i t s h a l l ipso facto expire on said date ( h e r e i n a f t e r c a l l e d " E x p i r a t i o n Date") 
and t h e r e a f t e r be of no f u r t h e r force or e f f e c t , unless p r i o r thereto t h i s 
Agreement has been executed or r a t i f i e d by Working I n t e r e s t Owners owning a 
combined P a r t i c i p a t i o n of at l e a s t seventy-five percent (75%); and a t le a s t 
seventy-five percent (75%) of such Working I n t e r e s t Owners committed t o t h i s 
Agreement have decided to extend E x p i r a t i o n Date f o r a period not t o exceed 
one(i) year ( h e r e i n a f t e r c a l l e d "Extended E x p i r a t i o n Date"). I f E x p i r a t i o n 
Date i s so extended and t h i s Agreement does not become e f f e c t i v e on or before 
Extended E x p i r a t i o n Date, i t s h a l l ipso facto expire on Extended E x p i r a t i o n 
Date ar.d t h e r e a f t e r be of no f u r t h e r force and e f f e c t . 
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Unit Operator s h a l l f i l e f o r record w i t h i n t h i r t y (30) days a f t e r the 
E f f e c t i v e Date of t h i s Agreement, i r . the o f f i c e o f the County Clerk of Chaves 
County, New Mexico, where a counterpart of t h i s Agreement has become e f f e c t i v e 
according t o i t s terms and s t a t i n g f u r t h e r the e f f e c t i v e date. 

The terms of t h i s Agreement s h a l l be f o r and during the time t h a t 
Unitized Substances are produced from the u n i t i z e d land and so long t h e r e a f t e r 
as d r i l l i n g , reworking or other operations ( i n c l u d i n g improved recovery 
operations) are prosecuted thereon without cessation of more than n i n e t y (90) 
consecutive days unless sooner terminated as herein provided. 

This Agreement may be terminated w i t h the approval of the Land Commission 
and the A.O. by Working I n t e r e s t Owners owning e i g h t y percent (80%) of the 
Unit P a r t i c i p a t i o n then i n e f f e c t whenever such Working I n t e r e s t Owners 
determine t h a t Unit Operations are no longer p r o f i t a b l e , or i n the i n t e r e s t of 
conservation. Upon approval, such termination s h a l l be e f f e c t i v e as of the 
f i r s t day o f the month a f t e r said Working I n t e r e s t Owners' determination. 
Notice of any such termination s h a l l be f i l e d by Unit Operator i n the o f f i c e 
of the County Clerk of Chaves County, Nev; Mexico, w i t h i n t h i r t y (30) days of 
the e f f e c t i v e date of termination. 

Upon termination of t h i s Agreement, the p a r t i e s hereto s h a l l be governed 
by the terms and provisions of the leases and contracts a f f e c t i n g the separate 
Tracts j u s t as i f t h i s Agreement had never been entered i n t o . 

Notwithstanding any other p r o v i s i o n i n the leases u n i t i z e d under t h i s 
Agreement, Royalty Owners hereby grant Working I n t e r e s t Owners a perio d of s i x 
months a f t e r termination of t h i s Agreement i n which t o salvage, s e l l , 
d i s t r i b u t e or otherwise dispose of the personal property and f a c i l i t i e s used 
i n connection w i t h Unit Operations. 

SECTION 25. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. A l l 
production and the disposal thereof s h a l l be i n conformity w i t h a l l o c a t i o n s 
and quotas made or f i x e d by any duly authorized person or reg u l a t o r y body 
under any Federal or State s t a t u s . The A.O. i s hereby vested w i t h a u t h o r i t y 
to a l t e r or modify from time t o time, i n h i s d i s c r e t i o n , the ra t e of 
prospecting and development and w i t h i n the l i m i t s made or f i x e d by the 
D i v i s i o n t o a l t e r or modify the q u a n t i t y and ra t e c f production under t h i s 
Agreement, such a u t h o r i t y being hereby l i m i t e d t o a l t e r a t i o n or m o d i f i c a t i o n 
i n the pub l i c i n t e r e s t , the purpose thereof and the pu b l i c i n t e r e s t to be 
served thereby to be stated i n the order of a l t e r a t i o n or m o d i f i c a t i o n ; 
provided f u r t h e r , t h a t no such a l t e r a t i o n or m o d i f i c a t i o n s h a l l be e f f e c t i v e 
as to any lands of the State of New Mexico as to the r a t e of prospecting and 
development i n absence of the s p e c i f i c w r i t t e n approval thereof by the Land 
Commissioner as to any lands of the State of New Mexico or privately-owned 
Lands subject t o t h i s Agreement as t o the q u a n t i t y and r a t e of production i n 
the absence of s p e c i f i c w r i t t e n approval thereof by the D i v i s i o n . 

Powers i n t h i s Section vested i n the A.O. s h a l l only be exercised a f t e r 
notice t o Unit Operator and opportunity f o r hearing to be held not less than 
f i f t e e n (15) days from n o t i c e , and t h e r e a f t e r subject t o a d m i n i s t r a t i v e appeal 
before becoming f i n a l . 
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SECTION 26. NONDISCRIMINATION. Unit Operator i n connection w i t h the 
performance of work, under t h i s Agreement r e l a t i n g t o leases of the United 
States, agrees to comply w i t h a l l of the provisions of Section 202(1) to (7) 
i n c l u s i v e of Executive Order 11246, (30 F.R. 12319), which are hereby 
incorporated by reference i n t h i s Agreement. 

SECTION 27. APPEARANCES. Unit Operator s h a l l have the r i g h t t o appear 
f o r or on behalf of any i n t e r e s t s a f f e c t e d hereby before the Land 
Commissioner, the Department, and the D i v i s i o n , and to appeal from any order 
issued under the r u l e s and regul a t i o n s of the Land Commissioner, the 
Department or the D i v i s i o n , or t o apply f o r r e l i e f from any of said r u l e s and 
regulations or i n any proceedings r e l a t i v e t o operations before the Land 
Commissioner, the Department or the D i v i s i o n or any other l e g a l l y c o n s t i t u t e d 
a u t h o r i t y ; provided, however, t h a t any other i n t e r e s t e d paerty s h a l l also have 
the r i g h t a t his or i t s own expense t o be heard i n any such proceeding. 

SECTION 28. NOTICES. A l l noti c e s , demands, objections or statements 
required hereunder to be given or rendered t o the p a r t i e s hereto s h a l l be 
deemed f u l l y given i f made i n w r i t i n g and personally d e l i v e r e d t o the p a r t y or 
p a r t i e s c r sent by postpaid c e r t i f i e d or r e g i s t e r e d m a i l , addressed t o such 
p a r t y or p a r t i e s at t h e i r l a s t known address set f o r t h i n connection w i t h the 
signatures hereto or t o the r a t i f i c a t i o n or consent hereof or t o such other 
address as any such p a r t y or p a r t i e s may have furnished i n w r i t i n g t o the 
par t y sending the no t i c e , demand or statement. 

SECTION 29. NO WAIVER OF CERTAIN RIGHTS. Nothing i n t h i s Agreement 
contained s h a l l be construed as a waiver by any p a r t y hereto of the r i g h t t o 
assert any l e g a l or c o n s t i t u t i o n a l r i g h t or defense as t o the v a l i d i t y or 
i n v a l i d i t y o f any law of the State wherein said U n i t i z e d Lands are located, or 
regulations issued thereunder i n any way a f f e c t i n g such p a r t y , or as a waiver 
by any such party of any r i g h t beyond h i s or i t s a u t h o r i t y t o waive; provided, 
however, each party hereto covenants t h a t i t w i l l not r e s o r t t o any a c t i o n t o 
p a r t i t i o n the u n i t i z e d land or the Unit Equipment. 

SECTION 30. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO REALTY. 
Each Working I n t e r e s t Owner has heretofore placed and used on i t s Tract or 
Tracts committed to t h i s Agreement various w e l l and lease equipment and other 
property, equipment and f a c i l i t i e s . I t i s also recognized t h a t a d d i t i o n a l 
equipment and f a c i l i t i e s may hereafter be placed and used upon the U n i t i z e d 
Land as now or hereafter c o n s t i t u t e d . Therefore, f o r a l l purposes t o t h i s 
Agreement, any such equipment s h a l l be considered t o be personal property and 
not f i x t u r e s attached to r e a l t y . Accordingly, said w e l l and lease equipment 
and personal property i s hereby severed from the mineral estates a f f e c t e d by 
t h i s Agreement, and i t i s agreed t h a t any such equipment and personal property 
s h a l l be and remain personal property of the Working I n t e r e s t Owners f o r a l l 
purposes. 

SEC VIC-:: 31. UNPi. VOIDABLE DELAY. A l l o b l i g a t i o n s under t h i s Agreement 
r e q u i r i n g the Unit Operator to commence or continue improved recovery 
operations or to operate on or produce Unitized Substances from any of the 
lands covered by t h i s Agreement s h a l l be suspended while, but only so long as, 
the Unit Operator, despite the exercise of due care and d i l i g e n c e , i s 
prevented frcm complying w i t h such o b l i g a t i o n s , i n whole or i n p a r t , by 
s t r i k e s , acts of God, Federal, State or municipal law or agency, unavoidable 
accident, u n c o n t r o l l a b l e delays i n t r a n s p o r t a t i o n , i n a b i l i t y to obt a i n 
necessary materials or equipment i n open market, or other matters beyond the 
reasonable c o n t r o l of the Unit Operator whether s i m i l a r t o matters herein 
enumerated or not. 
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SECTION 32. NONJOINDER AND SUBSEQUENT JOINDER. Joinder by any Royalty 
Owner, a t any time, must be accompanied by appropriate j o i n d e r of the 
corresponding Working I n t e r e s t Owner i n order f o r the i n t e r e s t of such Royalty 
Owner t o be regarded as e f f e c t i v e l y committed. Joinder t o t h i s Agreement by a 
Working I n t e r e s t Owner, at any time, must be accompanied by appropriate 
joinder t o the Unit Operating Agreement i n order f o r such i n t e r e s t t o be 
regarded as e f f e c t i v e l y committed t c t h i s Agreement. 

Any o i l or gas i n t e r e s t i n the Un i t i z e d Formations not committed hereto 
p r i o r t o submission of t h i s Agreement t o the Land Commissioner and the A.O. 
fo r f i n a l approval may theeafter be committed hereto upon compliance w i t h the 
applicable provisions of t h i s Section and of Section 14 (Tracts Q u a l i f i e d f o r 
P a r t i c i p a t i o n ) hereo, at any time up t o the E f f e c t i v e Date hereof on the same 
basis of Tract P a r t i c i p a t i o n as provided i n Section 13, by the owner or owners 
chereof subscribing, r a t i f y i n g , or consenting i n w r i t i n g t o t h i s Agreement, 
and i f the i n t e r e s t i s a Working I n t e r e s t , by the owner of such i n t e r e s t 
subscribing also to the Unit Operating Agreement. 

I t i s understood and agreed, however, t h a t from and a f t e r the E f f e c t i v e 
Date hereof the r i g h t of subsequent j o i n d e r as provided i n t h i s Section s h a l l 
be subject to such requirements or approvals and on such basis as may be 
agreed upon by Working I n t e r e s t Owners owning not less than s i x t y - f i v e percent 
(65%) of the Unit P a r t i c i p a t i o n then i n e f f e c t , and approved by the Land 
Commissioner and A.O. Such subsequent j o i n d e r by a proposed Working I n t e r e s t 
Owner must be evidenced by h i s execution or r a t i f i c a t i o n of t h i s Agreement and 
the Unit Operating Agreement and, where State or Federal land i s involved, 
such joinder must be approved by the Land Commissioner or A.O. Such join d e r 
by a proposed Royalty Owner must be evidenced by his execution, r a t i f i c a t i o n 
or consent of t h i s Agreement and must be consented t o i n w r i t i n g by the 
Working I n t e r e s t Owner responsbile f o r the payment of any b e n e f i t s t h a t may 
accrue hereunder i n behalf of such proposed Royalty Owner. Except as may be 
otherwise herein provided, subsequent joi n d e r t o t h i s Agreement s h a l l be 
e f f e c t i v e as of the f i r s t day of the month f o l l o w i n g the f i l i n g w i t h the Land 
Commissioner and A.O. of duly executed counterparts of any and a l l documents 
necessary t o e s t a b l i s h e f f e c t i v e commitment of any Tract or i n t e r e s t t o t h i s 
Agreement, unless o b j e c t i o n t o such j o i n d e r by the Land Commissioner or the 
A.O., i s duly made s i x t y (60) days a f t e r such f i l i n g . 

SECTION 33. COUNTERPARTS. This Agreement may be executed i n any number 
of counterparts, no one of which needs t o be executed by a l l p a r t i e s and may 
be r a t i f i e d or consented t o by separate instrument i n w r i t i n g , s p e c i f i c a l l y 
r e f e r r i n g hereto, and s h a l l be binding upon a l l those p a r t i e s who have 
executed such a counterpart, r a t i f i c a t i o n or consent hereto w i t h the same 
force and e f f e c t as i f a l l p a r t i e s had signed the same document, and 
regardless of whether or not i t i s executed by a l l other p a r t i e s owning or 
claiming an i n t e r e s t i n the land w i t h i n the described Unit Area. Furthermore, 
t h i s Agreement s h a l l extend t o and be binding on the p a r t i e s hereto, t h e i r 
successors, h e i r s and assigns. 

SECTION 34. JOINDER IN DUAL CAPACITY. Execution as herein provided by 
any parry as e i t h e r a Working I n t e r e s t Owner or a Royalty Owner s h a l l commit 
a l l i n t e r e s t s owned or c o n t r o l l e d by such party; provided, t h a t i f the pa r t y 
i s the owner of a Working I n t e r e s t , he must also execute the Unit Operating 
Agreement. 
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SECTION 35. TAXES. Each pa r t y hereto s h a l l , f o r i t s own account, render 
and pay i t s share of any taxes l e v i e d against or measured by the amount or 
value of the Unitized Substances produced from the u n i t i z e d land; provided, 
however, t h a t i f i t i s required or i f i t be determined t h a t the Unit Operator 
or the several Working I n t e r e s t Owners must pay or advance said taxes f o r the 
account of the p a r t i e s hereto, i t i s hereby expressly agreed t h a t the p a r t i e s 
so paying or advancing said taxes s h a l l be reimbursed t h e r e f o r by the p a r t i e s 
hereto, i n c l u d i n g Royalty Owners, who may be responsible f o r the taxes on 
t h e i r respective a l l o c a t e d share of s a i d U n i t i z e d Substances. No taxes s h a l l 
be charged to the United States or to the State of New Mexico, nor to any 
lessor who has a contract w i t h a lessee which requires h i s lessee t o pay such 
taxes. 

SECTION 36. NO PARTNERSHIP. The d u t i e s , o b l i g a t i o n s and l i a b i l i t i e s of 
the p a r t i e s hereto are intended t o be several and not j o i n t or c o l l e c t i v e . 
This Agreement i s not intended t o create, and s h a l l not be construed t o 
create, an association or t r u s t , or t o impose a partnership duty, o b l i g a t i o n 
or l i a b i l i t y w i t h regard t o any one or more of the p a r t i e s hereto. Each p a r t y 
hereto s h a l l be i n d i v i d u a l l y responsible f o r i t s own o b l i g a t i o n as herein 
provided. 

SECTION 37. PRODUCTION AS OF THE EFFECTIVE DATE. Unit Operator s h a l l 
make a proper and t i m e l y gauge of a l l leases and other tanks w i t h i n the Unit 
Area i n order t o ascertain the amount of merchantable o i l above the p i p e l i n e 
connection, i n such tanks as of 7.00 a.m. on the E f f e c t i v e Date hereof. A l l 
such o i i which has then been produced i n accordance w i t h established 
allowables s h a l l be and remain the property of the Working I n t e r e s t Owner 
e n t i t l e d t h e r e t o , the same as i f the u n i t had not been formed; and the 
responsible Working I n t e r e s t Owner s h a l l promptly remove said o i l from the 
u n i t i z e d land. Any such o i l not so removed s h a l l be sold by Unit Operator f o r 
the account of such Working I n t e r e s t Owners, subject t o the payment of a l l 
Royalty t o Royalty Owners under the terms hereof. The o i l t h a t i s i n excess 
of the p r i o r allowable of the wells from which i t was produced s h a l l be 
regarded as Unitized Substances produced a f t e r E f f e c t i v e Date hereof. 

I f , as of the E f f e c t i v e Date hereof, any Tract i s over-produced w i t h 
respect to the allowable of the wells on t h a t Tract and the amount of 
over-production has been sold or otherwise disposed o f , such over-production 
s h a l l be regarded as a p a r t of the U n i t i z e d Substances produced a f t e r the 
E f f e c t i v e Date hereof and s h a l l be charged to such Tract as having been 
delivered t o the p a r t i e s e n t i t l e d t o U n i t i z e d Substances a l l o c a t e d t o such 
Tract. 

SECTION 38. NO SHARING OF MARKET. This Agreement i s not intended t o 
provide and s h a l l not be construed to provide, d i r e c t l y or i n d i r e c t l y , f o r any 
cooperative r e f i n i n g , j o i n t sale or marketing of Unitized Substances. 

SECTION 39. STATUTORY UNITIZATION. I f and when Working I n t e r e s t Owners 
owning at least seventy-five percent (75%) Unit P a r t i c i p a t i o n and Royalty 
Owners owning at l e a s t seventy-five percent (75%) Royalty I n t e r e s t have become 
p a r t i e s t o t h i s Agreement or have approved t h i s Agreement i n w r i t i n g and such 
Working I n t e r e s t Owners have also become p a r t i e s t o the Unit Operating 
Agreement, Unit Operator may make a p p l i c a t i o n t o the D i v i s i o n f o r s t a t u t o r y 
u n i t i z a t i o n of the uncommitted i n t e r e s t s pursuant t o the S t a t u t o r y U n i t i z a t i o n 
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Act (Chapter 65, A r t i c l e 14, N.M.S. 1953 Annotated). I f such a p p l i c a t i o n i s 
made and s t a t u t o r y u n i t i z a t i o n i s approved by the D i v i s i o n , then e f f e c t i v e as 
of the date of the Divis i o n ' s order approving s t a t u t o r y u n i t i z a t i o n , t h i s 
Agreement and/or the Unit Operating Agreement s h a l l automatically be revised 
and/or amended i n accordance w i t h the f o l l o w i n g : 

(1) Section 14 of t h i s Agreement s h a l l be revised by s u b s t i t u t i n g f o r 
the e n t i r e said section the f o l l o w i n g : 

"SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and 
a f t e r the E f f e c t i v e Date hereof, a l l Tracts w i t h i n the Unit Area s h a l l be 
e n t i t l e d t o p a r t i c i p a t i o n i n the production of Uni t i z e d Substances." 

(2) Section 24 of t h i s Agreement s h a l l be revised by s u b s t i t u t i n g f o r 
the f i r s t three paragraphs of said section the f o l l o w i n g : 

"SECTION 24. EFFECTIVE DATE AND TERM. This Agreement s h a l l 
become e f f e c t i v e on the f i r s t day of the calendar month next f o l l o w i n g the 
e f f e c t i v e date of the Div i s i o n ' s order approving s t a t u t o r y u n i t i z a t i o n upon 
the terns and conditions of t h i s Agreement, as amended ( i f any amendment i s 
necessary) t o conform t o the Divis i o n ' s order; approval of t h i s Agreement, as 
so amended, by the Land Commissioner; and the A.O. and the f i l i n g by Unit 
Operator of t h i s Agreement or notice thereof f o r record i n the o f f i c e of the 
County Clerk of Chaves County, New Mexico. Unit Operator s h a l l not f i l e t h i s 
Agreement or ..otice thereof f o r record, and hence t h i s Agreement s h a l l not 
become e f f e c t i v e , unless w i t h i n ninety (90) days a f t e r the date a l i other 
p r e r e q u i s i t e s f o r effectiveness of t h i s Agreement have been s a t i s f i e d , such 
f i l i n g i s approved by Working I n t e r e s t Owners owning a combined Unit 
P a r t i c i p a t i o n of at le a s t seventy-five (75%) as t o a l l Tracts w i t h i n the Unit 
Area. 

"Unit Operator s h a l l , w i t h i n t h i r t y (30) days a f t e r the E f f e c t i v e Date of 
t h i s Agreement, f i l e f o r record i n the o f f i c e of the County Clerk of Chaves 
County, New Mexico, a c e r t i f i c a t e t o the e f f e c t t h a t t h i s Agreement has become 
e f f e c t i v e i n accordance w i t h i t s terms, t h e r e i n i d e n t i f y i n g the Di v i s i o n ' s 
order approving s t a t u t o r y u n i t i z a t i o n and s t a t i n g the E f f e c t i v e Date." 

3. This Agreement and/or the Unit Operating Agreement s h a l l be amended 
i n any and a l l respects necessary t o conform t o the Di v i s i o n ' s order approving 
s t a t u t o r y u n i t i z a t i o n . 

Any and a l l amendments of t h i s Agreement an/or the Unit Operating 
Agreement t h a t are necessary to conform said agreements t o the D i v i s i o n ' s 
order approving s t a t u t o r y u n i t i a t i o n s h a l l be deemed t o be hereby approved i n 
w r i t i n g by the p a r t i e s hereto without any necessity f o r f u r t h e r approval by 
said p a r t i e s , except as follows: 

(a) I f any amendment of t h i s Agreement has the e f f e c t of 
reducing any Royalty Owner's p a r t i c i p a t i o n i n the production of Un i t i z e d 
Substances, such Royalty Owner s h a l l not be deemed to have hereby approved the 
amended agreement without the necessity of f u r t h e r approval i n w r i t i n g by said 
Royalty Owner; and 
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(b) I f any amendment of t h i s Agreement and/or the Unit 
Operating Agreement has the e f f e c t of reducing any Working I n t e r e s t Owner's 
p a r t i c i p a t i o n i n the production of Uni t i z e d Substances or increasing such 
Working I n t e r e s t Owners share of Unit Expense, such Working I n t e r e s t Owner 
s h a l l not be deemed t o have hereby approved the amended agreements without the 
necessity of f u r t h e r approval i n w r i t i n g by said Working I n t e r e s t Owner. 

Executed as of the day and year f i r s t above w r i t t e n . 

YATES DRILLING COMPANY 

Date of Execution: 

November 6, 1989 

STATE OF NEW MEXICO) 
: SS 

COUNTY OF EDDY) 

The foregoing instrument was acknowledged before me t h i s 6th day of 
November 1989, by Peyton Yates, Attorney-in-Fact f o r YATES DRILLING COMPANY, 
a New Mexico corporation, on behalf of said corporation. 

My commission expires: /^ft>-<yisylJLl- c ^ f . ~7^v^t*dj 
August 28, 1991 Notary Public 
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YATES DRILLING COMPANY 
PROPOSED VOLUNTARY UNIT 

CHAVES COUNTY, NEW MEXICO 
T12S-A31E 

ACREAGE PERCENTAGE 

• FEDERAL LAND 280 6258% 

STATE LAND 120 3750% 

o TRACT NUMBER 
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EXHIBIT ''C" 

PROPOSED 
WORKING INTEREST UNIT 
CHAVES CO.. NK 

PARTICIPATION FRACTION PARTICIPATION FRACTION PARTICIPATION FRACTION 'PARTICIPATION FRACTION ! 

0.730000 i i ! ! ! 0 . 0 : 0 0 0 0 ;::;!!:::!!!! 0.250000 ; 1.000000 

"CUMULATIVE OIL PROD. IMAY, JUNE J JULY 19B9 !ORIGINAL OIL IN PLACE ! 
!THRU JULY 1989 (BBLS) !PRODUCTION (BBLS) MBBLS) ! 

UNIT PARTICIPATION 
! AMOUNT ! FRACTION ! AMOUNT ! FRACTION ! AMOUNT ! FRACTION , 

UNIT PARTICIPATION HELLS 

11 !Garner Fed. 
!1 a!Garner Fed. 
12 IBurkitt Fed. 
!2 a!NW/NW 34-12S-31E 
13 IDeLuna Fed. 
!5 iApache °27" St. 
15 alApache "27" St. 
15 b!SW/SW 27-12S-31E 

23,829 
21,039 
6,105 

12,805 
19,613 
6,755 

1") 

0.264323 
0.233375 
0.067720 
0.000000 
0.142039 
0.217613 
0.074930 
0.000000 

198 
116 
75 
0 

102 
94 
56 

0.308B92 
0.180967 
0.117005 
0.000000 
0.159126 
0.146646 
0.087363 
0.000000 

333,100 
27,416 
158,740 
39,371 
156,188 
120,037 
24,152 
24,547 

0.377058 
0.031027 
0.179645 
0.044556 
0.176757 
0.135845 
0.027333 
0.027780 

0.294735 
0.180168 
0.098165 
0.011139 
0.151573 
0.193622 
0.063652 
0.006945 

90,151 1.000000 641 1.OOOOOO 833,631 1.000000 1.000000 
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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION OF THE 

CACTUS (QUEEN) UNIT 
CHAVES COUNTY, NEW MEXICO 

THIS AGREEMENT, entered i n t o as of the 1st day of November 1989 by and 
between the p a r t i e s subscribing, r a t i f y i n g , or consenting hereto, and herein 
r e f e r r e d t o as the " p a r t i e s hereto," 

WITNESSETH: 

WHEREAS, the p a r t i e s hereto are the owners of working, r o y a l t y , or 
other o i l and gas i n t e r e s t s i n the Unit Area subject t o t h i s Agreement; and 

WHEREAS, THE Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as 
amended, 30 U.S.C. Sees. 181 et seq., authorizes Federal lessees and t h e i r 
representatives t o u n i t e w i t h each other, or j o i n t l y or separately w i t h 
others, i n c o l l e c t i v e l y adopting and operating a cooperative or u n i t plan of 
development or operation of any o i l or gas pool, f i e l d , or l i k e area, or any 
pa r t thereof f o r the purpose of more properly conserving the n a t u r a l resources 
thereof whenever determined and c e r t i f i e d by the Secretary of the I n t e r i o r t o 
be necessary or advisable i n the p u b l i c i n t e r e s t ; and 

WHEREAS, THE Commissioner of Public Lands of the State of New Mexico i s 
authorized by an Act of the Legi s l a t u r e (Section 1, Chapter 88, Laws 1943, as 
amended by Section 1 of Chapter 176, Laws of 1961) Chapter 19, A r t i c l e 10, 
Section 45, New Mexico Statutes 1978 Annotated), t o consent t o and approve the 
development or operation of State lands under agreements made by lessees of 
State land j o i n t l y or se v e r a l l y w i t h other lessees where such agreements 
provide f o r the u n i t operation or development of p a r t of or a l i of any o i l or 
gas pool, f i e l d or area; and 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico i s 
authorized by an Act of the Le g i s l a t u r e (Section 1, Chapter 88, Laws 1943, as 
amended by Section 1, Chapter 162, Laws of 1951) (Chapter 19, A r t i c l e 10, 
Section 47, New Mexico Statutes 1978 Annotated) t o amend w i t h the approval of 
lessee, evidenced by the lessee's execution of such agreement or otherwise, 
any o i l and gas lease embracing State lands so t h a t the length of the term of 
said lease may coincide w i t h the term of such agreements f o r the u n i t 
operation and development of p a r t or a l l of any o i l or gas pool, f i e l d or 
area; and 

WHEREAS, the O i l Conservation D i v i s i o n o f the State of New Mexico 
(h e r e i n a f t e r r e f e r r e d to as the "Division") i s authorized by an Act of the 
Legi s l a t u r e (Chapter 72, Laws of 1935 as amended) (Chapter 70, A r t i c l e 2, 
Section 2 et seq., New Mexico Statutes 1978 Annotated) t o approve t h i s 
Agreement and the conservation provisions hereof; and 

WHEREAS, the O i l Conservation D i v i s i o n of the Energy and Minerals 
Department of the State of New Mexico i s authorized by law (Chapter 65, 
A r t i c l e 3 and A r t i c l e 14, N.M.S. 1953 Annotated) t o approve t h i s Agreement and 
the conservation provisions hereof; and 



WHEREAS, the p a r t i e s hereto hold s u f f i c i e n t i n t e r e s t i n the Unit Area 
covering the land h e r e i n a f t e r described t o give reasonably e f f e c t i v e c o n t r o l 
of operations t h e r e i n ; and 

WHEREAS, i t i s the purpose of the p a r t i e s hereto t o conserve n a t u r a l 
resources, prevent waste, and secure other b e n e f i t s obtainable through 
development and operation of the area subject t o t h i s Agreement under the 
terms, conditions, and l i m i t a t i o n s herein set f o r t h ; 

NOW, THEREFORE, i n consideration of the premises and the promises herein 
contained, the p a r t i e s hereto commit t o t h i s Agreement t h e i r respective 
i n t e r e s t i n the below-defined Unit Area, and agree s e v e r a l l y among themselves 
as f o l l o w s : 

SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of 
February 25, 1920, as amended, supra, and a l l v a l i d p e r t i n e n t r e g u l a t i o n s , 
i n c l u d i n g operating and u n i t plan r e g u l a t i o n s , heretofore issued thereunder or 
v a l i d , p e r t i n e n t , and reasonable regulations h e r e a f t e r issued thereunder are 
accepted and made a p a r t o f t h i s Agreement as t o Federal lands, provided such 
regul a t i o n s are not i n c o n s i s t e n t w i t h the terms of t h i s Agreement; and as t o 
non-Federal lands, the o i l and gas operating r e g u l a t i o n s i n e f f e c t as of the 
E f f e c t i v e Date hereof governing d r i l l i n g and producing operations, not 
inc o n s i s t e n t w i t h the terms hereof or the laws of the state i n which the 
non-Federal land i s located, are hereby accepted and made a p a r t of t h i s 
Agreement. 

SECTION 2. UNIT AREA AND DEFINITIONS. The area described by Tracts i n 
Ex h i b i t "B" and depicted on E x h i b i t "A" attached hereto i s 560.00 acres, more 
or less, i n Chaves County, New Mexico. Said land i s described as fol l o w s : 

Township 12 South, Range 31 East, N.M.P.M. 
Section 26: swiswj 
Section 27: SEi, E^swi, swjswi 
Section 34: NiNEl, SEiNEi, NiNWj 
Section 35: NWjNWj 

For the purpose of the Agreement, the f o l l o w i n g terms and expressions as used 
herein s h a l l mean: 

(a) "Land Commissioner" i s defined as the Commissioner of Public Lands 
of the State of New Mexico. 

(b) " D i v i s i o n " i s defined as the O i l Conservation D i v i s i o n o f the 
Department of Energy and Minerals of the State of New Mexico. 

(c) "Authorized O f f i c e r " or "A.O." i s any employee of the Bureau of Land 
Management who has been delegated the required a u t h o r i t y t o act on behalf of 
the BLM. 

(d) "Secretary" i s defined as the Secretary of the I n t e r i o r of the 
United States of America, or h i s duly authorized delegate. 

(e) "Department" i s defined as the Department of the I n t e r i o r of the 
United States of America. 
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( f ) "Proper BLM O f f i c e " i s defined as the Bureau of Land Management 
o f f i c e having j u r i s d i c t i o n over the f e d e r a l lands included i n the Unit Area. 

(g) "Unitized Formation" s h a l l mean t h a t i n t e r v a l underlying the Unit 
Area, the v e r t i c a l l i m i t s o f which extend from an upper l i m i t described as 50' 
above the top of the Queen formation t o a lower l i m i t as the base o f the Queen 
formation; said l i m i t s having been previously found t o occur a t 2930 
f e e t and 3100 f e e t , r e s p e c t i v e l y i n Yates D r i l l i n g Company's Doyal #1, located 
660' FNL and 990' FEL of Section 34, Township 12 South, Range 31 East. 

(h) "Unitized Substances" are a l l o i l , gas, gaseous substances, sulphur 
contained i n gas, condensate, d i s t i l l a t e and a l l associated and c o n s t i t u e n t 
l i q u i d or l i q u e f i a b l e hydrocarbons, other than outside substances, w i t h i n and 
produced frcm the U n i t i z e d Formation. 

( i ) "Tract" i s each parcel of land described as such and given a Tract 
number i n E x h i b i t "B" 

( j ) "Tract P a r t i c i p a t i o n " i s defined as the percentage of p a r t i c i p a t i o n 
shown on E x h i b i t "B" f o r a l l o c a t i n g Unitized Substances t o a Tract under t h i s 
Agreement. 

(k) "Unit P a r t i c i p a t i o n " i s the sum of the percentages obtained by 
m u l t i p l y i n g the Working I n t e r e s t of a Working I n t e r e s t Owner i n each Tract by 
the Tract P a r t i c i p a t i o n of such Tract. 

(1) "Working I n t e r e s t " i s the r i g h t t o search f o r , produce and acquire 
Unitized Substances whether held as an i n c i d e n t of ownership of mineral fee 
simple t i t l e , under an o i l and gas lease, operating agreement, or otherwise 
held, which i n t e r e s t i s chargeable w i t h and o b l i g a t e d t o pay or bear, e i t h e r 
i n cash or out of production, or otherwise, a l l or a p o r t i o n of the cost of 
d r i l l i n g , developing and producing the Un i t i z e d Substances frcm the U n i t i z e d 
Formation and operations thereof hereunder. Provided t h a t any r o y a l t y 
i n t e r e s t created out of a working i n t e r e s t subsequent t o the execution of t h i s 
Agreement by the owner of the working i n t e r e s t s h a l l continue t o be subject t o 
such working i n t e r e s t burdens and o b l i g a t i o n s . 

(m) "Working I n t e r e s t Owner" i s any p a r t y hereto owning a VJorking 
I n t e r e s t , i n c l u d i n g a c a r r i e d working i n t e r e s t owner, holding an i n t e r e s t i n 
Unitized Substances by v i r t u e of a lease, operating agreement, fee t i t l e or 
otherwise. The owner of o i l and gas r i g h t s t h a t are free of lease or other 
instrument c r e a t i n g a Working I n t e r e s t i n another s h a l l be regarded as a 
VJorking I n t e r e s t Owner t o the extent of seven-eights (7/8) of h i s i n t e r e s t i n 
Unitized Substances, and as a Royalty Owner w i t h respect t o h i s remaining 
one-eighth (1/8) i n t e r e s t t h e r e i n . 

(n) "Royalty I n t e r e s t " or "Royalty" i s an i n t e r e s t other than a Working 
I n t e r e s t i n or r i g h t t o receive a p o r t i o n of the U n i t i z e d Substances or the 
proceeds thereof and includes the r o y a l t y i n t e r e s t reserved by the lessor or 
by an o i l and gas lease and any o v e r r i d i n g r o y a l t y i n t e r e s t , o i l payment 
i n t e r e s t , net p r o f i t c o n t r a c t s , or any other payment or burden which does not 
carry w i t h i t the r i g h t t o search f o r and produce u n i t i z e d substances. 
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(o) "Royalty Owner" i s the owner of a Royalty I n t e r e s t . 

(p) "Unit Operating Agreement" i s the agreement entered i n t o by and 
between the Unit Operator and the Working I n t e r e s t Owners as provided i n 
Section 9, i n f r a , and s h a l l be s t y l e d "Unit Operating Agreement, Chaves 
County, New Mexico". 

(q) " O i l and Gas Rights" i s the r i g h t t o explore, develop and operate 
lands w i t h i n the Unit Area f o r the production of U n i t i z e d Substances, or t o 
share i n the production so obtained or the proceeds thereof. 

(r) "Outside Substances" i s any substance obtained from any source other 
than the U n i t i z e d Formation and i n j e c t e d i n t o the U n i t i z e d Formation. 

(s) "Unit Manager" i s any person or corporation appointed by Working 
I n t e r e s t Owners to perform the duties o f the Unit Operator u n t i l the s e l e c t i o n 
and q u a l i f i c a t i o n of a successor Unit Operator as provided f o r i n Section 7 
hereof. 

( t ) "Unit Operator" i s the p a r t y designated by Working I n t e r e s t Owners 
under the Unit OiJerating Agreement to conduct Unit Operations. 

(u) "Unit Operations" i s any operation conducted pursuant t o t h i s 
Agreement and the Unit Operating Agreement. 

(v) "Unit Equipment" i s a l l personal property, lease and w e l l equipment, 
plants and other f a c i l i t i e s and equipment taken over or otherwise acquired f o r 
the j o i n t account f o r use i n Unit Operations. 

(w) "Unit Expense" i s a l l cost, expense, or indebtedness incurred by 
Working I n t e r e s t Owners or Unit Operator pursuant t o t h i s Agreement and the 
Unit Operating Agreement f o r or on account of Unit Operations. 

(x) " E f f e c t i v e Date" i s the date determined i n accordance w i t h Section 
24, or as redetermined i n accordance w i t h Section 39. 

(y) "Unit Cumulative Production" i s defined as the t o t a l number of 
b a r r e l s produced through J u l y 31, 1989, from a l l t r a c t s w i t h i n the u n i t area 
which are q u a l i f i e d under the terms of t h i s agreement, as o f f i c i a l l y reported 
to the Commission. 

SECTION 3. EXHIBITS. E x h i b i t "A" attached hereto i s a map showing the 
Unit Area and the boundaries and i n d e n t i t y of t r a c t s and leases i n said Unit 
Area to the extent known t o the Unit Operator, E x h i b i t "B" attached hereto i s 
a schedule showing, t o the extent known t o the Unit Operator the acreage 
comprising each Tract, percentages and kind of ownership o f o i l and gas 
i n t e r e s t i n a l l land i n the Unit Area. E x h i b i t "C" attached hereto shows the 
Tract P a r t i c i p a t i o n of each Tract i n the Unit Area. However, nothing herein 
or i n said schedule or map s h a l l be construed as a representation by any p a r t y 
hereto as t o the ownership of any i n t e r e s t other than such i n t e r e s t or 
i n t e r e s t s as are shown i n said map or schedule as owned by such p a r t y . There 
i s no E x h i b i t "D". E x h i b i t s "A", "B" and "C" s h a l l be revised by the Unit 
Operator whenever changes i n the Unit Area render such r e v i s i o n necessary or 
when requested by the Deputy, or the Land Commissioner, and not less than f i v e 
copies s h a l l be f i l e d w i t h the Deputy, and three copies w i t h the Land 
Commissioner. 
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SECTION 4. EXPANSION. The above described Unit Area may, w i t h the 
approval of the A.O. and Land Commissioner, when p r a c t i c a b l e be expanded t o 
include t h e r e i n any a d d i t i o n a l Tract or Tracts regarded as reasonably 
necessary or advisable f o r the purposes of t h i s Agreement provided however, i n 
such expansion there s h a l l be no r e t r o a c t i v e a l l o c a t i o n or adjustment of Unit 
Expense or of i n t e r e s t s i n the U n i t i z e d Substances produced, or proceeds 
thereof. Pursuant t o Subsection (b) , the Working I n t e r e s t Owners may agree 
upon an adjustment of investment by reason of the expansion. Such expansion 
s h a l l be e f f e c t e d i n the f o l l o w i n g manner: 

(a) The Working I n t e r e s t Owner or Owners of a Tract or Tracts d e s i r i n g 
to b r i n g such Tract or Tracts i n t o t h i s u n i t , s h a l l f i l e an a p p l i c a t i o n 
t h e r e f o r w i t h Unit Operator requesting such admission. 

(b) Unit Operator s h a l l c i r c u l a t e a notice of the proposed expansion to 
each Working I n t e r e s t Owner i n the Unit Area and i n the Tract proposed to be 
included i n the u n i t , s e t t i n g out the basis f o r admission, the Tract 
P a r t i c i p a t i o n t o be assigned t o each Tract i n the enlarged Unit Area and other 
p e r t i n e n t data. A f t e r n e g o t i a t i o n (at Working I n t e r e s t Owners' meeting or 
otherwise) i f at l e a s t three Working I n t e r e s t Owners having i n the aggregate 
seventy-five percent (75%) of the Unit P a r t i c i p a t i o n then i n e f f e c t have 
agreed to i n c l u s i o n of such Tract or Tracts i n the Unit Area, then Unit 
Operator s h a l l : 

(1) A f t e r o b t a i n i n g p r e l i m i n a r y concurrence by the A.O. and Land 
Commissioner, prepare a notice of proposed expansion describing the 
contemplated changes i n the boundaries of the Unit Area, the reason t h e r e f o r , 
the basis f o r admission of the a d d i t i o n a l Tract or Tracts, the Tract 
P a r t i c i p a t i o n t o be assigned thereto and the proposed e f f e c t i v e date thereof; 
and 

(2) Deliver copies of said n o t i c e to Land Commissioner, the A.O. a t 
the Proper BLM O f f i c e , each Working I n t e r e s t Owner and t o the l a s t known 
address of each lessee and lessor whose i n t e r e s t s are a f f e c t e d , advising such 
p a r t i e s t h a t t h i r t y (30) days w i l l be allowed f o r submission t o the Unit 
Operator of any o b j e c t i o n t o such proposed expansion; and 

(3) F i l e , upon the e x p i r a t i o n of said t h i r t y (30) day period as set 
out i n (2) immediately above, w i t h the Land Commissioner and A.O., the 
f o l l o w i n g : 

( i ) Evidence of m a i l i n g said n o t i c e of expansion ( i i ) An 
a p p l i c a t i o n f o r such expansion i n s u f f i c i e n t number, 
appropriate approval and d i s t r i b u t i o n ; and ( i i i ) An 
instrument containing the appropriate j o i n d e r s i n 
compliance w i t h the p a r t i c i p a t i o n requirements of 
Section 14 (TRACTS QUALIFIED FOR PARTICIPATION) and 
Section 32 (NON-JOINDER AND SUBSEQUENT JOINDER), i n f r a ; 
and ( i v ) a copy of any objections received. 

The expansion s h a l l , a f t e r due consideration o f a l l p e r t i n e n t i n f o r m a t i o n 
and approval by the Land Commissioner and the A.O., become e f f e c t i v e as of the 
date prescribed i n the notice t h e r e o f , p r e f e r a b l y the f i r s t day of the month 
subsequent to the date of n o t i c e . The revised Tract P a r t i c i p a t i o n of the 
respective Tracts included w i t h i n the Unit Area p r i o r to such enlargement 
s h a l l remain the same r a t i o one t o another. 
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SECTION 5. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l land committed t o 
t h i s agreement as t o the Unitized Formation s h a l l c o n s t i t u t e land r e f e r r e d t o 
herein as "Unitized Land" or "Land Subject t o t h i s Agreement". A l l o i l , gas, 
gaseous substances, sulphur contained i n gas, condensate, d i s t i l l a t e , and a l l 
associated and co n s t i t u e n t l i q u i d or l i q u e f i a b l e hydrocarbons produced from 
the U n i t i z e d Formation underlying U n i t i z e d Land are u n i t i z e d under the term of 
t h i s Agreement and herein are c a l l e d "Unitized Substances." 

SECTION 6. UNIT OPERATOR. Yates D r i l l i n g Company, a New Mexico 
corporation, i s hereby designated as Unit Operator, and, by signing t h i s 
instrument as Unit Operator, i t agrees and consents t o accept the duties and 
ob l i g a t i o n s o f Unit Operator f o r the operation, development, and production of 
Unitized Substances as herein provided. Whenever reference i s made herein t o 
the Unit Operator, such reference means the Unit Operator a c t i n g i n t h a t 
capacity and not as an owner of i n t e r e s t i n U n i t i z e d Substances, and the term 
"Working I n t e r e s t Owner" when used herein s h a l l include or r e f e r t o Unit 
Operator as the owner of a Working I n t e r e s t when such an i n t e r e s t i s owned by 
i t . 

U n i t Operator s h a l l have a l i e n upon the i n t e r e s t of the owners of 
Working I n t e r e s t s i n the Unitized Land t o the extent provided i n the Unit 
Operating Agreement. 

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Uni t Operator s h a l l 
have the r i g h t t o resign a t any time, but such r e s i g n a t i o n s h a l l not become 
e f f e c t i v e so as t o release Unit Operator from the duties and o b l i g a t i o n s of 
Unit Operator and terminate Unit Operator's r i g h t s as such f o r a period of s i x 
(6) months a f t e r w r i t t e n notice of i n t e n t i o n t o r e s i g n has been given by Unit 
Operator t o a l l Working I n t e r e s t Owners and the Deputy, and u n t i l a l l w e l l s 
are placed i n a co n d i t i o n s a t i s f a c t o r y f o r suspension or abandonment, or 
operations, whichever i s required by the Deputy, unless a new Unit Operator 
s h a l l have taken over and assumed the duties and o b l i g a t i o n s of Unit Operator 
p r i o r t o the e x p i r a t i o n of said period. 

Unit Operator s h a l l , upon d e f a u l t or f a i l u r e t o the performance of i t s 
duties or o b l i g a t i o n s hereunder, be subject t o removal of not less than eighty 
percent (80%) of the committed Working I n t e r e s t (on the basis o f Unit 
P a r t i c i p a t i o n ) exclusive of any VJorking I n t e r e s t owned by the Unit Operator. 
Such removal s h a l l be e f f e c t i v e upon no t i c e thereof t o the Land Commissioner 
and the A.O. 

I n a l l instances of re s i g n a t i o n or removal, u n t i l a successor t o Unit 
Operator i s selected and approved as h e r e i n a f t e r provided, the Working 
I n t e r e s t Owners s h a l l be j o i n t l y responsible f o r the performance o f the d u t i e s 
of Unit Operator and s h a l l , not l a t e r than t h i r t y (30) days before such 
re s i g n a t i o n or removal becomes e f f e c t i v e , appoint a Unit Manager t o represent 
them i n any ac t i o n t o be taken hereunder. 
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The r e s i g n a t i o n or removal of Unit Operator under t h i s Agreement s h a l l 
not terminate i t s r i g h t , t i t l e or i n t e r e s t as the owner of a Working I n t e r e s t 
or other i n t e r e s t i n U n i t i z e d Substances; but upon the r e s i g n a t i o n or removal 
of Unit Operator becoming e f f e c t i v e , such Unit Operator s h a l l d e l i v e r 
possession of a l l w e l l s , equipment, books and records, m a t e r i a l s , 
appurtenances and any other assets used i n conducting the Unit Operations and 
owned by the Working I n t e r e s t Owners ( i n c l u d i n g any and a l l data and 
information which i t might have gained or assembled by reason of i t s operation 
of the Unitized Land) t o the new duly q u a l i f i e d successor Unit Operator or t o 
the Unit Manager i f no such new Unit Operator i s elected, t o be used f o r the 
purpose of conducting U n i t Operations hereunder. Nothing herein s h a l l be 
construed as aut h o r i z i n g removal of any m a t e r i a l , equipment and appurtenances 
needed f o r the preservation of any w e l l s . Nothing herein contained s h a l l be 
construed to r e l i e v e or discharge any Unit Operator who resigns or i s removed 
hereunder f o r any l i a b i l i t y or dut i e s accruing or performable by i t p r i o r 
t o the e f f e c t i v e date of such r e s i g n a t i o n or removal. 

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator s h a l l 
tender i t s r e s i g n a t i o n as Unit Operator or s h a l l be removed as hereinabove 
provided, the Working I n t e r e s t Owners s h a l l s e l e c t a successor Unit Operator 
as herein provided. Such s e l e c t i o n s h a l l not become e f f e c t i v e u n t i l (a) a 
Unit Operator so selected s h a l l accept i n w r i t i n g the duties and 
r e s p o n s i b i l i t i e s o f Unit Operator; and (b) the s e l e c t i o n s h a l l have been 
approved by the Land Commissioner and the A.O. I f no successor Unit Operator 
or Unit Manager i s selected and q u a l i f i e d as herein provided, the Land 
Commissioner and/or the A.O., a t t h e i r e l e c t i o n , may declare t h i s Agreement 
terminated. 

I n s e l e c t i n g a successor Unit Operator, the a f f i r m a t i v e vote of three or 
more Working I n t e r e s t Owners having a t o t a l of s i x t y - f i v e percent (65%) or 
more of the t o t a l Unit P a r t i c i p a t i o n s h a l l p r e v a i l ; provided t h a t i f any one 
Working I n t e r e s t Owner has a Unit P a r t i c i p a t i o n of more than t h i r t y - f i v e 
percent (35%) , i t s negative vote or f a i l u r e t o vote s h a l l not be regarded as 
s u f f i c i e n t unless supported by the vote of one or more other Working I n t e r e s t 
Owners having a t o t a l Unit P a r t i c i p a t i o n of a t l e a s t f i v e percent ( 5 % ) . I f 
the Unit Operator who i s removed votes only t o succeed i t s e l f or f a i l s t o 
vote, the successor Unit Operator may be selected by the a f f i r m a t i v e vote of 
the owners of at l e a s t seventy-five percent (75%) of the Unit P a r t i c i p a t i o n 
remaining a f t e r excluding the Unit P a r t i c i p a t i o n o f Unit Operator so removed. 

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. 
Costs and expenses incurred by Unit Operator i n conducting Unit Operations 
hereunder s h a l l be paid, apportioned among, and borne by the Working I n t e r e s t 
Owners i n accordance w i t h the Unit Operating Agreement; however, no such Unit 
Operating Agreement s h a l l be deemed e i t h e r t o modify any of the terms and 
conditions of t h i s Unit Agreement or to r e l i e v e the Unit Operator of any r i g h t 
or o b l i g a t i o n established under t h i s Agreement, and i n case of any 
inconsistency or c o n f l i c t between t h i s Agreement and the Unit Operating 
Agreement, t h i s Agreement s h a l l p r e v a i l . Copies of any Unit Operating 
Agreement executed pursuant t o t h i s Section s h a l l be f i l e d w i t h the Land 
Commissioner and w i t h the A.O. at the Proper BLM O f f i c e as required p r i o r t o 
approval of t h i s Agreement. 
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SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as other
wise s p e c i f i c a l l y provided h e r e i n , the exclusive r i g h t , p r i v i l e g e , and duty of 
exe r c i s i n g any and a l l r i g h t s of the p a r t i e s hereto which are necessary or 
convenient f o r prospecting f o r , producing, s t o r i n g , a l l o c a t i n g , and d i s 
t r i b u t i n g the U n i t i z e d Substances are hereby delegated t c and s h a l l be 
exercised by the Unit Operator as herein provided. The p a r t i e s hereto, t o the 
extent they have the r i g h t t o do so, grant t o Unit Operator the use of brine 
or water or both from any formation i n and under the Unitized Land f o r 
i n j e c t i o n i n t o the U n i t i z e d Formation. Upon request, acceptable evidence of 
t i t l e t o said r i g h t s s h a l l be deposited w i t h said Unit Operator and, together 
w i t h t h i s Agreement, s h a l l c o n s t i t u t e and define the r i g h t s , p r i v i l e g e s , and 
o b l i g a t i o n s of Unit Operator. Nothing herein, however, s h a l l be construed t o 
t r a n s f e r t i t l e t o any land or t o any lease or operating agreement, i t being 
understood t h a t under t h i s Agreement the Unit Operator, i n i t s capacity as 
Unit Operator, s h a l l exercise the r i g h t s of possession and use vested i n the 
p a r t i e s hereto only f o r the purposes herein s p e c i f i e d . 

SECTION 11. EASEMENTS OR USE OF SURFACE. 

(a) The p a r t i e s hereto, t o the extent of t h e i r r i g h t s and i n t e r e s t s , 
hereby grant t o Working I n t e r e s t Owners the r i g h t t o use as much of the 
surface of the U n i t i z e d Land as may reasonably be necessary f o r Unit 
Operations and removal of U n i t i z e d Substances therefrom; provided t h a t nothing 
herein s h a l l be construed as leasing or otherwise conveying t o Working 
I n t e r e s t Owners a s i t e f o r a water, gas i n j e c t i o n , processing or other p l a n t , 
or campsite. 

(b) Working I n t e r e s t Owners s h a l l have and are hereby granted free use 
of water from the U n i t i z e d Land f o r Unit Operations, except water from any 
w e l l , lake, pond, or i r r i g a t i o n d i t c h of a Royalty Owner. 

(c) Working I n t e r e s t Owners s h a l l pay the owner f o r damages t o growing 
crops, timber, fences, improvements, and s t r u c t u r e s on the Unit Area t h a t 
r e s u l t from Unit Operations. 

SECTION 12. PLAN OF OPERATIONS. I t i s recognized and agreed by the 
p a r t i e s hereto t h a t a l l of the land subject t o t h i s Agreement i s reasonably 
proved t o be productive o f Unitized Substances and t h a t the o b j e c t and purpose 
of t h i s Agreement i s t o formulate and t o put i n t o e f f e c t an improved recovery 
p r o j e c t i n order t o e f f e c t a d d i t i o n a l recovery of Unitized Substances, prevent 
waste and conserve n a t u r a l resources. Unit Operator s h a l l have the r i g h t t o 
i n j e c t i n t o the U n i t i z e d Formation any substances f o r secondary recovery or 
enhanced recovery purposes i n accordance w i t h a plan of operation approved by 
the Working I n t e r e s t Owners, the A.O., the Land Commissioner and the D i v i s i o n , 
i n c l u d i n g the r i g h t t o d r i l l and maintain i n j e c t i o n w e lls on the U n i t i z e d Land 
and completed i n the U n i t i z e d Formation, and t o use abandoned w e l l or wells 
producing from the Unitized Formation f o r said purpose. Subject t o l i k e 
approval, the Plan of Operation may be revised as conditions may warrant. 
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The i n i t i a l Plan of Operation s h a l l be f i l e d w i t h the A.O., the Land 
Commissioner and the D i v i s i o n concurrently w i t h the f i l i n g of t h i s Unit 
Agreement f o r f i n a l approval. Said i n i t i a l plan of operations and a l l 
r e v i s i o n s thereof s h a l l be as complete and adequate as the A.O., the Land 
Commissioner and the D i v i s i o n may determine t o be necessary f o r tim e l y 
operation consistent herewith. Upon approval of t h i s Agreement and the 
i n i t i a l plan by the A.O. and Commissioner, said plan, and a l l subsequently 
approved plans, s h a l l c o n s t i t u t e the operating o b l i g a t i o n s of the Unit 
Operator under t h i s Agreement f o r the period s p e c i f i e d t h e r e i n . Thereafter, 
from time t o time before the e x p i r a t i o n of any e x i s t i n g plan, the Unit 
Operator s h a l l submit f o r l i k e approval a plan f o r an a d d i t i o n a l s p e c i f i e d 
period of operations. A f t e r such operations are commenced, reasonable 
d i l i g e n c e s h a l l be exercised by the Unit Operator i n complying w i t h the 
ob l i g a t i o n s o f the approved Plan of Operation. 

Notwithstanding anything t o the contrary herein contained, should the 
Unit Operator f a i l t o commence Unit Operations f o r the secondary recovery of 
U n i t i t z e d Substances from the Unit Area w i t h i n eighteen (18) months a f t e r the 
e f f e c t i v e date of t h i s Agreement, or any extension thereof approved by the 
A.O., t h i s Agreement s h a l l terminate automatically as of the date of d e f a u l t . 

SECTION 13. TRACT PARTICIPATION. I n E x h i b i t "B" attached hereto there 
are l i s t e d and numbered the various Tracts w i t h i n the Unit Area, and set f o r t h 
opposite each Tract are f i g u r e s which represent the Tract P a r t i c i p a t i o n , 
during Unit Operations i f a l l Tracts i n the Unit Area q u a l i f y as provided 
herein. The Tract P a r t i c i p a t i o n of each Tract as shown i n E x h i b i t "B" was 
determined i n accordance w i t h the f o l l o w i n g formula: 

Tract P a r t i c i p a t i o n = Cumulative Primary Production - 70% 

O r i g i n a l O i l i n Place - 25% 

Past Three Months Production - 5% 

100% 

I n the event less than a l l Tracts are q u a l i f i e d on the E f f e c t i v e Date 
hereof, the Tract P a r t i c i p a t i o n s h a l l be cal c u l a t e d on the basis of a l l such 
q u a l i f i e d Tracts r a t h e r than a l l Tracts i n the Unit Area. 

SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and a f t e r the 
E f f e c t i v e Date hereof, the Tracts w i t h i n the Un i t Area which s h a l l be e n t i t l e d 
to p a r t i c i p a t i o n i n the production o f Unitized Substances s h a l l be those 
Tracts more p a r t i c u l a r l y described i n E x h i b i t "B" t h a t corner or have a common 
boundary (Tracts separated only by a publ i c road or a r a i l r o a d right-of-way 
s h a l l be considered t o have a common boundary), and t h a t otherwise q u a l i f y as 
foll o w s : 
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(a) Each Tract as t o which Working I n t e r e s t Owners owning one hundred 
percent (100%) of the Working I n t e r e s t have become p a r t i e s t o t h i s Agreement 
and as t o which Royalty Owners owning seventy-five percent (75%) or more of 
the Royalty I n t e r e s t have become p a r t i e s t o t h i s Agreement. 

(b) Each Tract as t o which Working I n t e r e s t Owners owning one hundred 
percent (100%) of the Working I n t e r e s t have become p a r t i e s t o t h i s Agreement, 
and as t o which Royalty Owners owning less than seventy-five percent (75%) of 
the Royalty I n t e r e s t have become p a r t i e s t o t h i s Agreement, and as t o which 
(1) the Working I n t e r e s t Owner who operates the Tract and Working I n t e r e s t 
Owners owning at l e a s t seventy-five percent (75%) of the remaining Working 
I n t e r e s t i n such Tract have j o i n e d i n a request f o r the i n c l u s i o n of such 
Tract, and as t o which (2) Working I n t e r e s t Owners owning at lea s t 
seventy-five percent (75%) of the combined Unit P a r t i c i p a t i o n i n a l l Tracts 
t h a t meet the requirements of Section 14(a) above have voted i n favor of the 
i n c l u s i o n of such t r a c t . 

(c) Each Tract as t o which Working I n t e r e s t Owners owning less than one 
hundred percent (100%) of the Working I n t e r e s t have become p a r t i e s t o t h i s 
Agreement, regardless of the percentage of Royalty I n t e r e s t t h e r e i n t h a t i s 
committed hereto; and as t o which (1) the Working I n t e r e s t Owner who operates 
the Tract and Working I n t e r e s t Owner owning a t l e a s t seventy-five percent 
(75%) of the remaining Working I n t e r e s t i n such Tract who have become p a r t i e s 
t o t h i s Agreement have jo i n e d i n a request f o r i n c l u s i o n of such Tract, and 
have executed and de l i v e r e d , or obl i g a t e d themselves t o execute and d e l i v e r an 
indemnity agreement indemnifying and agreeing t o hold harmless the other 
owners of committed Working I n t e r e s t s , t h e i r successors and assigns, against 
a l l claims and demands t h a t may be made by the owners of Working I n t e r e s t i n 
such Tract who are not p a r t i e s t o t h i s Agreement, and which a r i s e out of the 
i n c l u s i o n of the Tract; and as t o which (2) Working I n t e r e s t Owners owning at 
le a s t seventy-five percent (75%) of the Unit P a r t i c i p a t i o n i n a l l Tracts t h a t 
meet the requirements of Section 14(a) and 14(b) have voted i n favor of the 
i n c l u s i o n of such Tract and t o accept the indemnity agreement. Upon the 
i n c l u s i o n of such a Tract, the Tract P a r t i c i p a t i o n s which would have been 
a t t r i b u t e d t o the nonsubscribing owners of Working I n t e r e s t i n such Tract, had 
they become p a r t i e s t o t h i s Agreement and the Unit Operating Agreement, s h a l l 
be a t t r i b u t e d t o the Working I n t e r e s t Owners i n such Tract who have become 
p a r t i e s t o such agreement, and jo i n e d i n the indemnity agreement, i n 
prop o r t i o n t o t h e i r respective Working I n t e r e s t s i n the Tract. 

I f on the E f f e c t i v e Date of t h i s Agreement there i s any Tract or Tracts 
which have not been e f f e c t i v e l y committed t o or made subject t o t h i s Agreement 
by q u a l i f y i n g as above provided, then such Tract or Tracts s h a l l not be 
e n t i t l e d to p a r t i c i p a t e hereunder. Unit Operator s h a l l , when submitting t h i s 
Agreement f o r f i n a l approval by the Land Commissioner and the A.O., f i l e 
t h erewith a schedule of those t r a c t s which have been committed and made 
subject t o t h i s Agreement and are e n t i t l e d t o p a r t i c i p a t e i n Unitized 
Substances. Said schedule s h a l l set f o r t h opposite each such committed Tract 
the lease number or assignment number, the owner of record of the lease, and 
the percentage p a r t i c i p a t i o n of such t r a c t which s h a l l be computed according 
t o the p a r t i c i p a t i o n formula set f o r t h i n Section 13 (Tract P a r t i c i p a t i o n ) 
above. This schedule of p a r t i c i p a t i o n s h a l l be revised E x h i b i t "B" and upon 
approval thereof by the Land Commissioner and the A.O., s h a l l become a p a r t of 
t h i s Agreement and s h a l l govern the a l l o c a t i o n of production of U n i t i z e d 
Substances u n t i l a new schedule i s approved by the Land Commissioner and A.O. 
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SECTION 15.A. ALLOCATION OF UNITIZED SUBSTANCES. A l l Uni t i z e d 
Substances produced and saved (le s s , save and except any p a r t of such Unitized 
Substances used i n conformity w i t h good operating p r a c t i c e s on u n i t i z e d land 
f o r d r i l l i n g , operating, camp and other production or development purposes and 
fo r i n j e c t i o n or unavoidable loss i n accordance w i t h a Plan of Operation 
approved by the A.O. and Land Commissioner) s h a l l be apportioned among and 
all o c a t e d t o the q u a l i f i e d Tracts i n accordance w i t h the respective Tract 
P a r t i c i p a t i o n s e f f e c t i v e hereunder during the respective periods such U n i t i z e d 
Substances were produced, as set f o r t h i n the schedule of p a r t i c i p a t i o n i n 
E x h i b i t "B". The amount of Unitized Substances so a l l o c a t e d t o each Tract, 
and only t h a t amount (regardless of whether i t be more or less than the amount 
of the actu a l production of Unitized Substances from the w e l l or w e l l s , i f 
any, on such Tract) s h a l l , f o r a l l i n t e n t s , uses and purposes, be deemed to 
have been produced from such Tract. 

The U n i t i z e d Substances a l l o c a t e d t o each Tract s h a l l be d i s t r i b u t e d 
among, or accounted f o r , t o the p a r t i e s e n t i t l e d t o share i n the production 
from such Tract i n the same manner, i n the same pro p o r t i o n s , and upon the same 
conditions, as they would have p a r t i c i p a t e d and shared i n the production from 
such Tracts, or i n the proceeds thereof, had t h i s Agreement not been entered 
i n t o ; and w i t h the same l e g a l force and e f f e c t . 

No Tract committed t o t h i s Agreement and q u a l i f i e d f o r p a r t i c i p a t i o n as 
above provided s h a l l be subsequently excluded from p a r t i c i p a t i o n hereunder on 
account of depletion of Uni t i z e d Substances. 

I f the Working I n t e r e s t and/or the Royalty I n t e r e s t i n any Tract are 
divided w i t h respect t o separate parcels or p o r t i o n s of such Tract and owned 
now or hereafter i n severalty by d i f f e r e n t persons, the Tract P a r t i c i p a t i o n 
s h a l l i n the absence of a recordable instrument executed by a l l owners i n such 
Tract and f u r n i s h t o Unit Operator f i x i n g the d i v i s i o n s of ownership, be 
divided among such parcels or portions i n p r o p o r t i o n t o the number of surface 
acres i n each. 

SECTION 15.B. TAKING UNITIZED SUBSTANCES IN KIND. The Uni t i z e d 
Substances a l l o c a t e d t o each Tract s h a l l be de l i v e r e d i n kind t o the 
respective p a r t i e s e n t i t l e d thereto by v i r t u e of the ownership of o i l and gas 
r i g h t s t h e r e i n . Each such party s h a l l have the r i g h t t o construct, maintain 
and operate a l l necessary f a c i l i t i e s f o r t h a t purpose w i t h i n the Uni t i z e d 
Area, provided the same are so constructed, maintained and operated as not t o 
i n t e r f e r e w i t h Unit Operations. Subject t o Section 17 hereof, any e x t r a 
expenditure incurred by Unit Operator by reason of the d e l i v e r y i n kind o f any 
p o r t i o n of the Un i t i z e d Substances s h a l l be borne by the p a r t y t a k i n g 
d e l i v e r y . I n the event any Working I n t e r e s t Owner s h a l l f a i l t o take or 
otherwise adequately dispose of i t s proportionate share of the production from 
the U n i t i z e d Formation, then so long as such c o n d i t i o n continues, Unit 
Operator, f o r the Tract or Tracts concerned, and i n order t o avoid c u r t a i l i n g 
the operation of the Unit Area, may, but s h a l l not be required t o , s e l l or 
otherwise dispose of such production t o i t s e l f or t o others, provided t h a t a l l 
contracts of sale by Unit Operator of any other party's share of Unitized 
Substances s h a l l be only f o r such reasonable periods o f time as are consistent 
w i t h the minimum needs of the i n d u s t r y under the circumstances, but i n no 
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event s h a l l any such contract be f o r a period i n excess of one year, and at 
not less than the p r e v a i l i n g market p r i c e i n the area f o r l i k e production, and 
the account of such Working I n t e r e s t Owner s h a l l be charged t h e r e w i t h as 
having received such production. The net proceeds, i f any, of the Unitized 
Substances so disposed of by Unit Operator s h a l l be paid t o the Working 
I n t e r e s t Owner of the Tract or Tracts concerned. Notwithstanding the 
foregoing, Unit Operator s h a l l not make a sale i n t o i n t e r s t a t e commerce of any 
Working I n t e r e s t Owner's share of gas production without f i r s t g i v i n g such 
Working I n t e r e s t Owner s i x t y (60) days' notice of such intended sale. 

Any Working I n t e r e s t Owner r e c e i v i n g i n kind or separately disposing of 
a l l or any p a r t of the Un i t i z e d Substances a l l o c a t e d t o any Tr a c t , or 
rec e i v i n g the proceeds therefrom i f the same i s sold or purchased by Unit 
Operator, s h a l l be responsible f o r the payment of a l l r o y a l t y , o v e r r i d i n g 
r o y a l t y and production payments due thereon, and each such party s h a l l hold 
each other Working I n t e r e s t Owner harmless against a l l claims, demands and 
causes of ac t i o n by owners of such r o y a l t y , o v e r r i d i n g r o y a l t y and production 
payments. 

I f , a f t e r the E f f e c t i v e Date of t h i s Agreement, there i s any Tract or 
Tracts t h a t are subsequently committed hereto, as provided i n Section 4 
(Expansion) hereof, or any Tract or Tracts w i t h i n the Unit Area not committed 
hereto as of the E f f e c t i v e Date hereof but which are subsequently committed 
hereto under the provisions of Section 14 (Tracts Q u a l i f i e d f o r P a r t i c i p a t i o n ) 
and Section 32 (Nonjoinder and Subsequent J o i n d e r ) ; or i f any Tract i s 
excluded from t h i s Agreement as provided f o r i n Section 21 (Loss o f T i t l e ) , 
the schedule of p a r t i c i p a t i o n as shown i n E x h i b i t "B" s h a l l be revised by the 
Unit Operator; and the revised E x h i b i t "B", upon approval by the Land 
Commissioner and the A.O., s h a l l govern the a l l o c a t i o n of production on and 
a f t e r the e f f e c t i v e date thereof u n t i l a revised schedule i s approved as 
hereinabove provided. 

SECTION 16. OUTSIDE SUBSTANCES. I f gas obtained from formations not 
subject t o t h i s Agreement i s introduced i n t o the Un i t i z e d Formation f o r use i n 
repressuring, s t i m u l a t i n g of production or increasing u l t i m a t e recovery which 
s h a l l be i n conformity w i t h a Plan of Operation f i r s t approved by the Land 
Commissioner and the A.O., a l i k e amount of gas w i t h appropriate deduction f o r 
loss or deple t i o n from any cause may be withdrawn from u n i t w ells completed i n 
the Unitized Formation r o y a l t y free as t o dry gas, but not r o y a l t y f r e e as t o 
the products extracted therefrom; provided t h a t such withdrawal s h a l l be a t 
such time as may be provided i n the approved Plan of Operator or as otherwise 
may be consented t o or prescribed by the Land Commissioner and the A.O. as 
conforming t o good petroleum engineering p r a c t i c e s and provided f u r t h e r t h a t 
such r i g h t of withdrawal s h a l l terminate on the termination date of t h i s 
Agreement. 

SECTION 17. ROYALTY SETTLEMENT. The State of New Mexico and United 
States of America and a l l Royalty Owners who, under an e x i s t i n g c o n t r a c t , are 
e n t i t l e d t o take i n kind a share of the substances produced from any Tract 
u n i t i z e d hereunder, s h a l l continue t o be e n t i t l e d t o such r i g h t t o take i n 
kind t h e i r share of the Un i t i z e d Substances a l l o c a t e d t o such Tract, and Unit 
Operator s h a l l make d e l i v e r i e s of such Royalty share taken i n kind i n 
conformity w i t h the applicable contracts, laws and re g u l a t i o n s . Settlement 
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f o r Royalty not taken i n kind s h a l l be made by Working I n t e r e s t Owners 
responsible t h e r e f o r under e x i s t i n g c o n t racts, laws and regul a t i o n s on or 
before the l a s t day of each month f o r U n i t i z e d Substances produced during the 
preceding calendar month; provided, however, t h a t nothing herein contained 
s h a l l operate t o r e l i e v e the lessees of any land from t h e i r respective lease 
o b l i g a t i o n s f o r the payment of any Royalty due under the leases, except t h a t 
such Royalty s h a l l be computed on U n i t i z e d Substances as a l l o c a t e d t o each 
Tract i n accordance w i t h the terms of t h i s Agreement. With respect t o Federal 
leases committed hereto on which the r o y a l t y r a t e depends upon the d a i l y 
average production per w e l l , such average production s h a l l be determined i n 
accordance w i t h the operating regulations p e r t a i n i n g t o Federal leases as 
though the committed Tracts were included i n a si n g l e consolidated lease. 

I f the amount of production or the proceeds thereof accruing to any 
Royalty Owner (except the United States of America) i n a Tract depends upon 
the average production per w e l l or the average p i p e l i n e runs per w e l l from 
such Tract during any period of time, then such production s h a l l be determined 
from and a f t e r the e f f e c t i v e date hereof by d i v i d i n g the q u a n t i t y of Unitized 
Substances a l l o c a t e d hereunder t o such Tract during such period of time by the 
number of we l l s located thereon capable of producing U n i t i z e d Substances as of 
the E f f e c t i v e Date hereof, provided t h a t any Tract not having any w e l l so 
capable of producing Unitized Substances on the E f f e c t i v e Date hereof s h a l l be 
considered as having one such w e l l f o r the purpose of t h i s p r o v i s i o n . 

A l l Royalty due the State of New Mexico and the United States of America 
and the other Royalty Owners hereunder s h a l l be computed and paid on the basis 
of a l l U n i t i z e d Substances a l l o c a t e d t o the respective Tract or Tracts 
committed hereto, i n l i e u of actu a l production from such Tract or Tracts. 

With the exception of Federal and State requirement t o the contrary, 
Working I n t e r e s t Owners may use or consume Unitized Substances f o r Unit 
Operations and no Royalty, o v e r r i d i n g r o y a l t y , production or other payments 
s h a l l be payable on account of Un i t i z e d Substances used, l o s t , or consumed i n 
Unit Operations. 

Each Royalty Owner (other than the State of New Mexico and the United 
States of America) t h a t executes t h i s Agreement represents and warrants t h a t 
i t i s the owner of a Royalty I n t e r e s t i n a Tract of Tracts w i t h i n the Unit 
Area as i t s i n t e r e s t appears i n E x h i b i t "B" attached hereto. I f any Royalty 
I n t e r e s t i n a Tract or Tracts should be l o s t by t i t l e f a i l u r e or otherwise i n 
whole or i n p a r t , during the term of t h i s Agreement, then the Royalty I n t e r e s t 
of the p a r t y representing himself t o be the owner thereof s h a l l be reduced 
p r o p o r t i o n a t e l y and the i n t e r e s t s o f a l l p a r t i e s s h a l l be adjusted 
accordingly. 

SECTION 18. RENTAL SETTLEMENT. Rentals or minimum Royalties due on the 
leases committee hereto s h a l l be paid by Working I n t e r e s t Owners responsible 
t h e r e f o r under e x i s t i n g c o n t racts, laws and regul a t i o n s provided t h a t nothing 
herein contained s h a l l operate t o r e l i e v e the lessees of any land from t h e i r 
respective lease o b l i g a t i o n s f o r the payment of any r e n t a l or minimum Royalty 
i n l i e u thereof, due under t h e i r leases. Rental f o r lands of the State of New 
Mexico subject t o t h i s Agreement s h a l l be paid a t the ra t e s p e c i f i e d i n the 
respective leases from the State of New Mexico. Rental or minimum Royalty f o r 
lands of the United States of America subject t o t h i s Agreement s h a l l be pai d 
a t the r a t e s p e c i f i e d i n the respective leases from the United States of 
America, unless such r e n t a l or minimum Royalty i s waived, suspended or reduced 
by law or by approval of the Secretary or h i s duly authorized representative. 
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SECTION 19. CONSERVATION. Operations hereunder and production of 
Unit i z e d Substances s h a l l be conducted t o provide f o r the most economical and 
e f f i c i e n t recovery of said substances without waste, as defined by or pursuant 
t o Federal and State laws and reg u l a t i o n s . 

SECTION 20. DRAINAGE. The Unit Operator s h a l l take a l l reasonable and 
prudent measures t o prevent drainage of Unitized Substances from u n i t i z e d land 
by wells on land not subject t o t h i s Agreement. 

The Unit Operator, upon approval by the Working I n t e r e s t Owners, the A.O. 
and the Land Commissioner, i s hereby empowered t o enter i n t o a b o r d e r l i n e 
agreement or agreements w i t h working i n t e r e s t owners of adjo i n i n g lands not 
subject t o t h i s Agreement w i t h respect t o operation i n the border area f o r the 
maximum economic recovery, conservation purposes and proper p r o t e c t i o n of the 
p a r t i e s and i n t e r e s t a f f e c t e d . 

SECTION 21. LOSS OF TITLE. I n the event t i t l e t o any Tract of u n i t i z e d 
land s h a l l f a i l and the true owner cannot be induced t o j o i n i n t h i s 
Agreement, such Tract s h a l l be automatically regarded as not committed hereto, 
and there s h a l l be such readjustment of f u t u r e costs and b e n e f i t s as may be 
required on account of the loss of such t i t l e . I n the event of a dispute as 
to t i t l e t o any Royalty, Working I n t e r e s t , or other i n t e r e s t s subject t h e r e t o , 
payment or d e l i v e r y on account thereof may be withheld without l i a b i l i t y f o r 
i n t e r e s t u n t i l the dispute i s f i n a l l y s e t t l e d ; provided, t h a t , as t o State or 
Federal lands or leases, no payments of funds due the United States or the 
State of New Mexico s h a l l be wi t h h e l d , but such funds s h a l l be deposited as 
di r e c t e d by the A.O. or Land Commissioner (as the case may be) t o be held as 
unearned money pending f i n a l settlement of the t i t l e dispute, and then applied 
as earned or returned i n accordance w i t h such f i n a l settlement. 

I f the t i t l e or r i g h t of any pa r t y claiming the r i g h t to receive i n kind 
a l l or any p o r t i o n of the Uni t i z e d Substances a l l o c a t e d t o a Tract i s i n 
dispute, Unit Operator at the d i r e c t i o n of Working I n t e r e s t Owners s h a l l 
e i t h e r : 

(a) require t h a t the p a r t y t o whom such U n i t i z e d Substances are 
delivered t o or whom the proceeds thereof are paid f u r n i s h s e c u r i t y f o r the 
proper accounting t h e r e f o r t o the r i g h t f u l owner i f the t i t l e or r i g h t o f such 
party f a i l s i n whole or i n p a r t , or 

(b) withhold and market the p o r t i o n of Uni t i z e d Substances w i t h respect 
to which t i t l e or r i g h t i s i n dispute, and impound the proceeds thereof u n t i l 
such time as the t i t l e or r i g h t t h e r e t o i s established by a f i n a l judgment of 
a court of competent j u r i s d i c t i o n or otherwise to the s a t i s f a c t i o n o f Working 
I n t e r e s t Owners, whereupon the proceeds as impounded s h a l l be paid t o the 
party r i g h t f u l l y e n t i t l e d t h e r e t o . 

Each Working I n t e r e s t Owner s h a l l indemnify, hold harmless, and defend 
a l l other Working I n t e r e s t Owners against any and a l l claims by any p a r t y 
against the i n t e r e s t a t t r i b u t e d t o such Working I n t e r e s t Owner on E x h i b i t "B". 

Unit Operator as such i s r e l i e v e d from any r e s p o n s i b i l i t y f o r any defect 
or f a i l u r e of any t i t l e hereunder. 
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SECTION 22: LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, 
conditions and provisions of a l l leases, subleases and other contracts 
r e l a t i n g t o e x p l o r a t i o n , d r i l l i n g , development or operation f o r o i l or gas on 
lands committed t o t h i s Agreement are hereby expressly modified and amended t o 
the extent necessary t o make the same conform t o the prov i s i o n s hereof, but 
otherwise t o remain i n f u l l force and e f f e c t , and the p a r t i e s heret hereby 
consent t h a t the Secretary and the Land Commissioner, r e s p e c t i v e l y , s h a l l and 
by t h e i r approval hereof, or by the approval hereof by t h e i r duly authorized 
representatives, do hereby e s t a b l i s h , a l t e r , change or revoke the d r i l l i n g , 
producing, r e n t a l , minimum Royalty and Royalty requirements of Federal and 
State leases committed hereto and the reg u l a t i o n s i n respect thereto t o 
conform said requirements t o the prov i s i o n s of t h i s Agreement 

Without l i m i t i n g the g e n e r a l i t y of the foregoing, a l l leases, subleases 
and contracts are p a r t i c u l a r l y modified i n accordance w i t h the f o l l o w i n g : 

(a) The development and operation of lands subject t o t h i s Agreement 
under the terms hereof s h a l l be deemed f u l l performance of a l l o b l i g a t i o n s f o r 
development and operation w i t h respect t o each Tract subject t o t h i s 
Agreement, regardless of whether there i s any development of any Tract of the 
Unit Area, notwithstanding anything t o the contrary i n any lease, operating 
agreement or other contract by and between the p a r t i e s hereto, or t h e i r 
respective predecessors i n i n t e r e s t , or any of them. 

(b) D r i l l i n g , producing or improved recovery operations performed 
hereunder s h a l l be deemed t o be performed upon and f o r the b e n e f i t of each 
Tract, and no lease s h a l l be deemed t o expire by reason of f a i l u r e t o d r i l l or 
produce wells s i t u a t e d on the land t h e r e i n embraced. 

(c) Suspension of d r i l l i n g or producing operations w i t h i n the Unit Area 
pursuant t o d i r e c t i o n or consent of the Land Commissioner and the A.O., or 
t h e i r duly authorized representatives, s h a l l be deemed t o c o n s t i t u t e such 
suspension pursuant t o such d i r e c t i o n or consent as t o each Tract w i t h i n the 
Unit i z e d Area. 

(d) Each lease, sublease, or contract r e l a t i n g to the e x p l o r a t i o n , 
d r i l l i n g , development, or operation f o r o i l and gas which by i t s terms might 
expire p r i o r t o the termination of t h i s Agreement, i s hereby extended beyond 
any such term so provided t h e r e i n , so t h a t i t s h a l l be continued i n f u l l force 
and e f f e c t f o r and during the term of t h i s Agreement. 

(e) Any lease embracing lands of the State of New Mexico which i s made 
subject t o t h i s Agreement s h a l l continue i n force beyond the term provided 
t h e r e i n as to the lands committed hereto u n t i l the termination hereof. 

( f ) Any lease embracing lands of the State of New Mexico having only a 
p o r t i o n of i t s land committed hereto s h a l l be segregated as t o t h a t p o r t i o n 
committed and t h a t not committed, and the terms of such lease s h a l l apply 
separately t o such segregated p o r t i o n s commencing as of the E f f e c t i v e Date 
hereof. Provided, however, t h a t notwithstanding any of the prov i s i o n s of t h i s 
Agreement t o the contrary, such lease ( i n c l u d i n g both segregated p o r t i o n s ) 
s h a l l continue i n f u l l force and e f f e c t beyond the term provided t h e r e i n as t o 
a l l lands embraced i n such lease i f o i l or gas i s , or has heretofore been 
discovered i n paying q u a n t i t i e s on some p a r t o f the lands embraced i n such 
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lease committed t o t h i s Agreement or, so long as a p o r t i o n o f the Un i t i z e d 
Substances produced from the Unit Area i s , under the terms of t h i s Agreement, 
a l l o c a t e d t o the p o r t i o n o f the lands covered by such lease committed t o t h i s 
Agreement, or, at any time during the term hereof, as t o any lease t h a t i s 
then v a l i d and su b s i s t i n g and upon which the leases or the Unit Operator i s 
then engaged i n bona f i d e d r i l l i n g , reworking, or improved recovery operations 
on any p a r t o f the lands embraced i n such lease, then the same as t o a l l lands 
embraced t h e r e i n s h a l l remain i n f u l l force and e f f e c t so long as such 
operations are d i l i g e n t l y prosecuted, and i f they r e s u l t i n the production of 
o i l or gas, said lease s h a l l continue i n f u l l force and e f f e c t as t o gas i n 
paying q u a n t i t i e s i s being produced from any p o r t i o n of said lands. 

(g) The segregation of any Federal lease committed t o t h i s Agreement i s 
governed by the f o l l o w i n g p r o v i s i o n i n the f o u r t h paragraph o f Section 17(j) 
of the Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 
Stat. 781-784): "Any (Federal) lease heretofore or hereafter committed t o any 
such ( u n i t ) plan embracing lands t h a t are i n p a r t w i t h i n and i n p a r t outside 
of the area covered by any such plan s h a l l be segregated i n t o separate leases 
as t o the lands committed and the lands not committed as of the E f f e c t i v e Date 
of u n i t i z a t i o n ; Provided, however, t h a t any such lease as t o the non-unitized 
p o r t i o n s h a l l continue i n force and e f f e c t f o r the term thereof but f o r not 
less than two years from the date of such segregation and so long t h e r e a f t e r 
as o i l or gas i s produced i n paying q u a n t i t i e s . " 

SECTION 23. COVENANTS RUN WITH LAND. The covenants herein s h a l l be 
construed t o be covenants running w i t h the land w i t h respect t o the i n t e r e s t 
of the p a r t i e s hereto and t h e i r successors i n i n t e r e s t u n t i l t h i s Agreement 
terminates, and any grant, t r a n s f e r or conveyance o f i n t e r e s t i n land or 
leases subject hereto s h a l l be and hereby i s conditioned upon the assumption 
of a l l p r i v i l e g e s and o b l i g a t i o n s hereunder by the grantee, transferee or 
other successor i n i n t e r e s t . No assignment or t r a n s f e r o f any Working 
I n t e r e s t subject hereto s h a l l be binding upon Unit Operator u n t i l the f i r s t 
day of the calendar month a f t e r Unit Operator i s furnished w i t h the o r i g i n a l , 
or acceptable p h o t o s t a t i c or c e r t i f i e d copy, o f the recorded instrument or 
t r a n s f e r ; and no assignment or t r a n s f e r o f any Royalty I n t e r e s t subject hereto 
s h a l l be binding upon the Working I n t e r e s t Owner responsible t h e r e f o r u n t i l 
the f i r s t day of the calendar month a f t e r said Working I n t e r e s t Owner i s 
furnished w i t h the o r i g i n a l , or acceptable p h o t o s t a t i c or c e r t i f i e d copy, of 
the recorded instrument or t r a n s f e r . 

SECTION 24. EFFECTIVE DATE AND TERM. This Agreement s h a l l become 
binding upon each p a r t y who executes or r a t i f i e s i t as of the date of 
execution or r a t i f i c a t i o n by such party and s h a l l become e f f e c t i v e on the 
f i r s t day of the calendar month next f o l l o w i n g the approval of t h i s Agreement 
by the A.O., the Land Commissioner and the Commission. 

I f t h i s Agreement does not become e f f e c t i v e on or before January 1, 1989 
i t s h a l l ipso f a c t o expire on said date ( h e r e i n a f t e r c a l l e d " E x p i r a t i o n Date") 
and t h e r e a f t e r be of no f u r t h e r force or e f f e c t , unless p r i o r t h e r e t o t h i s 
Agreement has been executed or r a t i f i e d by Working I n t e r e s t Owners owning a 
combined P a r t i c i p a t i o n of a t l e a s t seventy-five percent (75%); and a t le a s t 
seventy-five percent (75%) of such Working I n t e r e s t Owners committed t o t h i s 
Agreement have decided t o extend E x p i r a t i o n Date f o r a period not t o exceed 
one(l) year ( h e r e i n a f t e r c a l l e d "Extended E x p i r a t i o n Date"). I f E x p i r a t i o n 
Date i s so extended and t h i s Agreement does not become e f f e c t i v e on or before 
Extended E x p i r a t i o n Date, i t s h a l l ipso facto expire on Extended E x p i r a t i o n 
Date and t h e r e a f t e r be of no f u r t h e r force and e f f e c t . 
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U n i t Operator s h a l l f i l e f o r record w i t h i n t h i r t y (30) days a f t e r the 
E f f e c t i v e Date of t h i s Agreement, i n the o f f i c e o f the County Clerk of Chaves 
County, New Mexico, where a counterpart of t h i s Agreement has become e f f e c t i v e 
according t o i t s terms and s t a t i n g f u r t h e r the e f f e c t i v e date. 

The terms of t h i s Agreement s h a l l be f o r and during the time t h a t 
Unitized Substances are produced from the u n i t i z e d land and so long t h e r e a f t e r 
as d r i l l i n g , reworking or other operations ( i n c l u d i n g improved recovery 
operations) are prosecuted thereon without cessation of more than ninety (90) 
consecutive days unless sooner terminated as herein provided. 

This Agreement may be terminated w i t h the approval of the Land Commission 
and the A.O. by Working I n t e r e s t Owners owning e i g h t y percent (80%) of the 
Unit P a r t i c i p a t i o n then i n e f f e c t whenever such Working I n t e r e s t Owners 
determine t h a t Unit Operations are no longer p r o f i t a b l e , or i n the i n t e r e s t of 
conservation. Upon approval, such termination s h a l l be e f f e c t i v e as of the 
f i r s t day of the month a f t e r said Working I n t e r e s t Owners' determination. 
Notice of any such termination s h a l l be f i l e d by Unit Operator i n the o f f i c e 
of the County Clerk of Chaves County, New Mexico, w i t h i n t h i r t y (30) days of 
the e f f e c t i v e date of termination. 

Upon termination of t h i s Agreement, the p a r t i e s hereto s h a l l be governed 
by the terms and provisions of the leases and contracts a f f e c t i n g the separate 
Tracts j u s t as i f t h i s Agreement had never been entered i n t o . 

Notwithstanding any other p r o v i s i o n i n the leases u n i t i z e d under t h i s 
Agreement, Royalty Owners hereby grant Working I n t e r e s t Owners a perio d of s i x 
months a f t e r t e r m i n a t i o n o f t h i s Agreement i n which t o salvage, s e l l , 
d i s t r i b u t e or otherwise dispose of the personal property and f a c i l i t i e s used 
i n connection w i t h Unit Operations. 

SECTION 25. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. A l l 
production and the disposal thereof s h a l l be i n conformity w i t h a l l o c a t i o n s 
and quotas made or f i x e d by any duly authorized person or reg u l a t o r y body 
under any Federal or State status. The A.O. i s hereby vested w i t h a u t h o r i t y 
to a l t e r or modify from time t o time, i n h i s d i s c r e t i o n , the ra t e of 
prospecting and development and w i t h i n the l i m i t s made or f i x e d by the 
D i v i s i o n t o a l t e r or modify the q u a n t i t y and ra t e of production under t h i s 
Agreement, such a u t h o r i t y being hereby l i m i t e d t o a l t e r a t i o n or m o d i f i c a t i o n 
i n the p u b l i c i n t e r e s t , the purpose thereof and the pu b l i c i n t e r e s t t o be 
served thereby t o be stated i n the order of a l t e r a t i o n or m o d i f i c a t i o n ; 
provided f u r t h e r , t h a t no such a l t e r a t i o n or m o d i f i c a t i o n s h a l l be e f f e c t i v e 
as t o any lands of the State of New Mexico as t o the r a t e of prospecting and 
development i n absence of the s p e c i f i c w r i t t e n approval thereof by the Land 
Commissioner as t o any lands of the State of New Mexico or privately-owned 
Lands subject t o t h i s Agreement as t o the q u a n t i t y and r a t e of production i n 
the absence of s p e c i f i c w r i t t e n approval thereof by the D i v i s i o n . 

Powers i n t h i s Section vested i n the A.O. s h a l l only be exercised a f t e r 
notice t o Unit Operator and opportunity f o r hearing t o be held not less than 
f i f t e e n (15) days from n o t i c e , and t h e r e a f t e r subject t o ad m i n i s t r a t i v e appeal 
before becoming f i n a l . 
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SECTION 26. NONDISCRIMINATION. Unit Operator i n connection w i t h the 
performance of work under t h i s Agreement r e l a t i n g t o leases of the United 
States, agrees t o comply w i t h a l l of the provisions of Section 202(1) t o (7) 
i n c l u s i v e of Executive Order 11246, (30 F.R. 12319), which are hereby 
incorporated by reference i n t h i s Agreement. 

SECTION 27. APPEARANCES. Unit Operator s h a l l have the r i g h t t o appear 
f o r or on behalf of any i n t e r e s t s a f f e c t e d hereby before the Land 
Commissioner, the Department, and the D i v i s i o n , and t o appeal from any order 
issued under the r u l e s and re g u l a t i o n s of the Land Commissioner, the 
Department or the D i v i s i o n , or t o apply f o r r e l i e f from any of said r u l e s and 
regulations or i n any proceedings r e l a t i v e t o operations before the Land 
Commissioner, the Department or the D i v i s i o n or any other l e g a l l y c o n s t i t u t e d 
a u t h o r i t y ; provided, however, t h a t any other i n t e r e s t e d paerty s h a l l also have 
the r i g h t a t his or i t s own expense t o be heard i n any such proceeding. 

SECTION 28. NOTICES. A l l n o t i c e s , demands, objections or statements 
required hereunder t o be given or rendered t o the p a r t i e s hereto s h a l l be 
deemed f u l l y given i f made i n w r i t i n g and personally d e l i v e r e d t o the party or 
p a r t i e s or sent by postpaid c e r t i f i e d or r e g i s t e r e d m a i l , addressed t o such 
p a r t y or p a r t i e s a t t h e i r l a s t known address set f o r t h i n connection w i t h the 
signatures hereto or t o the r a t i f i c a t i o n or consent hereof or t o such other 
address as any such p a r t y or p a r t i e s may have furnished i n w r i t i n g t o the 
pa r t y sending the n o t i c e , demand or statement. 

SECTION 29. NO WAIVER OF CERTAIN RIGHTS. Nothing i n t h i s Agreement 
contained s h a l l be construed as a waiver by any p a r t y hereto of the r i g h t t o 
assert any l e g a l or c o n s t i t u t i o n a l r i g h t or defense as t o the v a l i d i t y or 
i n v a l i d i t y o f any law of the State wherein said U n i t i z e d Lands are located, or 
regula t i o n s issued thereunder i n any way a f f e c t i n g such p a r t y , or as a waiver 
by any such p a r t y of any r i g h t beyond h i s or i t s a u t h o r i t y t o waive; provided, 
however, each party hereto covenants t h a t i t w i l l not r e s o r t t o any a c t i o n t o 
p a r t i t i o n the u n i t i z e d land or the Unit Equipment. 

SECTION 30. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO REALTY. 
Each Working I n t e r e s t Owner has heretofore placed and used on i t s Tract or 
Tracts committed t o t h i s Agreement various w e l l and lease equipment and other 
property, equipment and f a c i l i t i e s . I t i s also recognized t h a t a d d i t i o n a l 
equipment and f a c i l i t i e s may hereafter be placed and used upon the Un i t i z e d 
Land as now or hereafter c o n s t i t u t e d . Therefore, f o r a l l purposes t o t h i s 
Agreement, any such equipment s h a l l be considered t o be personal property and 
not f i x t u r e s attached t o r e a l t y . Accordingly, said w e l l and lease equipment 
and personal property i s hereby severed from the mineral estates a f f e c t e d by 
t h i s Agreement, and i t i s agreed t h a t any such equipment and personal property 
s h a l l be and remain personal property of the Working I n t e r e s t Owners f o r a l l 
purposes. 

SECTION 31. UNAVOIDABLE DELAY. A l l o b l i g a t i o n s under t h i s Agreement 
r e q u i r i n g the Unit Operator t o commence or continue improved recovery 
operations or t o operate on or produce U n i t i z e d Substances from any of the 
lands covered by t h i s Agreement s h a l l be suspended w h i l e , but only so long as, 
the U n i t Operator, despite the exercise of due care and d i l i g e n c e , i s 
prevented from complying w i t h such o b l i g a t i o n s , i n whole or i n p a r t , by 
s t r i k e s , acts of God, Federal, State or municipal law or agency, unavoidable 
accident, u n c o n t r o l l a b l e delays i n t r a n s p o r t a t i o n , i n a b i l i t y t o obtain 
necessary materials or equipment i n open market, or other matters beyond the 
reasonable c o n t r o l of the Unit Operator whether s i m i l a r t o matters herein 
enumerated or not. 
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SECTION 32. NONJOINDER AND SUBSEQUENT JOINDER. Joinder by any Royalty 
Owner, a t any time, must be accompanied by appropriate j o i n d e r of the 
corresponding Working I n t e r e s t Owner i n order f o r the i n t e r e s t of such Royalty 
Owner t o be regarded as e f f e c t i v e l y committed. Joinder t o t h i s Agreement by a 
Working I n t e r e s t Owner, a t any time, must be accompanied by appropriate 
j o i n d e r t o the Unit Operating Agreement i n order f o r such i n t e r e s t t o be 
regarded as e f f e c t i v e l y committed t o t h i s Agreement. 

Any o i l or gas i n t e r e s t i n the Unitized Formations not committed hereto 
p r i o r t o submission of t h i s Agreement t o the Land Commissioner and the A.O. 
fo r f i n a l approval may the e a f t e r be committed hereto upon compliance w i t h the 
applicable provisions of t h i s Section and of Section 14 (Tracts Q u a l i f i e d f o r 
P a r t i c i p a t i o n ) hereo, a t any time up t o the E f f e c t i v e Date hereof on the same 
basis of Tract P a r t i c i p a t i o n as provided i n Section 13, by the owner or owners 
thereof subscribing, r a t i f y i n g , or consenting i n w r i t i n g t o t h i s Agreement, 
and i f the i n t e r e s t i s a Working I n t e r e s t , by the owner of such i n t e r e s t 
subscribing also t o the Unit Operating Agreement. 

I t i s understood and agreed, however, t h a t from and a f t e r the E f f e c t i v e 
Date hereof the r i g h t of subsequent j o i n d e r as provided i n t h i s Section s h a l l 
be subject t o such requirements or approvals and on such basis as may be 
agreed upon by Working I n t e r e s t Owners owning not less than s i x t y - f i v e percent 
(65%) of the Unit P a r t i c i p a t i o n then i n e f f e c t , and approved by the Land 
Commissioner and A.O. Such subsequent j o i n d e r by a proposed Working I n t e r e s t 
Owner must be evidenced by h i s execution or r a t i f i c a t i o n of t h i s Agreement and 
the Unit Operating Agreement and, where State or Federal land i s involved, 
such j o i n d e r must be approved by the Land Commissioner or A.O. Such j o i n d e r 
by a proposed Royalty Owner must be evidenced by h i s execution, r a t i f i c a t i o n 
or consent of t h i s Agreement and must be consented t o i n w r i t i n g by the 
Working I n t e r e s t Owner responsbile f o r the payment of any b e n e f i t s t h a t may 
accrue hereunder i n behalf of such proposed Royalty Owner. Except as may be 
otherwise herein provided, subsequent joi n d e r t o t h i s Agreement s h a l l be 
e f f e c t i v e as of the f i r s t day of the month f o l l o w i n g the f i l i n g w i t h the Land 
Commissioner and A.O. of duly executed counterparts of any and a l l documents 
necessary t o e s t a b l i s h e f f e c t i v e commitment of any Tract or i n t e r e s t t o t h i s 
Agreement, unless o b j e c t i o n t o such joi n d e r by the Land Commissioner or the 
A.O., i s duly made s i x t y (60) days a f t e r such f i l i n g . 

SECTION 33. COUNTERPARTS. This Agreement may be executed i n any number 
of counterparts, no one o f which needs t o be executed by a l l p a r t i e s and may 
be r a t i f i e d or consented t o by separate instrument i n w r i t i n g , s p e c i f i c a l l y 
r e f e r r i n g hereto, and s h a l l be binding upon a l l those p a r t i e s who have 
executed such a counterpart, r a t i f i c a t i o n or consent hereto w i t h the same 
force and e f f e c t as i f a l l p a r t i e s had signed the same document, and 
regardless of whether or not i t i s executed by a l l other p a r t i e s owning or 
claiming an i n t e r e s t i n the land w i t h i n the described Unit Area. Furthermore, 
t h i s Agreement s h a l l extend t o and be binding on the p a r t i e s hereto, t h e i r 
successors, h e i r s and assigns. 

SECTION 34. JOINDER IN DUAL CAPACITY. Execution as herein provided by 
any p a r t y as e i t h e r a Working I n t e r e s t Owner or a Royalty Owner s h a l l commit 
a l l i n t e r e s t s owned or c o n t r o l l e d by such p a r t y ; provided, t h a t i f the pa r t y 
i s the owner of a Working I n t e r e s t , he must also execute the Unit Operating 
Agreement. 
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SECTION 35. TAXES. Each p a r t y hereto s h a l l , f o r i t s own account, render 
and pay i t s share of any taxes l e v i e d against or measured by the amount or 
value of the U n i t i z e d Substances produced from the u n i t i z e d land; provided, 
however, t h a t i f i t i s required or i f i t be determined t h a t the Unit Operator 
or the several Working I n t e r e s t Owners must pay or advance said taxes f o r the 
account of the p a r t i e s hereto, i t i s hereby expressly agreed t h a t the p a r t i e s 
so paying or advancing said taxes s h a l l be reimbursed t h e r e f o r by the p a r t i e s 
hereto, i n c l u d i n g Royalty Owners, who may be responsible f o r the taxes on 
t h e i r respective a l l o c a t e d share of said U n i t i z e d Substances. No taxes s h a l l 
be charged to the United States or t o the State of New Mexico, nor t o any 
lessor who has a contract w i t h a lessee which requires h i s lessee t o pay such 
taxes. 

SECTION 36. NO PARTNERSHIP. The d u t i e s , o b l i g a t i o n s and l i a b i l i t i e s of 
the p a r t i e s hereto are intended t o be several and not j o i n t or c o l l e c t i v e . 
This Agreement i s not intended t o create, and s h a l l not be construed t o 
create, an association or t r u s t , or t o impose a partnership duty, o b l i g a t i o n 
or l i a b i l i t y w i t h regard t o any one or more of the p a r t i e s hereto. Each p a r t y 
hereto s h a l l be i n d i v i d u a l l y responsible f o r i t s own o b l i g a t i o n as herein 
provided. 

SECTION 37. PRODUCTION AS OF THE EFFECTIVE DATE. Unit Operator s h a l l 
make a proper and t i m e l y gauge of a l l leases and other tanks w i t h i n the Unit 
Area i n order t o ascertain the amount of merchantable o i l above the p i p e l i n e 
connection, i n such tanks as of 7.00 a.m. on the E f f e c t i v e Date hereof. A l l 
such o i l which has then been produced i n accordance w i t h established 
allowables s h a l l be and remain the property of the Working I n t e r e s t Owner 
e n t i t l e d t h e r e t o , the same as i f the u n i t had not been formed; and the 
responsible Working I n t e r e s t Owner s h a l l promptly remove said o i l from the 
u n i t i z e d land. Any such o i l not so removed s h a l l be sold by Unit Operator f o r 
the account of such Working I n t e r e s t Owners, subject t o the payment of a l l 
Royalty t o Royalty Owners under the terms hereof. The o i l t h a t i s i n excess 
of the p r i o r allowable of the w e l l s from which i t was produced s h a l l be 
regarded as Unitized Substances produced a f t e r E f f e c t i v e Date hereof. 

I f , as of the E f f e c t i v e Date hereof, any Tract i s over-produced w i t h 
respect t o the allowable of the w e l l s on t h a t Tract and the amount of 
over-production has been sold or otherwise disposed o f , such over-production 
s h a l l be regarded as a p a r t of the Unitized Substances produced a f t e r the 
E f f e c t i v e Date hereof and s h a l l be charged t o such Tract as having been 
del i v e r e d t o the p a r t i e s e n t i t l e d t o U n i t i z e d Substances a l l o c a t e d t o such 
Tract. 

SECTION 38. NO SHARING OF MARKET. This Agreement i s not intended t o 
provide and s h a l l not be construed t o provide, d i r e c t l y or i n d i r e c t l y , f o r any 
cooperative r e f i n i n g , j o i n t sale or marketing of U n i t i z e d Substances. 

SECTION 39. STATUTORY UNITIZATION. I f and when Working I n t e r e s t Owners 
owning at l e a s t seventy-five percent (75%) Unit P a r t i c i p a t i o n and Royalty 
Owners owning at l e a s t seventy-five percent (75%) Royalty I n t e r e s t have become 
p a r t i e s t o t h i s Agreement or have approved t h i s Agreement i n w r i t i n g and such 
Working I n t e r e s t Owners have also become p a r t i e s t o the U n i t Operating 
Agreement, Unit Operator may make a p p l i c a t i o n t o the D i v i s i o n f o r s t a t u t o r y 
u n i t i z a t i o n of the uncommitted i n t e r e s t s pursuant t o the S t a t u t o r y U n i t i z a t i o n 
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Act (Chapter 65, A r t i c l e 14, N.M.S. 1953 Annotated) . I f such a p p l i c a t i o n i s 
made and s t a t u t o r y u n i t i z a t i o n i s approved by the D i v i s i o n , then e f f e c t i v e as 
of the date of the Div i s i o n ' s order approving s t a t u t o r y u n i t i z a t i o n , t h i s 
Agreement and/or the Unit Operating Agreement s h a l l automatically be revised 
and/or amended i n accordance w i t h the f o l l o w i n g : 

(1) Section 14 of t h i s Agreement s h a l l be revised by s u b s t i t u t i n g f o r 
the e n t i r e said section the f o l l o w i n g : 

"SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and 
a f t e r the E f f e c t i v e Date hereof, a l l Tracts w i t h i n the Unit Area s h a l l be 
e n t i t l e d t o p a r t i c i p a t i o n i n the production of Unitized Substances." 

(2) Section 24 of t h i s Agreement s h a l l be revised by s u b s t i t u t i n g f o r 
the f i r s t three paragraphs of said section the f o l l o w i n g : 

"SECTION 24. EFFECTIVE DATE AND TERM. This Agreement s h a l l 
become e f f e c t i v e on the f i r s t day of the calendar month next f o l l o w i n g the 
e f f e c t i v e date of the Div i s i o n ' s order approving s t a t u t o r y u n i t i z a t i o n upon 
the terms and conditions of t h i s Agreement, as amended ( i f any amendment i s 
necessary) t o conform t o the Di v i s i o n ' s order; approval of t h i s Agreement, as 
so amended, by the Land Commissioner; and the A.O. and the f i l i n g by Unit 
Operator of t h i s Agreement or notice thereof f o r record i n the o f f i c e of the 
County Clerk of Chaves County, New Mexico. Unit Operator s h a l l not f i l e t h i s 
Agreement or ,.otice thereof f o r record, and hence t h i s Agreement s h a l l not 
become e f f e c t i v e , unless w i t h i n n inety (90) days a f t e r the date a l l other 
p r e r e q u i s i t e s f o r effectiveness of t h i s Agreement have been s a t i s f i e d , such 
f i l i n g i s approved by Working I n t e r e s t Owners owning a combined Unit 
P a r t i c i p a t i o n of at l e a s t seventy-five (75%) as t o a l l Tracts w i t h i n the Unit 
Area. 

"Unit Operator s h a l l , w i t h i n t h i r t y (30) days a f t e r the E f f e c t i v e Date of 
t h i s Agreement, f i l e f o r record i n the o f f i c e of the County Clerk of Chaves 
County, New Mexico, a c e r t i f i c a t e t o the e f f e c t t h a t t h i s Agreement has become 
e f f e c t i v e i n accordance w i t h i t s terms, t h e r e i n i d e n t i f y i n g the Div i s i o n ' s 
order approving s t a t u t o r y u n i t i z a t i o n and s t a t i n g the E f f e c t i v e Date." 

3. This Agreement and/or the Unit Operating Agreement s h a l l be amended 
i n any and a l l respects necessary t o conform t o the Divis i o n ' s order approving 
s t a t u t o r y u n i t i z a t i o n . 

Any and a l l amendments of t h i s Agreement an/or the Unit Operating 
Agreement t h a t are necessary t o conform said agreements t o the Di v i s i o n ' s 
order approving s t a t u t o r y u n i t i a t i o n s h a l l be deemed t o be hereby approved i n 
w r i t i n g by the p a r t i e s hereto without any necessity f o r f u r t h e r approval by 
said p a r t i e s , except as fo l l o w s : 

(a) I f any amendment of t h i s Agreement has the e f f e c t of 
reducing any Royalty Owner's p a r t i c i p a t i o n i n the production of Uni t i z e d 
Substances, such Royalty Owner s h a l l not be deemed t o have hereby approved the 
amended agreement without the necessity of f u r t h e r approval i n w r i t i n g by said 
Royalty Owner; and 
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(b) I f any amendment of t h i s Agreement and/or the Unit 
Operating Agreement has the e f f e c t of reducing any Working I n t e r e s t Owner's 
p a r t i c i p a t i o n i n the production of Uni t i z e d Substances or increasing such 
Working I n t e r e s t Owners share of Unit Expense, such Working I n t e r e s t Owner 
s h a l l not be deemed t o have hereby approved the amended agreements without the 
necessity of f u r t h e r approval i n w r i t i n g by said Working I n t e r e s t Owner. 

Executed as of the day and year f i r s t above w r i t t e n . 

YATES DRILLING COMPANY 

Date of Execution: 

November 6, 1989 

STATE OF NEW MEXICO) 
: SS 

COUNTY OF EDDY) 

The foregoing instrument was acknowledged before me t h i s 6th day of 
November 1989, by Peyton Yates, Attorney-in-Fact f o r YATES DRILLING COMPANY, 

a New Mexico corporation, on behalf of said corporation. 

My commission expires: 

August ?RT 1991 Notary Public 
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EXHIBIT "C" 

TO UNIT AGREEMENT 

PROPOSED CACTUS QUEEN 
STATUTORY UNIT 
ChttVES CO.. NM 

{PARTICIPATION FRACTION {PARTICIPATION FRACTION {PARTICIPATION FRACTION {PARTICIPATION FRACTION 

0.050000 I I I I I 1 I I I I I 1 i 1.000000 
I i . I . 

i 
1 CUMULATIVE OIL PROD. MAY. JUNE fc JULY 1989 •ORIGINAL OIL IH PLACE i 

t I 

1 THRU JULY 1989 (BBLS) PRODUCTION (8BLS) 11BBLS! 1 1 
1 

WELLS ============= ========== ============= ========== :============: :========== {UNIT PARTICIPATION ! 
, AHGUNT ! FRACTION AMOUNT ! FRACTION ! AMOUNT FRACTION 1 I 

i I 

1 learner Fed. 17 ! 23,829 0.122941 ! 198 0.109791 ! 333,180 0.218569 { 0.146141 
1 a i Barrier fed. 19 i 21.039 0.103547 ! 116 0.063736 ! 27,416 0.017985 { 0.083666 
i t!SE/NE 34-123-31E ! 0 0.OOOOOO ! 0 0.000000 { 20,483 0.013437 ! 0.003359 
1 
i. iBurkitt Fed. 13 ! 6,105 0.031498 ! 75 0.041209 158.740 0.104135 0.050142 
2 i im/M 34-12S-31E ! 0 0.000000 { 0 0.oooooo ! 39.371 0.025828 ! 0.006457 
3 {DeLuna Fed. 13 ! 12,805 0.066065 1 102 0.056044 ! 156,168 0.102461 ! 0.074663 
4 !'3aiiagner St. *1 { 19,546 0.100844 ! 194 0.106593 { 63,018 0.041340 0.086256 
5 !Apache "27" St. i l i 19,613 0.101216 1 94 0.051648 ! 120,037 0.078745 ! 0.093120 
s 
i * alApache "27" 3t, *2 6 = 755 0.034B51 ! 56 0.030769 ! 24,152 0.015844 ! 0.029895 
fa{SW/Stl 27-125-31E 1 0 0.000000 1 0 0,OOOOOO 1 24,547 0.016103 ! 0.004026 

6 !Doyal i l i 45,211 0.233258 ! 533 0.295604 ! 302,699 0.198704 ! 0.227737 
7 1Doyal 42 33,613 0.173420 ! 407 0.223626 ! 204,277 0.134007 ! 0.166077 
8 1Doyal <3 ! 0 0.000000 ! 0 0.000000 8,B44 0.005802 { 0.001450 
9 ;Doyal 14 { 5,303 0.027360 { 40 0.021978 ! 41,219 0.027040 ! 0.027011 

! 193,824 1 .yyijOyij 1 1,820 1.000000 ! 1,524,371 1.000000 { 1.000000 
]============ ==========: :|============ ========== =;============ ========== : j ======================= 
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UNIT OPERATING AGREEMENT 
CACTUS (QUEEN) UNIT 

CHAVES COUNTY, NEW MEXICO 

THIS AGREEMENT, entered i n t o as the 1st day of November, 1988 by and 
between the p a r t i e s who have signed the o r i g i n a l of t h i s instrument, a 
counterpart thereof, or other instrument agreeing to become a party hereto, 

WITNESSETH: 

WHEREAS, the p a r t i e s hereto as Working I n t e r e s t Owners have executed, as 
of the date hereof, an Agreement e n t i t l e d "Unit Agreement, Cactus Queen Unit, 
Chaves County, New Mexico," herein r e f e r r e d t o as "Unit Agreement," which, 
among other things, provides f o r a separate agreement t o be entered i n t o by 
Working I n t e r e s t Owners t o provide f o r Unit Operations as th e r e i n defined. 

NOW, THEREFORE, i n consideration of the mutual agreements herein set 
f o r t h , i t i s agreed as fo l l o w s : 

ARTICLE 1 

CONFIRMATION OF UNIT AGREEMENT 

1.1 Confirmation of Unit Agreement. The Unit Agreement i s hereby 
confirmed and by reference made a par t of t h i s Agreement. The d e f i n i t i o n s i n 
the Unit Agreement are adopted f o r a l l purposes of t h i s Agreement. I f there 
i s any c o n f l i c t between the Unit Agreement and t h i s Agreement, the Unit 
Agreement s h a l l govern. 

ARTICLE 2 

EXHIBITS 

2.1 E x h i b i t s . The f o l l o w i n g e x h i b i t s are incorporated herein by 
reference: 

2.1.1 E x h i b i t s "A", "B", and "C", of the Unit Agreement. 
There i s no E x h i b i t "D". 

2.1.2 E x h i b i t "E".- attached hereto, i s a schedule showing the Unit 
P a r t i c i p a t i o n of each Working I n t e r e s t Owner. Ex h i b i t "E", or a r e v i s i o n 
thereof, s h a l l not be conclusive as t o the information t h e r e i n , except i t 
may be used as showing the Unit P a r t i c i p a t i o n s of Working I n t e r e s t Owners 
f o r purposes of t h i s Agreement u n t i l shown t o be i n error or revised as 
herein authorized. 

2.1.3 E x h i b i t "F", attached hereto, i s the Accounting Procedure 
applicable t o Unit Operations, I f there i s any c o n f l i c t between t h i s 
Agreement and E x h i b i t "F", t h i s Agreement s h a l l govern. 

2.1.4 E x h i b i t "G", attached hereto, contains insurance provisions 
applicable t o Unit Operations. 
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2.2 Revision of E x h i b i t s . Whenever Exh i b i t s "A", "B" or "C" 
are revised, E x h i b i t "E" s h a l l be revised accordingly and be 
e f f e c t i v e as of the same date. Unit Operator s h a l l also revise 
E x h i b i t "E" from time t o time as required t o conform to changes i n 
ownership of which Unit Operator has been n o t i f i e d as provided i n 
the Unit Agreement. 

2.3 Reference t o E x h i b i t s . When reference i s made herein to an 
e x h i b i t , i t i s t o the e x h i b i t as o r i g i n a l l y attached or i f revised, to the 
l a s t r e v i s i o n . 

ARTICLE 3 

SUPERVISION OF OPERATIONS BY VJORKING INTEREST OWNERS 

3.1 Overall Supervision. VJorking I n t e r e s t Owners s h a l l exercise 
o v e r a l l supervision and c o n t r o l of a l l matters p e r t a i n i n g t c Unit Operations 
pursuant t o t h i s Agreement and the Unit Agreement. In the exercise of such 
a u t h o r i t y , each Working I n t e r e s t Owner s h a l l act s o l e l y i n i t s own behalf i n 
the capacity of an i n d i v i d u a l owner and not on behalf of the owners as an 
e n t i r e t y . 

3.2 Specific A u t h o r i t i e s and Duties. The matters w i t h respect t o which 
VJorking I n t e r e s t Owners s h a l l decide and take action s h a l l include, but not be 
l i m i t e d t o , the f o l l o w i n g : 

3.2.1 Method of Operation. The method of operation, 
inc l u d i n g the type or types of pressure maintenance, secondary 
recovery, or other recovery program to be employed. 

3.2.2 D r i l l i n g of Wells. The d r i l l i n g of any w e l l whether 
f o r production of Unitized Substances, f o r use as an i n j e c t i o n w e l l , 
or f o r other purjjoses. 

3.2.3. Well Recompletion and Change of Status. The recompletion, 
abandonment, or permanent change of status of any w e l l , or the use 
of any w e l l f o r i n j e c t i o n or other purposes. The Unit Operator 
s h a l l be responsible f o r performing such work and such work s h a l l be 
done at Unit Expense. 

3.2.4 Expenditures. The making of any single expenditure i n 
excess of F i f t e e n Thousand Dollars ($15,000.00); however, approval 
by Working I n t e r e s t Owners of the d r i l l i n g , reworking, deepening, or 
plugging back of any w e l l shall include approval of a l l necessary 
expenditures required therefore, and for completing, t e s t i n g and 
equipping the w e l l , i n c l u d i n g necessary flow l i n e s , separators, and 
lease tankage; provided however, that i n case of blowout, explosion, 
f i r e , f l o o d or other sudden emergencies, Unit Operator may take 
steps and incur such expenses as i n i t s opinion are required to 
deal w i t h the emergency and t o safeguard l i f e or property but t h a t 
Unit Operator s h a l l , as promptly as possible, report the emergency to 
the Working I n t e r e s t Owners. 
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3.2.5 D i s p o s i t i o n of Unit Equipment. The s e l l i n g cr 
otherwise disposing of any major item of surplus Unit Equipment, i f 
the current p r i c e of new equipment s i m i l a r thereto i s Five Thousand 
Dollars ($5,000.00) or more. 

3.2.6 Appearance Before a Court or Regulatory Agency. The 
designating of a representative t o appear before any court cr 
regulatory agency i n matters p e r t a i n i n g t o Unit Operations; however, 
such designation s h a l l not prevent any VJorking I n t e r e s t Owner from 
appearing i n person or from designating another representative i n 
i t s own behalf. 

3.2.7 Audits. The au d i t i n g of the accounts of Unit Operator 
p e r t a i n i n g t o Unit Operations hereunder; however, the audits s h a l l 

(a) not be conducted more than once each year except upon the 
resi g n a t i o n or removal of Unit Operator, and 

(b) be made upon the approval of the owner or owners of a ma j o r i t y 
of Working I n t e r e s t other than t h a t of Unit Operator, at the expense 
of a l l Working I n t e r e s t Owners other than Unit Operator, or 

(c) be made a t the expense of those VJorking I n t e r e s t Owners 
requesting such a u d i t , i f owners of less than a ma j o r i t y of VJorking 
I n t e r e s t , other than t h a t of Unit Operator, request such an a u d i t , 
and 

(d) be made upon not less than t h i r t y (30) days w r i t t e n notice to 
Unit Operator. 

3.2.8 I n v e n t o r i e s . The taking of peri o d i c inventories under 
the terms of E x h i b i t "F". 

3.2.9 Technical Services. The authorising of charges t o the 
J o i n t Account of services by consultants or Unit Operator's 
techni c a l personnel not covered by the overhead charges provided by 
Ex h i b i t "F". 

3.2.10 Assignments t o Committees. The appointment of 
committees t o study any problems i n connection w i t h Unit Operations. 

3.2.11 The removal of Unit Operator and the selection of a 
successor. 

3.2.12 The enlargement of the Unit Area. 

3.2.13 The adjustment and readjustment or investments. 

3.2.14 The termination of the Unit Agreement. 

-3-



ARTICLE 4 

MANNER OF EXERCISING SUPERVISION 

4.1 Designation of Representatives. Each Working I n t e r e s t Owner s h a l l 
inform Unit Operator i n w r i t i n g of the names and addresses of the 
representative and a l t e r n a t e who are authorized to represent and bind such 
Working I n t e r e s t Owner w i t h respect to Unit Operations. The representative or 
a l t e r n a t e may be changed from time t o time by w r i t t e n notice to Unit Operator. 

4.2 Meetings. A l l meetings c f VJorking I n t e r e s t Owners s h a l l be 
c a l l e d by Unit Operator upon i t s own motion or at the request of two (2) or 
more VJorking I n t e r e s t Owners having a t o t a l Unit P a r t i c i p a t i o n then i n e f f e c t 
of not less than ten percent (10%). No meeting s h a l l be c a l l e d on less than 
fourteen (14) days advance w r i t t e n n o t i c e , w i t h agenda f o r the meeting 
attached. Working I n t e r e s t Owners who attend the meeting may amend items 
included i n the agenda and may act upon an amended item or other items 
presented at the meeting. The representative of Unit Operator s h a l l be 
chairman of each meeting. 

4.3 Voting Procedure. Working I n t e r e s t Owners s h a l l decide a l l matters 
coming before them as f c l l c w s : 

4.3.1 Voting I n t e r e s t . Each Working I n t e r e s t Owner s h a l l have 
a v o t i n g i n t e r e s t equal to i t s Unit P a r t i c i p a t i o n i n e f f e c t at the 
time of the vote. 

4.3.2 Vote Required. Unless otherwise provided herein or i n the 
Unit Agreement, Working I n t e r e s t Owners s h a l l determine a l l matters 
by the a f f i r m a t i v e vote of four or more Working I n t e r e s t Owners 
having a combined voting i n t e r e s t of at l e a s t seventy-five percent 
(75%); however, should any one Working I n t e r e s t Owner have more than 
twenty-five percent (25%) v o t i n g i n t e r e s t , i t s negative vote or 
f a i l u r e to vote s h a l l not defeat a motion, and such motion s h a l l 
pass i f approved by VJorking I n t e r e s t Owners having a majority voting 
i n t e r e s t , unless three or more VJorking I n t e r e s t Owners having 
combined v o t i n g i n t e r e s t of at least f i v e percent (5%) likewise 
vote against the motion cr f a i l to vote. 

4.3.3 Vote at Meeting by Nonattending Working I n t e r e s t Owner. 
Any VJorking I n t e r e s t Owner not represented at a meeting may vote on 
any agenda item by Tetter or telegram addiessed t o the 
representative c f Unit Operator i f i t s vote i s received p r i o r to the 
vote at the meeting, provided the agenda items are not amended. 

4.3.4 P o l l Votes. VJorking I n t e r e s t Owners may vote on and 
decide, by l e t t e r or telegram, any n a t t e r submitted i n w r i t i n g to 
Working I n t e r e s t Owners. I f a meeting i s not requested, as 
provided i n Section 4.2, w i t h i n seven (7) days a f t e r a w r i t t e n 
proposal i s sent t o Working I n t e r e s t Owners, the vote taker, by 
l e t t e r or telegram s h a l l become f i n a l . Unit Operator w i l l give 
prompt notice of the r e s u l t s of such v o t i n g t o a l l VJorking I n t e r e s t 
Owners. 
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ARTICLE 5 

INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights. VJorking I n t e r e s t Owners severally reserve 
to themselves a l l t h e i r r i g h t s , except as otherwise provided i n t h i s Agreement 
and the Unit Agreement. 

5.2 Specific Rights. Each VJorking I n t e r e s t Owner s h a l l have among 
others, the f o l l o w i n g s p e c i f i c r i g h t s : 

5.2.1 Access t o Unit Area. Access t o the Unit Area at a l l 
reasonable times t o inspect Unit Operations, a l l w e l l s , and the 
records and data p e r t a i n i n g thereto. 

5.2.2 Reports. The r i g h t to receive from Unit Operator, upon 
w r i t t e n request, copies cf a l l reports to any governmental agency, 
reports of crude o i l runs and stocks, inventory reports, ar.d a l l 
other information p e r t a i n i n g to Unit Operations. The cost c f 
gathering and f u r n i s h i n g information not o r d i n a r i l y furnished by 
Unit Operator t o a l l VJorking I n t e r e s t Owners s h a l l be charged to the 
Working I n t e r e s t Owner th a t requests the information. 

5.3 U n d r i l l e d Locations. Unit Operator s h a l l have the option to 
d r i l l any u n d r i l l e d locations on t r a c t s committed to the Unit Area at Unit 
Expense subject t o partners approval as l i s t e d under A r t i c l e 4.3. 

ARTICLE 6 

UNIT OPERATOR 

6.1 Unit Operator. Yates D r i l l i n g Company, a New Mexico corporation, i s 
hereby designated as I n i t i a l Unit Operator. 

6.2 Resignation or Removal and Selection of Successor. The 
resignat i o n or removal of Unit Operator and the selection of a successor s h a l l 
be governed by the provisions of the Unit Agreement. 

ARTICLE 7 

AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7.1 Exclusive Right t o Operate Unit. Subject to the provisions of t h i s 
Agreement and to i n s t r u c t i o n s from VJorking I n t e r e s t Owners, Unit Operator 
s h a l l have the exclusive r i g h t and be obligated to conduct Unit Operations. 

7.2 Workmanlike Conduct. Unit Operator s h a l l conduct Unit Operations 
i n a good and workmanlike manner as would a prudent operator under the sane or 
si m i l a r circumstances. Unit Operator s h a l l f r e e l y consult w i t h Working 
I n t e r e s t Owners and keep them informed o f a l l matters which Unit Operator, i n 
the exercise of i t s best judgment, considers important. Unit Operator s h a l l 
not be l i a b l e to VJorking I n t e r e s t Owners f o r damages, unless such damages 
r e s u l t from i t s gross negligence or w i l l f u l misconduct. 

-5-



7.3 Liens and Encumbrances. Unit Operator s h a l l endeavor to keep the 
lands and leases i n the Unit Area and Unit Equipment free from a l l l i e n s and 
encumbrances occasioned by Unit Operations, except the l i e n and security 
i n t e r e s t of Unit Operator and VJorking I n t e r e s t Owners granted hereunder. 

7.4 Employees. The number cf employees used by Unit Operator i n 
conducting Unit Operations, t h e i r s e l e c t i o n , hours of labor, and compensation 
s h a l l be determined by Unit Operator. Such employees s h a l l be the employees 
of Unit Operator. 

7.5 Records. Unit Operator s h a l l keep correct books, accounts, and 
records of Unit Operations. 

7.6 Reports to VJorking I n t e r e s t Owners. Unit Operator s h a l l f u r n i s h 
Working I n t e r e s t Owners q u a r t e r l y reports of Unit Operations. 

7.7 Reports t o Governmental A u t h o r i t i e s . Unit Operator s h a l l make a l l 
reports t o governmental a u t h o r i t i e s t i i a t i t has the duty to make as Unit 
Operator. 

7.S Engineering and Geological Information. Unit Operator s h a l l f u r n i s h 
t o a VJorking I n t e r e s t Owner, upon w r i t t e n request, a copy of a l l logs and 
ether engineering and geological data p e r t a i n i n g t o wells d r i l l e d f o r Unit 
Operations. 

7.9 Expenditures Unit Operator i s authorized t o make single 
expenditures not i n excess of T h i r t y Thousand Dollars ($30,000.00) without 
p r i o r approval of VJorking I n t e r e s t Owners. I f an emergency occurs, Unit 
Operator may immediately make or incur such expenditures as i n i t s opinion are 
required t o deal w i t h the emergency. Unit Operator s h a l l report to VJorking 
I n t e r e s t Owners, as promptly as possible, the nature of the emergency and the 
action taken. 

7.10 Wells D r i l l e d by Unit Operator. A l l wells d r i l l e d by Unit 
Operator s h a l l be at the usual rates p r e v a i l i n g i n the area. Unit Operator 
may employ i t s own t o o l s and equipment, but the charge ther e f o r s h a l l net 
exceed the usual rates p r e v a i l i n g i n the area, and the work s h a l l be performed 
by Unit Operator under the same terms and conditions as are usual i n the area 
i n contracts of independent contractors doing work of an s i m i l a r nature. 

7.11 Mathematical Errors. Unit Operator i s empowered t o correct any 
mathematical errors which might e x i s t i n the pe r t i n e n t e x h i b i t s to t h i s 
Agreement. 

7.12 Border Agreement. Subject t o the provisions and conditions i n the 
Unit Agreement, Unit Operator s h a l l have the r i g h t and a u t h o r i t y to enter i n t o 
border p r o t e c t i o n agreements. 

7.13 C o n f l i c t of Supervision Neither the Unit Operator nor the VJorking 
I n t e r e s t Owners, nor any of them, s h a l l be subject t o any f o r f e i t u r e , 
termination or e x p i r a t i o n of any r i g h t s hereunder or under any leases or 
ccntracts subject hereto, or t o any penalty or l i a b i l i t y on account of delay 
or f a i l u r e i n whole or i n p a r t t o comply w i t h any applicable provisions 
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thereof to the extent t h a t the said Unit Operator or the Working I n t e r e s t 
Owners, or any of them are hindered, delayed or prevented from complying 
therewith by reason of f a i l u r e of the Unit Operator to obtain, i n the exercise 
of due d i l i g e n c e , the concurrence of proper representatives of the United 
States and of the State of New Mexico i r . and about any matters or things 
concerning which i t i s required herein t h a t such concurrence be obtained. 

ARTICLE 8 

TAXES 

8.1 Ad Valorem Taxes. Eeginning w i t h the f i r s t calendar year a f t e r the 
E f f e c t i v e Date hereof, Unit Operator s h a l l make and f i l e a l l necessary ad 
valorem tax r e n d i t i o n s and returns w i t h the proper taxing a u t h o r i t i e s with 
respect to a l l property of each Working I n t e r e s t Owner used or held by Unit 
Operator f o r Unit Operations. Unit Operator s h a l l s e t t l e assessments a r i s i n g 
therefrom. Any Working I n t e r e s t Owner d i s s a t i s f i e d w i t h any proposed 
r e n d i t i o n or assessment of i t s i n t e r e s t i n property s h a l l have the r i g h t , a t 
i t s own expense, t o p r o t e s t and r e s i s t the same. A l l such ad Valorem taxes 
s h a l l be paid by Unit Operator and charged t o the j o i n t account; however, i f 
the i n t e r e s t of a Working I n t e r e s t Owner i s subject t o a separately assessed 
o v e r r i d i n g r o y a l t y i n t e r e s t , production payment, or other i n t e r e s t i n excess 
of one-eighth (1/8) r o y a l t y , such VJorking I n t e r e s t Owner s h a l l n o t i f y Unit 
Operator of such i n t e r e s t p r i o r to the r e n d i t i o n date and s h a i l be given 
c r e d i t f o r the reduction i n taxes paid r e s u l t i n g therefrom. 

8.2 Other Taxes. Each Working I n t e r e s t Owner s h a l l pay or cause t o be 
paid a l l production, severance, gathering, and other taxes imposed upon or 
wit h respect t o the production or handling of i t s share of Unitized 
Substances. 

ARTICLE 9 

INSURANCE 

9.1 Insurance Unit Operator, w i t h respect t c Unit Operations, s h a l l : 

(a) comply w i t h the Workmen's Compensation Laws of the State, 

(b) carry Employer's L i a b i l i t y and other insurance required by the 
laws of the State, and 

(c) provide other insurance as set f o r t h i n E x h i b i t "G". 

ARTICLE 10 

ADJUSTMENT OF INVESTMENTS 

10.1 Personal Property Taken Over. Upon the E f f e c t i v e Date, VJorking 
I n t e r e s t Owners shal... d e l i v e r t o Unit Operator the f o l l o w i n g : 

10.1.1 Wells. A l l wells completed i n the Unitized Formation. 
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10.1.2 Well and Lease Equipment. The casing and tubing i n 
each such w e l l , the wellhead connections thereon, and a l l other 
lease and operating equipment th a t i s used i n the operation of such 
wells which Working I n t e r e s t Owners determine i s necessary or 
desirable f o r conducting Unit Operations. 

10.1.3 Records. A copy of a l l production and w e l l records f o r 
such we l l s . 

10.2 Inventory and Evaluation of Personal Property. Working I n t e r e s t 
Owners s h a l l at Unit Expense inventory and evaluate, as determined by VJorking 
I n t e r e s t Owners, the personal property taken over by Unit Operator under 
Section 10.1.2. Such inventory s h a l l include and be l i m i t e d to those items of 
equipment considered c o n t r o l l a b l e under E x h i b i t "F" except, upon determination 
of VJorking I n t e r e s t Owners, items considered noncontrollable may be included 
i n the inventory i n order t o be included i n the inventory f o r record purposes, 
but s h a l l be excluded from evaluation and investment adjustment. 

10.3 Investment Adjustment. Upon approval by Working I n t e r e s t Owners of 
the inventory and evaluation, each Working I n t e r e s t Owner s h a l l be credited 
w i t h the value, as determined i n accordance w i t h Section 10.2 above, of i t s 
i n t e r e s t i n a l l personal property taken over by Unit Operator under Section 
10.1.2. and charged w i t h an amount equal t o t h a t obtained by m u l t i p l y i n g the 
t o t a l value of a l l such personal property taken over the Unit Operator under 
Section 10.1.2. by such VJorking I n t e r e s t Owner's Unit P a r t i c i p a t i o n . I f the 
charge against any Working I n t e r e s t Owner i s greater than the amount credited 
t o such Working I n t e r e s t Owner, the r e s u l t i n g net charge s h a l l be paid and i n 
a l l other respects be treated as any other item of Unit Expense chargeable 
against such Working I n t e r e s t Owners. I f against such Working I n t e r e s t Owner, 
the r e s u l t i n g net c r e d i t s h a l l be paid t c such VJorking I n t e r e s t Owner by Unit 
Operator out of funds received by i t i n settlement of the net charges 
described above. 

10.4 General F a c i l i t i e s . The a c q u i s i t i o n c f warehouses, warehouse 
stocks, lease houses, camps, f a c i l i t y system, and o f f i c e buildings necessary 
f o r Unit Operations s h a l l be by negot i a t i o n by the owners thereof and Unit 
Operator, subject t o the approval of VJorking I n t e r e s t Owners. 

10.5 Ownership of Personal Property and F a c i l i t i e s . Each VJorking 
I n t e r e s t Owner, i n d i v i d u a l l y , s h a l l by v i r t u e hereof own an undivided 
i n t e r e s t , equal tc i t s Unit P a r t i c i p a t i o n , i n a l l we l l s , equipment, personal 
property and f a c i l i t i e s taken over or otherwise acquired by Unit Operator 
pursuant t o t h i s agreement. 

ARTICLE 11 

UNIT EXPENSE 

11.1 Basis f o r Charge to VJorking I n t e r e s t Owners. Unit Operator 
i n i t i a l l y s h a l l pay a l l Unit Expenditures. Each VJorking I n t e r e s t Owner s h a l l 
reimburse Unit Operator f o r i t s share of Unit Expenditures. Each Working 
I n t e r e s t Owner's share of such Unit Expenditures s h a l l be the same as i t s Unit 
P a r t i c i p a t i o n f o r : 
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(a) items i n the nature of c a p i t a l assets i n c l u d i n g , without 
l i m i t a t i o n , r e a l property i f acquired; 

(b) acquiring, d r i l l i n g , r e d r i l l i n g , equipping and re-equipping 
water i n j e c t i o n w e l l s , replugging cr converting o i l wells to water 
i n j e c t i o n w e l l s , pumping and p i p e l i n e f a c i l i t i e s f o r such we l l s , and 
changing any i n j e c t i o n i n t e r v a l i n any such w e l l ; 

(c) re-entry and replugging of wells outside the u n i t area as 
necessary to permit water i n j e c t i o n i n t o appropriate wells w i t h i n 
the u n i t area; 

(d) gathering l i n e s and f a c i l i t i e s and common tank b a t t e r i e s 
u t i l i z e d or acquired f o r Unit Operations, and 

(e) water purchased or otherwise contained f o r i n j e c t i o n purposes 
and the costs of i n j e c t i o n thereof i n t o the Unit Area. 

Each Working I n t e r e s t Owner's share c f a l l other Unit Expenditures s h a l l be 
the same as i t s Unit P a r t i c i p a t i o n i n e f f e c t at t h a t time. A l l charges, 
c r e d i t s and accounting f o r Unit Expenditures s h a l l be i n accordance w i t h 
E x h i b i t "F". 

11.2 Budgets. Before or as soon as p r a c t i c a l a f t e r the E f f e c t i v e Date, 
Unit Operator s h a l l prepare a budget of estimated Unit Expense f o r the 
remainder of the calendar year and on or before the f i r s t day of each October 
t h e r e a f t e r s h a l l prepare such a budget f o r the ensuing calendar year. Budgets 
s h a l l be estimates only, and s h a l l be adjusted or corrected by VJorking 
I n t e r e s t Owners and Unit Operator whenever an adjustment or correction i s 
proper. A copy of each budget and adjusted budget s h a l l be furnished promptly 
to each VJorking I n t e r e s t Owner. 

11.3 Advance B i l l i n g s . Unit Operator s h a l l have the r i g h t , without 
prejudice t o other r i g h t s cr remedies, to require VJorking I n t e r e s t Owners to 
advance t h e i r respective share of estimated Capital Unit Expense by submitting 
to Working I n t e r e s t Owners, on or before the 15th day of any month, an 
itemized estimate thereof f o r the succeeding month, with a request f o r payment 
i n advance. Within f i f t e e n (15) days a f t e r receipt of the estimate, each 
VJorking I n t e r e s t Owner s h a l l pay t o Unit Operator i t s share of such estimate. 
Adjustments between estimated and actual Unit Expense s h a l l be made by Unit 
Operator at the close of each calendar month, and the accounts of VJorking 
I n t e r e s t Owners s h a l l be adjusted accordingly. 

11.4 Commingling of Funds. Funds received by Unit Operator under t h i s 
agreement need not be segregated cr maintained by i t as a separate fund, but 
may be commingled w i t h i t s own funds. 

11.5 Lien and Security I n t e r e s t of Unit Operator and the VJorking I n t e r e s t 
Owners. Each VJorking I n t e r e s t Owner grants to Unit Operator a l i e n upon i t s 
O i l and Gas Rights i n each Tract and a security i n t e r e s t i n i t s share of 
Unitized Substances when extracted and i t s i n t e r e s t i n a l l Unit Equipment to 
secure payment of i t s share of Unit Expense, together with i n t e r e s t thereon at 
the rat e of twelve percent (12%) per annum, with the f u r t h e r provision t h a t 
Unit Operator grants a l i k e l i e n t o Working I n t e r e s t Owners. To the extent 
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t h a t Unit Operator has a s e c u r i t y i n t e r e s t under the Uniform Commercial Code 
of the State of New Mexico, Unit Operator s h a l l be e n t i t l e d t o exercise the 
r i g h t s and remedies c f a secured party under the Code. The b r i n g i n g of a s u i t 
and the obtaining of a judgment by Unit Operator f o r the secured indebtedness 
s h a l l not be deemed an e l e c t i o n of remedies or otherwise a f f e c t the l i e n 
r i g h t s or s e c u r i t y i n t e r e s t as s e c u r i t y f o r the payment thereof. I n a d d i t i o n , 
upon d e f a u l t by any Working I n t e r e s t Owners i n the payment of i t s share of 
Unit Expense, Unit Operator s h a l l have the r i g h t , without prejudice, t o other 
r i g h t s cr remedies, t o c o l l e c t from the purchaser the proceeds from the sale 
of such VJorking I n t e r e s t Owner's share of Unitized Substances u n t i l the amount 
owed by such Working I n t e r e s t Owners, plus i n t e r e s t , has been paid. Each 
purchaser s h a l l be e n t i t l e d t o r e l y upon Unit Operator's w r i t t e n statement 
concerning the amount of any d e f a u l t . The r i g h t s herein granted the Unit 
Operator s h a l l i n l i k e manner apply t o the other Working I n t e r e s t Owners. 

11.6 Unpaid Unit Expense. I f any Working I n t e r e s t Owner f a i l s t o pay 
i t s share of Unit Expense w i t h i n s i x t y (60) days a f t e r r e n d i t i o n of a 
statement ther e f o r by Unit Operator, each Working I n t e r e s t Owner agrees upon 
request by Unit Operator, t o pay i t s proportionate p a r t of the unpaid share of 
Unit Expense cf the d e f a u l t i n g VJorking I n t e r e s t Owner. Working I n t e r e s t 
Owners t h a t pay the share of Unit Expense of a d e f a u l t i n g Working I n t e r e s t 
Owner s h a i l be reimbursed by Unit Operator f o r the amount so paid, plus any 
i n t e r e s t c o l l e c t e d thereon, upon receipt by Unit Operator of any past due 
amount c o l l e c t e d from the d e f a u l t i n g Working I n t e r e s t Owners. Any share of 
Unit Expense s h a l l , to obtain reimbursement thereof, be subrogated t o the l i e n 
and other r i g h t s herein granted Unit Operator. 

11.7 Carved-Out I n t e r e s t . I f any VJorking I n t e r e s t Owners s h a l l , a f t e r 
executing t h i s agreement, create an overriding r o y a l t y , production payment, 
net proceeds i n t e r e s t , c a r r i e d i n t e r e s t , or any other i n t e r e s t out of i t s 
Working I n t e r e s t , such carved-out i n t e r e s t s h a l l be subject t o the terms and 
provisions of t h i s agreement, s p e c i f i c a l l y i n c l u d i n g , but without l i m i t a t i o n , 
Section 11.5 hereof e n t i t l e d "Lien of Unit Operator." I f the VJorking I n t e r e s t 
Owner cre a t i n g such carved-out i n t e r e s t (a) f a i l s t o pay any Unit Expense 
chargeable t o such Working I n t e r e s t Owner under t h i s agreement, and the 
production of Unitized Substances accruing to the c r e d i t of such VJorking 
I n t e r e s t Owner i s i n s u f f i c i e n t f o r that purpose, or (b) withdraws from t h i s 
agreement under the terms and provisions of A r t i c l e 17 hereof, the carved-out 
i n t e r e s t s h a l l be chargeable with a pro rata p o r t i o n of a l l Unit Expense 
incurred hereunder, the same as though such carved-out i n t e r e s t were a VJorking 
I n t e r e s t , and Unit Operator s h a l l have the r i g h t t o enforce against such 
carved-out i n t e r e s t the l i e n and a l l other r i g h t s granted i n Section 11.5 f o r 
the purpose c f c o l l e c t i n g the Unit Expense chargeable t o the carved-out 
i n t e r e s t . 

11.8 Uncommitted Royalty. Should an owner of a Royalty I n t e r e s t i n 
any Tract f a i l to become a party to the Unit Agreement, and, as a r e s u l t 
thereof, the actual Royalty I n t e r e s t payments with respect t o such Tract are 
more or less than the Royalty I n t e r e s t payments computed on the basis of the 
Unitized Substances t h a t are a l l o c a t e d to such Tract under the Unit Agreement, 
the d i f f e r e n c e to be borne by or inure to the b e n e f i t of Working I n t e r e s t 
Owners s h a l l not exceed an amount computed on the basis of one-eighth (1/8) of 
the d i f f e r e n c e between the Unitized Substances allocated t o the Tract and the 
Unitized Substances produced from the Tract. Such adjustments s h a l l be made 
by charges and c r e d i t s t o the j o i n t account. 
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11.9 Salvage C r e d i t . Credit f o r Unit Equipment salvaged during s h a l l 
be divided i n the same pr o p o r t i o n as the Unit P a r t i c i p a t i o n . 

11.10 Rentals. The Working Inte r e s t Owners i n each Tract s h a l l pay 
a l l r e n t a l s , minimum r o y a l t y , advance r e n t a l s or delay r e n t a l s due under the 
lease thereon and s h a l l concurrently submit t o the Unit Operator evidence of 
payment. 

ARTICLE 12 

NON-UNITIZED FORMATIONS 

12.1 Right t o Operate. Any Working I n t e r e s t Owner t h a t now has or 
hereafter acquires the r i g h t t o d r i l l f o r and produce o i l , gas, or other 
minerals, from a formation underlying the Unit Area other than the Unitised 
Formation, s h a l l have the r i g h t t o do so notwithstanding t h i s Agreement or the 
Unit Agreement. I n exercising the r i g h t , however, the VJorking I n t e r e s t Owner 
s h a l l exercise care t o prevent unreasonable interference w i t h Unit Operations. 
No Working I n t e r e s t Owner s h a l l produce Unitized Substances through any w e l l 
d r i l l e d or operated by i t . I f any Working I n t e r e s t Owner d r i l l s any well i n t o 
or through the Unitized Formation, the Unitized Formation s h a l l be protected 
i n a manner s a t i s f a c t o r y t o Working I n t e r e s t Owners so that the production of 
Unitized Substances w i l l not be a f f e c t e d adversely. 

ARTICLE 13 

TITLES 

13.1 Warranty and Indemnity. Each VJorking I n t e r e s t Owner represents and 
warrants t h a t i t i s the owner of the respective working i n t e r e s t s set f o r t h 
opposite i t s name i n E x h i b i t "B" of the Unit Agreement, and agrees to 
indemnify and hold harmless the other VJorking I n t e r e s t Owners from any loss 
due to f a i l u r e , i n whole or i n p a r t , or i t s t i t l e t o any such i n t e r e s t , except 
f a i l u r e of t i t l e a r i s i n g out of Unit Operations; however, such indemnity and 
any l i a b i l i t y f o r breach of warranty s h a l l be l i m i t e d to an amount equal to 
the net value t h a t has been received from the sale or re c e i p t of Unitized 
Substances a t t r i b u t e d t o the i n t e r e s t as t o which t i t l e f a i l e d . Each f a i l u r e 
of t i t l e w i l l be deemed to be e f f e c t i v e , insofar as t h i s Agreement i s 
concerned, as of 7:00 a.m. on the f i r s t day of the calendar month i n which 
such f a i l u r e i s f i n a l l y determined, and there s h a l l be nc r e t r o a c t i v e 
adjustment of Unit Expense, or r e t r o a c t i v e a l l o c a t i o n of Unitized Substances 
cr the proceeds therefrom, as a r e s u l t of t i t l e f a i l u r e . 

13.2 F a i l u r e Because c f Unit Operations. The f a i l u r e of t i t l e of any 
Working I n t e r e s t i n any Tract because of Unit Operations, in c l u d i n g 
nonproduction from such Tract, s h a l l not change the Unit P a r t i c i p a t i o n of the 
Working I n t e r e s t Owner whose t i t l e f a i l e d i n r e l a t i o n to the Unit 
P a r t i c i p a t i o n s of the other VJorking I n t e r e s t Owners at the time of the t i t l e 
f a i l u r e . 
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ARTICLE 14 

LIABILITY, CLAIMS, AND SUITS 

14.1 I n d i v i d u a l L i a b i l i t y . The d u t i e s , o b l i g a t i o n s , and l i a b i l i t i e s of 
Working I n t e r e s t Owners s h a l l be several and not j o i n t or c o l l e c t i v e ; and 
nothing herein s h a l l ever be construed as creating a partnership of any kind, 
j o i n t venture, association, or t r u s t among Working I n t e r e s t Owners. 

14.2 Settlements. Unit Operator may s e t t l e any single damage claim or 
s u i t i n v o l v i n g Unit Operations i f the expenditure does not exceed F i f t e e n 
Thousand Do l l a r s ($15,000.00) and i f the payment i s i n complete settlement of 
such claim or s u i t . I f the amount required f o r settlement exceeds the above 
amount, Working I n t e r e s t Owners s h a l l assume and take over the f u r t h e r 
handling of the claim or s u i t , unless such a u t h o r i t y , i s delegated t o Unit 
Operator. A l l costs and expense of handling, s e t t l i n g , or otherwise 
discharging such claim or s u i t s h a l l be an item of Unit Expense. I f a claim 
i s made against any Working I n t e r e s t Owner or i f any VJorking I n t e r e s t Owner i s 
sued on account of any matter a r i s i n g frcm Unit Operations over which such 
Working I n t e r e s t Owner i n d i v i d u a l l y has no c o n t r o l because of the r i g h t s given 
VJorking I n t e r e s t Owners and Unit Operator by t h i s Agreement and the Unit 
Agreement, the Working I n t e r e s t Owner s h a l l immediately n o t i f y Unit Operator, 
and the claim or s u i t s h a l l be treated as any other claim or s u i t i n v o l v i n g 
Unit Operations. 

ARTICLE 15 

LAWS AND REGULATIONS 

15.1 I n t e r n a l Revenue Provision. Notwithstanding any provisions herein 
t h a t the r i g h t s and l i a b i l i t i e s of the p a r t i e s hereunder are several and not 
j o i n t or c o l l e c t i v e , or t h a t t h i s Agreement and operations hereunder s h a l l net 
c o n s t i t u t e a partnership, i f f o r Federal income tax purposes t h i s Agreement 
and the operations hereunder are regarded as a partnership then each of the 
p a r t i e s hereto e l e c t s to be excluded from the a p p l i c a t i o n of a l l of the 
provisions of Subchapter K, Chapter 1, S u b t i t l e A, of the I n t e r n a l Revenue 
Code of 1954, as permitted and authorized by Section 761 of the Code and the 
regulations promulgated thereunder. Unit Operator i s hereby authorized and 
d i r e c t e d to execute on behalf of each of the p a r t i e s hereto such evidence of 
t h i s e l e c t i o n as may be required by the Secretary of the Treasury of the 
United States or the Federal I n t e r n a l Revenue Service, including s p e c i f i c a l l y , 
but not by way of l i m i t a t i o n , a l l of the returns, statements, and the data 
required by Federal Regulations 1.761-1(a). Should there be any requirement 
th a t each p a r t y hereto f u r t h e r evidence t h i s e l e c t i o n , each party hereto agrees 
to execute such documents and f u r n i s h such other evidence as may be required 
by the Federal I n t e r n a l Revenue Service or as may be necessary tc evidence 
t h i s e l e c t i o n . Each party hereto f u r t h e r agrees not to give any notices or 
take any other action inconsistent with the e l e c t i o n made hereby. I f any 
present or f u t u r e income tax laws of the state or states i n which the Unit 
Area i s located, or any future income tax of the United States, contain 
provisions s i m i l a r t o those i n Subchapter K, Chapter 1, S u b t i t l e A, of the 
I n t e r n a l Revenue Code of 1954, under which an e l e c t i o n s i m i l a r to that provided 
by Section 761 of the Code i s permitted, each of the p a r t i e s agrees to make 
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such e l e c t i o n as may be permitted, or required by such laws. In making t h i s 
e l e c t i o n , each of the p a r t i e s states t h a t the income derived by such party 
from the operations under t h i s Agreement can be adequately determined without 
the computation of partnership taxable income. 

15.2 Statutory U n i t i z a t i o n . I f working I n t e r e s t Owners owning at least 
seventy-five percent (75%) of the Unit P a r t i c i p a t i o n have become p a r t i e s to 
t h i s Agreement and i f Royalty I n t e r e s t Owners owning at l e a s t seventy-five 
percent (75%) of the Royalty I n t e r e s t have become p a r t i e s hereto, the Unit 
Operator may make a p p l i c a t i o n t o the New Mexico O i l Conservation D i v i s i o n of 
the Energy and Minerals Department f o r st a t u t o r y u n i t i z a t i o n of the 
uncommitted i n t e r e s t s . 

ARTICLE 16 

NOTICES 

16.1 Notices. A l l notices required hereunder s h a l l be i n w r i t i n g and 
s h a l l be deemed t o have been properly served when sent by mail or telegram to 
the address c f the representative of each Working I n t e r e s t Owner as furnished 
to Unit Operator i n accordance w i t h A r t i c l e 4. 

ARTICLE 17 

WITHDRAWAL OF VJORKING INTEREST OWNER 

17.1 Withdrawal. A Working I n t e r e s t Owner may withdraw from t h i s 
Agreement by t r a n s f e r r i n g , without warranty of t i t l e , e i t h e r express or 
implied, t o the other VJorking I n t e r e s t Owners, a l l i t s O i l and Gas Rights, 
exclusive of Royalty I n t e r e s t s , together with i t s i n t e r e s t i n a l l Unit 
Equipment and i n a l l wells used i n Unit Oj>erations. The instrument of 
t r a n s f e r may be delivered t o Unit Operator f o r the transferees. Such t r a n s f e r 
s h a l l not r e l i e v e the Working I n t e r e s t Owner frcm any o b l i g a t i o n or l i a b i l i t y 
incurred p r i o r t o the date of the d e l i v e r y of the instrument of t r a n s f e r ; 
however, the tender has t o be accepted unless VJorking I n t e r e s t Owners decide 
w i t h i n ninety (90) days t o terminate the Unit. The i n t e r e s t t r a n s f e r r e d s h a l l 
be owned by the transferees i n proportion t o t h e i r respective Unit 
P a r t i c i p a t i o n s then i n e f f e c t . The transferees, i n proportion t o the 
respective i n t e r e s t s so acquired, s h a l l pay t r a n s f e r o r , f o r i t s i n t e r e s t i n 
Unit Equipment, the net salvage value thereof as determined by Working 
I n t e r e s t Owners. In the event such withdrawing party's i n t e r e s t i n the 
aforesaid f a i r salvage value a f t e r deducting the estimated cost of salvaging 
same i s less than the withdrawing party's share of the estimated cost of 
plugging and abandoning a l l wells then being used or held f o r Unit Operations, 
then the withdrawing p a r t y , as a condition precedent to withdrawal, s h a l l pay 
i n cash t o the party or p a r t i e s succeeding t c i t s i n t e r e s t a sum equal t o the 
deficiency. A f t e r the date of d e l i v e r y or the instrument of t r a n s f e r , the 
withdrawing Working I n t e r e s t Owner s h a l l be r e l i e v e d from a l i . f u r t h e r 
o b l i g a t i o n s and l i a b i l i t y hereunder and under the Unit Agreement, and the 
r i g h t s of such Working I n t e r e s t Owner hereunder and under the Unit Agreement 
s h a l l cease ins o f a r as they existed by v i r t u e of the i n t e r e s t transferred. 
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ARTICLE 18 

ABANDONMENT OF WELLS 

18.1 Rights of Former Owners. I f Working I n t e r e s t Owners decide t c 
permanently abandon any w e l l w i t h i n the Unit Area p r i o r t o termination of the 
Unit Agreement, Unit Operator s h a l l give w r i t t e n notice thereof to the VJorking 
I n t e r e s t Owners of the Tract on which the w e l l i s located, and they s h a l l have 
the option f o r a period of ninety (90) days a f t e r the sending of such notice 
to n o t i f y Unit Operator i n w r i t i n g of t h e i r e l e c t i o n t o take over and own the 
w e l l . Within ten (10) days a f t e r the Working I n t e r e s t Owners cf the Tract 
have n o t i f i e d Unit Operator of t h e i r e l e c t i o n t o take over the w e l l , they 
s h a l l pay Unit Operator, f o r c r e d i t t o the j o i n t account, the amount 
determined by Working I n t e r e s t Owners t o be the net salvage value of the 
casing and equipment i n on the w e l l . The Working I n t e r e s t Owners of the 
Tract, by taking over the w e l l , agree t o seal o f f the Unitized formation, and 
upcn abandonment t o plug the w e l l i n compliance w i t h applicable laws and 
regulations. 

18.2 Plugging. I f the Working I n t e r e s t Owners of a Tract do not e l e c t t o 
take ever a w e l l located w i t h i n the Unit Area t h a t i s proposed f o r 
abandonment, Unit Operator s h a l l plug and abandon the w e l l i n compliance w i t h 
applicable laws and regula t i o n s . 

ARTICLE 19 

EFFECTIVE DATE AND TERM 

19.1 E f f e c t i v e Date. This Agreement s h a l l become e f f e c t i v e when the 
Unit Agreement becomes e f f e c t i v e . 

19.2 Term. This Agreement s h a l l continue i n e f f e c t so long as the 
Unit Agreement remains i n e f f e c t , and the r e a f t e r u n t i l (a) a l l Unit wells have 
been plugged and abandoned or turned over to Working I n t e r e s t Owners i n 
accordance w i t h A r t i c l e 20; (b) a l l Unit Equipment and r e a l property accuired 
f o r the j o i n t account have been disposed of by Unit Operator i n accordance 
w i t h i n s t r u c t i o n s of VJorking I n t e r e s t Owners; and (c) there has been a f i n a l 
accounting. 

ARTICLE 20 

ABANDONMENT OF OPERATIONS 

20.1 Termination. Upcn termination of the Unit Agreement, the f o l l o w i n g 
w i l l occur: 

20.1.1 O i l and Gas Rights. O i l and Gas Rights i n ana t o each 
separate Tract s h a l l no longer be affected by t h i s Agreement, and 
th e r e a f t e r the p a r t i e s s h a l l be governed by the terms and provisions 
of the leases, contracts and other instruments a f f e c t i n g the separate 
Tracts. 
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20.1.2. Right t o Operate. VJorking I n t e r e s t Owners of any 
t r a c t t h a t desire to take over and continue t o operate wells 
located thereon may do so by paying Unit Operator, f o r c r e d i t t o 
the j o i n t account, the net salvage values, as determined by 
Working I n t e r e s t Owners, of the casing and equpment i n and on 
the wells taken over and by agreeing upon abandonment t o plug 
each w e l l i n compliance w i t h applicable laws and regulations. 

20.1.3 Cost of Abandonment. The cost of abandonment of 
Unit Operations s h a l l be Unit Expense. 

20.1.4 D i s t r i b u t i o n of Assets. Working I n t e r e s t Owners s h a l l 
share i n the d i s t r i b u t i o n of Unit Equipment, or the proceeds 
thereof, i n p r o p o r t i o n t o t h e i r Unit P a r t i c i p a t i o n s . 

ARTICLE 21 

•EXECUTION 

21.1 O r i g i n a l , Counterpart, or other Instrument. An owner of a 
VJorking I n t e r e s t may become a party to t h i s Agreement by signing the origina. 
of t h i s instrument, a counterpart thereof, cr other instrument agreeing t o 
become a party hereto. The signing of any such instrument s h a l l have the sa: 
e f f e c t as i f a l l p a r t i e s had signed the same instrument. 

ARTICLE 22 

SUCCESSORS AND ASSIGNS 

22.1 Successors and Assigns. This Agreement s h a l l extend t o , be bind i n 
upcn, and inure to the b e n e f i t of the p a r t i e s hereto and t h e i r respective 
h e i r s , devisees, l e g a l representative, successors, and assigns, and s h a l l 
c o n s t i t u t e a covenant running w i t h the lands, leases, and i n t e r e s t s covered 
hereby. 

No pa r t y hereto s h a l l assign or convey less than his e n t i r e i n t e r e s t i n 
any Tract committed hereto unless such leased i n t e r e s t , i f any, i s an 
undivided i n t e r e s t i n such e n t i r e t r a c t ; and, should any i n t e r e s t committed 
hereto be or become owned by three (3) of more p a r t i e s , then a i l of such 
p a r t i e s s h a l l be obligated t o appoint a single agent t o represent such 
i n t e r e s t f o r the purpose of accepting b i l l i n g s and receiving payments, i f an; 
a r i s i n g hereunder, or under the Unit Agreement, and f o r vote upon any matter 
which i s the subject of determination of by the Working I n t e r e s t Owners. 

IN WITNESS WHEREOF, the p a r t i e s hereto have executed t h i s Agreement on 
the dates opposite t h e i r respective signatures. 

YATES DRILLING COMPANY 
Unit Operator^a-nd Working I n t e r e s t Owner 

By 
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SIGNATURE PAGE ATTACHED TO AND MADE A PART OF UNIT OPERATING AGREEMENT 
COVERING CATUS (QUEEN) UNIT, CHAVES COUNTY, NEW MEXICO. 

STATE OF NEW MEXICO ) 
: SS 

COUNTY OF EDDY ) 

The foregoing instrument 
of November, 1989 by Peyton Yates, 
COMPANY, a New Mexico corporation, 

My commission expires: 
March 1, 1990 

was acknowledged before me t h i s 6th day 
Attorney-in-Fact f o r YATES DRILLING 
on behalf of said corporation. 

Notary Public 



EXHIBIT "E" 

TO UNIT OPERATING AGREEMENT 

fROPOSED CACTUS QUEEN 
STATUTORY UNIT 
CHAVES CO.. NM 

PARTICIPATION FRACTION {PARTICIPATION FRACTION [PARTICIPATION FRACTION {PARTICIPATION FRACTION 

;{::i!!{ii{{{ o.700000 !! 0.050000 0.250000 1.000000 

! {CUMULATIVE OIL PROD. !MAY. JUNE 4 JULY 1989 {ORIGINAL OIL Ili PLACE ! 
i !THRU JULY 1989 (BBLS) {PRODUCTION (BBLSi {i BBLS I { 
j WELLS {=======================1============ = ==^^ PARTICIPATION 

1 j ;;;; — — Z i i — Z — — — — — — — 

{ AMOUNT ! FRACTION ! AMOUNT ! FRACTION i 
, i -

AMOUNT { FRACTION 
1 

11 {Garner Fed. »7 1 23,629 
1 

0.122941 1 19B 
, -

0.109791 1 333,180 
I 

0.218569 i 0.146141 
\l alGarner Fed. 19 ; 21.039 0.108547 ! 116 0.063736 ! 27,416 0.017985 ! 0.083666 
11 b'.SE/NE 34-12S-31E i 0 0.000000 : 0 0.000000 ! 20.433 0.013437 ! 0.003359 
\1 iBurkitt Fed. 13 1 6.105 0.031498 ! 75 0.041209 ! 158.740 0.104135 { 0.050142 
12 i ' .mm 34-12S-31E I 

t 0 0.000000 ! 0 0.000000 ! 39,371 0.025828 i 0.006457 
13 IDeLuna Fed. f3 ! 12,805 0.066065 ! 102 0.056044 { 156,168 0.102461 ! 0.074663 
14 '.Gallagher St. sl 1 19,546 0.100B44 i 194 0.106593 1 63,018 0.041340 1 0.086256 

,'5 {Apache "27" St. i l i 19,618 0.101216 1 94 0.051648 1 120,037 0.078745 ! 0.093120 
;5 alApache "27" 3t. ?2 i 6,755 0.034851 1 56 0.030769 i 24.152 0.015844 { 0.029895 
!5 biSMASH 27-12S-31E ! 0 0.000000 , 0 0.000000 { 24,547 0.016103 { 0,004026 
\t {Do/a! i l ; 45,211 0.233258 538 0.295604 { 302,899 0.198704 ! 0.227737 
!7 iDoyal i l ; 33,613 0.173420 407 0.223626 ! 204,277 0.134007 ,' 0.166077 

18 iDoyal 13 ! 0 0.000000 0 0.000000 { 8,844 0.005802 ! 0.001450 
',9 {Doyal 
i i ^ — • — 

14 i 5,303 0.027360 40 0,021975 ! 41.219 0.027040 ! 0.027011 

= - = = J 
1 193.824 1.000000 1,620 1.000000 { 1,524,371 1.000000 i 1.000000 



C EXHIBIT " F " (" 

Attached to and.madp.n •<-»•• of Unit Opomting Afirpriiient 
5actus.(nue.en)..Unit ,.~.Chaves....Caun.ty., .JIe.w...Mexico^ 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

i . CI:NI:HAL PKOVISIONS 

1. D e f i n i t i o n s 

"Joint Piopor<>" sl i . i l ! m u m Ihe real and person;.! p r o b i t y subject lo the agreement lo wine) l l L \ _ c u - , - i t , i . 
Procedure is attached. " ' " 

"Joint Operations" shall mean a l l operations necessary or proper for the development, operation protection and 
maintenar.ee of tho Joint 1'ropcrty. 

••Joint Account" shall mean the account showing th..- charges paid and credits received in the conduct of the Joint 
Operations and whieh are lo bo shared by the Parties. 

•'Operator" shall mean Die par ly designated lo conduct Ihe Joint Operations. 

"Non-Operators" shall mean Ihe parties to this agreement other than the Operator. 

'"Parlies" shall mean Operator and Non-Operators. 

'•First Level Supervisors" shall mean those employees whose pr imary function in Joint Operation-! is the direct 
supcrvinon of other employees and/or contract labor directly employed on the Joint Property in a f ie ld o i x - r d -
ing capacity. 

"Technical Employees" shall mean those employees having special and .specific engineering. ieolnKic.il or other 
professional skills, and whose pr imary funct ion in Joint Operations is the handling of spec-it ic opera lu i" condi
tions and problems for the benefit of the Joint Property. 

'•Personal Expenses" shall-mean travel and other reasonable reimbursable expenses of Operator's employees. 

"Mate r ia l " shall mean personal property, equipment or supplies acquired or held for use on the Joint Propoity. 

"Controllable Mate r ia l " shall mean Material which a l Ihe time is so classified in the Mater ia l C l a s s i c a l ion Manual 

as most recently recommended by the Council of Petroleum Accountants Societies of Nor th America. 

2. Statement and Bi l l ings 

Operator shall b i l l Non-Operators on or before the last day of each month fo r their proportionate share of the 
Joint Account fo r the preceding month. Such bills w i l l be accompanied by statements which ident i fy Hi,- author
i ty for expenditure. lease cr fac i l i ty , and nil-charges and credits, .summarized by appropriate classifications of " i n 
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep
arately iden t i f ied and f u l l y described in detail. 

3. Advances and Payments hy Non-Operators 

Unless otherwise provided fo r in the agreement, the Operator may require the Non-Operators to advance t | . . . j r 

share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each month ly b i l ' i n . -
lo reflect advances received f r o m the Non-Operalors. ' b 

Each Non-Operator shah pay its proportion of al l bdls w i t h i n f i f t een (10) davs af ter receipt I f payment is 
made w i t l i i i : such time, the unpaid balance shall bear interest monthly at the rale nf twelve p-rcent ( 1 2 ' ' ^ 
annum or the maximum contract rale permitted by the applicable usurv laws in the ' t a le in v |-ich the' jV 'Vt 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in cor rec t ion v".u 
the collection of unpaid amounts. ' 1 1 1 

4. Adjustments 

P.iymcnt of any such bills shall not prejudice the right of any Non-Operator lo protest or question the correct 
ncss thereof; provided, however, al l bills ann :.tatemonts rend.-red to Non-Operalors bv Oper . tor ! • • 
calendar year shail conclusivcA- be presumed to be true, and eoirccl alter twen ty - lour ' C l ) month ' - ' ' f "M" ' " ^ 
the end of any such calendar year, unless w i th , , , the said twenty- four (1!!) ,- .- . 0 i i ln ' period a Non-Oner , or r l l ' ^ 
wr i t t en exception thereto and makes claim on Operator for adju.-.tm.-nl. No adjustment favorable t„ Oner- . .. - i 
be made unless i t u made w i t h i n '.he same prescribed period. The provisions of this p-n- iermh Mi .11 n >i 
adjo.-tmei.ls resulting f r o m a physical inventory e.' Controllable Material as provided for i„ Section V 1 

5. Audits 

A. N W O p c r a l o r . upon notice in w r i t i n g to Op.-raior and all other Non-Ope.alors. shall have the r ight lo audit O n -
rator's .-ucou.itr. and records ,e!:,l,ng lo the Jon.t Account lor any calendar year w i t h i n the tw.-nlv-t . . , . ,- ( " I t „, l \ u 
period fo l lowing I h - end of such calendar year; provided, however, t h - „,;, , . ,„,. o ( , „ _,,„,,. , , ' , , Vxt •,., ,'..! 
l ime for t h - taUing ol wr i t ten except,,,,, lo and t h - . ; d ,n : . l , „ c„ t s n.< .-crom.ts as p , „ v , d - d for in I V i . - i „,i, . ,',',< 
Section I . Where there are two or i n - , , - , \ o . , - 0 , . - , , , „ „ , , „ „ . N , , , , . , , , , , - , n l u l , : , , , . , a . , . „ , ' , * 
conduct i»»i t or sumdlaneoos audits m a manner winch w . l l , . , , „ ; , i„ , 1 : „ m m „ m ,„ i l ; , „ , u . , t m , , c o , „ „ ( \ 
lor. ( j p c a t o r shall hear no port.on of the .V-n-Opcralo, s' audit eo:.t , „ c , „ , e d under tins paragraph iinle.s -, • , ' d 
lo by Ih..- Operator. ' • > ! . « . » 

C. A ; , p i o \ a l hy Nun-Operators 

W h - i e an approval <••' <'ll .-r agreement or t h - Parti;-:; <.r N\m-O;v,r..lorr. is express),, lequir.-d und-,- „ „ l t . r . . . c 

tions of 11,:-: A. c o n t i n g 1 l o n M u .e and i f H i - a , : , - „ . < • „ . l„ w l . u i , t l , : , Ar r -uo t , , , , : 1 ' , „ , , -d„ : , , . aliaehed cent',',,-, 
no c j n t - a i y p , o v i s „ „ , s in . - g o d t h r u l o . 0 : . , , . , l , , r shall no l . fy N„: , -Op. ,a lois „l ,<„ 0 , V , a f . r ' s p,...,„<•,! ' „ „ , 
«:.• - i n - n l or app.nvnl ol a m a j u u t y ,--,-,<-.., o ) ; ; , . „ - , V ' i . , ; o . . . . - I , . . i | l„ „ „ „ , „, ; „ „ . ,„ ^ i ' , ' ' . , ^ 
lor:.. 



^ r ffi 

( I I . DIUl-CT C1IAKGF.S 

Operator shall charge the Joint Account w i t h the fo l lowing items: 

1. l tcnluls nntl I toynll ics 

Least* rentals ami royalties paid hy Operator for the Joint Operations. 

2. Labor 

A . (1 ) Salaries and'wages o l Operator's f i e ld employees direct ly employed on (he Joint Pro|>crly in the conduct 
ot Joint Operations. 

(2) Salaries of Fiist Level Supervisors in the f ie ld . 

(3) Salaries and wages of Technical Employees directly employed on the Joint Property i f such charges arc 
excluded f r o m the Overhead rales. 

13. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages arc chargeable to the Joint Account under Paragraph 'JA of Ihis Section 
I I . Such costs under this Paragraph 211 may be charged on a "when and as paid basis" or by "percentage as
sessment" on the amount of .'.'laiies and wanes chargeable lo the Joint Account tinder Paragraph 2A ot this 
Section 11. I f percentage assessment is used, the rale shall be based on the Operator's cost experience. 

C. Kxpcnditures or contributions made pursuant to assessments imposed by governmental authori ty whieh are 
applicable to Operator's costs chargoabV. lo the Joint Account under Paragraphs 2A and 'JH of this Sec
t ion i l . 

D. Personal Expenses of those employees whose salaries and wages arc chargeable lo the Joint Account under 
Paragraph 2A of this Section I I . 

3. Employee Benefits 

Operator's current eosis of established plans for employees' group l i f e insurance, hospitalization, pension, re
tirement, stock purchase, t h r i f t , bonus, and other benefit plans of a l ike nature, applicable lo Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Seetion I I shall be Operator's actual 
cost not to exceed twenty per cent (20';n» or percentage most r ecen t ly recommended by COPAS 

4. Mater ia l 

Material purchased or furnished by Operator for use on the Joint Properly as provided under Section I V . Only 
such Material shall be purchased lor or transferred to the Joint Property as may be required fo r immediate use 
and is reasonably practical and consistent w i th eff ic ient and economical operations. The accumulation ef s i i r - ! 
plus stocks shall be avoided. 

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations hut subject lo the fo l lowing l i m i t a 
tions: 

A . I f Material is moved lo the Joint Property f rom the Operator's warehouse or other properties, no charge shall 
be made to the Joint Account for a distance greater than the distance f r o m the neatest reliable supply store, 
recognized barge terminal , or ra i lway receiving point where l ike material is normally available, unieis agreed 
to by the Parlies. 

B. I f surplus Material is moved to Operator's warehouse or other storage point, no charge shall he made lo the 
Joint Account for a distance greater than the distrnce to the nearest reliable supply store, reco-nized barge 
terminal , or rai lway receiving point unless agreed to by the Parlies. No charge shall be made to the Joint A c 
count for moving Materia! lo other properties belonging lo Operator, unless agreed to by the Parties. 

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross t ruck ing cost 
of $200 or less excluding accessorial charges. 

C. Services 

The cost of contract services, equipment tend uti l i t ies provided by outside sources, except servicer excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section 111. The cost of prolcssional consultant services and con'- ' 
tract services of technical personnel directly engaged on the Joint Properly i f such charges are excluded f ron , the ' 
Overhead rales. The cost of professional consultant services or contract services of technical personnel pet J j . j 
rcctly engaged on the Joint Property shail not be charged lo the Joint Account unless previously agieed to by I 
the Parlies. - 1 

7. Equipment ami Facilities Furnished hy Operator 
A. Operator shall charge the Joint Account for use o( Operator owned equipment and facili t ies at rates com

mensurate w i th i',..ts of o w n e i ' l n p and operation. Such rates shall include costs of maintenance, u p a i i s other 
operating expense, insurance, taxis, dcpiccial inn. and interest i,n investment not to exceed eight per rent ( I ' . ' i ) 
per annum. Such rales shall not exceed average commercial rales cu r i cn t ly prevail ing in the immediate: are:, 
of Ihe Joint Properly. 

] ) . . In lieu of charges in Paragraph 7A above, Operator may elect to use average rumtiierci . i l rates prevailing i „ 
the immediate aiea „f the Joint Pinporiy less :!0'; . For automotive equipment, Operator may elect lo use rates 
published bv the Pell oleum Motor ' I , an .port Association. 

8. n.unngcs unci Losses to Joint I'r»;>< Hy 
A l l costs or expenses necessary for the repair or it-placement of Join! Properly made necessary hecau-e of d u r -
ae.rs or I ,—AS incurred by Ine . Ilood. stoi in. Ihe l l , acu.ienl. or other cause, e::tvp\ u.,,,,,. .esultmg ( , , „„ Opel .dor's 
cross negligence or w i l l l u l misconduct. Operator shad . ' iniiish Non-0|x.i.-.tor wr i t ten notice of damages or l o - r s 
inc l ined a., suon as practicable after a n-pui l the,eol has been icceived by Operator. 

9. Legal Expense 

F-xpcn-.e of handling. iuvc:;tig:.li:ig anil settling liligalK-n or claims, discharging of lien-, p . l V m , . n t ,,f j,,demc„p. 
and aniMWol., paid l.-r •••lllcim-nl of clai,n> u.e.nied in or lesullni:: fK,ni op.-iations IIIKI.I. the agi cement or 
n.ie.e.aiy to p.nlccl ,„ lecover Ihe Joint I'mptny. i s a pt that no charge [,„• seivi.c.- of Opel aba 'V: legal slaff 
oi fees or ••\p. n:..-ol o-.ihide .'.lloiiieys si.all be made ui li pievinusly agieed lo by the F.,,1:,:.. All other l.ei.l 
c>.|H-,,:c is ron.-ideied n. !'•• ii-vci.:! bv tbe .n.ii.ead pi evi .t.m., ..f Sen ion III tuihr-'s otherwise agi n J to by the 
I'.!! lies, except as piovi.lcd lu Section i, I'aiagraph J. 



• M. Tuxci 

• 
A l l taxes of every k ind and online- assessed or levied upon or in connection Wi l l i the Joint Property, the opera
tion thereof, or the production therefrom, mid which taxes have been paid by the Operator for the benefit of the 
Patties. 

1 ! . l i i surnnre 
Net premiums paid fo r insurance required lo he carried fo r Ihe Joint Operations for the protection of the Par
ties. I n the event Joint Operations are conducted in a stale in which 'Opeia tor may act as self-insurer for W o r k 
men's Com|K.-usatioii and.or Employers L iab i l i ty under the res i« ' r t ive stale's laws. Operator may, at its election, 
include the risk under its self-insurance program and in that event. Operator shall include a charge at Operator's 
coit not to cx ivod manual rates. 

12. Other Expenditures 
Any other expenditure not covered or dealt w i th in the foregoing provisions of Ibis Section 11. or in Section 111, 
and which is incurred by the Operator in the necessary and proper conduct of the Jo in l Operations. 

I I I . OVERHEAD 

1. Overhead - D r i l l i n g nud Producing Operations 

i . As compensation for administrative, supervision, of f ice services and warehousing costs. Operator shall charge 
d r i l l i n g and producing operations on cither: 

( X ) Fixed Pate Basis, Paragraph I A , or 

( ) Percentage Basis, Paragraph I B . 

Unless otherwise agreed to by the Parlies, such charge shall be in lieu of costs and expenses of al l offices 
and salaries or wages plus applicable burdens and expenses of a l l personnel, except those i lnec l ly chargeable 
under Paragraph 2A, Section I I . The cost and expense of services f t o m outside sources in cunneelinn w i t h 
matters of taxation, t rat tic, accounting or matters before or involving governmental agencies shall be c>>nsidei>,d 
as included in the Overhead rates provided for in the above selected Paragraph of this Section U l unless such 
cost and expense arc agreed lo by the Parlies as a direct charge to the Joint Account. 

i i . The salaries, wages and Persona! Expenses of Technical Employees and,, or the cost of profess-iona! consultant 

services and contract services of technical personnel directly employed on Ihe Joint Properly shall ( ) shall 

not f ^ ( ) be covered by the Overhead rates. 

A. Overhead - Fixed Rale Basis 

(1) Operator shall charge the Joint Account at Ihe fo l lowing rates per wel l per month : 

D r i l l i n g Wel l Bale ? 3 5 5 0 . 0 0 

Producing W e l l Rale $ 3 5 5 , 0 0 

(2) Appl icat ion of Overhead - Fixed Rate Basis shall be as fol lows: 

(a) D r i l l i n g Well Rate 

[ 1 ] Charges for onshore d r i l l i n g wells shall begin on the date the we l l is spudded and terminate en 
the date the d r i l l i n g or completion rig is released, whichever is later, except that no charge shall 
be made dur ing suspension of d r i l l i ng operations for f i f teen (15) or more consecutive days. 

[ 2 ] Charges for offshore d r i l l i n g wells shall begin on the date when d r i l l i n g or completion equipment 
arrives on location and terminate on the date the d r i l l i ng or completion equipment moves o f f loca
tion or r i g is released, whichever occurs f i r s t , except tha i no charge shall he made dur ing sus]x:n-
sion of d r i l l i n g opeialions for l i f t ccn ( l i ) or more consecutive days 

[ 3 ] Charges for wells undergoing any type of workover or rcconiplolion for a period of f ive (fr) con
secutive days or more shall bo made at the d r i l l i ng wel l rale. Such charges shall be applied for 
the period f r o m dale workover operations, w i th r ig , commence through dale of r ig release, except 
that no charge shall be made during suspension of operations for f i f t een ( l i ) or more consecutive 
days. 

(b ) Producing Wel l Rales 

[ 1 ] A n active wel l cither produced or injected into for any portion of the month shall be considered 
as a one-wel l charge for Ihe entire month. 

[?.] Each active completion in a multi-completed well in which production is not commingled down 
hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authori ty . 

[.'!] An inactive gas well shut in became of overproduction or fa i lure of pm chaser lo take the produc
tion shall be considered as a one-well charge providing the gas wel l is directly connected tu a per
manent sales outlet. 

[ 4 ] A one-well charge may be made [or the month in which plugging and abandonment operations 
arc completed on any wel l . 

| f i ] A l l other inactive wells ( including bul not l imited to inactive wells covered by uni t al lowable, 
lease allowable, transferred allowable, etc.) shall not qua l i fy for an ovcihcad charge. 

(3 ) The wel l rates shall he adjusted as of the first day of A p r i l each year following, the effect ive date of the 
agicciiient lo v/h.ch this Accounting. Pioccdii ie is attached. The adjustment shall be computed by m u l t i 
p ly ing the rale c i i r en t l y in lire by the percentage increase or <leerea:e in the aveiage weekly earnings of 
Ciude I 'e t io le i i iu anil Oas I ' in ihn In.n Wnikeis for the last calendar year compait-d tn the c. i l-ndai year 
pieceding as shown by the index of avcivee weekly l a imngs ot Ciude Petroleum and Oas Field:: 1'ioduc-
l ion Winkers as published by the United Stales lJ< p . i r t iocnl of Labor. Bureau of Labor Statistic::, or the 
equivalent Canadian index as pi ibh: bed by Statistics Canada, as applicable. The adjusted rale:: shall be 
the rales c i i n e n l l y in use, plus or minus the computed adjustment. 



Uul 
II. Overhead - Percentage^" is J~ 

(1) Operator shall ehaift ihe Joint Account at tho following rales: V 

(n) Development 

Percent ( r . l ) of Ihe cost of Development of the Joint Property exclusive of costs 
provided under Paragraph 9 of Section 11 und all salvage credits. 

(b) Operating 

Percent ( of the cost of Operating Ihe Joint Property exclusive of costs provided 
under Paragraphs I and 9 of Section I I . all salvage rredils. the value of injected substances purchased 
for secondary recovery ami all taxes and assessments which arc levied, assessed and paid upon the min
eral interest in and to the Joint Pioperty. 

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph IH of this Section I I I . de
velopment .-diall include all costs in connection with drilling, redrilling, deepening or any remedial oivra-
lions on any or all wells involving ihe use of drilling ciew and equipment: also, preliminary expi:ulitures 
necessary in preparation for drilling anil expenditures incurred in abandoning when the well is noi com
pleted as a producer, ami original cost of construction or installation of fixed assets, the expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major 0:iUructic::i a:; cY; r.cd in 
Paragraph 2 of this Section I I I . Al l olher costs shall be considered as Operating. 

2. Overhead - Major Construction 

To compensate Operator for overhead* costs incurred in the construction and installation of fixed assets, the ex
pansion of fixed assets, and any olher project clearly discernible as a fixed asset required for the development and 
operation of the Joint Properly. Operator shall either negotiate a rale prior lo the beginning of construction, or shall 
charge the Joint Account for Overhead based on the following rales for anv Major Construction project in excess 
of S_25_,P.0O : 
A. 6 r, of lolal costs if such costs arc more than $.25>0_00_ but less than S_L00,0D0. ; plus 
B. 6 Cc of total costs in excess of $_].Q?_j.QP.Q but less lhan $1,000,000; plus 
C. _ -5 Tc of total cosls in excess of $l,000,t'00. 

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts 
of a single project shall not be treated separately and the cost of drilling and workover wells shall bo excluded. 

3. Amendment of Kates 

The Overhead rates provided for in this Section 111 may be amended from time to time only by mutual agreement 
between the Parlies hereto if, in practice, Ihe rates arc found to-be insufficient or excessive. 

IV. TRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TKANSFEttS AND DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma
terial movements affecting the Joint Properly. Operator shall provide all Material for use on the Joint Property: how
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely di>-,i-.:sil:o:i 
of idle and/or surplus Material, such disposal being made either through rale to Operator or Non-Operator, division in 
kind, or sale to outsiders. Operator may purchase, but shall bo under no obligation to purchase, interest of \'on-l >pci;,-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased hy the Opera
tor shall be agreed to by the Parties. 

1. Purchases 

Material purchased shall be charged al the price paid by Operator after deduction of all discounts received. In case 
of Material found lo be defective or returned to vendor for any other reason, credit shall be passed lo the Joint 
Account when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Material furnished to the Joint Properly and Material transferred from the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by the Parlies, shall be priced on the following bases exclusive oj cash dis
counts: 

A. New Material (Condition A) 

(1) Tubular goods, except line pipe, shall be pricrd at Ihe current new price in effect on date of movement on a 
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Pioperty 
where such Matciia! is normally available. ' 

(2) Line Pipe 

(n) Movement of less than 30,000 pounds shall be priced at the current new prire. in effect at dale of 
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor
mally available. 

(b) Movement nf 30.000 pounds or more shall be priced under provisions of tubular goods pricing in Pan-
graph 2A (1) of Ibis Section IV. 

(3) Other Mali-rial shall he priced at the current n:-w price, in effect al dale of movement, as listed by a n-liable 
* supply stiao or f.o.b. railway icceiving point nearest the Joint l'tcpeity where such Material is iioim.illc 

available. 

B. Ooo.-l Used Malciial (Condition IJ) 

Material in sound and serviceable mmlition and suitable for reuse without reconditioning: 

(1) Material moved to the Joint Propel ly 

(a) Al seventy-live pcieen! {'••:'< ) <•< current new prire, as delermined by Paragraph 2A of this Section IV. 

(2) Material moved frnin the Joint Piopvrly 
(a) Al M-VI nty- live pon-<-nl (7.V. ) >-l ciineiil new prire, a:, di lei Mined by Paragraph 2A of this S- i le;n IV, 

if Material was orig.ualiy rl.aig«-( to the- Je-inl Account as n>:w Material, or 



" "" " " * ' biii'lij 
(b) at sixty-five | ( it (OVi ) of coiii-nl w w price, ns dolerminr/ .• rara|',ra|>h 2A of this Section 

IV, if Material l.as oiiginally charged to the Joint Account as gnlv .isi-d Mali-rial al seventy-live pcr-
• cent ("V.; ) of curieiil new price. 

The cost of reconditioning, if any, shall be absorbed by the transferrin); pro|XTty. 

C. Olher Used Material (Condition C and D) 

(1) Condition C 

Material which is not in round and serviceable condition and not suitable for its original function until 
after reconditioning shall Iv priced at f i l l y percent (50'; ) of current new price as determined by Para
graph 2A of this .Section IV. The cost of reconditioning shall be charged lo the receiving property, pro
vided Condition C value plus cost of reconditioning does not exceed Condition 11 value. 

(2) Condition L) 

Al l other Material, including junk, shall he priced at a value commensurate with its use or at prevailing 
prices. .Material no longer suitable for its original pui|wse hut Usable for some other purpose, shall be 
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis
pose of Condition D Mateiial under procedures normally utilized by the Operator without prior approval 
of J\"on-Oporalors. 

U. Obsolete Material 

Materia) which is serviceable and usable for its original function but condition and or value of such Material j 
is not equivalent to that which would justify a price as provided above may bo specially priced as agreed to by 1 
the Parlies. Such price should result in the Joint Account being charged with Ihe value of the service ren- ! 
dcred by such Material. I 

• ! 
E. Pricinri Conditions I 

(1) Loading and unloading costs may be charged lo the Joint Account al Ihe rate of fifteen cents (15c) per ! 
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when j 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

(2) Material involving erection costs shall be charged at applicable percentage of the current knockrd-down 
price of new Material. 

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may charge the Joinl Account tor Un
required Material al the. Operator's actual cost incurred in providing such Material, iu making it suitable for use. 
and in moving it to the Joinl Property; provided notice in writing is furnished to" Non-Operalors of _the proposed 
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and 
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share 
of such Material suitable for uso and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 
Operator docs not warrant the Material furnished. In rase of defective Material, credit shall not !:c passed to the 
Joinl Account until adjustment has been received by Operator from the manufacturers or their agents. 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 
At reasonable intervals. Inventories shall be taken by Operator of the Joint Account Controllable Material. 
Written notice of intention lo take inventory shall be given by Operator at least thirty (30) days before any inven
tory is lo begin ro lhal Non-Operators may be represented when any inventory is taken. Failure of Non-Operators 
lo be represented at an inventory shall bind Non-Operators to accept the inventoiy taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

Reconciliation of a physical inventory with Ihe Joinl Account shall be made, and a list of overages and shortages 
shall be furnished lo the Non-Operalors within six months following the taking of the inventory. Inventory ad
justments shall be made by Opeialor wild the Joinl Account lor overages and shortages, but Operator shall be 
held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall 
be the duly of th«» parly selling to notify all olher Parlies as quickly as possible after the transfer ol inteiesl takes 
place. In such eases, both Ihe seller and the purcha-or shall be governed by Mich inventory. 

4. Expense of Conducting Periodic Inventories 
The expense, of conducting periodic Inventories shall not lie charged lo the Joinl Account unless agreed to by the 
Parties. 
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EXHIBIT "G" 

ADDITIONAL INSURANCE PROVISIONS 

Operator, during the term of this agreement, shall carry insurance for the 
benefit and at the expense of the parties hereto, as follows: 

(A) Workmen's Compensation Insurance as contemplated by the state i n 
which operations w i l l be conducted, and - Employer1s - L i a b i l i t y 
Insurance with l i m i t s of not less than $100,000.00 per employee. 

(B) Public L i a b i l i t y Insurance: 
Bodily Injury - §500,000.00 each occurrence. 

(C) Automobile Public L i a b i l i t y Insurance: 
Bodily Injury - $250,000.00 each person. 

$500,000.00 each occurrence. 

Property Damage - $100,000.00 each occurence. 

Except as authorized by this Exhibit "G", Operator shall not make any charge to 
the j o i n t account for insurance premiums. Losses not covered by Operator's 
insurance (or by insurance required by this agreement to be carried for the 
benefit and at the expense of the parties hereto) shall be charged to the 
jo i n t account. 
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UtllT OPERATING AGREEMENT 
CACTUS (QUEEN) UNIT 

CHAVES COUNTY, NEV,T MEXICO 

THIS AGREEMENT, entered i n t o as the 1st day of November, 1988 by and 
between the p a r t i e s who have signed the o r i g i n a l o f t h i s instrument, a 
counterpart thereof, or other instrument agreeing t o become a party hereto, 

WITNESSETH: 

WHEREAS, the p a r t i e s hereto as Working I n t e r e s t Owners have executed, as 
of the date hereof, an Agreement e n t i t l e d "Unit Agreement, Cactus Queen Unit, 
Chaves County, New Mexico," herein r e f e r r e d to as "Unit Agreement," which, 
among other t h i n g s , provides f o r a separate agreement t o be entered i n t o by 
VJorking I n t e r e s t Owners t o provide f o r Unit Operations as therein defined. 

NOW, THEREFORE, i n consideration of the mutual agreements herein set 
f o r t h , i t i s agreed as fo l l o w s : 

ARTICLE 1 

CONFIRMATION OF UNIT AGREEMENT 

1.1 Confirmation of Unit Agreement. The Unit Agreement i s hereby 
confirmed and by reference made a par t of t h i s Agreement. The d e f i n i t i o n s i n 
the Unit Agreement are adopted f o r a l l purposes of t h i s Agreement. I f there 
i s any c o n f l i c t between the Unit Agreement and t h i s Agreement, the Unit 
Agreement s h a l l govern. 

ARTICLE 2 

EXHIBITS 

2.1 E x h i b i t s . The fo l l o w i n g e x h i b i t s are incorporated herein by 
reference: 

2.1.1 E x h i b i t s "A", "B", and "C", of the Unit Agreement. 
There i s no E x h i b i t "D". 

2.1.2 E x h i b i t "E", attached hereto, i s a schedule showing the Unit 
P a r t i c i p a t i o n of each VJorking I n t e r e s t Owner. E x h i b i t "E", cr a r e v i s i o n 
thereof, s h a l l not be conclusive as t o the information t h e r e i n , except i t 
may be used as showing the Unit P a r t i c i p a t i o n s of Working I n t e r e s t Owners 
fo r purposes of t h i s Agreement u n t i l shown to be i n error or revised as 
herein authorized. 

2.1.3 E x h i b i t "F", attached hereto, i s the Accounting Procedure 
applicable t o Unit Operations, I f there i s any c o n f l i c t between t h i s 
Agreement and E x h i b i t "F", t h i s Agreement s h a l l govern. 

2.1.4 E x h i b i t "G", attached hereto, contains insurance provisions 
applicable t o Unit Operations. 
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2.2 Revision of E x h i b i t s . Whenever Exhibits "A", "B" or "C" 
are revised, E x h i b i t "E" s h a l l be revised accordingly and be 
e f f e c t i v e as of the same date. Unit Operator s h a l l also revise 
E x h i b i t "E" from time t o time as required t o conform to changes i n 
ownership of which Unit Operator has been n o t i f i e d as provided i n 
the Unit Agreement. 

2.3 Reference t o E x h i b i t s . When reference i s made herein to an 
e x h i b i t , i t i s t o the e x h i b i t as o r i g i n a l l y attached or i f revised, t o the 
l a s t r e v i s i o n . 

ARTICLE 3 

SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS 

3.1 Ov e r a l l Supervision. Working I n t e r e s t Owners s h a l l exercise 
o v e r a l l supervision and c o n t r o l of a l l matters p e r t a i n i n g t o Unit Operations 
pursuant t o t h i s Agreement and the Unit Agreement. I n the exercise of such 
a u t h o r i t y , each Working I n t e r e s t Owner s h a l l act solely i n i t s own behalf i n 
the capacity of an i n d i v i d u a l owner and not on behalf of the owners as an 
e n t i r e t y . 

3.2 S p e c i f i c A u t h o r i t i e s and Duties. The matters w i t h respect to which 
Working I n t e r e s t Owners s h a l l decide and take action s h a l l include, but not be 
l i m i t e d t o , the f o l l o w i n g : 

3.2.1 Method of Operation. The method of operation, 
i n c l u d i n g the type or types of pressure maintenance, secondary 
recovery, or other recovery program to be employed. 

3.2.2 D r i l l i n g of Wells. The d r i l l i n g of any w e l l whether 
f o r production of Unitized Substances, f o r use as an i n j e c t i o n w e l l , 
or f o r other purposes. 

3.2.3. Well Recompletion and Change of Status. The recompletion, 
abandonment, or permanent change of status of any w e l l , or the use 
of any w e l l f o r i n j e c t i o n or other purposes. The Unit Operator 
s h a l l be responsible f o r performing such work and such work s h a l l be 
done a t Unit Expense. 

3.2.4 Expenditures. The making of any single expenditure i n 
excess of F i f t e e n Thousand Dollars ($15,000.00); however, approval 
by VJorking I n t e r e s t Owners of the d r i l l i n g , reworking, deepening, or 
plugging back of any w e l l s h a l l include approval of a l l necessary 
expenditures required therefore, and f o r completing, t e s t i n g and 
equipping the w e l l , including necessary flow l i n e s , separators, and 
lease tankage; provided however, t h a t i n case of blowout, explosion, 
f i r e , f l o o d or other sudden emergencies, Unit Operator may take 
steps and incur such expenses as i n i t s opinion are required t o 
deal w i t h the emergency and to safeguard l i f e or property but t h a t 
Unit Operator s h a l l , as promptly as possible, report the emergency to 
the Working I n t e r e s t Owners. 
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3.2.5 D i s p o s i t i o n of Unit Equipment. The s e l l i n g or 
otherwise disposing of any major item of surplus Unit Equipment, i f 
the current p r i c e of new equipment s i m i l a r thereto i s Five Thousand 
Dollars ($5,000.00) or more. 

3.2.6 Appearance Before a Court or Regulatory Agency. The 
designating of a representative t o appear before any court or 
regulatory agency i n matters p e r t a i n i n g t o Unit Operations; however, 
such designation s h a l l not prevent any Working I n t e r e s t Owner from 
appearing i n person or from designating another representative i n 
i t s own behalf. 

3.2.7 Audits. The a u d i t i n g of the accounts of Unit Operator 
p e r t a i n i n g t o Unit Operations hereunder; however, the audits s h a l l 

(a) not be conducted more than once each year except upon the 
resigna t i o n or removal of Unit Operator, and 

(b) be made upon the approval of the owner or owners of a m a j o r i t y 
of Working I n t e r e s t other than t h a t of Unit Operator, a t the expense 
of a l l Working I n t e r e s t Owners other than Unit Operator, or 

(c) be made at the expense of those Working I n t e r e s t Owners 
requesting such a u d i t , i f owners of less than a maj o r i t y of Working 
I n t e r e s t , other than t h a t of Unit Operator, request such an a u d i t , 
and 

(d) be made upon not less than t h i r t y (30) days w r i t t e n notice to 
Unit Operator. 

3.2.8 I n v e n t o r i e s . The taking of periodic inventories under 
the terms of E x h i b i t "F". 

3.2.9 Technical Services. The authorizing of charges t o the 
J o i n t Account of services by consultants or Unit Operator's 
te c h n i c a l personnel not covered by the overhead charges provided by 
Ex h i b i t "F". 

3.2.10 Assignments t o Committees. The appointment of 
committees t o study any problems i n connection with Unit Operations. 

3.2.11 The removal of Unit Operator and the se l e c t i o n of a 
successor. 

3.2.12 The enlargement of the Unit Area. 

3.2.13 The adjustment and readjustment or investments. 

3.2.14 The termination of the Unit Agreement. 
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ARTICLE 4 

MANNER OF EXERCISING SUPERVISION 

4.1 Designation of Representatives. Each Working I n t e r e s t Owner s h a l l 
inform U n i t Operator i n w r i t i n g of the names and addresses of the 
representative and a l t e r n a t e who are authorized t o represent and bind such 
VJorking I n t e r e s t Owner w i t h respect t o Unit Operations. The representative or 
a l t e r n a t e may be changed from time t o time by w r i t t e n notice t o Unit Operator. 

4.2 Meetings. A l l meetings of Working I n t e r e s t Owners s h a l l be 
c a l l e d by Unit Operator upon i t s own motion or at the request of two (2) or 
more Working I n t e r e s t Owners having a t o t a l Unit P a r t i c i p a t i o n then i n e f f e c t 
of not less than ten percent (10%). No meeting s h a l l be c a l l e d on less than 
fourteen (14) days advance w r i t t e n n o t i c e , w i t h agenda f o r the meeting 
attached. Working I n t e r e s t Owners who attend the meeting may amend items 
included i n the agenda and may act upon an amended item or other items 
presented a t the meeting. The representative of Unit Operator s h a l l be 
chairman of each meeting. 

4.3 Voting Procedure. Working I n t e r e s t Owners s h a l l decide a l l matters 
coming before them as f o l l o w s : 

4.3.1 Voting I n t e r e s t . Each Working I n t e r e s t Owner s h a l l have 
a vo t i n g i n t e r e s t equal t o i t s Unit P a r t i c i p a t i o n i n e f f e c t at the 
time of the vote. 

4.3.2 Vote Required. Unless otherwise provided herein or i n the 
Unit Agreement, Working I n t e r e s t Owners s h a l l determine a l l matters 
by the a f f i r m a t i v e vote of four or more Working I n t e r e s t Owners 
having a combined v o t i n g i n t e r e s t of at least seventy-five percent 
(75%); however, should any one Working I n t e r e s t Owner have more than 
twenty-five percent (25%) v o t i n g i n t e r e s t , i t s negative vote or 
f a i l u r e t o vote s h a l l not defeat a motion, and such motion s h a l l 
pass i f approved by Working I n t e r e s t Owners having a m a j o r i t y v o t i n g 
i n t e r e s t , unless three or more Working I n t e r e s t Owners having 
combined v o t i n g i n t e r e s t of at l e a s t f i v e percent (5%) likewise 
vote against the motion or f a i l to vote. 

4.3.3 Vote at Meeting by Nonattending Working I n t e r e s t Owner. 
Any Working I n t e r e s t Owner not represented at a meeting may vote on 
any agenda item by l e t t e r or telegram addressed to the 
representative of Unit Operator i f i t s vote i s received p r i o r to the 
vote at the meeting, provided the agenda items are not amended. 

4.3.4 P o l l Votes. Working I n t e r e s t Owners may vote on and 
decide, by l e t t e r or telegram, any matter submitted i n w r i t i n g t o 
Working I n t e r e s t Owners. I f a meeting i s not requested, as 
provided i n Section 4.2, w i t h i n seven (7) days a f t e r a w r i t t e n 
proposal i s sent to Working I n t e r e s t Owners, the vote taken by 
l e t t e r or telegram s h a l l become f i n a l . Unit Operator w i l l give 
prompt notice c f the r e s u l t s of such voting to a l l Working I n t e r e s t 
Owners. 
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ARTICLE 5 

INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights. Working I n t e r e s t Owners severally reserve 
t o themselves a l l t h e i r r i g h t s , except as otherwise provided i n t h i s Agreement 
and the Unit Agreement. 

5.2 Specific Rights. Each Working I n t e r e s t Owner s h a l l have among 
others, the f o l l o w i n g s p e c i f i c r i g h t s : 

5.2.1 Access t o U n i t Area. Access t o the Unit Area at a l l 
reasonable times t o inspect Unit Operations, a l l w e l l s , and the 
records and data p e r t a i n i n g thereto. 

5.2.2 Reports. The r i g h t t o receive from Unit Operator, upon 
w r i t t e n request, copies of a l l reports t o any governmental agency, 
reports of crude o i l runs and stocks, inventory r e p o r t s , and a l l 
other information p e r t a i n i n g to Unit Operations. The cost of 
gathering and f u r n i s h i n g information not o r d i n a r i l y furnished by 
Unit Operator t o a l l VJorking I n t e r e s t Owners s h a l l be charged to the 
Working I n t e r e s t Owner t h a t requests the information. 

5.3 U n d r i l l e d Locations. Unit Operator s h a l l have the option t o 
d r i l l any u n d r i l l e d locations on t r a c t s committed to the Unit Area a t Unit 
Expense subject to partners approval as l i s t e d under A r t i c l e 4.3. 

ARTICLE 6 

UNIT OPERATOR 

6.1 Unit Operator. Yates D r i l l i n g Company, a New Mexico corporation, i s 
hereby designated as I n i t i a l Unit Operator. 

6.2 Resignation or Removal and Selection of Successor. The 
resi g n a t i o n or removal of Unit Operator and the selection of a successor s h a l l 
be governed by the provisions of the Unit Agreement. 

ARTICLE 7 

AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7.1 Exclusive Right t o Operate Unit. Subject to the provisions of t h i s 
Agreement and t o i n s t r u c t i o n s from Working I n t e r e s t Owners, Unit Operator 
s h a l l have the exclusive r i g h t and be obligated to conduct Unit Operations. 

7.2 Workmanlike Conduct. Unit Operator s h a l l conduct Unit Operations 
i n a good and workmanlike manner as would a prudent operator under the same cr 
s i m i l a r circumstances. Unit Operator s h a l l f r e e l y consult w i t h Working 
I n t e r e s t Owners and keep them informed of a l l matters which Unit Operator, i n 
the exercise of i t s best judgment, considers important. Unit Operator s h a l l 
not be l i a b l e to Working I n t e r e s t Owners for damages, unless such damages 
r e s u l t from i t s gross negligence or w i l l f u l misconduct. 
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7.3 Liens and Encumbrances. Unit Operator s h a l l endeavor t o keep the 
lands and leases i n the Unit Area and Unit Equipment free frcm a l l l i e n s and 
encumbrances occasioned by Unit Operations, except the l i e n and s e c u r i t y 
i n t e r e s t of Unit Operator and Working I n t e r e s t Owners granted hereunder. 

7.4 Employees. The number of employees used by Unit Operator i n 
conducting Unit Operations, t h e i r s e l e c t i o n , hours of labor, and compensation 
s h a l l be determined by Unit Operator. Such employees s h a l l be the employees 
of Unit Operator. 

7.5 Records. U n i t Operator s h a l l keep correct books, accounts, and 
records of Unit Operations. 

7.6 Reports to Working I n t e r e s t Owners. Unit Operator s h a l l f u r n i s h 
Working I n t e r e s t Owners q u a r t e r l y reports of Unit Operations. 

7.7 Reports to Governmental A u t h o r i t i e s . Unit Operator s h a l l make a l l 
reports t o governmental a u t h o r i t i e s t h a t i t has the duty t o make as Unit 
Operator. 

7.8 Engineering and Geological Information. Unit Operator s h a l l f u r n i s h 
to a Working I n t e r e s t Owner, upon w r i t t e n request, a copy of a l l logs and 
other engineering and geological dara p e r t a i n i n g to wells d r i l l e d f o r Unit 
Operations. 

7.9 Expenditures Unit Operator i s authorized t o make si n g l e 
expenditures not i n excess of T h i r t y Thousand Dollars ($30,000.00) without 
p r i o r approval of Working I n t e r e s t Owners. I f an emergency occurs, Unit 
Operator may immediately make or incur such expenditures as i n i t s opinion are 
required t o deal w i t h the emergency. Unit Operator s h a l l report to Working 
I n t e r e s t Owners, as promptly as possible, the nature of the emergency and the 
act i o n taken. 

7.10 Wells D r i l l e d by Unit Operator. A l l wells d r i l l e d by Unit 
Operator s h a l l be at the usual rates p r e v a i l i n g i n the area. Unit Operator 
may employ i t s own t o o l s and equipment, but the charge ther e f o r s h a l l not 
exceed the usual rates p r e v a i l i n g i n the area, and the work s h a l l be performed 
by Unit Operator under the same terms and conditions as are usual i n the area 
i n contracts of independent contractors doing work of an s i m i l a r nature. 

7.11 Mathematical Errors. Unit Operator i s empowered to correct any 
mathematical errors which might e x i s t i n the p e r t i n e n t e x h i b i t s t o t h i s 
Agreement. 

7.12 Eorder Agreement. Subject t o the provisions and conditions i n the 
Unit Agreement, Unit Operator s h a l l have the r i g h t and a u t h o r i t y t o enter i n t o 
border p r o t e c t i o n agreements. 

7.13 C o n f l i c t of Supervision Neither the Unit Operator nor the Working 
I n t e r e s t Owners, nor any of them, s h a l l be subject to any f o r f e i t u r e , 
termination or e x p i r a t i o n of any r i g h t s hereunder or under any leases or 
contracts subject hereto, or to any penalty or l i a b i l i t y on account of delay 
or f a i l u r e i n whole or i n p a r t t o comply w i t h any applicable provisions 
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thereof t o the extent t h a t the said Unit Operator or the Working I n t e r e s t 
Owners, or any of them are hindered, delayed or prevented from complying 
therewith by reason of f a i l u r e of the Unit Operator t o obtain, i n the exercise 
of due d i l i g e n c e , the concurrence of proper representatives of the United 
States and of the State of New Mexico i n and about any matters or things 
concerning which i t i s required herein t h a t such concurrence be obtained. 

ARTICLE 3 

TAXES 

8.1 Ad Valorem Taxes. Beginning w i t h the f i r s t calendar year a f t e r the 
E f f e c t i v e Date hereof, Unit Operator s h a l l make and f i l e a l l necessary ad 
valorem tax r e n d i t i o n s and returns w i t h the proper taxing a u t h o r i t i e s w i t h 
respect t o a l l property of each Working I n t e r e s t Owner used or held by Unit 
Operator f o r Unit Operations. Unit Operator s h a l l s e t t l e assessments a r i s i n g 
therefrom. Any Working I n t e r e s t Owner d i s s a t i s f i e d w i t h any proposed 
r e n d i t i o n or assessment of i t s i n t e r e s t i n property s h a l l have the r i g h t , at 
i t s own expense, t o p r o t e s t and r e s i s t the same. A l l such ad Valorem taxes 
s h a l l be paid by Unit Operator and charged to the j o i n t account; however, i f 
the i n t e r e s t o f a Working I n t e r e s t Owner i s subject t o a separately assessed 
o v e r r i d i n g r o y a l t y i n t e r e s t , production payment, or other i n t e r e s t i n excess 
of one-eighth (1/8) r o y a l t y , such Working I n t e r e s t Owner s h a l l n o t i f y Unit 
Operator of such i n t e r e s t p r i o r t o the r e n d i t i o n date and s h a l l be given 
c r e d i t f o r the reduction i n taxes paid r e s u l t i n g therefrom. 

8.2 Other Taxes. Each Working I n t e r e s t Owner s h a l l pay or cause to be 
paid a l l production, severance, gathering, and other taxes imposed upon or 
wi t h respect t o the production or handling of i t s share of Unitized 
Substances. 

ARTICLE 9 

INSURANCE 

9.1 Insurance Unit Operator, w i t h respect to Unit Operations, s h a l l : 

(a) comply w i t h the Workmen's Compensation Laws of the State, 

(b) carry Employer's L i a b i l i t y and other insurance required by the 
laws of the State, and 

(c) provide other insurance as set f o r t h i n E x h i b i t "G". 

ARTICLE 10 

ADJUSTMENT OF INVESTMENTS 

10.1 Personal Property Taken Over. Upon the E f f e c t i v e Date, Working 
I n t e r e s t Owners s h a l l d e l i v e r to Unit Operator the f o l l o w i n g : 

10.1.1 Wells. A l l wells completed i n the Unitized Formation. 
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10.1.2 Well and Lease Equipment. The casing and tubing i n 
each such w e l l , the wellhead connections thereon, and a l l other 
lease and operating equipment t h a t i s used i n the operation of such 
wells which Working I n t e r e s t Owners determine i s necessary or 
desirable f o r conducting Unit Operations. 

10.1.3 Records. A copy of a l l production and w e l l records f o r 
such w e l l s . 

10.2 Inventory and Evaluation of Personal Property. Working I n t e r e s t 
Owners s h a l l at Unit Expense inventory and evaluate, as determined by Working 
I n t e r e s t Owners, the personal property taken over by Unit Operator under 
Section 10.1.2. Such inventory s h a l l include and be l i m i t e d t o those items of 
equipment considered c o n t r o l l a b l e under E x h i b i t "F" except, upon determination 
of Working I n t e r e s t Owners, items considered noncontrollable may be included 
i n the inventory i n order t o be included i n the inventory f o r record purposes, 
but s h a l l be excluded from evaluation and investment adjustment. 

10.3 Investment Adjustment. Upon approval by Working I n t e r e s t Owners of 
the inventory and evaluation, each Working I n t e r e s t Owner s h a l l be c r e d i t e d 
w i t h the value, as determined i n accordance with Section 10.2 above, of i t s 
i n t e r e s t i n a l l personal property taken over by Unit Operator under Section 
10.1.2. and charged w i t h an amount equal to t h a t obtained by m u l t i p l y i n g the 
t o t a l value of a l l such personal property taken over the Unit Operator under 
Section 10.1.2. by such Working I n t e r e s t Owner's Unit P a r t i c i p a t i o n . I f the 
charge against any Working I n t e r e s t Owner i s greater than the amount c r e d i t e d 
t o such VJorking I n t e r e s t Owner, the r e s u l t i n g net charge s h a l l be paid and i n 
a l l other respects be t r e a t e d as any other item of Unit Expense chargeable 
against such Working I n t e r e s t Owners. I f against such Working I n t e r e s t Owner, 
the r e s u l t i n g net c r e d i t s h a l l be paid t o such Working I n t e r e s t Owner by Unit 
Operator out of funds received by i t i n settlement of the net charges 
described above. 

10.4 General F a c i l i t i e s . The a c q u i s i t i o n of warehouses, warehouse 
stocks, lease houses, camps, f a c i l i t y system, and o f f i c e b u i l d i n g s necessary 
f o r Unit Operations s h a l l be by negotiation by the owners thereof and Unit 
Operator, subject t o the approval of Working I n t e r e s t Owners. 

10.5 Ownership of Personal Property and F a c i l i t i e s . Each Working 
I n t e r e s t Owner, i n d i v i d u a l l y , s h a l l by v i r t u e hereof own an undivided 
i n t e r e s t , equal t o i t s Unit P a r t i c i p a t i o n , i n a l l w e l l s , equipment, personal 
property and f a c i l i t i e s taken over or otherwise acquired by Unit Operator 
pursuant to t h i s agreement. 

ARTICLE 11 

UNIT EXPENSE 

11.1 Basis f o r Charge to Working I n t e r e s t Owners. Unit Operator 
i n i t i a l l y s h a l l pay a l l Unit Expenditures. Each Working I n t e r e s t Owner s h a l l 
reimburse Unit Operator f o r i t s share of Unit Expenditures. Each Working 
I n t e r e s t Owner's share of such Unit Expenditures s h a l l be the same as i t s Unit 
P a r t i c i p a t i o n f o r : 

-8-



(a) items i n the nature of c a p i t a l assets i n c l u d i n g , without 
l i m i t a t i o n , r e a l property i f acquired; 

(b) acquiring, d r i l l i n g , r e d r i l l i n g , equipping and re-equipping 
water i n j e c t i o n w e l l s , replugging or converting o i l wells t o water 
i n j e c t i o n w e l l s , pumping and p i p e l i n e f a c i l i t i e s f o r such w e l l s , and 
changing any i n j e c t i o n i n t e r v a l i n any such w e l l ; 

(c) re-entry and replugging of wells outside the u n i t area as 
necessary t o permit water i n j e c t i o n i n t o appropriate wells w i t h i n 
the u n i t area; 

(d) gathering l i n e s and f a c i l i t i e s and common tank b a t t e r i e s 
u t i l i z e d or acquired f o r Unit Operations, and 

(e) water purchased or otherwise contained f o r i n j e c t i o n purposes 
and the costs of i n j e c t i o n thereof i n t o the Unit Area. 

Each Working I n t e r e s t Owner's share of a l l other Unit Expenditures s h a l l be 
the same as i t s Unit P a r t i c i p a t i o n i n e f f e c t at t h a t time. A l l charges, 
c r e d i t s and accounting f o r Unit Expenditures s h a l l be i n accordance w i t h 
E x h i b i t "F". 

11.2 Budgets. Before or as soon as p r a c t i c a l a f t e r the E f f e c t i v e Date, 
Unit Operator s h a l l prepare a budget of estimated Unit Expense f o r the 
remainder of the calendar year and on or before the f i r s t day of each October 
t h e r e a f t e r s h a l l prepare such a budget f o r the ensuing calendar year. Budgets 
s h a l l be estimates only, and s h a l l be adjusted or corrected by Working 
I n t e r e s t Owners and Unit Operator whenever an adjustment or c o r r e c t i o n i s 
proper. A copy of each budget and adjusted budget s h a l l be furnished promptly 
to each Working I n t e r e s t Owner. 

11.3 Advance B i l l i n g s . Unit Operator s h a l l have the r i g h t , without 
prejudice t o other r i g h t s or remedies, to require Working I n t e r e s t Owners t o 
advance t h e i r respective share of estimated Capital Unit Expense by submitting 
t o Working I n t e r e s t Owners, on or before the 15th day of any month, an 
itemized estimate thereof f o r the succeeding month, w i t h a request for payment 
i n advance. Within f i f t e e n (15) days a f t e r receipt of the estimate, each 
Working I n t e r e s t Owner s h a l l pay t o Unit Operator i t s share of such estimate. 
Adjustments between estimated and actual Unit Expense s h a l l be made by Unit 
Operator at the close of each calendar month, and the accounts of Working 
I n t e r e s t Owners s h a l l be adjusted accordingly. 

11.4 Commingling of Funds. Fund-, received by Unit Operator under t h i s 
agreement need not be segregated or maintained by i t as a separate fund, but 
may be commingled w i t h i t s own funds. 

11.5 Lien and Security I n t e r e s t of Unit Operator and the Working I n t e r e s t 
Owners. Each Working I n t e r e s t Owner grants to Unit Operator a l i e n upon i t s 
O i l and Gas Rights i n each Tract and a security i n t e r e s t i n i t s share of 
Unitized Substances when extracted and i t s i n t e r e s t i n a l l Unit Equipment to 
secure payment of i t s share of Unit Expense, together w i t h i n t e r e s t thereon at 
the rate of twelve percent (12%) per annum, with the f u r t h e r p r o v i s i o n t h a t 
Unit Operator grants a l i k e l i e n to Working I n t e r e s t Owners. To the extent 
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t h a t Unit Operator has a s e c u r i t y i n t e r e s t under the Uniform Commercial Code 
of the State of New Mexico, Unit Operator s h a l l be e n t i t l e d to exercise the 
r i g h t s and remedies of a secured party under the Code. The bringing of a s u i t 
and the obtaining of a judgment by Unit Operator f o r the secured indebtedness 
s h a l l not be deemed an e l e c t i o n of remedies or otherwise a f f e c t the l i e n 
r i g h t s or s e c u r i t y i n t e r e s t as security f o r the payment thereof. I n a d d i t i o n , 
upon d e f a u l t by any Working I n t e r e s t Owners i n the payment of i t s share of 
Unit Expense, Unit Operator s h a l l have the r i g h t , without prejudice, t o other 
r i g h t s or remedies, t o c o l l e c t from the purchaser the proceeds from the sale 
of such Working I n t e r e s t Owner's share of Unitized Substances u n t i l the amount 
owed by such Working I n t e r e s t Owners, plus i n t e r e s t , has been paid. Each 
purchaser s h a l l be e n t i t l e d t o r e l y upon Unit Operator's w r i t t e n statement 
concerning the amount of any d e f a u l t . The r i g h t s herein granted the Unit 
Operator s h a l l i n l i k e manner apply t o the other Working I n t e r e s t Owners. 

11.6 Unpaid Unit Expense. I f any Working I n t e r e s t Owner f a i l s t o pay 
i t s share of Unit Expense w i t h i n s i x t y (60) days a f t e r r e n d i t i o n of a 
statement ther e f o r by Unit Operator, each Working I n t e r e s t Owner agrees upon 
request by Unit Operator, t o pay i t s proportionate p a r t of the unpaid share of 
Unit Expense of the d e f a u l t i n g Working I n t e r e s t Owner. Working I n t e r e s t 
Owners t h a t pay the share of Unit Expense of a d e f a u l t i n g Working I n t e r e s t 
Owner s h a l l be reimbursed by Unit Operator f o r the amount so paid, plus any 
i n t e r e s t c o l l e c t e d thereon, upon r e c e i p t by Unit Operator of any past due 
amount c o l l e c t e d from the d e f a u l t i n g Working I n t e r e s t Owners. Any share of 
Unit Expense s h a l l , t o obtain reimbursement thereof, be subrogated t o the l i e n 
and other r i g h t s herein granted Unit Operator. 

11.7 Carved-Out I n t e r e s t . I f any Working I n t e r e s t Owners s h a l l , a f t e r 
executing t h i s agreement, create an o v e r r i d i n g r o y a l t y , production payment, 
net proceeds i n t e r e s t , c a r r i e d i n t e r e s t , or any other i n t e r e s t out of i t s 
Working I n t e r e s t , such carved-out i n t e r e s t s h a l l be subject t o the terms and 
provisions of t h i s agreement, s p e c i f i c a l l y i n c l u d i n g , but without l i m i t a t i o n , 
Section 11.5 hereof e n t i t l e d "Lien of Unit Operator." I f the Working I n t e r e s t 
Owner cre a t i n g such carved-out i n t e r e s t (a) f a i l s t o pay any Unit Expense 
chargeable t o such Working I n t e r e s t Owner under t h i s agreement, and the 
production of Unitized Substances accruing to the c r e d i t of such Working 
I n t e r e s t Owner i s i n s u f f i c i e n t f o r th a t purpose, or (b) withdraws from t h i s 
agreement under the terms and provisions of A r t i c l e 17 hereof, the carved-out 
i n t e r e s t s h a l l be chargeable w i t h a pro rata p o r t i o n of a l l Unit Expense 
incurred hereunder, the same as though such carved-out i n t e r e s t were a Working 
I n t e r e s t , and Unit Operator s h a l l have the r i g h t t o enforce against such 
carved-out i n t e r e s t the l i e n and a l l other r i g h t s granted i n Section 11.5 f o r 
the purpose of c o l l e c t i n g the Unit Expense chargeable to the carved-out 
i n t e r e s t . 

11.8 Uncommitted Royalty. Should an owner of a Royalty I n t e r e s t i n 
any Tract f a i l to become a party to the Unit Agreement, and, as a r e s u l t 
thereof, the actual Royalty I n t e r e s t payments with respect to such Tract are 
mote or less than the Royalty I n t e r e s t payments computed on the basis of the 
Unitized Substances t h a t are allocated to such Tract under the Unit Agreement, 
the d i f f e r e n c e to be borne by or inure t o the b e n e f i t of Working I n t e r e s t 
Owners s h a l l not exceed an amount computed on the basis of one-eighth (1/8) of 
the di f f e r e n c e between the Unitized Substances allocated t o the Tract and the 
Unitized Substances produced from the Tract. Such adjustments s h a l l be made 
by charges and c r e d i t s t o the j o i n t account. 
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11.9 Salvage Credit. Credit f o r Unit Equipment salvaged during s h a l l 
be divi d e d i n the same propo r t i o n as the Unit P a r t i c i p a t i o n . 

11.10 Rentals. The Working I n t e r e s t Owners i n each Tract s h a l l pay 
a l l r e n t a l s , minimum r o y a l t y , advance r e n t a l s or delay r e n t a l s due under the 
lease thereon and s h a l l concurrently submit t o the Unit Operator evidence of 
payment. 

ARTICLE 12 

NON-UNITIZED FORMATIONS 

12.1 Right t o Operate. Any Working I n t e r e s t Owner t h a t now has cr 
hereafter acquires the r i g h t t o d r i l l f o r and produce o i l , gas, or other 
minerals, from a formation underlying the Unit Area other than the Unitized 
Formation, s h a l l have the r i g h t t o do so notwithstanding t h i s Agreement or the 
Unit Agreement. I n exercising the r i g h t , however, the Working I n t e r e s t Owner 
s h a l l exercise care t o prevent unreasonable interference w i t h Unit Operations. 
No Working I n t e r e s t Owner s h a l l produce Unitized Substances through any w e l l 
d r i l l e d or operated by i t . I f any Working I n t e r e s t Owner d r i l l s any w e l l i n t o 
or through the Unitized Formation, the Unitized Formation s h a l l be protected 
i n a manner s a t i s f a c t o r y t o Working I n t e r e s t Owners so t h a t the production of 
Unitized Substances w i l l not be a f f e c t e d adversely. 

ARTICLE 13 

TITLES 

13.1 Warranty and Indemnity. Each Working I n t e r e s t Owner represents and 
warrants t h a t i t i s the owner of the respective working i n t e r e s t s set f o r t h 
opposite i t s name i n E x h i b i t "B" of the Unit Agreement, and agrees to 
indemnify and hold harmless the other Working I n t e r e s t Owners from any loss 
due t o f a i l u r e , i n whole or i n p a r t , or i t s t i t l e t o any such i n t e r e s t , except 
f a i l u r e of t i t l e a r i s i n g out of Unit Operations; however, such indemnity and 
any l i a b i l i t y f o r breach of warranty s h a l l be l i m i t e d t o an amount equal t o 
the net value t h a t has been received from the sale or r e c e i p t of U n i t i z e d 
Substances a t t r i b u t e d t o the i n t e r e s t as t o which t i t l e f a i l e d . Each f a i l u r e 
of t i t l e w i l l be deemed to be e f f e c t i v e , insofar as t h i s Agreement i s 
concerned, as of 7:00 a.m. on the f i r s t day of the calendar month i n which 
such f a i l u r e i s f i n a l l y determined, and there s h a l l be no r e t r o a c t i v e 
adjustment of Unit Expense, or r e t r o a c t i v e a l l o c a t i o n of Unitized Substances 
or the proceeds therefrom, as a r e s u l t of t i t l e f a i l u r e . 

13.2 Failure Because of Unit Operations. The f a i l u r e of t i t l e o f any 
Working I n t e r e s t i n any Tract because of Unit Operations, i n c l u d i n g 
nonproduction from such Tract, s h a l l not change the Unit P a r t i c i p a t i o n of the 
Working I n t e r e s t Owner whose t i t l e f a i l e d i n r e l a t i o n t o the Unit 
P a r t i c i p a t i o n s of the other Working I n t e r e s t Owners at the time of the t i t l e 
f a i l u r e . 
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ARTICLE 14 

LIABILITY, CLAIMS, AND SUITS 

14.1 I n d i v i d u a l L i a b i l i t y . The duties, o b l i g a t i o n s , and l i a b i l i t i e s of 
Working I n t e r e s t Owners s h a l l be several and not j o i n t or c o l l e c t i v e ; and 
nothing herein s h a l l ever be construed as creating a partnership of any kind, 
j o i n t venture, association, or t r u s t among Working I n t e r e s t Owners. 

14.2 Settlements. Unit Operator may s e t t l e any single damage claim or 
s u i t i n v o l v i n g Unit Operations i f the expenditure does not exceed F i f t e e n 
Thousand Dollars ($15,000.00) and i f the payment i s i n complete settlement of 
such claim or s u i t . I f the amount required f o r settlement exceeds the above 
amount, Working I n t e r e s t Owners s h a l l assume and take over the f u r t h e r 
handling of the claim or s u i t , unless such a u t h o r i t y , i s delegated t o Unit 
Operator. A l l costs and expense of handling, s e t t l i n g , or otherwise 
discharging such claim or s u i t s h a l l be an item of Unit Expense. I f a claim 
i s made against any Working I n t e r e s t Owner or i f any Working I n t e r e s t Owner i s 
sued on account of any matter a r i s i n g from Unit Operations over which such 
Working I n t e r e s t Owner i n d i v i d u a l l y has no c o n t r o l because of the r i g h t s given 
Working I n t e r e s t Owners and Unit Operator by t h i s Agreement and the Unit 
Agreement, the Working I n t e r e s t Owner s h a l l immediately n o t i f y Unit Operator, 
and the claim or s u i t s h a l l be t r e a t e d as any other claim or s u i t i n v o l v i n g 
Unit Operations. 

ARTICLE 15 

LAWS AND REGULATIONS 

15.1 I n t e r n a l Revenue Provision. Notwithstanding any provisions herein 
t h a t the r i g h t s and l i a b i l i t i e s of the p a r t i e s hereunder are several and not 
j o i n t or c o l l e c t i v e , or t h a t t h i s Agreement and operations hereunder s h a l l not 
c o n s t i t u t e a partnership, i f f o r Federal income tax purposes t h i s Agreement 
and the operations hereunder are regarded as a partnership then each of the 
p a r t i e s hereto e l e c t s to be excluded from the a p p l i c a t i o n of a l l of the 
provisions of Subchapter K, Chapter 1, S u b t i t l e A, of the I n t e r n a l Revenue 
Code of 1954, as permitted and authorized by Section 761 of the Code and the 
regulations promulgated thereunder. Unit Operator i s hereby authorized and 
d i r e c t e d t o execute on behalf of each of the p a r t i e s hereto such evidence of 
t h i s e l e c t i o n as may be required by the Secretary of the Treasury of the 
United States or the Federal I n t e r n a l Revenue Service, including s p e c i f i c a l l y , 
but not by way of l i m i t a t i o n , a l l of the returns, statements, and the data 
required by Federal Regulations 1.761-1(a). Should there be any requirement 
t h a t each p a r t y hereto f u r t h e r evidence t h i s e l e c t i o n , each party hereto agrees 
to execute such documents and f u r n i s h such other evidence as may be required 
by the Federal I n t e r n a l Revenue Service or as may be necessary to evidence 
t h i s e l e c t i o n . Each party hereto f u r t h e r agrees not t o give any notices or 
take any other action inconsistent w i t h the e l e c t i o n made hereby. I f any 
present or f u t u r e income tax lawa of the state or states i n which the Unit 
Area i s located, or any f u t u r e income tax of the United States, contain 
provisions s i m i l a r t o those i n Subchapter K, Chapter 1, S u b t i t l e A, of the 
I n t e r n a l Revenue Code of 1954, under which an e l e c t i o n s i m i l a r to t h a t provided 
by Section 761 of the Code i s permitted, each of the p a r t i e s agrees to make 
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such e l e c t i o n as may be permitted, or required by such laws. I n making t h i s 
e l e c t i o n , each of the p a r t i e s states t h a t the income derived by such party 
from the operations under t h i s Agreement can be adequately determined without 
the computation of partnership taxable income. 

15.2 Statutory U n i t i z a t i o n . I f working I n t e r e s t Owners owning at least 
seventy-five percent (75%) of the Unit P a r t i c i p a t i o n have become p a r t i e s t o 
t h i s Agreement and i f Royalty I n t e r e s t Owners owning at least seventy-five 
percent (75%) of the Royalty I n t e r e s t have become p a r t i e s hereto, the Unit 
Operator may make a p p l i c a t i o n t o the New Mexico O i l Conservation D i v i s i o n of 
the Energy and Minerals Department f o r st a t u t o r y u n i t i z a t i o n of the 
uncommitted i n t e r e s t s . 

ARTICLE 16 

NOTICES 

16.1 Notices. A l l notices required hereunder s h a l l be i n w r i t i n g and 
s h a l l be deemed t o have been properly served when sent by mail or telegram t o 
the address of the representative of each Working I n t e r e s t Owner as furnished 
to Unit Operator i n accordance w i t h A r t i c l e 4. 

ARTICLE 17 

WITHDRAWAL OF WORKING INTEREST OWNER 

17.1 Withdrawal. A Working I n t e r e s t Owner may withdraw from t h i s 
Agreement by t r a n s f e r r i n g , without warranty of t i t l e , e i t h e r express or 
implied, t o the other Working I n t e r e s t Owners, a l l i t s O i l and Gas Rights, 
exclusive of Royalty I n t e r e s t s , together w i t h i t s i n t e r e s t i n a l l Unit 
Equipment and i n a l l w e l l s used i n Unit Operations. The instrument of 
tr a n s f e r may be delivered to Unit Operator f o r the transferees. Such t r a n s f e r 
s h a l l not r e l i e v e the Working I n t e r e s t Owner frcm any o b l i g a t i o n or l i a b i l i t y 
incurred p r i o r t o the date of the de l i v e r y of the instrument of t r a n s f e r ; 
however, the tender has t o be accepted unless Working I n t e r e s t Owners decide 
w i t h i n ninety (90) days t o terminate the Unit. The i n t e r e s t t r a n s f e r r e d s h a l l 
be owned by the transferees i n propor t i o n t o t h e i r respective Unit 
P a r t i c i p a t i o n s then i n e f f e c t . The transferees, i n proportion t o the 
respective i n t e r e s t s so acquired, s h a l l pay t r a n s f e r o r , f o r i t s i n t e r e s t i n 
Unit Equipment, the net salvage value thereof as determined by Working 
I n t e r e s t Owners. I n the event such withdrawing party's i n t e r e s t i n the 
aforesaid f a i r salvage value a f t e r deducting the estimated cost of salvaging 
same i s less than the withdrawing party's share of the estimated cost of 
plugging and abandoning a l l wells then being used or held f o r Unit Operations, 
then the withdrawing p a r t y , as a condition precedent to withdrawal, s h a l l pay 
i n cash t o the party or p a r t i e s succeeding t o i t s i n t e r e s t a sum equal t o the 
defic i e n c y . A f t e r the date of d e l i v e r y of the instrument of t r a n s f e r , the 
withdrawing Working I n t e r e s t Owner s h a l l be r e l i e v e d from a l l f u r t h e r 
o b l i g a t i o n s and l i a b i l i t y hereunder and under the Unit Agreement, and the 
r i g h t s of such Working I n t e r e s t Owner hereunder and under the Unit Agreement 
s h a l l cease insofar as they existed by v i r t u e of the i n t e r e s t t r a n s f e r r e d . 
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ARTICLE 18 

ABANDONMENT OF WELLS 

18.1 Rights of Former Owners. I f Working I n t e r e s t Owners decide t o 
permanently abandon any w e l l w i t h i n the Unit Area p r i o r to termination of the 
Unit Agreement, Unit Operator s h a l l give w r i t t e n notice thereof to the Working 
I n t e r e s t Owners of the Tract on which the w e l l i s located, and they s h a l l have 
the option f o r a perio d of ninety (90) days a f t e r the sending of such notice 
to n o t i f y Unit Operator i n w r i t i n g of t h e i r e l e c t i o n t o take over and own the 
w e l l . Within ten (10) days a f t e r the Working I n t e r e s t Owners of the Tract 
have n o t i f i e d Unit Operator of t h e i r e l e c t i o n to take over the w e l l , they 
s h a l l pay Unit Operator, f o r c r e d i t t o the j o i n t account, the amount 
determined by Working I n t e r e s t Owners to be the net salvage value of the 
casing and equipment i n on the w e l l . The Working I n t e r e s t Owners of the 
Tract, by tak i n g over the w e l l , agree to seal o f f the Unitized formation, and 
upon abandonment t o plug the w e l l i n compliance w i t h applicable laws and 
regulat i o n s . 

18.2 Plugging. I f the Working I n t e r e s t Owners of a Tract do not e l e c t t o 
take over a w e l l located w i t h i n the Unit Area t h a t i s proposed f o r 
abandonment, Unit Operator s h a l l plug and abandon the w e l l i n compliance w i t h 
applicable laws and regula t i o n s . 

ARTICLE 19 

EFFECTIVE DATE AND TERM 

19.1 E f f e c t i v e Date. This Agreement s h a l l become e f f e c t i v e when the 
Unit Agreement becomes e f f e c t i v e . 

19.2 Term. This Agreement s h a l l continue i n e f f e c t so long as the 
Unit Agreement remains i n e f f e c t , and th e r e a f t e r u n t i l (a) a l l Unit wells have 
been plugged and abandoned or turned over to VJorking I n t e r e s t Owners i n 
accordance w i t h A r t i c l e 20; (b) a l l Unit Equipment and r e a l property acquired 
fo r the j o i n t account have been disposed of by Unit Operator i n accordance 
wi t h i n s t r u c t i o n s o f Working I n t e r e s t Owners; and (c) there has been a f i n a l 
accounting. 

ARTICLE 20 

ABANDONMENT OF OPERATIONS 

20.1 Termination. Upon termination of the Unit Agreement, the f o l l o w i n g 
w i l l occur: 

20.1.1 O i l and Gas Rights. O i l and Gas Rights i n and to each 
separate Tract s h a l l no longer be affected by t h i s Agreement, and 

' t h e r e a f t e r the p a r t i e s s h a l l be governed by the terms and provisions 
of the leases, contracts and other instruments a f f e c t i n g the separate 
Tracts. 
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20.1.2. Right t o Operate. VJorking I n t e r e s t Owners of any 
t r a c t t h a t desire t o take over and continue t o operate wells 
located thereon may do so by paying Unit Operator, f o r c r e d i t to 
the j o i n t account, the net salvage values, as determined by 
VJorking I n t e r e s t Owners, of the casing and equpment i n and on 
the wells taken over and by agreeing upon abandonment t o plug 
each w e l l i n compliance w i t h applicable laws and regulations. 

20.1.3 Cost of Abandonment. The cost of abandonment of 
Unit Operations s h a l l be Unit Expense. 

20.1.4 D i s t r i b u t i o n of Assets. Working I n t e r e s t Owners s h a l l 
share i n the d i s t r i b u t i o n of Unit Equipment, or the proceeds 
thereof, i n proportion t o t h e i r Unit P a r t i c i p a t i o n s . 

ARTICLE 21 

EXECUTION 

21.1 O r i g i n a l , Counterpart, or other Instrument. An owner of a 
Working I n t e r e s t may become a party t o t h i s Agreement by signing the o r i g i n a l 
of t h i s instrument, a counterpart thereof, or other instrument agreeing t o 
become a party hereto. The signing of any such instrument s h a l l have the sarr 
e f f e c t as i f a l l p a r t i e s had signed the same instrument. 

ARTICLE 22 

SUCCESSORS AND ASSIGNS 

22.1 Successors and Assigns. This Agreement s h a l l extend t o , be binding 
upon, and inure t o the b e n e f i t of the p a r t i e s hereto and t h e i r respective 
h e i r s , devisees, l e g a l representative, successors, and assigns, and s h a l l 
c o n s t i t u t e a covenant running w i t h the lands, leases, and i n t e r e s t s covered 
hereby. 

No party hereto s h a l l assign or convey less than his e n t i r e i n t e r e s t i n 
any Tract committed hereto unless such leased i n t e r e s t , i f any, i s an 
undivided i n t e r e s t i n such e n t i r e t r a c t ; and, should any i n t e r e s t committed 
hereto be or become owned by three (3) of more p a r t i e s , then a l l of such 
p a r t i e s s h a l l be obligated to appoint a single agent t o represent such 
i n t e r e s t f o r the purpose of accepting b i l l i n g s and receiving payments, i f any 
a r i s i n g hereunder, or under the Unit Agreement, and f o r vote upon any matter 
which i s the subject c f determination of by the VJorking I n t e r e s t Owners. 

IN WITNESS WHERECF, the p a r t i e s hereto have executed t h i s Agreement on 
the dates opposite t h e i r respective signatures. 

YATES DRILLING COMPANY 
Unit Operator and VJorking I n t e r e s t Owner 



SIGNATURE PAGE ATTACHED TO AND MADE A PART OF UNIT OPERATING AGREEMENT 
COVERING CATUS (QUEEN) UNIT, CHAVES COUNTY, NEW MEXICO. 

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF EDDY ) 

The foregoing instrument 
of November, 1989 by Peyton Yates, 
COMPANY, a New Mexico corporation, 

My commission expires: 
March 1, 1990 

was acknowledged before me t h i s 6th day 
Attorney-in-Fact f o r YATES DRILLING 
on behalf of said corporation. 

T ~ ) x i i t A ,T ,.- J2>/ *J//~t—i./^-t.^.~ 
Notary Public 



EXHIBIT "E" 

TO UNIT OPERATING AGREEMENT 

PROPOSED PARTICIPATION FRHCTICN PARTICIPATION FRACTION (PARTICIPATION FRACTION PARTICIPATION FRACTION 
W.iuNG INTEREST UNIT I : : : : - : : : : : : : : : --------------- I ; : : : ; : : : : ; : : : ; : : : : : : : : 

CHhVES Ctj.. Nil 1 1 f . . i 1 1 1 1 I 1 : I 
1 1 ! i ( i t 1 1 1 1 1 1 1 U30000 1 1 1 1 1 1 1 i 1 1 1 1 1 

1 ! ! ! i « i i i 1 1 1 1 C.020000 ! i i i i t i ) i i i i i 
i i i i i i i i i i i i 0.250000 1.000000 

;LUflULATIVE OIL FPDD. i MAY - JUNE & JULY 1939 ! ORIGINAL DIL IN PLACE 1 

! 
iTiiSii JULY 1999 (BBLS) iPRODUCT I ON (BBLS) 1 (EELS) i 

I 

; yELLi ;===-====---== IUNIT PARTICIPATION 
i i HMOUNT l FRACTION I AMOUNT : FRACTION i AMOUNT FRACTION i 

I 

11 It-irriei' Fed. tl i 23,329 0.264323 1 193 0.303892 333,180 0,377058 ! 0.294735 
11 jiGarner Fed. ii ; 21,039 0.233375 i US 0.180967 27,416 0.031027 ! 0.180168 
i2 IBiii kitt Feu. it J d,, 105 0.067720 i 75 0.117005 158,740 0.179645 ! 0.098165 
\2 aiM./HW 34-12S-3iE ; 0 0.OOOOOO 1 j 0.000000 39,371 0.044556 ! 0.011139 
i 3 ! LcLufii rfcd . il ! 12,305 0.142039 102 0.159126 154,188 0.176757 ! 0.151573 
!5 iApache '̂7 3t. tl ; 19,da 0,2:7613 ; 94 0.146646 120,037 0.135345 ! 0.193622 
>5 alApjcric "271 i i . i 6,755 0.074930 ; 5., 0.037363 24,152 C. 027333 ! 0.063652 
!5 LSSU/DW 27-12S-31E i 0 0,OOOOOO i J o.ouooOy 24,547 0.027730 ! 0.006945 

; 90,151 1.OOOOOO ! 641 1.000000 333,631 1.OOOOOO ! 1.000000 



C EXHIBIT " F " (" 

Attached to imti.m;«irn ><-..( of l , n i t Opor.U ing Aqrorment 
Cactus.. nuee.n...Unit ,....chav&s... County., ...Ne.w...Mexi.cCL 

Cd! i 

A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . c;i:xi:itAL TKOVJSIOXS 

1. Definitions 

"Joint Piopert>" shall mc.m ll.c real ami personal property subject lo the agreement to vvh.d. HiL .\.c(u.nt;.i-
Procedure is attached. " 

"Joint Operations" shall mr.ii, all operations necessary or proper for the development, operation protection and 
maintenance of the Joint Properly. 

"Joint Account" shall mean the account showing the- charges paid and credits received in the conduct of the Joinl 
Operations and which aro lo bo shared by the Parties. 

••Operator" shall mean the party designated lo conduct the Joint Operations. 

"Non-Operators" shall mean the parties to this agreement other than the Operator. 

'Parties" shall mean Operator and Non-Operators. 

"Kirsl Level .Supervisors" shall mean those employes whose primary function in Joint Operations is ihe direct 
supervision of olher employees and/or contract labor directly employed on the Joint Property j i , a field operat
ing capacity. 

•Technical Employees" shall mean those employees having special and specific engineering. ( colonial or o'her 
professional skills, and whose primary function in Joint Operations is the handling of specmc opcralni" condi
tions and problems for the benefit of the Joint Pioperty. ° 

'•Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal properly, equipment or supplies acquired or held for use on the Joinl Prupeity. 
"Controllable Material" shall mean Material which at the tirae is so classified in the Material Classification Mmiial 
as most recently recommended by the Council of Petroleum Accountants Societies of North America. 

2. Statement and Hil l ings 

Operator shall bill Non-Operators on or before the last day of each month for their picportionate share of the 
Joinl Account for the preceding month. Such bills wi l l be accompanied by statements which identity i h - author 
ity for expenditure, lease cr facility, and all-charges and ciedits, summarized hv appropriate classifications of in
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep
arately identified and fully described in detail. 

3. Advances and Payments by Non-Operators 

Unless otherwise provided for in the agreement, tho Operator may require the Non-Operators to advance ll-ir 
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly billine 
to reflect advances received from the Non-Operators. ' ' k 

Each Non-Operator shall pay its proportion of all bills within fifteen (15) davs after receipt Jf payment is not 
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve p-rcenl i 
annum or the maximum contract rale permitted by the applicable usury laws in lh~ 'tale in v hich t i e ' ' ^ i 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other'costs in connection w!!h 
the collection of unpaid amounts. ' l l l n 

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the ro,, , , . , 
ness thereof; provided, however, all bills aim statements rendered to Non-Operators bv Operator 1 
calendar year shall conrlusivcJy be presumed io Le true and collect alter twenty-four' C-l) month " • { ' 
the end of any such calendar year, unless w:i::m the said twenty-four CM) , v 0 ; , l h period a \on-( W , or Mr ^ 
written exception theieto and makes claim on Operator for adjustment. ,\\, adjustment favor ,ble (., a< i 
be made ueles-, it i j made within the same p, escribed period. The provisions of this p i r a r r i i V ' s h V I ' i ' " " ' " 1 

adjustments resulting from a physical inventory of Controllable Material as provided foi in Section V ' " l 

5. Audits 

A. Non-Operator, upon notice in writing to Op.-iator and all oilier Nun-OpciaW.rs. shall have the rirhi m • ,„!i, M 
rater's a, counts and ivcuu's ic!:,.,,,;- to lV Jou.l Accent „„• any cal-ndar year w.ihin the l*-,.„lvi" . , , u 
period following the end of such calenuar yr;,r; provided, however. ;!:,. nial.mg ol a,, ami,' •!,,! ' not ."v< ., , •> 

•tune for the talcing ot wnllen exception lo ami the .idjie.ti.icnt.s n.'-croui.ts as p.m-ided f o r ,'„ | . ( , „ , j . , '" L ' 
Section 1. Wheie '.here are two or ino, e No.i-Ope, ;,|o, l h , . Non-(>pe,ai u l N ..hall malic every re' n y,i ' e ,'.ff'„ I u 
condurt j..».t or simultaneous audits „> a manner winch w.ll i -a i l l i„ a , .•„„,„„„„ ,.| in, nuvcmoiVrc' to I I , I , ' , 
tor. (>;„,.,lor sl ': '" " ° l h > - N"ii-Opcrato.s' audit cost me.uird under this p.nagrapl Ie!s 
d> by tin: Operator. ' '' 1 '• v 

C. /Vipioval by Nini-Oprriiliiis 
W l " • " • •'" • • ' l l » - " v : ' «•""•'• ^Itreene-nt of th.. l \ . , t i . . . or N„n.O;,-,,-. l l 0, j s exp,e<s|y , ( , ,ui ,e, | ,„e!er olle-r . . . c 

! • ' d i Acrounliog I'inreuuie and if tie- ae.reem.-i.i U. whul, l l , i , Aeenont„„; I W c d , , : , . . a i r b e d tonl'oos 
no o n f a i y p,ov,s,o„, , : , i . g „ d tlu uio. (>• ,,.,!.„• 1 ; , l l l ( v No:,.Op. i j „ ; s „( ,i„ t ) ,V r v , . r s n ,s-,l '•„»! 
the ;„;, .e„e :,t ei appmval oi a maju.ily .:: ,oV.r..| ol ba Nun-i V - . .,;co.. : l , . , i i U cnnli oil,,,,. ,.„ all Nun-Ope, a-
Inf.'.. 
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f I I . D I H I X T C1IAKGES 

Operator shall charge tho Joint Account w i t h the fo l lowing items: 

1. l tculals mil l Royalties 

Least; rentals und royalties paid by Operator for the Join l Operations. 

2. Labor 

A. (1 ) Salaries and'wap.es of Operator's f i e ld employees direct ly employed on the Jo in l PrO|>crty in the conduct 
ot Jo in l Operations. 

(2) Salaries of Piist Level Supervisors in the f i e ld . 

(3) Salaries and war.es of Technical Employees directly employed on the Joinl Properly i f such charges arc 
excluded f r o m the Overhead rales. 

13. Operator's cost of holiday, vacation, sickness and disabili ty benefits and other customary allowances paid to 
employees whose salaries and wages arc chargeable to the Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 2H may be charged on a "when and as paid basis" or by "percentage as
sessment" nn the amount of salaries and wages chargeable lo Ihe Joint Account under Paragraph 2A o l this 
Section I I . I f percentage assessment is used, the rate shall be based on Ihe Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authori ty whieh are 
applicable lo Operator's costs chargeable, to the Joint Account under Paragraphs 2A and 215 of this Sec
tion I I . ' . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 
Paragraph 2A of this Section I I . 

3. Employee Benefits 

Operator's current rosis of established plans for employees' group l i fe insurance, hospitalization, pension, re
tirement, stock purchase, t h r i f t , bonus, and other benefit plans of a l ike i iattue. applicable to Operator's labor 
cost chargeable to l l ic Joint Account under Paragraphs 2A and 2B of this Section 11 shall be Operator's actual 

cost not to exceed twenty per cent (20',;). or percentage most r ecen t ly recommended by COPAS 
4. Material 

Material purchased or furnished by Operator for use on the Joinl Properly as provided under .Section I V . Onlv 
such Material shall be purchased lor or transferred lo the Joint Property as may be required fo r immediate use 
and is reasonably practical and consistent w i t h eff ic ient and economical operations. The accumulation of v . u - ! 
plus stocks shall be avoided. 

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the fo l lowing l i m i t a 
tions: 

A . l f Material is moved to the Jo in l Property f r o m the Operator's warehouse or other properties, no charge sha'.l 
be made to the Joint Account for a distance greater than the distance f r o m the nearest reliable supply r.ton.-. 
recognized barge terminal , or ra i lway receiving point where l ike material is normally available, unices agreed 
to by the Parlies. 

B . I f surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made lo the 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge 
terminal , or rai lway receiving point unless agreed to by the Parties. I\'o charge shall be made to the Joint .Ac
count lor moving Materia! to other properties belonging to Operator, unless agreed lo by the Parties. 

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross t ruck ing cost 
of $200 or less excluding accessorial charges. 

C. Services 

The cost of contract services, equipment and uti l i t ies provided by outside sources, except servicer excluded I v 
Paragraph U of Section I I and Paragraph 1. i i of Section 111. The cost of prnles.sional consultant services and rou -
Iract services of technical personnel directly engaged on the Joint Properly i f such charges are excluded f r o m ti e 
Overhead rates. The cost of professional consultant services or contract services of technical personnel noi d i 
rectly engaged on the Joint Property shall not be charged lo the Jo in l Account unless previously agieed to by j 
the Parties. 

7. Equipment and I'acilities I ' l i ruisl ied by Operator 
A. Operator shall charge the Jo in l Account for use ot Operator owned equipment and facili t ies at rales com

mensurate w i th costs of ownership and operation. Such rales shall include costs of maintenance, icpans other 
operating expense, insurance, taxes, depi eciation. and interest on investment not to exceed eight per rent ( I f ) 
per annum. Such rales shall not exceed average •-uir.mrrci.il rales current ly prevailing in the immediate arc-, 
of the Joint Propcity. 

JL. In lieu of charges in Paragraph TA above, Operator may elect to use average commercial rales prevail ing in 
the immediate aiea of the Joint Pioperty less : !0 ' ; . Por automotive equipment, Operator may elect lo use laics 
published by the l Y I i o l c u u i Motor Transport Association. 

8. I'.iniagcs unil Losses to Joint Prop, r l y 
A l l losls or expenses necessary for Ihe repair or icplacemer.t of Join', Property made necessary because of dam
ages oi los.es. incurred by l u e . Hood, storm, (belt, acinien!. nr other cause, e.-.cepv n.os.- resulting f i om Opci aioi s 
gloss negligence ur v . i l l l u l misconduct. Operator shail fiunis.h Nnn-(>|H.-I .-.lnr wr i t ten notice of damages or iu.scs 
inc l ined a.< soon as practicable after a report theicnf has been icceived by Operator. 

9. Legal Expense 

Expense of handling, mvcsligati. 'ig and settling l i t igation or claims, discharging of lie,,-., payment of judgments 
anil am..unl.. paid (..: - e l i lnm-nt ot claims n . i . u u d in or I esulli i i : ; f i o m up-ra!iims m.d.-i. t | „ . .,.. (eement or 
n i ro . sa iv tn p m t e i i or I .cover the . l imit I ' l i i p i i l y , except that no ih.-.ri.e fur .-.•ivi,e> of o'pei aim '7: le,-al Maff 
oi fees or espouse of outride .'.llo;neys shall be made m i l . : . , pieviously ag.ieed lo by the Pai la : . . A l l other l;-e:.| 
e\p.-.i:e i : < rinsiden ii lo h i ' i " v e i . : l by the o w i in ad | i ovi .t.in., of .Sccuon 111 unless otherwise .-.givid lo by the 
Pai ties, except as p ;ov i . l . d in .Secti'm i , I 'ai agraph 3. 



- VO. T i t x c i 

• 
** A l l taxes of every kind and nature assessed or levied upon or In connection w i t h the Joint Property, the opera

t ion thereof, or the production therefrom, and winch taxes have Leen paid by the Operator for the benefit ol the 
Pai ties. 

11. lo M I noi co 
Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par
lies. In the event Joint Operations are conducted iu a state in which Opeialor may act as self-insurer for W o r k 
men's Cum|>ciisatiim and.or Employers L iab i l i ty under the respective stale's laws. Operator may, at its election, 
include tbe risk under its self-insurance program and in tha i event. Operator shall include a charge at Operator's 
cost noi to cxived manual rales. 

12. Other Expenditures 
A n y other expenditure not covered or dealt w i th in tbe foregoing provisions of Ibis Seelion 11, or in Section 111, 
nnd which is incurred by the Operator in the necessary and proper conduct of the Joint Operations. 

( 

I I I . OVERHEAD 

1. Overhead - D r i l l i n g and Producing Operations 

i . As compensation for administrative, supervision, o f f i ce services and warehousing costs. Operator shall charge 
d r i l l i ng and producing operations on cither: 

( X ) Fixed Hate Basis, Paragraph I A , or 

{ ) Percentage Basis, Paragraph I B . 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all off ices 
and salaries or war.es plus applicable burdens and expenses of al l personnel, except those di iee t ly chargeable 
under Paragraph 2A, Section I I . The cost and expense oi services f i o m outside sources in connection w i t h 
matters of taxation, t r a f f i c , accounting or matters before or involving governmental agencies shall be c i i M d c i . - d 
as included in the Overhead rates provided for m the above selected Paragraph of this Section 111 unless such 
cost and expense are agreed lo by the Parties as a direct charge to the Joint Account. 

i i . The salaries, wages and Persona! Expenses of Technical Employees and. or the cost of professional consultant 

services and contract services of technical peisonncl directly employed on the Joint Property shall ( ) shall 

not ( ^ ) be covered by the Overhead rates. " " " -

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the fo l lowing rates per wel l per month: 

D r i l l i n g Well Rate S 3 5 5 0 . 0 0 

Producing Wel l Rate S 3 5 5 , 0 0 

(2) Appl icat ion of Overhead - Fixed Rate Basis shall boas fol lows: 

(a) D r i l l i n g Well Rate 

[ 1 ] Charges for onshore d r i l l i n g wells shall begin on the date the wel l is spudded and terminate on 
the date the d r i l l i ng or completion rig is released, whichever is later, except tha i no charge shall 
be made dur ing suspension of d r i l l i ng operaiions for f i f t een (15) or more consecutive days. 

[ 2 ] Charges for offshore d r i l l i ng wells shall begin on the date when d r i l l i n g or completion equipment 
arrives on location and terminate on the date the d r i l l i n g or completion equipment moves o f f loca
tion or r i g is released, whichever occurs f i rs t , except tha i no charge shall be made dur ing suspen-
sion of d r i l l i n g opeiations for l i f t c c n (15) or more consecutive days 

[ 3 ] Charges for wells undergoing any type of workover or recompletion for a period of f ive (.7) con
secutive days or more shall be made at the d r i l l i ng wel l rate. Such charges shall be applied for 
the period f r o m date workover operations, wi th r ig , commence through date of rig. lelease. except 
that no charge shall be made during suspension of operations for f i f t een ( l a ) or more consecutive 
days. 

(b ) Producing Wel l Rates 

[ 1 ] An active wel l either produced or injected into for any portion of the month shall be considered 
as a one-wel l charge for the entire month. 

[ 2 ] Each active completion in a multi-completed well in which production is nut commingled down 
hole shall be consideicd as a one-well charge providing each completion is considered a separate 
wel l by the governing regulatory authori ty. 

[ ' i ] A n inactive gas wel l shut in because of overproduction or fa i lure of put chaser to lake the produc
tion shall be considered as a one-well charge providing the gas wel) is directly connected to a per
manent sales outlet. 

[ 4 ] A one-well charge may be made fur the month in which plugging and abandonment operations 

are completed on any wel l . 

15] A l l other inactive wells (including but not l imited to inactive wells coveird by uni t al lowable, 
lease allowable, l i ans fc i red allowable, etc.) shall not qua l i fy for an ovcihcad charge. 

(3) The well rater, shall be adjusted as of the Inst day of A p r i l each year fo l lowing the effect ive dale of the 
ag i cwiun t to v/h.i h Ibis Ai counling Proreduio is attached. The adjustment shall be computed by m u l t i 
p ly ing tbe rale I . m o n t h ' in use by the percentage increase or ileciea: e in the aveiago weel. ly earnings of 
Ciude l ' e l io leum and l ias Production V.'oikeis for the last rah ndar year lo inpa icd lo tbe c a l n i i a r year 
pi cci-ding as shown by t in lex of aver.oie weekly i ai nines ol Om,!.- Pel n. leum and Gas Field.-. 1'ioduc-
l ion V.'oikers as published by the United M a l e . Department of Labor, Bureau of Labor SL.tistic.:. or the 
equivalent Canadian index as pubh.-hed by Statistics (.'.m.id.'i, as applicable. The adjusted lales shall be 
the rales i m i e i i l l y in use, plus or minus the ruinputcd adjustment. 



D. Overhead - lVicontage^ '" is 

(1) Operator shall chaijy ihe Joint Account al Ihe fo l lowing rntcs: 

(n) Development 

Percent ( r l ) of the cost of Development of the Joint Properly exclusive of costs 
provided under Paragraph 9 of Section I I und n i l salvage credits. 

( b ) Operating 

Percent ( of the cost of Operating the Joint Properly exclusive of costs provided 
under Paragraphs 1 and 9 of Section 11. al l salvage credits, the value of injected substances purchased 
for secondary recovery and al l taxes and assessments winch are levied, assessed ami paid upon the m i n 
eral interest in and to the Joint Pioperty. 

(2) Applicat ion of Overhead - Percentage Basis shall be as fol lows: 
For the purpose of determining charges on a percentage basis under Paragraph I H of this Section I I I . de
velopment shall include al l costs in connection w i th d r i l l i ng , redr i l l ing , deeix-ning or any remedial o i v r a -
lions on any or al l wells involv ing the use of d r i l l i n g ciew and equipment: also, pre l iminary expi ndilures 
necessary in preparation for d r i l l i ng and expenditures inc l ined in abandoning when the wel l is not com
pleted as a producer, and original cost of construction or installation of f ixed assets, the expansion of f i xed 
assets and any other pi nject clearly discernible as a f ixed asset, except Major C 'Vis t r -c t icn as :V . r.cd in 
Paragraph 2 of this Section I I I . A l l other costs shall be considered as Operating. 

2. Overhead - Mnj"nr Construction 

To compensate Operator for overhead costs incurred iu the construction and installation of f ixed assets, the ex
pansion of f ixed assets, and any other project clearly discernible as a f ixed asset required for the development and 
operation of the Joint Property. Operator shall either negotiate a rate prior to the beginning of construction, oi i.hali 
charge the Joint Account for Overhead based on the fo l lowing rales for anv Major Const!uction project in excess 
of jJL .̂QOO : 
A. 6 r , of total costs i f such costs arc more lhan S.25_>£00 but less lhan $ . 1 0 0 , 0 0 0 : plus 

B. 6 r / c of total costs in excess of J.JPP.jpOO. but less than S1,000,C00; plus 

C. _ J > 7c of lo ta l costs in excess of $1,000,000. 

Total cost sliall mean the gross cost of any one project. For the purpose of this paragraph, the component pai ls 
of a single project shall not be treated separately r.nd the cost of d r i l l i n g and workover wells shall be excluded. 

3. Amendment of Kates 

The Overhead rates provided for in this Section 111 may be amended f r o m l ime to time only by mutual agreement 
between the Parties hereto i f , i n practice, the rates are found to-be insufficient or excessive. 

c 

I V . PRICING OF JOINT ACCOUNT M A T E R I A L PURCHASES, TRANSFERS A N D 1JISI0SIT10NS 

Operator is responsible for Joint Account Material and shall make proper and t imely charges and credits fur al i ma
terial movements affecting Ihe Joint Property. Operator shall provide al l Material for use on ihe Joint Prepei ty : h.n, -
ever, al Operator's option, such Mater ia l may be supplied by the Non-Operator. Operator shall make t imely disposition 
of idle and/or surplus Material , such disposal being made cither through tale to Operator or Non-Operator, d i v i v o n m 
k ind , or sale lo outsiders. Operator may purchase, but shall be under no obligation to purchase, interest ot N'on-t ipei ..-
lors in surplus condition A or B Mater ial . The disposal of surplus Controllable Material not purchased by the Opera
tor shall be agreed lo by Ihe Parties. 

1. Purchases 

Mater ia l purchased shall be charged at the price paid by Operator af ter deduction of all discounts received. In case 
of Mater ia l found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint 
Account when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Mater ia l furnished lo the Join l Property anil Material transferred f rom Ihe Joint Property or disposed ef bv the 
Operator, unless otherwise agreed to by the Parties, shall be pi iced on the fo l lowing bases exclusive of cash dis
counts: 

A . New Material (Condition A ) 

(1) Tubula r goods, except line pipe, shall be priced at the current new price in effect on date of movement on a 
max imum carload or barge load weight basis, regardless of quanti ty transferred, equalised to ihe Invest 
published price f.o.b. ra i lway receiving pvint or recognized barge t e immal nearest the Joint Pioper ty 
where sueh M a l c i i . i l is normally available. 

(2) L ine Pipe 

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at dale o( 
movement, as listed by a reliable supply store neatest Hie Joint P iopei ty wheie such Material is nor
mal ly available. 

( b ) Movement nf 30.000 pounds or more shall be priced under |-envisions of tubular goods pi icing in Para
graph '-'A (1) of this Section IV. 

(3) Olher Matei ia l shall be priced at the current n:-w price, in effect at dale of movement, as listed by a u b..l.l-.-
1 supply stole or f.o.b. la i lv .ay leceivmg poi it nearest the Joint Piopei ty where such Material is r .u inei l ly 

available. 

B. Oood I h e i l M.ib.-nal (Condit ion l i ) 

Mal i - r ia l in sound and serviceable condition and suitable for reuse without iccondi l ioning: 

(1) Mater ia l moved to the Joint P iopei ty 

(a) A l sevcr. ly-live poiocnt <"'• ' , ' ) of c u n e n l new pi ire, as deb i mined by P.u .igraph 2A of this S c ! , ,„ , ] V. 

(2) Material moved f rom Ihe Joinl Piopcr iy 

(a) At : evi nty - f ive pom-nI I 7.V. ) , - l r unou t new price, a-, dote, loo.i-d by Paragraph 2A of the; S- i Ie.:-. (V, 
if Material was orig.ual iy c l . . . i , ; ' ' l to the Joint Aicouni as n. w Matc-ii . i l , or 



EXHIBIT "G 

c 

ADDITIONAL INSURANCE PROVISIONS 

Operator, during the term of this agreement, shall carry insurance for the 
benefit and at the expense of the parties hereto, as follows: 

(A) Workmen's Compensation Insurance as contemplated by the state i n 
which operations w i l l be conducted, and -Employer's " L i a b i l i t y 
Insur ance with l i m i t s of not less than $100,000.00 per employee. 

(B) Public L i a b i l i t y Insurance: 
Bodily Injury - $500,000.00 each occurrence. 

(C) Automobile Public L i a b i l i t y Insurance: 
Bodily Injury - $250,000.00 each person. 

$500,000.00 each occurrence. 

Property Damage - $100,000.00 each occurence. 

Except as authorized by this Exhibit "G", Operator shall not make any charge to 
the j o i n t account for insurance premiums. Losses not covered by Operator's 
Insurance (or by insurance required by this agreement to be carried for the 
benefit and at the expense of the parties hereto) shall be charged to the 
jo i n t account. 



EXHIBIT 5 

CACTUS QUEEN UNIT 
Township 21 South, Range 31 East, N.M.P.M. 

Chaves County, New Mexico 

I . Working I n t e r e s t Owners: Sta t u t o r y Unit 

Name 

Yates D r i l l i n g Company 

Estate of Martin Yates I I I 

L i l l i e M. Yates 

Richard Yates 

Peyton Yates 

Yates Employees '83 Lt d . 

Marico Exploration 

Percentage of Unit 

62.3626% 

18.3225 

18.3225 

.0863 

.0863 

.7336 

.0863 

100.0000% 

I I . Based on Tract P a r t i c i p a t i o n Formula 

BEFORE EXAMINER STOGNER 
OIL CONSERVATION DIVISION 

VftTcs EXHIBIT NO. 5 

CASE NO. ^TvyQg.Q.qfc^ 



EXHIBIT 5-A 

CACTUS QUEEN UNIT 
Township 21 South, Range 31 East, N.M.P.M. 

Chaves County, New Mexico 

Working I n t e r e s t Owners: Voluntary Unit 

Name Percentage of Unit 

Yates D r i l l i n g Company 63.3298% 

Estate of Martin Yates I I I 18.3506 

L i l l i e M. Yates 18.3506 

100.0000% 

Based on Tract P a r t i c i p a t i o n Formula 
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United States Department of the Interior 
BUREAU OF LAND MANAGEMENT 

Roswell District Office 
P.O. Box 1397 

Roswell, New Mexico 88202-1397 

31.80 (<>f)5) 

AI0V27M89 
Yates D r i l l i n g Company 
207 W. 4th. Street 
A r t e s i a , NM 88210 

Ri-: Proposed Cactus Queen Unit 
Chaves County, New Mexico 

Gentlemen: 

This o f f i c e I s i n r e c e i p t of the Information submitted by Yates D r i l l i n g 
Company t n regards to the Proposed Cactus Oueen Unit located In Chaves County, 
Mew Mexico. This proposed u n i t would include the f o l l o w i n g lands: 

T. 12 S., R. 31 E., NMPM, Chaves County, NM 
sec. 26, SWiSWk; 
sec. 27, SŴ SWk, Ê SŴ , SE\; 
sec. 3A, ttkllh, S E \ m \ ; 
sec. 35, NWfcNWV. 

The information has been reviewed and t h i s o f f i c e believes that the subject 
lands would be l o g i c a l f o r the formation of a secondary u n i t . I f you have any 
questions please contact Jerry Dutchover or tlie Branch of F l u i d Minerals at 
(505) 622-9042. 

Sincerely, 

J P 1 Joe G. Lara 

' Assistant D i s t r i c t Manager, 
Minerals BEFORE EXAMINER STOGNER 

OIL CONSERVATION DIVISION 

VftTes EXHIBIT NO. -2 
\ 
^ASE NO. 1 ^ 1 , ^ ^ , ^ 3 , 



BEFORE THE 

OIL CONSERVATION DIVISION 

NEW MEXICO DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES 

LN THE MATTER OF THE APPLICATION 
OF YATES DRILLING COMPANY FOR 
STATUTORY UNITIZATION, 
CHAVES COUNTY, NEW MEXICO. CASE NO. 9809 

LN THE MATTER OF THE APPLICATION 
OF YATES DRILLING COMPANY FOR 
A WATERFLOOD PROJECT, 
CHAVES COUNTY, NEW MEXICO. CASE NO. 9810 

IN THE MATTER OF THE APPLICATION 
OF YATES DRILLING COMPANY FOR 
A UNIT AGREEMENT, 
CHAVES COUNTY, NEW MEXICO. CASE NO. 9823 

AFFIDAVIT 

) 
)ss. 

BEFORE EXAMINER STOGNER 
OiL CONSERVATION DIVISION 

_ EXHIBIT NO. -2 

CASENO. • f f i * 0 8 > 0 , < * f t . * 3 

STATE OF NEW MEXICO 

COUNTY OF SANTA FE ) 

WILLIAM F. CARR, attorney in fact and authorized representative of Yates 

Drilling Company, the Applicant herein, being first duly sworn, upon oath, states that the 

notice provisions of Rule 1207 of the New Mexico Oil Conservation Division have been 

complied with, that Applicant has caused to be conducted a good faith diligent effort to 

find the correct addresses of all interested persons entitled to receive notice in the above-



referenced cases as shown by Exhibit "A" attached hereto, and that pursuant to Rule 1207, 

notice has been given at the correct addresses provided by such rule. 

WILLIAM F. CARR 

SUBSCRIBED AND SWORN to before me this^SW? day of November, 1989. 

Notary Public 

My Commission Expires: 



EXHIBIT A 

Mr. Raymond Spears 
307 N. 7th Street 
Lovington, New Mexico 88260 

Enserch Exploration, Inc. 
6 Desta Drive, Suite 5250 
Midland, Texas 79705 
Attn: Steve Wright 

Reading & Bates Petroleum Company 
2412 N. Grandview, Suite 201 
Odessa, Texas 79761 
Attn: Don Kipgen 

Rich Partnership 
Post Office Box 3402 
Casper, Wyoming 82602 
Attn: Ken Snyder 

Dalport Oil Corporation 
3471 Interfirst One 
Dallas, Texas 75202 

C. R. Gallagher, Jr. 
1005 Texas Commerce Bank 
1208 - 14th Street 
Lubbock, Texas 79401 

Robin C. Herndon, I I I 
c/o Robin C. Herndon, Jr. 
Post Office Box 2031 
Mobile, Alabama 36601 

Floyd V. Doyal 
919 E. McGaffey 
Roswell, New Mexico 88201 

Paul J. Doyal 
Post Office Box 2877 
Roswell, New Mexico 88201 

Mrs. J. D. Spears 
Box 1017 
Carlsbad, New Mexico 88220 

Phillips Petroleum Company 
4001 Penbrook 
Odessa, Texas 79762 
Attn: Frank Hulse 

Burk Royalty 
Post Office Box BRC 
Wichita Falls, Texas 76307 

Great Western Drilling Company 
Box 1659 
Midland, Texas 79702 
Attn: Pat L. Shannahan 

E. S. Mayer, Jr. 
c/o Reading & Bates Petroleum Co. 
2412 N. Grandview, Suite 201 
Odessa, Texas 79761 
Attn: Don Kipgen 

Gregory J. Gallagher 
8550 Kathy Freeway, Suite 208 
Houston, Texas 77024 

Yates Drilling Company 
105 South Fourth Street 
Artesia, New Mexico 88210 
Attn: Toby Rhodes 

Clarence Doyal 
308 S. Kansas 
Roswell, New Mexico 88201 

F. G. Breckenridge 
Post Office Drawer 4667 
Midland, Texas 79704 

3 



Etoile M. Bennett 
c/o F.G. Breckenridge 
Post Office Drawer 3000 
Midland, Texas 79702 

G & P Exploration, Inc. 
4800 San Felipe, Suite 620 
Houston, Texas 77056 
Attn: John W.T. Mediary 

Mary B. Gallagher 
1005 Texas Commerce Bank Bldg. 
1208 - 14th Street 
Lubbock, Texas 79401 

R.F. Partnership, Ltd. 
Post Office Box 243 
Wheat Ridge, Colorado 80034 

Raymond Stanley Herndon 
c/o Robin C. Herndon, Jr. 
Post Office Box 1283 
Mobile, Alabama 36601 

Charleen G. Knieriem 
10889 Wilshire Blvd. 
Suite 1100 
Los Angeles, California 90024 

Natalie G. Pope 
10889 Wilshire Blvd., Suite 1100 
Los Angeles, California 90024 

Veronica Herndon 
Post Office Box 1283 
Mobile, Alabama 36601 

Frances Herndon 
Post Office Box 1283 
Mobile, Alabama 36601 

Christine Gallagher Seger 
4607 - 20th Street 
Lubbock, Texas 79407 

W. G. Ross 
Post Office Box 86 
Midland, Texas 79702 

Erlon E. Nowell 
2735 South St. Paul 
Denver, Colorado 80210 

George Globe 
Post Office Box 40577 
Bakersfield, California 93384 

C. E. Strange 
Post Office Box 6438 
Incline Village, Nevada 89450 

Susan Gallagher Grey 
1322 Marc Anthony Drive 
Baton Rouge, Louisiana 70816 

Charles Bernard Gallagher 
1380 Asbury 
Winnetka, Illinois 60093 

Mary G. Herndon 
Post Office Box 1283 
Mobile, Alabama 36601 

Mary Herndon Ray 
Post Office Box 1283 
Mobile, Alabama 36601 

Peter G. Herndon 
Post Office Box 1283 
Mobile, Alabama 36601 

William G. Pope, Jr. 
4417 Tracy 
Meraux, Louisiana 70075 

4 



Mary Margaret Pope Natalie Pope 
8550 Katy Freeway, Suite 208 8550 Katy Freeway, Suite 208 
Houston, Texas 77024 Houston, Texas 77024 

Marguerite Gallagher Price Stephen Lawrence Knieriem 
8550 Katy Freeway, Suite 208 8550 Katy Freeway, Suite 208 
Houston, Texas 77024 Houston, Texas 77024 

Gregory Charles Gallagher Michael J. Gallagher 
8550 Katy Freeway, Suite 208 8550 Katy Freeway, Suite 208 
Houston, Texas 77024 Houston, Texas 77024 

Delphine Pope Keller Christopher W. Knieriem 
9330 NE Schuyler Post Office Box 5404 
Portland, Oregon 97220 Petaleuma, California 94953 

Mary Knieriem Taylor Kathleen Gallagher Cooper 
4535 Miller Oak Drive Post Office Box 814 
Auburn, California 95603 Vacaville, California 95688 

Veda D. Williamson Dorothy Vargas 
c/o United New Mexico Bank 2055 Dalis 
Post Office Box 1977 Concord, California 94520 
Roswell, New Mexico 88201 

Louis Doyal Leo Doyal 
810 Meadow Place Box 183 
Roswell, New Mexico 88201 Elida, New Mexico 88116 

Ruth J. Penka 
c/o James T. Hill, Attorney 
Post Office Box 421 
Durham, North Carolina 27702 

5 





YATES DRILLING COMPANY 
STATUTORY UNIT VS VOLUNTARY UNIT & DOYAL PROJECT 

PREDICTED SECONDARY RECOVERY 

STATUTORY VOLUNTARY DOYAL GALLAGHER 
UNIT UNIT PROJECT ST. #1 TOTAL 

SECONDARY SECONDARY SECONDARY SECONDARY 
YEAR RECOVERY RECOVERY RECOVERY RECOVERY 

1990 5700 2722 1635 996 5353 

1991 46000 21970 13193 8041 43203 

1992 72000 34387 20650 12586 67622 

1993 50984 24350 14622 8912 47884 

1994 27715 13237 7949 4845 26030 

1995 17253 8240 4948 3016 16204 

1996 11704 5590 3357 2046 10992 

1997 8423 4023 1299 1472 6794 

1998 6333 0 0 590 590 

1999 4924 0 0 0 0 

TOTALS 251036 114518 67652 42503 224674 

BEFORE EXAMINER STOGNER 

"oiL CONSERVATION DMSiOh 

EXHIBIT NO. 

NMOCD CASE NO. EXHIBIT NO. 10. 
Application of Yates Drilling Company 

For a Secondary Recovery Project 
(Proposed Cactus Queen Unit) 
Chaves County, New Mexico 



PREDICTED FUTURE RECOVERY 
REMAINING PRIMARY AMD/OR SECONDARY 

FROM 
PROPOSED CACTUS QUEEN UNIT AREA 

CASE 1 No secondary recovery program of any kind i s 
i n i t i a t e d . A l l wells are allowed t o produce u n t i l 
uneconomic. No a d d i t i o n a l expenses are 
encountered other than normal LOE. 

CASE 2 Two seperate waterfiood p r o j e c t s are i n i t i a t e d ; 
one voluntary u n i t and one p r o j e c t on the Doyal 
lease. No a d d i t i o n a l w e l l s are d r i l l e d i n e i t h e r 
p r o j e c t . Each p r o j e c t and any o f f s e t t i n g w e l l s 
are allowed t o operate u n t i l uneconomic. 

CASE 3 The e n t i r e r e s e r v o i r i s u n i t i z e d under s t a t u t o r y 
u n i t i z a t i o n and a s i n g l e waterfiood p r o j e c t i s 
i n i t i a t e d . One a d d i t i o n a l w e l l i s d r i l l e d . 

BARRLES GROSS OIL LOST GROSS $ 
INITIAL PREDICTED VALUE COMPARED VALUE 
EXPENSE OIL PROD. § $18/BBL TO CASE 3 OIL LOST 

CASE 1 $0 5,000 $90,000 245,000 $4,410,000 

CASE 2 $474,000 225,000 $4,050,000 25,000 $450,000 

Case 3 $509,000 250,000 $4,500,000 0 $0 

BEFORE EXAMNES STOCMEH 
Oil COH06«WAT!C»I BMSUN 

EXHiBiT NO. i i 

\rt*r-VQ J & ^ j & S ^ - t t - -

NMOCD CASE NO. EXHIBIT NO. 
Ap p l i c a t i o n of Yates D r i l l i n g Company 

For a Secondary Recovery Project 
(Proposed Cactus Queen Unit) 
Chaves County, New Mexico 
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OIL CONSERVATION CH VISION 

_ N(ftT€s EXHIBIT NO. - J ^ 

IcASENO. q ^ O V P . ^ 3 • 

YATES DRILLING COMPANY 
STATUTORY UNIT vs VOLUNTARY UNIT & DOYAL WF 
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NMOCD CASE NO. EXHIBIT NO._ __J3 
A p p l i c a t i o n of Yates D r i l l i n g Company 

For a Secondary Recovery Project 
(Proposed Cactus Queen Uni t ) 
Chaves County, New Mexico 



YATES DRILLING COMPANY 
PROPOSED CACTUS QUEEN UNIT 
CHAVES COUNTY, NEW MEXICO 

NMOCD FORM C-108 

BEFORE EXAMINER STOGNER 
OIL CONSERVATION DIVISION 

yfrf* EXHIBIT NO. 

CASENO. .^TiP0!, °>?ilft ,qwa. 
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S JAIL Ul NLW MEXICO UIL UUIMbtHVA I IUN 01 VISION FORM C- lOf l 
CNERCY AND MINERALS DEPARTMENT pos ia .neo . rn . R e v i s e d 7 - 1 - 8 1 

i 8t»tt IANO ex > it I wmumc 
• t A N I A I t N t W M t x I C O I I / b O l . " • •< . 

APPLICATION FOR AUTHORIZATION TO INJECT 

I . Purpose: 0 Secondary Recovery O Pressure Maintenance f~ ] Oir.pnnal D Storage 
Application q u a l i f i e s for administrative approval? Q ycs [x]no 

I I . Operator: Yates D r i l l i n g Company . 

Address: 105 South 4th S t r e e t , A r t e s i a , New Mexico 88210 ' 

Contact party: Tobin L. Rhodes Phone: (505) 748-1471 

I I I . Well data: Complete the dotn required on the reverse 3ide of th i s form for each well 
proposed for i n j e c t i o n . Additional sheets may be attached i f necessary. 

IV. Is t h i s an expansion of on existing project? yes (yl no 
I f yes, give the Division order number authorizing the project 

V. Attach a map that i d e n t i f i e s a l l wells and leases within two miles of any proposed 
i n j e c t i o n well with a one-half mile radius c i r c l e drawn around each proposed i n j e c t i o n 
well. I h i s c i r c l e i d e n t i f i e s the well's area of review. 

VI. Attach a tabulation of data on a l l wells of public record within the area of review which 
penetrate the proposed i n j e c t i o n zone. Such data shall include a description of each 
well*3 type, construction, date d r i l l e d , locution, depth, record of completion, and 
o schematic of any plugged well i l l u s t r a t i n g a l l plugging d e t a i l . 

V I I . Attach data on the proposed operation, including: • „ 

1. Proposed average and maximum daily rate and volume of f l u i d s to be injected; 
2. Whether the system i s open or closed; 
3. Proposed average and maximum i n j e c t i o n pressure; 
U. Sources and an appropriate analysis of in j e c t i o n f l u i d and compatibility with 

the receiving formation i f other than reinjected produced water; ond 
5. I f i n j e c t i o n i s for disposal purposes into a zone not productive of o i l or gas 

at or within one mile of the proposed w e l l , attach a chemical analysis of 
the disposal zone formation water (may be measured or inferred from existing 
l i t e r a t u r e , studies, nearby wells, e t c . ) . ' 

V i l l . Attach appropriate geological data on the i n j e c t i o n zone including appropriate l i t h o l o g i c 
d e t a i l , geological name, thickness, and depth. Civc the geologic name, and depth to 
bottom of a l l underground sources of drinking water (aquifers containing waters \<ith 
t o t a l dissolved solids concentrations of 10,000 mg/l or less) overlying the proposed 
i n j e c t i o n zone as well as any such source known to be immediately underlying the 
in j e c t i o n i n t e r v a l . 

IX. Describe the proposed stimulation program, i f any. 

X. Attach appropriate logging and test data on the wel l . ( I f well logo have been f i l e d 
with the Division they need not be resubmitted.) 

XI. Attach a chemical analysis of fresh water from two or more fresh water wells ( i f 
available and producing) within one mile of any i n j e c t i o n or disposal well showing 
location of wells and dates samples were taken. 

X I I . Applicants for disposal wells must make an affi r m a t i v e statement that they have 
examined availablo geologic and engineering data and find no evidence of open f a u l t s 
or any other hydrologic connection between the disposal zone and any underground 
source of drinking water.- • 

X I I I . Applicants must completes the "Proof of Notice" section on the reverse aide of t h i s form. 

XIV. C e r t i f i c a t i o n 

I hereby c e r t i f y that the information submitted with t h i s application i s true and correct 
to the best of my knowledge and b e l i e f . 

Name: Tobin L. Rhodes i T i t l e Petroleum Engineer 

Signature: /<Z4ufU*-* " Dote: 10-13-89 

I f the information required under Sections VI, V I I I , X, and XI above has been previously 
submitted, i t need not be duplicated and resubmitted. Please show the date and circumstance 
of the e a r l i e r submittal. 

Dl 51 III llll 1 I UN : Uri g i n t i l und one copy to Simla Ic with uno copy to thu upp ropr ia tu Division 
d i s t r i c t o f f i c e . 



FORM C-100 Side 2 

I I I . WELL DATA 

A. The following well data muat he submitted for ench i n j e c t i o n well covered by t h i a application. 
The dotn must be both in tabular and schematic form and shall include: 

(1> Lease name; Well No.; location by Section, Township, and Range; and footage 
location w i t h i n the "section. 

(2) Coch casing s t r i n g uaed with i t n size, netting "depth, sacks of cement used, hole 
size, top of cement, and how such top was determined. 

(3) • A description of the tubtnq to be used including i t s size, l i n i n g material, and 
s e t t i n g depth. 

(4) The name, model, and setting depth of the packer used or a description of any other 
seal system or assembly used. 

Division D i s t r i c t o f f i c e s have supplies of Well Dntn Sheets which mny be used or which 
may he used as models for this purpose. Applicants for several i d e n t i c a l wells may 
submit o " t y p i c a l dntn sheet" rather than submitting tho dntn for each w e l l . 

0. The following must be nubmitted for eoch i n j e c t i o n well covered hy t h i s a p p l i c a t i o n . A l l 
jtemo must be addressed for the i n i t i a l w e l l . Ilonponses for additional wells need be shown 
only when d i f f e r e n t . Information shown on schematics need not he repeated. 

(1) The name of the injectio'n formation and, iT applicable, the f i e l d or pool name. 

(2) The i n j e c t i o n i n t e r v a l and whether i t i s perforated or open-hole'. 

(3) State i f the well was d r i l l e d for i n j e c t i o n or, i f not,.the o r i g i n a l purpose of the w e l l . 

(ft) Give the depths of any other perforated i n t e r v a l s and d e t a i l on the sacks of cement or 
bridge plugs used to seal o f f such perforations. 

(5) Give the depth to and name of the next higher and next lower o i l or gas zone i n the 
^area of the w e l l , i f any. 

xiv. PRoor or NOTICE 
A l l applicants must furnish proof that a copy of the application has been furnished, by 

' c e r t i f i e d or registered mail, to the .owner of the surface of the land on which the well 
is to be located and to each leasehold operator within one-half mile of the well location. 

Where an opplication i s subject to administrative approval, a-proof of publication must 
he submitted. Such proof shall consist of « copy of the legal advertisement which was 
published i n the county i n which the well i s located. The contents of such advertisement 
must include: 

(1) The name, address, phone number, ond contact party for the applicant; 

(2) the intended purpose of the i n j e c t i o n w e l l ; with the exact location of single 
wells or tho section, township, und range location of multiple wells; 

(3) the formation name and depth with expected maximum i n j e c t i o n rates and pressures; and 

(6) a notation that interested parties must f i l e objections or requests for hearing with 
tho O i l Conservation Division, P. 0. Box-20110, Santa Fe, New Mexico 07501 w i t h i n 15 
days. 

NO ACTION WILL BE TAKEN ON THE APPLICATION UNTIL PROPER PROOF OF NOTICE HAS 0EEN 
SUBMITTED. 

NOTICE: Surfocc owners or offset operators must f i l e any objectiona or requests for hearing 
of administrative applications within 15 days from the date t h i s application was 
mailed to them. 



OIL CONSERVATION DIVISION 
FORM C-108 (Supplement) 

Application of Yates D r i l l i n g Company 
For a Secondary Recovery Project 

(Proposed Cactus Queen Unit) 
Chaves County, New Mexico 

I . Purpose: 

Application i s made f o r authorization t o i n j e c t water 
i n t o the Queen formation underlying the boundaries of 
the proposed Cactus Queen Unit. The proposed u n i t 
consists of 560 acres, more or less, of Federal, 
State, and Fee lands i n Unit M (SW/4 SW/4) of Section 
26, Units I , J, K, M, N, O, P, (SE/4, E/2 SW/4, SW/4 
SW/4) of Section 27, Units A, B, C, D, H, (N/2 NE/4, 
N/2 NW/4, SE/4 NE/4) of Section 34 and Unit D (NW/4 
NW/4) of Section 35, Township 12 South, Range 31 East, 
Chaves County New Mexico. This project would be 
c l a s s i f i e d as a secondary recovery project with the 
objective of recovering hydrocarbons that w i l l not and 
can not be recovered by primary means. 

Many wells i n the proposed uni t area are primary 
depleted or are very near primary depletion. Our 
studies show that the i n j e c t i o n of water int o selected 
wells w i l l r e s u l t i n the recovery of o i l i n economic 
quantities not otherwise recoverable. This project 
should provide economic benefits to a l l parties holding 
any type of interest i n the unit acreage. 

I I . Operator: 

Yates D r i l l i n g Company 
105 South Fourth Street 

Artesia, New Mexico 88210 

Phone Number: (505) 748-1471 

I I I . I n j e c t i o n Well Data: 

A well data sheet i s attached f o r each of the six wells 
proposed for water i n j e c t i o n . Each i n j e c t i o n well data 
sheet includes a downhole schematic of how each 
individual well w i l l be configured i f t h i s application 
i s approved. 



IV. Existing Project: 

The proposed project i s not an expansion of an existing 
project and w i l l be a t o t a l l y new project. 

V. Ownership: 

A lease ownership map i s attached which i d e n t i f i e s a l l 
wells and lease ownership w i t h i n two miles of any of 
the six proposed i n j e c t i o n wells. A map i s also 
attached on which the area of review has been 
i d e n t i f i e d by drawing a one-half mile c i r c l e around 
each i n j e c t i o n w e l l . 

VI. Well Data: 

There are presently seventeen wells including proposed 
i n j e c t i o n wells that f a l l w i t h i n the boundaries of the 
proposed u n i t or wi t h i n the area of review. Two of 
these wells have been plugged and abandoned, one well 
i s temporarily abandoned, and the remaining fourteen 
wells are active pumping o i l wells producing from the 
Queen formation. Available data f o r each of the wells 
i s included i n the attached well data sheets. 
Additionally a downhole schematic has been drawn 
depicting each of the two plugged and abandoned wells. 

Production figures and decline curves are attached f o r 
each well w i t h i n the proposed u n i t that has produced 
from the Queen formation. 

V I I . Project Data: 

1. The proposed d a i l y average water i n j e c t i o n rate i s 
approximately 200 barrels per day f o r each of the six 
proposed water i n j e c t i o n wells. Total water i n j e c t i o n 
for the u n i t would be 1200 barrels per day. The 
maximum i n j e c t i o n rate f o r any ind i v i d u a l well w i l l be 
based on fracture pressure as determined by step-rate 
pressure tests t o be conducted on each i n j e c t i o n w e l l . 

2. Produced water w i l l be stored i n covered steel 
storage tank(s) and i n open top fiberglass tanks making 
the produced water system an open system. Any fresh 
water w i l l be stored i n a covered steel tank. Produced 
o i l w i l l immediately be separated from produced water. 
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The o i l w i l l be stored in a steel covered production 
tank until sold. 

3. I n i t i a l l y the injection wells may take water on a 
vacuum, but as the reservoir f i l l s a positive surface 
injection pressure w i l l be required to inject water. 
The maximum injection pressure w i l l also be determined 
by proposed step-rate pressure tests. At no time prior 
to the step-rate tests w i l l the injection pressure 
exceed a pressure limitation of 0.2 PSIG per foot of 
depth to the top of the injection interval. 

4. The source of injection fluid w i l l be produced 
water from the producing wells within the unit and 
fresh water from the Ogollala aquifer in the area. No 
commitment has been made but commercial sources of 
fresh water are available in the area. 

5. No water compatibility problems are expected as 
Ogollala water has been successfully injected into the 
Queen formation, throughout the Caprock Queen Field, 
without excessive problems. Compatibility tests have 
been run commingling the produced water and fresh water 
and no adverse problems were observed. 

VIII.Geologic Data: 

The Proposed Cactus Queen Unit produces from the upper 
sandstone member of the Queen formation, upper 
Guadalupian series, Permian system. The average 
producing depth in the field i s approximately 2989 
feet. The existing producing formation w i l l be the 
interval into which water w i l l be injected. 

The productive/injection interval, as indicated from a 
whole core analysis on the DeLuna Federal #3 (330' FNL 
& 1980' FEL, 34-12s-31e) and sidewall core data from 
numerous wells, i s fine grained, friable, gray, quartz 
sandstone. The grains are sub-angular to sub-rounded 
and well sorted. The cementing material i s variously 
from anhydrite and dolomite. The exact depositional 
environment i s unknown. Porosity and permeability are 
intergranular in nature. The sandstone i s not 
naturally fractured. 

The Cactus Queen Field i s a stratigraphic trap. 
Cementation of the sandstone results in the loss of 
porosity and permeability, creating a barrier on a l l 
sides with the exception of the east. A t i l t e d o i l -
water contact limits the production in that direction. 
The oil/water contact has been established at (+1440) 



in the southeast end of the field and (+1446) at the 
northeast edge. 

The primary underground source of fresh water in this 
area i s the Ogollala formation of Tertiary age, the 
base of which i s estimated to be 300 feet below the 
surface. This aquifer i s protected behind the surface 
pipe and cement of a l l existing wells in the unit area. 
The Chinlee formation i s also a fresh water aquifer 
which immediately underlies the Ogollala formation. 
The Base of the Chinlee i s estimated to be 
approximately 500 feet below the surface in the unit 
area. The Chinlee i s behind the production casing in 
a l l existing wells in the unit area. 

IX. Stimulation Program: 

Each of the currently producing wells has previously 
received a fracture treatment. The details of these 
treatments are outlined in the data sheet for each 
individual well. There are no plans to stimulate any 
of the existing wells which w i l l be producing wells in 
this project. 

The wells which w i l l be injection wells may require a 
small clean-up acid treatment prior to injection. We 
plan to treat each of the proposed injection wells with 
1000 to 2000 gallons of 15% hydrochloric acid. This 
treatment should insure that existing perforations are 
open and that each well w i l l accept water or gas at the 
lowest possible pressure. 

X. Well Logs: 

Well logs for each of the existing wells in the 
proposed unit have previously been submitted to the 
Hobbs office of the NMOCD. Attached for zone 
identification purposes i s a cross section containing 
portions of the logs from wells in the reservoir. 

XI. Fresh Water: 

The Office of the State Engineer in Roswell has a 
record of six wells within one mile of the proposed 
unit. The total depths of two of the wells are 
unknown, however a l l six wells are assumed to be 
producing from the Ogollala formation. Analysis 
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reports for water taken from three of the wells are 
attached. 

XII. Injection Zone Isolation: 

Available engineering and geologic data has been 
examined and no evidence of open faulting or any other 
hydrologic connection between the injection zone and 
any underground source of drinking water has been 
found. 

XIII.Proof of Notice: 

A l i s t i n g of off-set leasehold operators within 1/2 
mile of any injection wells and the surface owners that 
have received a copy of this application by certified 
mail i s attached. 

XIV. Certification: 

I hereby certify that the information submitted with 
this application i s true and correct to best of my 
knowledge and belief. 

Tobin L. Rhodes Petroleum Engineer 

October 13, 1989 
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INJECTION WELL DATA SHEET 

OPERATOR: jT̂ te.siJ5.̂ tUJljig_jCQmpanx... LEASE: -AEachBi.."2Z."„State 

WELL NO.:_2 FOOTAGE:165Q1FSL-231OlFEL SEC:_27=J12s~R31e 

iy.BlJLAR_.DATA 

SyRFACE„CASING 

SIZE:_8-5/8.:;„.2n« CEMENTED WITH: SX. 
TOC: Surface FEET DETERMINED BY: _Ci r c u l at ion 

HOLE SIZE:_.12-1/4_1 SETTING DEPTH: _454 

INIERMEDIAIE_CASING 

SIZE: JMone CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: LQNG„STRING 

SIZE:_4-1/2_1 
TOC: Surface 
HOLE SIZE: _7~7./8::I 
TOTAL DEPTH: _3i§g__ 

IN<?.ECTION_.INTERyAL 

2 9 9 6 1 FEET TO 3000.' . FEET - PERFORATED 

TUBING 

TUBING SIZE: _2-3/B". LINED WITH: . P l a s t i c SET IN A 
_Baker_AD-1 PACKER AT: 2946;. FEET 

QIHER_DATA 

1. NAME OF INJECTION FORMATION:.Queen 

2. NAME OF FIELD OR POOL (IF APPLICABLE):_BE_Chayes„Queen_ 

3. IS THIS A NEW WELL DRILLED FOR INJECTIDN?_No 
IF NO,FOR WHAT PURPOSE WAS THE WELL ORIGINALLY DRILLED? 
_Th i s i f j e 11. „was_dr i. 1. .1 ed _ a s... a... Q u e e1 n _ g<r g d u c i n.g_wel.l.i 

CEMENTED WITH: SX. 
FEET DETERMINED BY:.Circulation 

SETTING DEPTH:„3150 ' 

4. HAS WELL EVER BEEN PERFORATED IN ANY OTHER ZONE(S)?_No 
LIST ALL SUCH PERFORATED INTERVALS AND GIVE PLUGGING 
DETAILS (SACKS OF CEMENT OR BRIDGE PLUG(S) USED): 

GIVE DEPTH TQ AND NAME OF ANY OVERLYING AND/OR 
UNDERLYING OIL OR GAS ZONES (POOLS) IN THIS AREA. 
None known. _ 

WELL.. SCHEMATIC . ATTACHED 
10 



VALVES 

SURFACE-

580 

1000 

1580 

2000 

2500. 

3000. 

3580-

APACHE STATE "27" #02 
NE-SW 27-T12S-R31E 
CHAVES COUNTY, NEW MEXICO 

8 5/8 SURFACE CASING 
AT 454' WITH 
CEMENT CIRCULATED 

J2 3/8 PLASTIC LINED TUBING 

INJECTION PACKER 
AT APPROX, 2958 

PERFORATIONS 
2996-3000 

5 1/2 PRODUCTION CASING 
AT 3150' (TD) WITH 
CEMENT CIRCULATED 

g§ CEMENT 

n 



INJECTION WELL DATA SHEET 

OPERATOR: _Y_tes_Dri 1.1 ing_Cg_ LEASE: _ B y r k i t t _ F e d e r a l 

WELL NO.: 3 FOOTASE: 330'FNL-2310'FWL SEC: 34~T12s-R3le 

TUBULAR DATA 

SURFACE CASING 

SIZE:_S-5/B: ,._.24# CEMENTED WITH:_270 SX. 
TOC: Surf ace __ FEET DETERMINED BY: . C i r c u l a t i o n 
HOLE SIZE: _i2-.1/ 4" ~ SETTING DEPTH:_424 

iNIERMEDIAIE„CASING 

SIZE: _None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE:" ~ SETTING DEPTH: 

LQNG.STRING 

SIZE: _5~ 1 / 2„_ 14 # CEMENTED WI TH: _260 SX. 
T0C:__.1640._ FEET DETERMINED BY: _Temp. Survey 
HOLE SI ZE: _7~7/8" SETTING DEPTH:_3083_ 
TOTAL DEPTH: _3.IoQ_ 

INJECIIOiN_INIERy.AL 

2988.: FEET TO 2992.: FEET - PERFORATED 

TUBING 

TUBING SI ZE: _2-3/B" LINED WITH:.Plastic SET IN A 

_Baker_AD-l PACKER AT: 2?38„ FEET 

OTHER.DATA 

1. NAME OF INJECTION FORMATION:.Queen 

2. NAME OF FIELD OR POOL (IF APPLICABLE) : _SE._Chay.es Queen. 

3. IS THIS A NEW WELL DRILLED FOR INJECTION?_Nq 
IF NO,FOR WHAT PURPOSE WAS THE WELL ORIGINALLY DRILLED? 
_Ibi.s__*e.l.l wa.s_d.ril led„as_a_Qu 

4. HAS WELL EVER BEEN PERFORATED IN ANY OTHER ZONE (S) ?„.No. 
LIST ALL SUCH PERFORATED INTERVALS AND GIVE PLUGGING 
DETAILS (SACKS OF CEMENT OR BRIDGE PLUB(S) USED): 

GIVE DEPTH TO AND NAME OF ANY OVERLYING AND/OR 
UNDERLYING OIL OR GAS ZONES (POOLS) IN THIS AREA:. 
None known. 

WELL.. SCHEMATI C_. ATT ACHED 
12 



VALVES 
BURKITT FED. i m 
NE-NW 34-T12S-R31E 
CHAVES COUNTY, NEW MEXICO 

8 5/8 SURFACE CASING 
AT 424' WITH 
CEMENT CIRCULATED 

DEMENT TOP- 1640 
BY TEMP, SURVEY 

.2 3/8 PLASTIC LINED TUBING 

-INJECTION PACKER 
AT APPROX, 2938 

.—PERFORATIONS 
2988-2992 

5 1/2 PRODUCTION CASING 
AT 3083' (TD) WITH 
260 SACKS CEMENT 



INJECTION WELL DATA SHEET 

OPERATOR: .Yates.Dr i l l i D9_Qo.-_ LEASE: .Doyal 

WELL NO. : .1 FOOT ASE: .660J.FNl_r_990_.FiL SEC: __?_•-112s_R31e 

TUBULAR._DAJA 

SURFACE._CAS.ING 

SIZE: .8„5/8_.„24# CEMENTED WITH: .250 SX. 
TOC: S u r f a c e FEET DETERMINED BY: .Ci.rcyl a t i_on 
HOLE SIZE: _12rl/_£t" '. SETTING DEPTH: ._409...46 ~ 

INTERMED I.AT.E._CAS I NG 

SIZE:.None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: ~ 
HOLE SIZE: SETTING DEPTH: 

LONG.STRING 

SIZE: _5- ; 1 / 2_._ 14#_ 
TOC: 2200.1 
HOLE SIZE: .7-7/8.." 
TOTAL DEPTH:.3100 

INJECT ION...INTERVAL 

2982J. FEET TO 298?.' FEET - PERFORATED 

TUBING 

TUBING SIZE:_2-3/B_. LINED WITH: . P l a s t i c SET IN A 

_Ba.ker.ADr.l PACKER AT: 2932J. FEET 

OTHER_.PATA 

1. NAME OF INJECTION FORMATION:.Queen 

2. NAME OF FIELD OR POOL ( I F APPLICABLE):_SE_Chaves. Queen. 

3. IS THIS A NEW WELL DRILLED FOR INJECTION?_tMo 
IF NO,FOR WHAT PURPOSE WAS THE WELL ORIGINALLY DRILLED? 
_Thi s_ .wel 1 „_as__rill_d.._s_a Queen ...Rroducing_ w e l l . 

CEMENTED WITH: .250 ; SX. 
FEET DETERMINED BY:_Temp_ Survey 

SETTING DEPTH:.3100' 

4. HAS WELL EVER BEEN PERFORATED IN ANY OTHER ZONE(S)?_Ng 
LIST ALL SUCH PERFORATED INTERVALS AND GIVE PLUGGING 
DETAILS (SACKS OF CEMENT OR BRIDGE PLUG(S) USED): 

GIVE DEPTH TO AND NAME OF ANY OVERLYING AND/OR 
UNDERLYING OIL OR GAS ZONES (POOLS) IN THIS AREA: 
None known. 

WELL..SCHEMATIC. ATTACHED 
14 



DOYAL #31 
NE-NE 34-T12S-R31E 
CHAVES COUNTY, NEW MEXICO 

8 5/8 SURFACE CASING 
AT 409« WITH 
CEMENT CIRCULATED 

DEMENT TOP - 2200 
BY TEMP, SURVEY 

2 3/8 PLASTIC LINED TUBING 

INJECTION PACKER 
AT APPROX, 2932 

5 1/2 PRODUCTION CASING 
AT 3098' (TD) WTTH 
250 SACKS CEMENT 

•ERFORATIONS 



INJECTION WELL DATA SHEET 

OPERATOR: _Yates_Dr i 1.1 i ng. Co.. LEASE: _Dgval 

WELL NO.: 3 FOOTAGE:1980'FSL- 990'FEL SEC: 27-T12s-R31e 

TUBULAR.DATA 

SURFACE..CASING 

SIZE: _.8-5/8.,,.._24# CEMENTED WITH: _260 SX. 
TOC: Surface FEET DETERMINED BY: _Ci r c u l at i on 
HOLE SIZE: _12-1/4.:: SETTING DEPTH: _40?.'_ 

INTERMEPI. ATE...CAS ING 

SIZE:_None CEMENTED WITH: SX, 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LONG..ST.RING 

SIZE:_5-1/2:'.„14# CEMENTED WITH:_850 SX. 
TOC: 6301 FEET DETERMINED BY: _Cement_Bond . Log 
HOLE SIZE: _7_Z/B" SETTING DEPTH: _309?1 
TOTAL DEPTH: _3.1.001 

INJECI.I.ON„INIERyAL 

29911 FEET TO 2997; FEET - PERFORATED 

TUBING 

TUBING S I Z E : _ 2 - 3 / 8 _ L INED WITH: _P1 a s t i c SET I N A 

J B a k e r „ A D _ l PACKER AT: 2.9411 FEET 

OTHER._PATA 

1. NAME OF INJECTION FORMATION:_Qyeen 

2. NAME OF FIELD OR POOL <IF APPLICABLE) : _SE..Chayes_.Queen_ 

3. IS THIS A NEW WELL DRILLED FOR INJECTION?_No 
IF NO,FOR WHAT PURPOSE WAS THE WELL ORIGINALLY DRILLED? 
_ X h.is_we 1.1 _wa.f»_d r i 1_ 1_ ed_as_ a _ Queen _ o. r g d u c i n g _ w e 11,. 
_ I h„§_we .1,1... i s _ t e m g... _. a ban d u e _ t g _ h ,i g h _ w a t e r; _ g r g d u n c t ion 

4. HAS WELL EVER BEEN PERFORATED IN ANY OTHER ZONE(S)?_Ng 
LIST ALL SUCH PERFORATED INTERVALS AND GIVE PLUGGING 
DETAILS (SACKS OF CEMENT OR BRIDGE PLUG(S) USED): 

GIVE DEPTH TO AND NAME OF ANY OVERLYING AND/OR 
UNDERLYING OIL OR GAS ZONES (POOLS) IN THIS AREA: 
_W QQ S._ h Q9 wn _. 

WELL„SCHEMATIC.._ATIACHEP 
16 



DOYAL #03 
NE-SE 27-T12S-R31E 
CHAYES COUNTY, NEW MEXICO 

8 5/8 SURFACE CASING 
AT 409" WITH 
CEMENT CIRCULATED 

-CEMENT TOP - 630 
BY CBL 

.2 3/8 PLASTIC LINH3 TUBING 

-INJECTION PACKER 
AT APPROX, 2941 

.—PERFORATIONS 
2991-2997 

5 1/2 PRODUCTION CASING 
AT 3099' (TD) WITH 
850 SACKS CEMENT 

17 



INJECTION WELL DATA SHEET 

OPERATOR: _Yates_prilJ.ing_.Cg.. LEASE: .Doyal 

WELL NO.: 4 FOOTABE: 330'FSL- 330'FWL SEC: 26-T12s-R31e 

iyBL)LAR_pATA 

SURFACE.. CASING 

SIZE: .8—5/8"_24# CEMENTED WITH: „250 SX. 
TOC: Surface FEET DETERMINED BY: .Ci.rcul at ion 
HOLE SIZE: _12_T/4" SETTING DEPTH: _400 

INIERMEpiATE_CASING 

SIZE: _Nqne CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LONG_STRING 

SIZE: _5-1/2.".... 14# CEMENTED WITH: _?75 SX. 
TOC: 3.1.0„ FEET DETERMINED BY: .j.emp .....Survey 
HOLE SIZE: „7-7_/8_. SETTING DEPTH: _3088_ 
TOTAL DEPTH:_31001 

INJECTION.INTERyAL 

2982.1 FEET TO 29B51 FEET - PERFORATED 

TUBING 

TUBING SIZE:_2-3/B_ LINED WITH: . P l a s t i c SET IN A 

_Baker_Ap-l PACKER AT: 2932.;. FEET 

QIHER..DATA 

1. NAME OF INJECTION FORMATION:_Qyeen 

2. NAME OF FIELD OR POOL (IF APPLICABLE):_SE_Chayes.Queen_ 
3. IS THIS A NEW WELL DRILLED FOR INJECTION?_Ng 

IF NO,FOR WHAT PURPOSE WAS THE WELL ORIGINALLY DRILLED? 
_I b l * _ w e l l ^ w g s . d . 

HAS WELL EVER BEEN PERFORATED IN ANY OTHER ZONE (S) ?_.No_ 
LIST ALL SUCH PERFORATED INTERVALS AND GIVE PLUGGING 
DETAILS (SACKS OF CEMENT OR BRIDGE PLU6(S) USED): 

GIVE DEPTH TO AND NAME OF ANY OVERLYING AND/OR 
UNDERLYING OIL OR GAS ZONES (POOLS) IN THIS AREA: 
None known. 

18 
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VALVES 

SURFACE. 

588-

188EL 

1588-

2008-

2588-

3888-

3588. 

DOYAL #04 
SW-SW 26-T12S-R31E 
CHAVES COUNTY, NEW MEXICO 

8 5/8 SURFACE CASING 
AT 400' WITH 
CEMENT CIRCULATED 

l—CEMENT TOP - 310 
BY TEMP, SURVEY 

_2 3/8 PLASTIC LINED TUBING 

JNJECTION PACKER 
AT APPROX, 2932 

.-PERFORATIONS 
2982-2985 

5 1/2 PRODUCTION CASING 
AT 3088' (TD 3100) WITH 
975 SACKS CEMENT 

CEMENT 



INJECTION WELL DATA SHEET 

OPERATOR: .Yates...Dri 11 ing_Cg_. LEASE: _ _ i r n e r _ _ e d e r a l 

WELL NO. : 7 FOOTAGE: 660 'FSL-1980 'FEL SEC: 27-T:l2s-R3i.e 

TUBULAR _.DAT A 

SURFACE_CAS.ING 

SIZE: _8=3/8::_.24# CEMENTED WITH: .250 SX. 
TOC: Surface FEET DETERMINED BY: _Ci r c u l at.i on 

HOLE SIZE:_l2rl./4_ SETTING DEPTH: _424 

INTERMjEDIATE_CASING 

SIZE:.None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY 
HOLE SIZE: SETTING DEPTH 
LQNG_STRING 

SIZE: _5-l/2__14# CEMENTED WITH 
TOC: 1900_. FEET DETERMINED BY 
HOLE SIZE:_7-7/8." SETTING DEPTH 
TOTAL DEPTH: 3100* 

270 SX. 
...Survey 

3098.54 

INJ.ICIIQN_INIERyAL 

29871 FEET TO 29931 FEET - PERFORATED 

TUBING 

TUBING SIZE:_2-3/8_ LINED WITH: . P l a s t i c SET IN A 

_Baker._AD~i PACKER AT: 2937;. FEET 

QTHER.DATA 

1. NAME OF 'INJECTION FORMATION:.Queen 

2. NAME OF FIELD OR POOL (IF APPLICABLE) : _Sf;._Chayes_Queen_ 
3. IS THIS A NEW WELL DRILLED FOR INJECTION?...No 

IF NO,FOR WHAT PURPOSE WAS THE WELL ORIGINALLY DRILLED? 
_ I b 1 •#._ w1 <~ 11 .was.... d r i 11 ed.as. a .Qyeen.erg d u c i n g_we 11. 

4. HAS WELL EVER BEEN PERFORATED IN ANY OTHER ZONE(S)?_Nq_ 
LIST ALL SUCH PERFORATED INTERVALS AND GIVE PLUGGING 
DETAILS (SACKS OF CEMENT OR BRIDGE PLUG(S) USED): 

GIVE DEPTH TO AND NAME OF ANY OVERLYING AND/OR 
UNDERLYING OIL OR GAS ZONES (POOLS) IN THIS AREA: 
None known. _ 

WELL...SCHEM ATI C... ATT ACHED 
20 



GARNER FED #07 
SW-SE 27-T12S-R31E 
CHAVES COUNTY, NEW MEXICO 

8 5/8 SURFACE CASING 
AT 424' WITH 
CEMENT CIRCULATED 

.CEMENT TOP - 1900 
BY TEMP. SURVEY 

_2 3/8 PLASTIC LINED TUBING 

-INJECTION PACKER 
AT APPROX. 2937 

--PERFORATIONS 
2987-2993 

5 1/2 PRODUCTION CASING 
AT 3098' (TD) WITH 
270 SACKS CEMENT 



WELL DATA SHEET 

OPERATOR: __atas J?Xilling..Company.._LEASE: _Ap.ach.g_.:'27 „...State 

WELL NO. : _1 FOOTAGE: _3301FSL-23101FWL SEC: .27-11.2s-R31 e 

iyBULAR...DATA 

SyRFACE_CASING 

SIZE:_8r5/8". CEMENTED WITH: SX. 
TOC: Surface FEET DETERMINED BY: . C i r c u l a t i o n 
HOLE SIZE: .i„~l/4_ SETT I NB DEPTH: _422„ 

.INTERMED.IATE_CAS.IN6 

SIZE:_None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LONG._SIR.ING 

SIZE: _4-l/.2_' CEMENTED WI TH: SX. 
TOC: 210.: FEET DETERMINED BY: 
HOLE SI~ZE:_7-7/8:'. SETTING DEPTH: _3ISO.'. 
TOTAL DEPTH: 3150' 

PROpyCING_INTERVAL 

FORMATION: .Queen POOL OR FIELD: .SE_Chaves_Qugen 
SPUD DATE:_5r?-85 COMPLETION DATE: .6-27-85 
PERFORATED:. 2984 FEET TO 299.1 FEET 

ST IMULATI ON: .lOO.gals. „57._Hei_acid.„120.0„g 
-4QQO_gal§._CQ2„__0_ 

OTHER PERFORATED ZONES:_Ngne 

CURRENT..STATUS 

WHAT IS CURRENT STATUS OF WELL?_Pumgi n.g.gi.l .well.. 

IF P&A, LIST PLUGGING DETAILS: 



! WELL DATA SHEET \J. 

OPERATOR: _XatLei>_BrJ^ : _Agache J_27__State 

WELL NO. : _2 FOOTAGE: 165j;FSj_-2310:tIEL„._SEC: _27-Tl.2s-R31e 

IUBULAR..PATA 

SURFACE CASING 

SIZE: „8_3/8_ CEMENTED WI TH: SX. 
TOC: Surface FEET DETERMINED BY: _ C i r c u l a t i o n 
HOLE SIZE: _i2-.l/4_. SETTING DEPTH: _454.'_ 

INTERMEDIATE..CASING 

SIZE:„None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: _ SETTING DEPTH: 

LQNG_STRING 

SIZE: _4-i./2". CEMENTED WITH: SX. 
TOC: Surface FEET DETERMINED BY: _Ci r c u l at i on 
HOLE SIZE:_7=Z./B" SETTING DEPTH: _313p_ 
TOTAL DEPTH:_3150; 

PRODUCING.. INTERVAL 

FORMATION: _Queen POOL OR FIELD: _SE._Chayes_Qyeen 
SPUD DATE:_7.~2?-05 COMPLETION DATE: _8-23-85 
PERFORATED.:. 2??6 FEET TO 3000 FEET 

STIMULATION: _ 8 5 0 _ g a ^ 
_23%_C02i..ig™ 

OTHER PERFORATED ZONES:_Ngne 

QUBRENI_SIAIUS 

WHAT IS CURRENT STATUS OF WELL?_PymRj ng_oi 1 „we.l 1. 

IF P&A, LIST PLUGGING DETAILS: 



WELL DATA SHEET 

OPERATOR: _ Y a t e s _ g r i 11 i n g _ C g _ LEASE: _SyrkAfefc„Fgdera._ 

WELL NO. : _ i FOOTAGE: 2 3 1 p _ F N L z l ? 8 0 ^ F E L SEC: _ 3 4 - . T 1 2 s ~ R 3 i e 

TIJBULAR._PATA 

SURF ACE._CAS ING 

SIZE: _8-5/8„_24# CEMENTED WITH: _300 SX. 
TOC: Surf ace FEET DETERMINED BY« _Ci.rc_ulat.ion 
HOLE SIZE: _12-1./A'l SETTING DEPTH: _450_ 

INIERMEDIATE..CASING 

SIZE: _None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LQNG_STRIN6 

SI ZE: _5-.l ./2 __1.4_. CEMENTED WITH: _360 SX. 
TOC: 1650_ FEET DETERMINED BY: _Tem[3.....Syrvey 
HOLE sizE:_7-7/B_ SETTING DEPTH: _3080_ 
TOTAL DEPTH: 3100' 

PR0PUCING_INTERVAL 

FORMATION: _Queen_ POOL OR FIELD: _SE ..Chayes_Queen 
SPUD DATE:_3_23-84 COMPLETION DATE: _4-7-B4 
PERFORATED.:. 2§Z4 FEET TO 2882 FEET 

STIMULATION: _750..gal s__ 15__HC!„sci d.T„20pgp_gal s..„30#_gel., 
_2S:/._C02^_1650C;i_2Q2^ 

OTHER PERFORATED ZONES: None 

QyRRENI„SjATUS 

WHAT IS CURRENT STATUS OF WELL?_Pump.i ng_gi. 1 _well 

IF P&A, LIST PLUGGING DETAILS: 



WELL DATA SHEET 

OPERATOR: _Yates_Pr i. 1 I i ng„ Cg_ LEASE: _Bur ki .tt...Federal 

WELL NO.: JZ FOOTAGE:„650_F„L__2_Q SEC:_34_T12s_R3ie 

lUBULARLDATA 

SyRFACE„CAS.ING 

SIZE: _B—5/8"_24# CEMENTED WITH: _375 SX. 
TOC: Surface FEET DETERMINED BY: _ C i r c u l a t i gn_ 
HOLE s i z E : _ i 2 ~ l /4_. SETTING DEPTH:_370_ 

INIEj_MEDI ATE_CASING 

SIZE:_Npne CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LONG_.SIRING 

SIZE: _5-l/2.,:_14# CEMENTED WITH: _250 SX. 
TOC: .1.678_ FEET DETERMINED BY: _Cement_Bond, Log 
HOLE SrZE:_7„7/8_ SETTING DEPTH: _2845_ 
TOTAL DEPTH: _2850.:. 

PROpyCING^_INTERVAL 

FORMATION: _Queen POOL OR FIELD: _SE Chaves_Queen 
SPUD DATE:_5_5-S4 COMPLETION DATE:_7-10-84 
PERFORATED:. 2754 FEET TO 2760 FEET 

STIMULATION: _750„gals^.._15^ 
_5ppO„gals„CQ2__145pO^ 

OTHER PERFORATED ZONES: None 

CyRRENT_STAILJS 

WHAT IS CURRENT STATUS OF WELL?_Pump.i ng_oi l . w e l l . 

IF P&A, LIST PLUGGING DETAILS: 



WELL DATA SHEET _ 

OPERATOR:_Yates^ 

WELL NO.: _3 FOOTAGE: „33Q;_FN^-2310_FWL SEC: _34-T 12s-R31 e 

TUBULAR.DATA 

SURFACE_CASING 

SIZE: _B_5/B__24# CEMENTED WITH: _270 SX. 
TOC: Surfa c e FEET DETERMINED B Y : _ C i r c u l a t i o n , 
HOLE SIZE: _12-1 / A l SETTING DEPTH: _424..'. 

INTERMEDIATE.„CASING 

SIZE: _Ngne CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LQNG..STRING 

SIZE: _5-l/2^„14# CEMENTED WITH: _260 SX. 
TOC: .1.640;. FEET DETERMINED BYa _TemR__ Suryey 
HOLE SI ZE:_Zz7/B_ SETTING DEPTH: _30B3 ' 
TOTAL DEPTH: 3100' 

PRgDUCING._ I NTERVAL 

FORMATION: _Queen _, POOL OR FIELD: _SE Chaves Queen 
SPUD DATE:_8-9r85fc COMPLETION DATE: _10-1-85 
PERFORATED.: 2988 FEET TO . 2992 FEET 

STIMULATION: _750 ga l s..._ 15"/_...HCl_acid...... 13ppp...gal s__g.ei._ 
_24__tpn5_C02^ 

OTHER PERFORATED ZONES: None 

eyRRENT_STAT.yS 

WHAT IS CURRENT STATUS OF WELL?_Pum|3ing_oi 1 ...well 

IF P&A, LIST PLUGGING DETAILS: 



WELL DATA SHEET 

OPERATOR: .Yates.Dri 11 i.Qg„Cg. LEASE: _PeLuna._FedGral 

WELL NO.:.3 _FOOTAGE:_33p„FNL-l?80_FEL^^ 

IUByLAR_pATA 

SURFACE„CASING 

SIZE: .8-5/8 "..g^tt CEMENTED WITH:.300 SX. 
TOC: Surface FEET DETERMINED BY s . C i r c u l a t i o n 
HOLE SIZE: _12-1/4_ SETTING DEPTH: _433„ 

INTERMEP.IAIE_CASING 

SIZE: _Ngne CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LQNG.STRING 

SIZE: .5-1/2^_ 14*. CEMENTED WITH:.410 SX. 
TOC:_„1900. FEET DETERMINED BY: .Cement Bond_ Log 
HOLE SIZE: .7—7/8. SETTING DEPTH: .3094.1 
TOTAL DEPTH: .3.100.1 

PRQpyCING_INTERyAL 

FORMATION: .Queen POOL OR FIELD: .SE.Chaves.Queen 
SPUD DATE:.2-11.B5 COMPLETION DATE: .3-20-85 
PERFORATED.:. 2987.1/2 FEET TO 2993 FEET 

STIMULATION: _75p_gals^._15/._hcl.,... 15000_gals.v.30#„gel_ .23-1/2 
tgng_g02._i3000#.2 -

OTHER PERFORATED ZONES:.None 

eyRRENi.STATys 

WHAT IS CURRENT STATUS OF WELL?_Pumgi ng_.oi l.wel .1 

IF P&A, LIST PLUGGING DETAILS: 



WELL DATA SHEET 

OPERATOR: _YatesJDr i 11 i ng„.Co... LEASE: .Doyal 

WELL NO. : _1 FOOTAGE: _6601FNL-_9?01FEL. SEC: .34-1 12s =R3le 

TUBULAR ..DATA 

SAJRFACE_CASING 

SIZE: _B-5/___.4# CEMENTED WITH: .250 SX. 
TOC: Surface FEET DETERMINED BY: . C i r c u l at ion 
HOLE SIZE:. 12-l/4_-. SETTING DEPTH: .409. 46 ' 

INTERMEDIATE.CASING 

SIZE: .None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LQNG.SIRING 

SIZE: .5-1/2. CEMENTED WITH: .250 SX. 
TOC: 2200. FEET DETERMINED BY: .Temp. .Survey 
HOLE SIZE: .7.7/B'l SETTING DEPTH: .30981 
TOTAL DEPTH:.31001 

PRODUCING., INIERVAL 

FORMATION: .Queen POOL OR FIELD: _SE Chaves.Queen 
SPUD DATE:.7-31-84 COMPLETION DATE: .8-25-84 
PERFORATED: 29821 FEET TO 2989.'. FEET 

STIMULATION: „750...gal Iqns.gf...15_/C...HC1......1.5000 gal 1 ons. 30#„gel 
A_3Q00_SCF_N2_per 
sand. 

OTHER PERFORATED ZONES:.None 

QyRRENT.STAiyS 

WHAT IS CURRENT STATUS OF WELL?_Pump.ing_.oi l_„wel 1... 

IF P&A, LIST PLUGGING DETAILS: 



WELL DATA SHEET 

OPERATOR: .Yates.Dr i 11 i ng.Ca... LEASE: .Dgyal. 

WELL NO. : _2 FOOTAGE: _5pO:FSJ..r._Z6Q.:EiL- SEC: _2J.-T12s.R31e 

TUBULAR .DATA 

SURFACE.. CAS ING 

SIZE: _B-S/8_._24# CEMENTED WITH: _27!3 SX. 
TOC: Surface FEET DETERMINED BY: . C i r c u l a t i o n 
HOLE SIZE: _.1.2-1 / 4_ SETT I NG DEPTH: _411./. 

.INTERMEDIATE CAS ING 

SIZE: .None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: _ SETTING DEPTH: 

LONG ..STRI NG 

SIZE: _ 5 - l / 2 _ CEMENTED WITH: _250 SX. 
TOC: 2200.; FEET DETERMINED BY: _Temp. .Survey 
HOLE SIZE: ._7r.Z/8" SETTING DEPTH: .3098.' 
TOTAL DEPTH: .3100.; 

PRODUCING.INTERVAL 

FORMATION: .Queen POOL OR FIELD: _SE. Chayes .Qyeen 
SPUD DATE:_9_7_84 COMPLETION DATE: _9-20-84 
PERFORATED:. 298.1 FEET TO 29871 _FEET 

STIMULATION: _Z5Q._.gallgns.gf . 13„̂ .._HC1 
A_257,.CQ2_12W0#_2 

OTHER PERFORATED ZONES: None 

CURRENT...STATUS 

WHAT IS CURRENT STATUS OF WELL?_Pump i nn g i 1 _wel 1.. 

IF P&A, LIST PLUGGING DETAILS: _ 



WELL DATA SHEET 

OPERATOR: Ja„es_DriLUng_gg.. LEASE: .Dgyal 

WELL NO.: 3 FOOTAGE:1980'FSL- 990'FEL SEC: 27-T12s-R31e 

TyByLAR..PATA 

SURFACE .CASING 

SI7.E:_B;-5/8„„24# CEMENTED WITH:.260 SX. 
TOC: Surfa c e FEET DETERMINED BY: _Ci r c u i a t i pin 
HOLE SIZE: .12-1/4_ SETTING DEPTHx_409_ 

INIERMEPIAXE..CASING 

SIZE:.None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LQN6_STRING 

SIZE:_5-l/2^._!4# CEMENTED WITH:_850 SX. 
TOC: 6301 FEET DETERMINED BY: _Temp. Survey 
HOLE SIZE:_7-7/B_ SETTING DEPTH: .30991 
TOTAL DEPTH: 3100' 

PRODUCING.INTERVAL 

FORMATION: ..Queen POOL OR FIELD: _SE. Chayes.Queen 
SPUD DATE: .9-20-84 COMPLETION DATE: .NONE 
PERFORATED 29911 FEET TO 29?.Z1___ FEET 

STIMULATION: _750„gal 1 ons. o.f 15_7«_HC1„_15000 
.,.._257._^02_2000^ 

OTHER PERFORATED ZONES:.None 

QURRENT.STATUS 

WHAT IS CURRENT STATUS OF WELL?.Temg.__AbandoQed 

IF P&A, LIST PLUGGING DETAILS: 



WELL DATA SHEET 

OPERATORS „Yates_Dri 1.1 ing.„Cg.. LEASE: _yqyal 

WELL NO. : _4 FOOTAGE: _330:.FSL-.. 33^_FWL„_SEC: _26-I12s rR3i.e 

TyBULAR_.DATA 

SURFACE_CASING 

SIZE: _B-5/a.....24# CEMENTED WITH: _23p SX. 
TOC: Surface FEET DETERMINED BY: _Ci i_cu.fati.on 
HOLE SIZE: _ 12-.1 /4" SETTING DEPTH: _400_' 

INIERMEpiATE_.CASING 

SIZE:_Npne CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LONG...STRING 

SIZE: _57l ./2.'.,_i4tt CEMENTED WITH: ...973 SX. 
TOC: 3.10.; FEET DETERMINED BY: _Temp_. Survey 
HOLE SIZE: _Zr.Z./8'.' SETT I NG DEPTH: _3QSGr 
TOTAL DEPTH: _310p_; 

PRODUC I NG,. I NTERVAL 

FORMATION: _Queen POOL OR FIELD: _SE_Chaves_Queen 
SPUD DATE: _ 11^1.9^84 COMPLETION DATE: _1 -24-37 
PERFORATED: 2982; FEET TO 2983.1 FEET 

STIMULATION: _Z5p...ga;.L.l gns._.pf._ 13_.7._.H 
j..„22_.tpns.._C0.2.__i20pp#_ 

OTHER PERFORATED ZONES:_Npne 

CURRENT _..SIAIUS 

WHAT IS CURRENT STATUS OF WELL?._P_umgi.ng._gi l.._wel.l. 

IF P&A, LIST PLUGGING DETAILS: 



WELL DATA SHEET 

OPERATOR: _X_ieS~P.CJ-..J-J.iQ9-GOji. LEASE: _Gal .1 agner_State 

WELL NO.: 1 FOOTAGE: 330'FNL- 330'FWL SEC: 35-T12s~R31e 

TUBULAR DATA 

SURFACE.. CASING-

SIZE: _8-5/a.';..24# 
TOC: Surface 
HOLE SIZE:*_12— 1 /4_._. 

INTERMEDIATE CASING 

CEMENTED WITH: _250 SX , 
.FEET DETERMINED BY:.Circulation 

SETTING DEPTH: 433* 

SIZE: .None CEMENTED WITH: 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LONG STRING 

SX, 

SIZE: _5-l/2.'._14# 
TOC: Surface 
HOLE SIZE:_7rZ./8"_, 
TOTAL DEPTH: 3100' 

CEMENTED WITH:_?00 SX. 
.FEET DETERMINED BY:.Circulation 

SETTING DEPTH: 3084' 

PRQPUC ING... INTERVAL 

FORMATION: _Queen POOL OR FIELD: SE Chaves Queen 
SPUD DATE:_10::28r84 COMPLETION DATE: _i.l-9-8'1 
PERFORATED:. 29821 FEET TO 29871 FEET 

STIMULATION: _630_gal 1.ons...of „ 15_7.„HC1_ 15gpp„gal 1 gns..30tt_gel 
._..22-tpns..C02„_.120gp# 

OTHER PERFORATED ZONES:_Ngne 

CURRENX-STATUS 

WHAT IS CURRENT STATUS OF WELL?_Pump.ing..gi l._wel 1 

IF P&A, LIST PLUGGING DETAILS: 



: ; WELL DATA SHEET 

OPERATOR: _Y„tes„DrU LEASE: _Barner.Federal. 

WELL NO. : .2 FOOT ABE: 2310;.FSLr23101FEL SEC: .34-1.12s-R31e 

JUBULAR.DATA 

SURFACE.. CASING 

SIZE: _8_5/B_„24« CEMENTED WITH: .250 SX. 
TOC: Surface FEET DETERMINED BY: _Circul,ation 
HOLE s i z i : _ 1 2 r l / 4 , _ SETTING DEPTH: .410.; 

INTERMEDIATE.CASING 

SIZE: .None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LQNG.STRING 

SIZE: _5-.l/2__„4# .CEMENTED WITH: _S30 SX. 
TOC: 1.9921 FEET DETERMINED BY: _Cement_Bond.Log 
HOLE SIZE: .7-7/.8_ SETTING DEPTH: .30.98; 
TOTAL DEPTH:.31001 

PRQpUCING.INTERyAL 

FORMATION: .Queen POOL OR FIELD: _SE .Chaves.Queen 
SPUD DATE: _4-2_„S4_I COMPLETION DATE: .6-1-844 ~ 
PERFORATED:. 2982 FEET TO 2990 FEET 

STIMULATION: _75<:>._gal.s......1̂  
_23:/.„CQ2j._165Q0 

OTHER PERFORATED ZONES:.None 

CURRENI.SIAiyS 

WHAT IS CURRENT STATUS OF WELL?_Pump.i ng...gi 1 well 

IF P&A, LIST PLUGGING DETAILS: 



•^y WELL DATA SHEET w -

OPERATOR: _Yates„Dri 11 ing_.Cg.. LEASE: Jar n e r _ F e d e r a l 

WELL NO.:_3 FOOTAGE:1_801FNL-1?8Q„ SEC:_34„I.12s_R31e 

TUBULAR DATA 

SURFACE CASING 

SIZE: _8-5„/B_J24# 
TOC: Surface 
HOLE SIZE: 12-1/4" 

CEMENTED WITH:_225 SX. 
.FEET DETERMINED BY:_Circulation 

SETTING DEPTH: 408' 

INTERMEDIATE CASING 

SIZE:_None CEMENTED WITH:. 
TOC: FEET DETERMINED BY:. 
HOLE SIZE: SETTING DEPTH: 

SX. 

LONG STRING 

SIZEI _5-1 /2__i.4# 
TOC: 1810_ 
HOLE SIZE: _7-7/8__, 
TOTAL DEPTH: 3100' 

CEMENTED WI TH: „250 SX. 
.FEET DETERMINED E-iY: _.Temg....Survey 

SETTING DEPTH: 3100' 

PRODyCING„INTERyAL 

FORMATION: _Queen POOL OR FIELD: _8E. Chaves Queen 
SPUD DATE:_.7„2-84 COMPLETION DATE: _8-*i2-84 
PERFORATED:. 2.281 FEET TO 2986 FEET 

STIMULATION: _750_.gals^ 
_50Q0_SQF_N2__ 

OTHER PERFORATED ZONES: _Ngne, 

CyRRENT_.STAT.US 

WHAT IS CURRENT STATUS OF WELL?_Pumgin.g..gi l_wel 1 

IF P&A, LIST PLUGGING DETAILS: 



w ' WELL DATA SHEET w ; 

OPERATOR: _Yates..Dr i l l i ng_Cg.. LEASE: _@ac.0.gt_Etrf.tCill, 

WELL NO. : _7 FOOTAGE: _6^0_FSL-1?^01FEL SEC: _27.zI12s-R3.Ie 

XUBULAR_PATA 

SURFACE.. CAS ING 

SIZE:_8-5/8__g4# CEMENTED WITH:.250 SX. 
TOC: Surface FEET DETERMINED BY: .C i r c u l a t i o n . 
HOLE SIZE: _.l2-1./4_ SETTING DEPTH: _424.;. 

INIERMEPI.AIE_CASING 

SIZE:.None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LQNG.STRINQ 

SIZE: _5z.i./2__.14# CEMENTED WITH: .270 SX. 
TOC: 1700_ FEET DETERMINED BY:.Temp.. Survey 
HOLE SIZE:_7-7_/8_ SETTING DEPTH:.3098.54_ 
TOTAL DEPTH:_310p; 

PRODUC.I NG_ I NTERVAL 

FORMATION: .Queen POOL OR FIELD: _SE..Chaye_>.Queen 
SPUD DATE: .10-14^84 COMPLETION DATE: _ lpz3p r84 
PERFORATED: 2987' FEET TO 29V3. FEET 

ST IMULATI ON: _7_p._gal 1 ons... of _ 1 S.X.HCl __ 15p0p._.gal. Ions 30# .gel 
_._lppp.SCF/BBL_C02„ 1300 

OTHER PERFORATED ZONES:.None 

QURRENT_STATUS 

WHAT IS CURRENT STATUS OF WELL?_Pumpirjg.oi 1 ..wel 1 

IF P&A, LIST PLUGGING DETAILS: 



\ / WELL DATA SHEET • / 

OPERATOR: _Yates_Dri 11 ing_Cg_ LEASE: .garnerFederal. 

WELL NO.:_? FOOTAGE:165X>;FSL-2310;FEL SEC:J27-J12s-R31e 

lUByLAR.PATA 

SURFACE.. CASING 

SIZE: _B-5/_8J__24 # CEMENTED WI TH: _250 SX. 
TOC: Surface FEET DETERMINED BY: . C i r c u l a t i o n 
HOLE SI ZE: _.12„k/A'l SETTING DEPTH: _428; 

.INTERMED I ATE. .CAS I NG 

SIZE: .None CEMENTED WITH: SX. 
TOC: FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LONG.. STRING 

SIZE:_5-i./2__14# CEMENTED WITH 
TOC: .1820.;. FEET DETERMINED BY 
HOLE SIZE: _7„7/B_ SETTING DEPTH 
TOTAL DEPTH: 3100' 

.320 SX. 
_Iemp ....Survey 
"3098 ' " 

eRO0yCING_INT.ERVAL 

FORMATION: _Queen POOL OR FIELD: _SE Chaves.Gueen 
SPUD DATE: _ 1 i r i 1-84 COMPLETI ON DATE: _ 1 j ~30r84 
PERFORATED: 2985; FEET TO 2995; FEET 

STIMULATION: _Z50._ga.l l q n ^ 30t*..ge_ 
.*._16_tgns...gf _CQ2_ i§Oj_0#_^ 

OTHER PERFORATED ZONES: None 

CURRENT.STATUS 

WHAT IS CURRENT STATUS OF WELL?_Pym BiQg_gil_wel1 

IF PS<A, LIST PLUGGING DETAILS: 



WELL DATA SHEET 

OPERATOR: _Yates_pr.i 11 ing_Cg_ LEASE: _Ri cJ„_Feder_l 

WELL NO.:_1 FOOTAGE:231Q1FNL„2310_F^L SEC:_27-I12s-R31e 

TUBULAR DATA 

SURFACE CASING 

SIZE:_8-5/8__24# 
TOC: Surface 
HOLE SIZE:"" 12-7/4"' 

CEMENTED WITH" 
.FEET DETERMINED BY 

SETTING DEPTH 

50 SX. 
C i r c u l a t i q n 
4 1 2 ' 

INTERMEDIATE CASING 

SIZE:_Ngne CEMENTED WITH: 
TOC: FEET DETERMINED BY: 
HOLE SIZE: _ _ SETTING DEPTH: 

SX. 

LONG STRING 

SIZE:_None 
TOC: 
HOLE SIZE: _7r7/8:'_. 
TOTAL DEPTH: 3100' 

CEMENTED WITH: 
.FEET DETERMINED BY: 

SETTING DEPTH: 

SX. 

PRODUCING_INIERyAL 

FORMATION: _Ngne POOL OR FIELD: _SE_Chaves Queen 
SPUD DATES_£1-S0r84. COMPLETION DATE:..None 
PERFORATED.:. FEET TO FEET 

STIMULATION: None 

OTHER PERFORATED ZONES: None 

CyRRENT_STAT.yS 

WHAT IS CURRENT STATUS OF WELL?_P.lygged_.and„Abandoned 

IF P&A, LIST PLUGGING DETAILS:_P&A_12-12-84 
-PI yg._304jO-2940„_„33_s>._Cl ass l,.C.'_..ne.at.__Pl.yg.....210O-2g00.:._.73„._s>; 
_Ci_ass___C^_w./^ 
-Ely9_£ii.2r362„_50„g 
_Qiss*5_"C"_neat [ ~_ 



SURFACE. 

SXL 

20 SACK SURFACE PLUG 

1800-

2308-

3MW 

RICH FED. #01 
SW-NE 27-T12S-R31E 
CHAVES COUNTY, NEW MEXICO 

8 5/8 SURFACE CASING 
AT 412* WITH 
CEMENT CIRCULATED 

.50 SACK PLUG 
382-462 

35 SACK PLUG 
H00-1500 

75 SACK PLUG 
2800-2100 

35 SACK PLUG 
2940-3040 

gg CEMENT 



WELL DATA SHEET „. 

OPERATORS _Sngw„Oil_C^mp.;iny LEASE: _ I g l _s_F^deral 

WELL NO.:_1 FOOTAGE:l?eoiFSL~1650;FWL__SEC:_26-l12s-R31e 

IUB(JLAR„DAJA 

SURFACE „CASI.N6 

SIZE:_8-5/8" CEMENTED WITH: SX. 
TOC:__Surface FEET DETERMINED BY: . C i r c u l a t i o n 
HOLE SIZE: _12-_l/4_. SETTING DEPTH: _473 

INJERMEDI ATE_.CAS I NG 

SIZE: _Ngne CEMENTED WITH: SX, 
TOC: _ FEET DETERMINED BY: 
HOLE SIZE: SETTING DEPTH: 

LQNG_STRING 

SIZE:_4-l/2_. CEMENTED WITH: SX. 
TOC: 900_ FEET DETERMINED BY: .Estimate 
HOLE SIZE: SETTING DEPTH: _31.15_ 
TOTAL DEPTH:_3115; 

PROpyC^ING.INTERVAL 

FORMATION: _Queen POOL OR FIELD: _SE Chaves Queen 
SPUD DATE:_l_8--83. COMPLETION DATE: .None 
PERFORATED: 2344 FEET TO 2845 FEET 

STIMULATION: 

OTHER PERFORATED ZONES: None 

CURRENT .STATUS 

WHAT IS CURRENT STATUS OF WELL?._P1 ugged_and_Abaudoned 

IF P&A, LIST PLUGGING DETAILS: _3s>: plug_on CIBP <3 2990 1 

_3s„_pAug_gn_C^ 
_35s„_pl ug_f _867.;x._35s 



10 SACK PLUG 

TOLES FED. #01 
NE-SW 26-T12S-R31E 
CHAVES COUNTY, NEW MEXICO 

8 5/8 SURFACE CASING 
AT 473" WITH 
CEMENT CIRCULATED 

J35 SACK PLUG 
424-525 

-CUT & PULL CSG. 
AT 825 
35 SACK PLUG 
767-887 

3 SACK PLUG 
ON CIBP AT 2290 

.PERFORATIONS 
2344-2845 

3 SACK PLUG 
ON CIBP AT 2990 

TD 3115 

-§§ CEMENT 



Y A T E S DRILLING C O M P A N Y 
105 S O U T H F O U R T H S T R E E T — C505) 746 -9889 

F A X ( 5 0 5 ) 7/16-64 SO 

T E L E X 508891 ( Y P C A R T ) 

A R T E S I A . N E W M E X I C O 8 8 2 1 0 

May 31 , 1989 

PEYTON YATES 
PRESIOENT 

S. P. YATES 
V I C E PRESIDENT 

RANDY Q. PATTERSON 
SECRETARY 

DENNIS G. KINSEY 
TREASURER 

New Mexico State Engineer 
D i s t r i c t 2 Office 
P.O. Box 1717 

Roswell, New Mexico 88202 

Attention: Glen Brim, D i s t r i c t Supervisor 

Centlemen: 
Yates D r i l l i n g Company i s proposing to waterfiood the Queen 
formation underlying portions of Township 12 South, Range 31 
East and Township 13 South, Range 31 East, Chaves County, New 
Mexico. 

To insure the protection of fresh water aquifers i n t h i s area 
we would l i k e to obtain the location, depth and geological name 
of the producing formation f o r any water wells located i n either 
described township. Additionally, the i d e n t i f i c a t i o n of any 
commercial water wells i n the area would be h e l p f u l . 

Any information that your o f f i c e can provide concerning t h i s 
matter w i l l be greatly appreciated. 

Sincerely yours, 

YATES DRILLING COMPANY 

Tobin L. Rhodes 
Petroleum Engineer 

f <•-> 

CP 

•__ p t 

pt -n 

o rn 

CP 



' June 9, 1989 

jYates D r i l l i n g Company _ 

'ATTN: Tobin L. Rhodes, Petroleum Engineer 
i • . 

I 
i 
I 
'Enclosed are well locations and some 

ji 
jjinformation pertaining to these wells. They 

were d r i l l e d and finished i n the Ogallala 

Formation (TO). Record of other wells 

finished deeper on other water formations 

ii 
I iwere found north of Township 12 South i n 

I'lownship 11 South, Range 31 East. These 

Swells are finished i n the Triassic 

jFonnatiqn (TRC), depth of wells are between 

\ t 200 feet to 300 feet. 

Johnny R. Hernandez 

Basin Supervisor 



:tlon 24 Township 12 S'-'th Itange 31 East 

Township 12 South Range 31 East tction 26 

" 2 1 1 7 , r 1 NW}SW£ I r r 

7̂49 fl?!!? • D o m ' & »«* r 6 7 * 9 SWtSEf* _ r ^ . r D O M & STK 
£?? T , C 0 M 0 1 1 & Gas well L-9566 is stock well L-6749** cTo^r* . 

4 7# /66 //bfe'irStr'f 

Section 27 Township 12 S Range 31 E. 

L-6650 SE^NE* Dom 6. Stk - 7T^? / 6>* ' ; - s/>^^< 

Section 35 Township 12 South Range 31 East 

L-2932 
L-4170 
L-4296 
L-4296-X 
L.-4296-X-2 
L-4296-X-3 

NwjsEjNWj 

NÊ NÊ  
SE|sEi . 

OWD 
Dom. 72? 
wp .— <2~a/v re tt-sef 

WF — atrnrc^Ct'/ 
WF -— crWfif^^/c^^ 

t 

sir • : 

<*4«* ^ Co u 

43 



lection 23 Township 13, •"" ->uth Range 31 E a s t 

,-3914-X-lO 
. -3914 -X- l l 
.-3914-X-12 
J-3914-X-13 
J-3914-X-14 

NE^NEi 
SE^SWjf 
NWiSEi 

Ind . 
Ind . 
I n d . 
Ind . 
Ind . 

3 /VOT brili-sol 

Section 24 Township 13 South Range 31 East 

^^SW^NEj L-3914 ^^SW^NEj Ind. 
L-3914-X NE$Swj Ind. 
L-3914-X-2 m.\m\ Ind. 
L-3914-X-3 SWjSEi Ind. 
L-3914-X-4 SEiNEj Ind. -
L-3914-X-5 NEjSE^ Ind. 
L-3914-X-6 Ind. 
L-3914-X-7 NE^NEi Ind. 
L-3914-X-8 Ind. 
L-3914-X-9 SE$NW£ Ind. 

^(fvdCo 

Sect ion 35 

L-2849 

Township 13 South. Range 31 East ' 

SWiSEjNWj Dom. j f d Ctf JT^Co'rc/ /W/Z. 



Township 13 Sr ̂ h Range 31 East 

ŜÊ NE-jSV... 
'-'JJEisEjsEl 

swiswjswi 

WF 
WP 

—72? 

Com. & Stock 
Cora. & Stock 

— T£>. 
<5 -v? 

"Vf/"^ 77). . , „ 
C 

Township 13 South Range 31 East 

.^SEjSEjSEj 

^SW^SEiNE^ 
•^SWjSE^NEj 
SE|NEJ 

Stock 
Com. 

//0 (/Jt/f h CO rtf /WA. 
u/.'rA J toco A/ /oo (Ajf^t 

Dec. - - TJ) /Of O^y^r-'oh ~ 
Dec. — — 7~J> O I* <r~x*'^ — S*i-LC 
WP 

Township 13 South Range 31 East 

NEj OTO //0 c</ca tr-CorS 

• 6 o*s. 

Township 13 South Range 31 East 

m OWD W Wc/C 'tcCoU J«f°,. 

AS 



! ! QTR ! ! i 

! UNIT ! OF ! ; i 
i 

SEC TWN RNG ! LTR !UNIT : TD : TYPE : tt 

24 : 12S : 31E IK : ? : 140 1 DOM. IL4993 
24 : 12S ! 31E :P :? : 160 I DOM. 1L6649 
26 ' .125 3.1E :E : ? 166 1 DOM. «< STK IL6746 

^26 : 12S : 31E :L :? ? 1 IRR. IL2117 
<^lb I 12S 31E :o i : 19Q IC0M. (OIL •?< GAS )IL9566 
f i b 12S 31E !0 i *~\ 

i : 198 IC0M. , DOM. i ?< STKIL6749 
^27 12S 31E !H :? 160 1 DOM. & STK IL6650 
*-<35 ' 12S : 31E IF !NW 55 ID0M. IL4170 
•̂35 12S 3 IE : uop r *-» i 

1 * " l 
i ; 1L2932 

1 13S 31E !K ISE 190 1 WF 1L3460 
1 13S 31E !P ISE 220 1 WF IL3461 
1 13S 31E :M ISW 190 IC0M. ft STK 1L3S37X 
1 13S 31E :M ISW 165 IC0M. & STK 1L3837 
o 13S 31E :H ISW 165 IDEC. 1L3834 

13S 31E :H I? >̂ 1 WF 1L4295 
2 13S 31E !H INE 196 ISR0 IL3914 

13S 31E !H ISW 165 IDEC. 1L3S35 
o 13S 31E IP ISE *—\ 1 *~\ 

i : 1L3806 
13S 31E ! I INE 216 ISRO IL2745 

12 ! 13S ,31E ! A 1 <-> 
i 217 : SRO IL3460 

13 ! 13S !31E ! ABCD 1? 1 ~? I0WD 1L2933 
24 ! 13S I31E :H 1 NE 196 1 IND. IL3914 
35 ! 13S I31E :F ISW ! IDOM. 1L2849 
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PERMIAN . 
"reating Chemicals, Inc. p.o eox 728 

LOVINGTON. NM B8260 
PHONE i50S| 396-5674 

WATER ANALYSIS REPORT 

Conipany_ 

W e l d 

Lease 

• • • -
Well 

Yates Drilling 

Caprock 

Graham Water Station 

Type of Wai'er_ Fresh 

Sampling Point W a t e r T a n k s 

DISSOLVED SOLIDS 

CATIONS 

Sodium, Na+(Calc) 

Calcium, Ca++ 

Magnesium, 

Barium, Ba+ + 

Iron, Fe (Total) 

ANIONS 

Chloride, Cl-

Sulfate, So^ 

Carbonate, Co^" 

Bicarbonate, HCô -

230 

120 

24 

Date Sampled_ 

County 

State 

1-22-88 

Chavez 

NM 

Forma t i o n 

Water, B/D_ 

Sampled By_ 
Blackwell 

^ 23 

r 20 

lr 12.2 

meq/1 

10 

n e B 60.7 

350 • 
T 35.5 

10 

120 ? AO 
3 

0 r 30 
0 

300 •r '61 
5 

OTHER PROPERTIES 
8.2 

S p e c i f i c Gravi ty 

1.000 

H, S neg 

Total Dissolved 

Solids 

Total Hardness 

400 

Remarks and Recommendations 



: 'EIiMIAN ,: . 
reatinn Chemicals, Ihc_ : : 

P.O BOX 728 
LOVINGTON. NU 06260 
PHONE »50i | 396-5674 

WATER ANALYSIS REPORT 

Yates D r i l l i n g 
Comnanv 

1-22-88 
Date Sampled 

W e l d C a p r O C k 
• 

County 
Chavez 

* V . 

L e a s e Graham Water we l l ( f resh) S ta t e 
NM 

., . . North of Lease 
Wel 1 Forma t i o n 

/ 

Type o f Water K w S l v Water , B/D 
Blackwell 

Samol in* P o i n t W e l 1 h e a d Sampled By 

DISSOLVED SOLIDS OTHER PROPERTIES 

CATIONS mc/1 meq/1 pll 8 * 3 

Sodium, Na+(Calc) 
115 

r 23 
5 

S p e c i f i c G r a v i t y 

C a l c i u m , Ca++ 
120 

-r 20 
6 

I.O06 

Magnesium, Mg++ 
15 

r 12 . 
1 

2 H,S N e S 

B a r i u m , Ba+ + 
Neg 

T 68 . 7 T o t a l D i s s o l v e d 

I r o n , Fe ( T o t a l ) 
% 

S o l i d s 817 

• 
T o t a l Hardness 

360 

ANIONS 

C h l o r i d e , C l - 200 r 35, .5 6 

S u l f a t e , So,= 55 •r AO 1 • 

Carbona te , Co a = 
0 

- 30 
0 

B i c a r b o n a t e , HCo-j-
312 

-r ' 6 1 
5 

Remarks and Recommendations 



iRMIAN . 
iling Chemicals, Inc. P. O. EOX 728 

LOVINGTON. NM 88260 
PHONE »5Ci) 396-5674 

ompany_ 

Keld 

.ease 

.'ell 

WATER ANALYSIS REPORT 

Yates Drilling Report 

Caprock 

Williams Ranch 

Williams Fresh Water 

Fresh Water ?ype of Water 

Sampling Po int W e 1 1 h e a d 

)ISS0LVED SOLIDS 

: A T I O N S 

sodium, Na+(Calc) 

Calcium, Ca++ 

Magnesium, Mg + + 

Barium, Ba + + 

Iron, Fe (Total) 

UNIONS 

:hloride, Cl-

Sulfate, So^= 

Carbonate, Co^a 

3icarbonate, HCô -

mg/l 

70 

80 

20 

Neg 

Date Sampled^ 

County 

Slate 

1-22-88 

Lea 

NM 

forma t ion 

Water, B/D_ 

Sampled By 
Blackwell 

r 23 

r 20 

? 12.2 

T 68.7 

meq/1 
3.0 

A.O 

1.6 

100' r 35 .5 
2.8 

• AO AO 
0.8 

0 - 30 
0 

292 
r ' 6 1 

A.8 

OTHER PROPERTIES 

P" 
8.2 

Spec i f ic Gravity 

1.000" 

H 2S Neg 

Total Dissolved 

Solids" 6 0 2 

Total Hardness 

271 

Remarks and Recommendations 



PERMIAN 
Treating Chemicals, Inc.. 

WATER AN/i 

Company 

F i e l d 

Lease 

• — — • 
Wel 1 

Yates Drilling 

Caprock 

Gallagher 

Type of Water Produced 

Sampling Point T r e a t e r 

DISSOLVED SOLIDS 

CATIONS 

Sodium, Na+(Calc) 

Calcium, Ca++ 

Magnesium, Mg+ + 

Barium, Ba++ 

Iron, Fe (Total) 

u£/l 

93100 

.3750 

12900 

neg 

ANIONS 

Chloride, Cl-

Sulfate, So^= 

Carbonate, Co^= 

Bicarbonate, HCo-j-

1350 

140 

Remarks and Recommendations 

.YS1S REPORT 

Date Bai 

! i 

Count 

State' 

Formatidn 

pl(i 

Water1, B|/D 

Sampled jBy 

1 • 

-r 23 

meq/1 

4265 
J r 

20 108 

('THER 

peci 

193000 

2.2 

8.7 

1057 
I I 

. P.O BOX 7? 
lOVIUGION.NM 
PHONE iSOS) 39C 

1-22-88 

Lea 

NM 

Queens 

Blackwell 

PROPERTIES 

5.9 

f i c Gravi ty 

1.200 

T o t a l 

So l ids 314,240 

Neg 

Dissolved 

I 
l o t n l | Hardness 

62,800 

J 28 

35.5 . 5577 

0 

2.3 

51 



PERMIAN 
Treating Chemicals, Inc.. 

WATER AN/\ ..YSIS REPORT 

Company^ 

Pi e ld 

Lea se 

Well 

Yates Drilling 

Caprock 

Doyle 

12 & A 

Type of Water 
Produced 

Sampling Point Treater 

DISSOLVED SOLIDS 

CATION'S 

Sodium, Na+(Calc) 

Calcium, Ca++ 

Magnesium, Mg++ 

Barium, Ba++ 

I r o n , Fe ( T o t a l ) 

97900 

3000 

133C0 

Date 

County 

Slate 

3ai iplec 

Formation 

Water, B/D 
' *' 

SampI ed jiBy 

it 

23 

20 

I, 

meq/1 

A257 

190 

0 

-22-88 

Q 

p.o eox 17 
LOVING! ON. NM 
PHONE |50S| 396 

L»a 

Nl 

leens 

B .ackwell 

OT'HERI PROPERTIES 

1! 

2. 21090_ 

8.7 

58 

ANIONS 

Chloride, Cl-

Sulfate, So^= 

Carbonate, Co^s 

Bicarbonate, HCô -

peci 

5.7 

f i c C rav i ty 

1.200 

neg. 

Tlotal Dissolved 

o l i d s 3 1 2 ' 5 9 8 

T o t a l 

196,000 35.5 5521 

1A00 •r AO 29 

0 f I 0 0 

1A0 -J 1 2.3 

Hardness 

6A.900 

Remarks and Recommendations 

_S2_ 



PERMIAN : 

"rcating Chemicals, Inc.. P.O. BOX 728 
LOVINGTON. NM 88263 
PHONE |505| 396-5674 

WATER ANALYSIS REPORT 

Company, 

Pi e ld 

Lease 

Well 

Yates Dr i l l i n g 

Caprock 

Burkett 

Date Sampled^ 

County 

Slate 

1-22-88 

Lea . 

NM 

format ion 
Queens 

Type of Water Produced 

Sampling Point_ Treater 

DISSOLVED SOLIDS 

CATIONS 

Sodium, Na+(Calc) 

Calcium, Ca++ 

Magnesium, Mg++ 

Barium, Ba+ + 

Iron, Fe (Total) 

ANIONS 

Chlor ide , C l -

S u l f a t e , S o ^ 

Carbonate, Co-j"* 

Bicarbonate, HCoy 

Water, B/D_ 

Sampled By_ 
Blackwell 

mg/ l 

98000 

4100 

12800 

Neg 

r 23 

•r 20 

r 12.?. 

r 60.7 

meq/1 
4261 

205 

1049 

197 ,.000 5549 

1200 

120 

35.5 

40 

30 

'61 

25 

OTHER PROPERTIES 

5.9 

S p e c i f i c Gravi ty 

1.200 

H,S Neg. 

T o t a l Dissolved 

Sol ids 313,220 
* 

T o t a l Hnrdness 

6300 

Remarks and Recommendations 



.ERMfAN 
Jatiilg Chcmioa l s , Inc. 

Deluna I 

wiuiipc'it.y 

I-enne 

" f l l _ _ 

Type of r 

Stiripl j n;; ) \ :;. ; 

u l5S0UT!» «yl J _ \ 

CATIONS .; 

Sodium, .',̂ 1 < o.. • , ; ) ' ! 

C:> l e i u:r., . . ;! 
I 

H.'[1'K «. i i.:-. ( . . . ' 
i 

Uar itiBi, >.::, t « 

I r o n , Fi.- Cl-..- n] ) 

Yates Drilling 

Produced 

Treater 

i i> 

j j 
i' 

*"'!. ~ 
i '•: 

97600 _ 

3̂ 60* 

12bO0' 

CM or i i!.;, i; ] .. i 
i 

Sulfatr, -• I 

Carbonate:, €..>.,•-

fti car lu-.n.-. • ... _•' 
.1 .; 

T , . , 

194,000 

1?00 

0-1 

88 ; ' 

t : l i ; i 1 V ;> • > .,;„!. . . .:<.,.:: 
I — 

i ! • 

• i 
i i 
i; 

i'i i 

! .; i l i -
ll. P I t o * j ^ a i . 
;;>.*>'.:• f. •.. r . i j io^A 

I • I li 
.}.! : 1-22-801 
, .. ,.. ...j 
i « i 
i Lea; • 

• - . . I ! 
NM 

t.'.i!' 
i 
i 

i. n. ' 
i • • i i f i 

i j 

fr 
j 

; I I 

[.!. ;! i!v I ! 

Queens ; 
- . lu.. 

: f l ' U. 

Blackwel'l '.; 

i i 

! ( : / ! 

M M hi? ninpl 

I-HJ: 

rrt is 
6.0 

4243 ... j . 

198 

rr i 
'10751 

! I 

-pi-lei fjt- c: 

H,:.; 

jiivj.LV 
•l .• " 

j.200 

eg 

j — : . . . 

| v e d 
Sju.ljjd.<:__ 1 3 5 j ' 1 ^ 8 

T;ol.;nl Hardn 

i ' i 

i 

i 

, ! 

i 

5465 
r — 

25 
i 

1.1 

i' i 

i ! 

: i 

!fei:5. 

; !. 
"I !' ! 

'63,000 

i ; 

i. • 

• I ! 
k • 

I 

4 
i' 

I f. 
j A -

i h 
: i 

't 

f ' 

't 

17 fi 
i 

fi' 
.f t 

i i . 

151 

54 

U i 
5 

i , 

f 
il 
! ' ' 

i 
!• ^ 
I! 

ii; 
|« •:.]: 

j v * 

! j 

i i 

IH I 

i •': 



;ERM!AN 
?atmg Chemicals. Inc.... 

i i: 

x-ompiii-.y 

>: e 2 d 

Lea s:a 

'.:c ] 1 

Yates Drilling 

i 

Garner, 

7 : 

!. •!: 

'f'ype of f Produced 
I - - -

tUSSOI.Vl .' .-v i . . 

CATJON'S 

S Oil i t.;i! ( j 

c: u;-, I . ; . . » 

1 ;. i ( ;•;. . t 

P a r i un,, ; . . ,» , 

I r o n , r,. i "* , i , , ] ; 

105,000 

4,750 

11,900 

t M ur i i!r-, c i 

5 ' i l f a i r , 

B ^ - u i i„.;.; :i <• 

i l ' i . ' i l 1. . , ; 

. !:C<. 

204;qoo 

i,'ioo 

• ' ! ! -
;o : 

205' 

. !. * i l 
!;! . 
i . r i 
i ( i ; • 

Ssl (; 
I! 

« f i 
i 

•]-!.h! 

l i ... t 

1-22-P88 j 
. T 

lea 
• i 

NM 
•• i- — 
Queen's 

'li 

I - t 
I I — j . . 

•r r 
; . ! , . ] . . . , . 

FT 

BladLll 

' . i a i 
1 1 1 

4565 

• •••( 
:238 
i. .. 
! 975 

/ r j i j i . n j M i i i p 

.)«»: ; 5 
4 ,* *_ j ^ 

i 

•'•!!"•«• j J"j c o 

I . Tot 

T(;t 

ir]y. 326 

<*«1 JI.i r d : 

60,; 

pTI- rs | : 

ee3i 

|iV3 L y I 

j1.200 j ' 

! — 
'Neg 

•r -
4fl vcd 

«8C 

E-v H 

.5746 

t * 

3.4 

11 

i I 
; i 

hi: 

l: : I ' 
• ! r — — 5 5 _ I 

i: 

! 

! . 

I il 
> . 

,'• 1 

I ; 

? W t 

! 'I-' 
) 
D 
it 

! 1 

'li 
! I •' 

'. 'I ' :i 

! ii ! < ! i ' I 

f i ll! » 

I! t - 1 
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! 1 It 
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f .UBURTON OPTION LABORATOR 

HALLIIORTOI SERVICES 

ARTESIA DISTRICT 

LABORATORY REPORT Ro. W539, W540 & W541-; 

tQ Y a t e s D r i l l i n Date O c t o b e r 1 7 . 1989 

105 South Fou r t h S t r e et -

T*B n»on <t» fee mtf 1 HUamw ttrmom mt i 
A r t e s i a , NM 88 210 »^«H«%H Mir, mt'tt>m,> e» 4 **e^ faRmiajwĵ  eW 

| » l l l l l l l l | l l l l l | > , W | | 

Submitted by Date Rec. , O c t o b e r 1 6 , 1989 • 

Ve i l Ho. Depth Formation 

f i e ld County Source 

SP EAR WW #1 GF //7 DEL F E D . #3 

0 .74 @ 7 0 ° 0 . 052 @ 7 0 ° 0 . 0 5 4 <a 7 0 ° 

Specific Gravity . . 1 .006 @ 7 0 ° 1. 1730 @ 7 0 ° 1 .1571 @ 7 0 ° 

6 .4 6. 6 6 .6 

1 ,686 6 , 744 7 , 4 1 8 • 

546 1 0 , 230 7 , 9 7 9 

5 ,000 1 5 9 , 000 1 4 3 , 0 0 0 

N i l N i l Med i n tn 

305 214 183 

N i l 10 3 

Remarket 

Respectfully submitted 

Analyst! E r i c Jacob son - E1T HALLIBURTON SERVICES 

TM report 19 for information onty end *u content« Wmttd to mo tampto Otter*** HaSburton makM no warrantiM. 
• «)<p*tt»o»tfnpUtd.at 10tfvjaccuracyd\t+ cor**n»tOf fatu«« Anyuwo*ttw»raport•O'M*Ha**urtonthaifto<t*Mb* 56 
* lor any I M S or damaoa. 'WarcJlstt of ceutt. meXxJxvj any ad or omitsjort of HaM>urtor». ratuMino Itom U * uM •»•« tot 



HALLIBURTON DIVISION LABORATORY 

•ALLIBURTOM SIRVICIS 
AIRSIA DISTRICT 

LABORATORY REPORT «O.W536, W537 & W538-89 

f O Y a t e s D r i l l i n g Date O c t o b e r 1 7 . 1989 

105 S o u t h F o u r t h S t r e e t 

A r t e s i a , NM 88210 
Thi 

wm 

*uin» tmrnt linn n wm m«*wi iwmw wmi an 

Submitted by Date t e c . O c t o b e r 1 6 , 1989 

Veil Io. Depth Formation 

Plaid County Source 

BUR FEDERAL #3 CALLAHAN ST. i l l AP STATE / / I 

0 . 0 5 1 <? 7 0 ° 0 . 0 5 1 <? 7 0 ° 0 . 0 5 8 @ 7 0 ° 

Specific Cravlty • 1 . 1 2 0 0 (? 7 0 ° 1 . 1 9 6 @ 7 0 ° 1 .137 @ 7 0 ° 

6 . 5 6 . 6 6 . 8 

6 , 0 7 0 5 , 6 2 0 6 , 4 0 7 

1 0 , 9 1 2 1 2 , 6 8 5 6 , 6 1 5 

1 8 4 , 0 0 0 1 8 0 , 0 0 0 122 , 0 0 0 

Heavy Medium Med i u m 

214 183 305 

10 25 0 

Remarket 

^^Iteepec^^^ 

Analystt Eric Jacobson - E I T HALLIBURTON SERVICES 

57 
TN* reoMl «* ter information enfv and 8w rrWivM m M M v> ft* umnl* <u«Art»4 H»Kfc*W» makM no vnvrsnfeet. 



rJUXllURTON (MVUtOM LABOflATOK. 

•ALLX101T0I SllfXCES 
AtXtSIA DimiCT 

LABORATORY RKPORT 1Q.W542, W543 & W544-89 

TO Yates D r i l l i n g Def October 17. 1989 

105 South Fourth Street 
#BBeVl e}Sel #*S0BlVf l*e^eB»e*JB* V M M Mfl Afftfltgf *% eeV fl*J| $tm\ 

A r t e s i a , NM 88210 » — f » o — » o — i i t f c W * ^ , 

S u b m i t t e d b y _ : Date t « C . O c t o b e r 1 6 , 1989 

Vei l Ho. ; Depth Forget loo 

Field County Source 

Graham WW i l l Graham WW f t l D o v ffl 

teelatlvity 0.60 @ 70° 0.91 g 70° N.A. 

Specific Crevlty . . 1.007 g 70° l.'Q05 @ 70° N . A . 

pH 6.5 ' 6.7 6^6 

Calcium 1.124 1,124; 4,946 

Magnesium . . . . . . . . . A 7 7 614 14,186 

Chloride. 6 » 0 0 0 4,oloo 198.000 

Sulfate N 1 1 • Nil « l l 

Bicarbonate 2 1 4 2 1 * • 153 

Soluble Iron * N 1 1 N 1 1 . 75 

te market 

The roporl e fty WormafcOA orty and •»# eoniaAt e Wiutad to I* WIA0*» deserted Htfburton K M *© wafftJbM. 
58 

HtSburton *t>M no wvr»ntiM. 



YATES DRILLING COMPANY 
PROPOSED CACTUS QUEEN UNIT 
CHAVES COUNTY, NEW MEXICO 

MAPS & CROSS SECTIONS 

BEFORE EXAMINER STOGNER 
OIL CONSERVATION DIVISION 

I Yflreg EXHIBIT NO. IS 

jCASE NO. ^ttt^lttiry 



FIGURES 

1. Area Map 

2. Unit Tract Map 

3. Area Queen Structure Map (pocket) 

4. Queen Paleo Structure Map 

5. Gross Sand Map 

6. Net Pay Map 

7. Oil Saturated Pore Volume Map 

8. Permeability - Porosity Cross Plot 

9. Net Capacity Map (Permeability - Feet) 

10. Cross Section A-A' (pocket) 

11. Cross Section B-B' (pocket) 

12. Cumulative Primary Production Map 

13. Pressure Map 11/84 - 3/85 

14. Pressure Map 9/86 - 10/86 

15. Pressure Map 1/89 

16. Injection Pattern Map 





28 

i 

UNIT OUTLINE 

A p a c h e S t . 

CACTUS QUEEN 
YDC 

N M - 0 1 5 8 0 7 

O 
Garner F e d . 

UNIT 
YDC 

• 2 

Doya l 

© 

YDC 

© 
4 

Doyal 

t 
i 
i 
i 
i 
i 
i 

33 YDC 

a 3 

N M - 0 2 5 6 5 2 1 

© 
B u r k i t t F e d . 

© .. 
YDC 

N M - 1 5 8 9 6 

DeLuna F e d . 

YDC YDC 

• 1 ©» 

Doyal 

•34 

Y D C 

N M - 0 1 5 8 0 7 

© 
Garner Fed. 

5 
B-10418 i 

t 
i 

Gallagher St. i 

Y A T E S DRILLING 
SE CHAVES QUEEN FIELD 

CACTUS QUEEN UNIT 

T12S-R31E 

CHAVES CO. NM 

FIGURE +1 



28 
OIL/WATER 
CONTACT 

27 

SNOW OIL 

TOLES FED. 

* 1 

33 

BURKITT FED 
+ 2 

4 1 4 6 5 
Y A T E S DRILLING 

SE CHAVES QUEEN FIELD 

C A C T U S QUEEN UNIT 

T 1 2 S - R 3 1 E 

CHAVES CO., NM 

QUEEN PALEO STRUCTURE 

INDICATED BY TILTED OIL /WATER CONTACT 

C. l . : 5 ' 

FIGURE # 4 



BURKITT FED. 
. # 2 

GARNER FED. 
. # 3 

BURKITT FED. 
• #1 

YATES DRILLING 
SE CHAVES QUEEN FIELD 

CACTUS QUEEN UNIT 

CHAVES CO., NM 

T12S-R31E 

GROSS SAND MAP 

# FT 0 ^ 10% 0 

C.I. = 2' 

FIGURE #5 



RICH FED. 

<> #1 

BURKITT FED. 
• #1 

YATES DRILLING 
SE CHAVES QUEEN FIELD 

CACTUS QUEEN UNIT 

CHAVES CO., NM 

T12S-R31E 

C NET PAY 

C.I. = 2' 

FIGURE #6 



OIL/WATER CONTACT 

RICH FED/. 

K> # 1 \ 

YATES DRILLING 
SE CHAVES QUEEN FIELD 

CACTUS QUEEN UNIT 

T12S-R31E 

CHAVES CO., NM 
(NET PAY)(AVG. 0)(1-Sw) = HYDROCARBON FT. 

C.I. = 0.25 

FIGURE #7 
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P E R M E A B I L I T Y V S . P O R O S I T Y 

Y A T E S DRILLING COMPANY 
DELUNA FEDERAL NO. 3 

S . E . C H A V E S ( Q U E E N ) F IELD 
CHAVES COUNTY. NEW MEXICO 

F I G U R E # 8 

0 0 4 0 fl O - i o n 1 « n o n n n A r\ 



27 

RICH FED. 

-0- #1 
6 

BURKITT FED. 
• #1 

YATES DRILLING 
SE CHAVES QUEEN FIELD 

CACTUS QUEEN UNIT 

CHAVES CO., NM 

T12S-R31E 

PERMEABILITY FEET 

AVG K(md) x NET FT = K FT 

C.I. = 100' 

FIGURE #9 





RICH FED. 

o* 1 

APACHE ST. 
+ 2 

GARNER FED. 

• *9 930 
1 1/84 

41 hr SI 

DOYAL 

BELNORTH 

APACHE " 2 7 " ST . 

GARNER FED. 
• +7 DOYAL 

. *2 

L 
DOYAL S 3 1 

m * 4 12/84 
14 hr SI 

SNOW OIL 

TOLES FED. 

o* 1 

BURKITT FED. 
. V-3 

DELUNA FED. 

• * 3 

782 
3/8S 

19 hr SI 

34 
DOYAL 

» + 1 

GALLAGER ST. 

• * 1 873 
11/84 

14 hr SI 

254 
1/85 

18 hr SI 

BURKITT FED. 

GARNER FED 

3 2 7 # * 3 
1/85 

71 hr SI 

GARNER FED. 

200 . *2 
1/85 

144 hr SI Y A T E S DRILLING 
SE CHAVES QUEEN FIELD 

CACTUS QUEEN UNIT 

T12S-R31E 

CHAVES CO., NM 

BOTTOM HOLE PRESSURE AT MID-PERF 

(PSIA) 

NOV/84 - MARCH/85 

FIGURE # 1 3 



RICH FED. 

APACHE S T . 
*2 

GARNER FED. 

• * 8 

DOYAL 

I 

L 

BELNORTH 

APACHE " 2 7 " ST . 

GARNER FED. 
• # 7 

DOYAL 
• *2 

SNOW OIL 

TOLES FED. 

O * 1 

33 

I 

BURKITT FED. DELUNA FED. 

1 4 8 . 2 DOYAL 

a/se »*1 

f7f hr si 118.2 
9 /86 

34 
101.2 • 

9/86 

f70 hr SI 

GALLAGER ST . 

170 hr SI 

298.2 m 

9/86 

194 hr SI 

*2 

BURKITT FED. 
- * 1 

GARNER FED 

172.2 
9/86 

192 hr SI 

o DELUNA FED. 289.2 
OOU.id 9/86 

f 0 / 8 « * * 1 w+2 96 hr SI 

96 hr Sf 

YATES DRILLING 
SE CHAVES QUEEN FIELD 

CACTUS QUEEN UNIT 

T12S-R31E 

CHAVES CO., NM 

BOTTOM HOLE PRESSURE AT MID-PERF 

(PSIA) 

SEPT/OCT 1986 

FIGURE > 1 4 





2: 

RICH FED. 
# 1 

I APACHE S T . QARNER FED 

BELNORTH Q A ^ K 7

F E D - DOYAL 

APACHE " 2 7 * ST. * - * 2 

SNOW OIL 

TOLES FED. 

O* 1 

OYAL 

•V* 

BURKITT < ITT/FED. DELUNA F̂ ED 
m + 3 5 GALLAQER ST. 

_ * 1 

BURKITTFEDT^ 
4>2 

GARNER F E D I 

BURKITT FED. 

- * 1 

/ \ INJECTION WELL 

PRODUCING WELL 

YATES DRILLING 
SE CHAVES QUEEN FIELD 

CACTUS QUEEN UNIT 

T 1 2 S - R 3 1 E 

CHAVES CO., NM 

FIGURE # 16 
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