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UNIT AGREEMENT
FOR THE DEVELOFMERT AND OPERATION OF THE
ROCK QUEEN UNIT
LEA AND CHAVES COUNTIES, NEW MEXICO

NO.

THIS AGREEMENT, entered into as of the lst day of October, 1959, by
and between the parties subscribing, ratifylng or consenting hereto, and
herein referred to as "parties hereto",

WITNESSETH: That,

WHEREAS, the parties hereto are the owners of working, royalty or
other oil or gas interests in the Unit subject to this Agreement; and

WHEREAS, the Commissioner of Public Lands of the State of New
Mexico is authorized by an Act of the Legislature (Sec. 3, Chap. 88,
Laws 1943 as amended by Sec. 1 of Chap. 162, Laws of 1951, Chap. 7, Art.
11, Sec. 39, N.M.S. 1953 anno) to consent to or approve this Agreement
on behalf of the State of New Mexico, insofar ag it covers and includes
jands and mineral interests of the State of New Mexico; and

WHEREAS, the Commissioner of Public Lands of the State of New
Mexico is authorized by an Act of the Legislature (Sec. 3, Chap. 88,
Laws of l9h3, as amended by Sec. 1, Chap. 162, Laws of 1951, Chap. 7,
Art. 11, Sec. 41, N.M.S. 1953 anno) to amend with the approval of the
lessee, any oil and gas lease embracing State lands so that the length
of the term of sald lease may coincide with the term of such unitized
development and operation of State lands; and

WHEREAS, the 0il Conservation Commission of the State of New Mexico
is authorized by law (Chap. 72, Laws of 1935, as amended by Chap. 193,
Laws of 1937, Chap. 166, Laws of 1941, and Chap. 168, Laws of 1949) to
approve this Agreement, and the conservation provisions hereof; and

WHEREAS, the Mineral Leasing Act of February 25, 1920, (41 Stat.
437, as amended, 30 U.S.C. Sections 181 et seq.) authorizes Federal
lessees and thelr representatives to unite with each other or jointly
or separately with others in collectively adopting and operating a co-

operative or unit plan of development or operation of any oll or gas



pool, field or like area or any part thereof for the purpose of more
properly conserving the natural resources thereof whenever determined
and certified by the Secretary of the Interior to be necessary or advis-
able in the public interest; and

WHEREAS, the parties hereto hold sufficient interests in the Rock
Queen Unit covering the land hereinafter described to give reasonably
effective control of operation therein; and

WHEREAS, it is the purpose of the parties hereto, to enable insti-
tution and consummation of secondary recovery operations, conserve nat-
ural resources, prevent waste and secure the other benefits obtainable
through development and operation of the area subject to this Agreement
under the terms, conditions and limitations herein set forth.

NOW, THEREFORE, in consideration of the premises and the promises
herein contained, the parties hereto commit to this Agreement their
entire respective interests in the below defined Unit Area, and agree
severally among themselves as follows:

SECTION 1. ENABLING ACT AND REGULATIONS: The Mineral Leasing

Act of February 25, 1920, as amended, supra, and all valid, pertinent
regulations, including operating and unit plan regulations, heretofore
issued thereunder and valid, pertinent and reasonable regulations here-
after issued thereunder are accepted and made a part of this Agreement
as to Federal lands, provided such regulations are not inconsistent
with the terms of this Agreement; and as to non-Federal lands, the oil
and gas operating regulations in effect as of the effective date hereof
governing drilling and producing operations, not inconsistent with the
terms hereof or the laws of the State in which the non-Federal land is
located, are hereby accepted and made a part of this Agreement.

SECTION 2. UNIT AREA AND DEFINITIONS: For the purpose of this

Agreement, the following terms and expressions as used herein shall
mean:

(a) "Unit Area™ is defined as those lands specified on
Exhibit “A" hereof, and such land is hereby designated and recognized as
constituting the Unit Ares; the lands described in said BExhibit "A" are
described as:



NEW MEXTCO PRINCIPAL MERIDIAN, NEW MEXICO

CHAVES COUNTY, NEW MEXTCO

T. 138., R. 31 E.,

Sec. 22: I\IW}-SWE, E

Sec. 23: N % S*N , 85
Sec. 2k: Nﬁ s

Sec. 25: All

Sec. 263 All

Sec. 27: EsNWE, ES

Sec. 3b4: NE%;, SiNwWE

Sec. 35: N;NW%

Sec. 36 All

LEA COUNTY, NEW MEXICO

?. 13 8., R. 32 E.,

Sec. 19: swlNE Nm&swi sgswl SEl
Sec. 30: 2, SﬁSW%
Sec. 31: NW—NW

and containing 4,939.77 acres, more or less.

(b) "Commissioner" is defined as the Commissioner of Public
Lands of the State of New Mexico.

(¢) "Commission" is defined as the 0il Conservation Commis-
slon of the State of New Mexico.

(d) T"Director" is defined as the Director of the United
States Geological Survey.

(e) T"Secretary" is defined as the Secretary of the Interior
of the United States of America.

(f) ‘"Department" is defined as the Department of the
Interior of the United States of America.

(g) T"Supervisor" is defined as the 0il and Gas Supervisor
of the United States Geologlcal Survey.

(h) "Queen Sand" or "Formation" is defined as and shall mean
that heretofore established underground reservoir, a member of the Queen
Formation of the Guadalupe Series, a part of the Permian System, which
is found at 3050 to 3066 feet, in the Gulf 0il Corporation, State of New
Mexico, "BMC" No. 1 Well, located in the SEY of the SE} of Section 23,
Township 13 South, Range 31 East, N.M.P.M., insofar as the same lies
within the Unit Area.

(i) "Unitized Formetion" is defined as that portion of the
Queen Sand effectively committed to this Agreement.

(j) "Unitized Substances" is defined as and shall mean all
of the oil and gas contained in or produced from the Unitized Formation.

(k) "Remaining Recoverable 0il" is defined as that amount of
Unitized Substances which may be produced from the Unit Area by natural
means or with the assistance of forces created by the injection of out-
side fluids or other substances into the Formation, from and after
January 1, 1959, at T:00 a.m.



(1) “"Current Production" is defined as the total Unitized
Substances produced and saved during the last one-half of the calendar
year of 1958, as such production was reported to the Commission.

(m) "Working Interest" is defined as the right to search for,
produce and scquire Unitized Substances whether held as an incident of
ownership of mineral fee simple title, under an oil and gas lease, or
otherwise held.

(n) "Working Interest Owner" is defined as and shall mean
any party hereto owning a Working Interest, including a carried working
interest owner, holding an interest in Unitized Substances by virtue of
a lease, operating agreement, fee title or otherwise, which interest is
chargeable with and obligated to pay or bear, either in cash or out of
production, or otherwise, all or a portion of the cost of drilling, de-
veloping and producing the Unitized Substance from the Unitized Forma-
tlon and operating thereof hereunder.

(o) "Royalty Interest" or "Royalty" is defined as an inter-
est other than a Working Interest in or right to receive a portion of
the Unitized Substances or the proceeds thereof and includes the royalty
interest reserved by the lessor by an oil and gas lease and any overrid-
ing royalty interest, oil payment interest, net profit contracts, or any
other payment or burden which does not carry with it the right to search
for and produce Unitized Substances.

(p) "Royalty Owner" is defined as and shall mean the owner
of a Royalty Interegt.

(q) "Unit Operating Agreement" is defined as and shall mean
any agreement or agreements (whether one or more) entered into (sepa-
rately or collectively) by and between the Unit Operator and the Working
Interest Owners as provided in Section 10, infra, and shall be styled
"Unit Operating Agreement, Rock Queen Unit, Lea and Chaves Counties, New
Mexico®.

(r) "Paying Quantities" is defined as production of Unitized
Substances in quantities sufficient to pay for the cost of producing
same from wells on the unitized land.

(s) "Unit Manager" is defined as the person or corporstion
appointed by the Working Interest Owners to perform the duties of the
Unit Operator until the selection and qualification of a successor Unit
Operator as provided for in Section 9 hereof.

SECTION 3. EXHIBITS: Exhibit "A" attached hereto is a map show-
ing, to the extent known to the Unit Operator, the Unit Area and the
boundaries and identity of tracts and leases in said Unit Area. Exhibit
"B" attached hereto is a schedule showing, to the extent known to the
Unit Operator, the acreage comprising each tract, percentage ownership
of each Working Interest Owner in each tract, and the percentage of par-
ticipation each tract has in the Unit Area. However, nothing herein or
in said schedule or map shall be construed as a representation by any

party hereto as to the ownership of any interest other than such inter-

est or interests as are shown in said map or schedule as owned by such



party. Exhibits "A" and "B" shall be revised by the Unit Operator when-
ever changes render such revision necessary, and at least two copies of
such revision shall be filed with the Commissioner, and not less than
six copies thereof shall be filed with the Supervisor.

SECTION 4. EXPANSION: The above described Unit Area may when
practicable be expanded to include therein any additional tract or
tracts regarded as reasonably necessary or advisable for the purposes
of this Agreement to conform with the purposes of this Agreement. Such
expansion shall be effected in the following manner:

(a) The Working Interest Owner or owners of a tract or
tracts desiring to bring such tract or tracts into this Unit, shall file
an application therefor with Unit Operator requesting such admission.

(b) Unit Operator shall circulate a notice to each Working
Interest Owner of the proposed expansion, setting out the basis for ad-
mission, the unit participation to be agsigned to such tract or tracts,
and other pertinent data. After negotiation (at Working Interest Owners'
meeting or otherwise) if 90 percent of the Working Interest Owners (on
the basis of unit participation) have agreed to such tract or tracts
being brought into the Unit, then Unit Operator shall;

(1) ©Prepare a notice of proposed expansion describing
the contemplated changes in the boundaries of the Unit Area, the reason
therefor, the basgis for admission of the additional tract or tracts, the
unit participation to be assigned thereto and the proposed effective
date thereof, preferably the first day of a month subsequent to the date
of notice; and

(2) Deliver copies of sald notice to the Commissioner,
the Director, each Working Interest Owner (mailing copy of such notice
to the last known address of each such Working Interest Owner) and to
the lessee and lessor whose interests are proposed to be committed, ad-
vising such parties that thirty (30) days will be allowed for submission
to the Unit Operator of any objection to such proposed expansion; and

(3) File, upon the expiration of said thirty (30) day
period as set out in (2) immediately above and provided that objections
of not more than 10 percent of the Working Interest Owners have been
filed thereto, with the Commissioner, Director and the Commission the
following: (a) Comprehensive statement as to mailing said notice of ex-
pansion; (b) An application for such expansion; and (c) An instrument
containing the sppropriate Jjoinders in compliance with the participation
requirements of Section 1k, infra.

The expansion shall, after due consideration of all pertinent infor-
mation and upon approval by the Commissioner, the Director and the Com-
mission, become effective as of the date prescribed in the notice there-
of or on such other date as set by the Commissioner, the Director and
the Commission in the order or instrument approving such expansion.

SECTION 5. CONTRACTION: When practicable, the Unit Area shall be



contracted to exclude unitized land not within any participating area or
to exclude land not effectively committed to this Unit Agreement when-
ever such contraction is necessary or advisable to conform with the pur-
poses of this Agreement. Such contraction should be effected in the
following manner:

(a) Unit Operator, on demand of the Director or the Commis-
sioner, or on its own motion after preliminary concurrence by the
Director, shall prepare a notice of contraction describing the contem-
plated changes in the boundaries of the Unit Area, the reasons therefor,
and the proposed effective date thereof, preferably the first day of a
month subsequent to the date of notice.

(b) Said notice shall be delivered to the Supervisor, Com-
mission, and to the Commissioner, and coples thereof mailed to the last
known address of each Working Interest Owner, lessee, and Royalty Owner
whose interests are affected, advising that 30 days will be allowed for
submission to the Unit Operator of any objections.

(¢) Upon expiration of the 30-day period provided in the pre-
ceding item (b) hereof, Unit Operator shall file with the Supervisor,
Commission, and the Commissioner, a comprehensive statement as to mail-
ing of the notice of contraction and a copy of any objections thereto
which have been filed with the Unit Operator, together with an applica-
tion in sufficient number, for approval of such contraction.

(4) After due consideration of all pertinent information, the
contraction, upon approval by the Commissioner, Commission, and the
Director, shall become effective as of the date prescribed in the notice
thereof.

SECTION 6. UNITIZED ILAND AND UNITIZED SUBSTANCES: All oil and

gas in all of the hereinasbove described and subsequently admitted land
effectively committed to this Agreement, insofar only as the same may
be found in the Queen Sand, together with the surface rights of ingress
and egress, are unitized under the terms of this Agreement and said land
shall constitute land referred to herein as "Unitized Land" or "Land
Subject to this Agreement".

Nothing herein shall be construed to unitize, pool, or in any way
affect the oil, gas and other minerals contained in or that may be pro-
duced from any formation other than the Queen Sand or Formation.

SECTION 7. UNIT OPERATOR: Great Western Drilling Company, a

Texas corporation, is hereby designated as Unit Operator, and by signing
this instrument as Unit Operator it agrees and consents to accept the
duties and obligations of Unit Operator for the operation, development

and production of Unitized Substances as herein provided. Whenever



reference is made herein to the Unit Operator, such reference means the
Unit Operator acting in that capacity and not as an owner of interests
in Unitized Substances, and the term "Working Interest Owner" when used
herein shall include or refer to Unit Operator as the owner of a Working
Interest when such an interest is owned by it.

SECTION 8. RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit Opera-

tor shall have the right to resign at any time, but such resignation
shall not become effective so as to release Unit Operator from the

duties and obligations of Unit Operator and terminate Unit Operator's
rights as such for a period of six (6) months after written notice of
intention to resign has been glven by Unit Operator to all Working Inter-
est Owners, the Commissioner and the Director, unless a new Unit Opera-
tor shall have taken over and assumed the duties and obligations of Unit
Operator prior to the expiration of said pericd.

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

The Unit Operator may, upon default or failure in the performance
of its duties or obligations hereunder, be subject to removal by 75 per-
cent of the committed Working Interest Owners (on the basis of Unit par-
ticipation) exclusive of the Working Interest Owner who is the Unit
Operator. Such removal shall be effective upon notice thereof to the
Commissioner and the Director.

In all such instances of effective resignation or removal, until a
successor to Unit Operator is selected and approved as hereinafter pro-
vided, the Working Interest Owners shall be jointly responsible for the
performance of the duties of the Unit Operator and shall, not later than
thirty (30) days before such resignation or removal becomes effective,
appoint a Unit Manager to represent them in any action to be taken here-
under.

The resignation or removal of Unit Operator under this Agreement
shall not terminate its right, title or interest as the owner of a

Working Interest or other interest in Unitized Substances, but upon the



resignation or removal of Unit Operator becoming effective, such Unit
Operator shall deliver possession of all equipment, bocks, and records,
materials, appurtenances and any other assets, used in conducting the
Unit operations and owned by the Working Interest Owners (including any
and all data and informetion which it might have gained or assembled by
reason of its operation of the Unit Area) to the new duly qualified suc-
cessor Unit Operator or to the Unit Masnager if no such new Unit Operator
is elected, to be used for the purpose of conducting Unit operations
hereunder. Nothing herein shall be construed as authorizing removal of
any maeteriael, equipment and appurtenances needed for the preservation
of any wells. Nothing herein contained shall be construed to relieve

or discharge any Unit Operator who resigns or is removed hereunder for
any liability or dutles accruing or performable by it prior to the
effective date of such resignation or removal.

SECTION 9. SUCCESSOR UNIT OPERATOR: Whenever the Unit Operator

shall tender its resignation as Unit Operator or shall be removed as
hereinabove provided, the Working Interest Owners shall select a suc-
cessor Unit Operator by a majority vote of the Working Interest Owners
(on the basis of Unit participation), provided no Working Interest Owner
who has been Unit Operstor and who has been removed may vote for self
succession. Such selection shall not become effective until (a) a Unit
Operator so selected shall accept in writing the duties and responsi-
bilities of Unit Operator, and (b) the selection shall have been approved
by the Commissioner and fhe Director. If no successor Unit Operator or
Unit Manager is selected and qualified as herein provided, the Commis-
sioner and the Director, at their election, may declare this Agreement
terminated.

SECTION 10. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT:

Costs and expenses incurred by Unit Operator in conducting Unit opera-
tions hereunder shall be paid, apportioned among and borne by the Work-
ing Interest Owners in accordance with the Unit Operating Agreement.
Such Unit Operating Agreement shall also provide the manner in which the

Working Interest Owners shall be entitled to receive their respective



proportionate and allocated share of the benefits accruing hereto in
conformity with their underlying operating agreements, leases or other
independent contracts and such other rights and obligations as between
Unit Operator and the Working Interest Owners as may be agreed upon by
the Unlt Operator and the Working Interest Owners; however, no such Unit
Operating Agreement shall be deemed either to modify any of the terms
and conditions of this Unit Agreement or to relieve the Unit Operator

of any right or obligation established under this Agreement, and in case
of any inconsistency or conflict between this Agreement and the Unit
Operating Agreement, this Agreement shell prevail. Two true copies of
any Unit Operating Agreement executed pursuant to this Section shall be
filed with the Commissioner and three true copies thereof shall be filed
with the Supervisor, prior to approval of this Agreement.

SECTION 11. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except as

otherwise specifically provided herein, the exclusive right, privilege
and duty of exercising any and all rights of the parties hereto which
are necessary or convenient for prospecting for, producing, storing,
allocating and distributing the Unitized Substances are hereby delegated
to and shall be exercised by the Unit Operator as herein provided.
Acceptable evidence of title to said rights shall be deposited with said
Unit Operator, and together with this Agreement, shall constitute and
define the rights, privileges and obligations of Unit Operator. Nothing
herein, however, shall be construed to transfer title to any land or to
any lease or operating agreement, it being understood that under this
Agreement the Unit Operator, in its capacity as Unit Operator, shall
exercise the rights of possession and use vested in the parties hereto
only for the purposes herein specified.

SECTION 12. PLAN OF OPERATIONS: It is recognized and agreed by

the partles hereto that all of the land subject to this Agreement is
reasonably proved to be productive of Unitized Substances in paying quan-
tities and that the object and purpose of this Agreement is to formulate
and to put into effect a secondary recovery project in order to effect

the greatest recovery of Unitized Substances, prevent waste and conserve



natural resources. The parties hereto agree that the Unit Operator may,
subject to the consent and approval of a plan of operation by the Work-
ing Interest Owners, the Supervisor, and the Commissioner, inject into
-the Unitized Formation, through any well or wells completed therein,
brine, water, air, gas, oil and any one or more other substances whether
produced from the Unit Area or not, and that the location of input wells
and the rates of inJjection therein and the rate of production shall be
governed by standards of good geologic and petroleum engineering prac-
tices and conservgtion methods. After commencement of secondary opera-
tions, Unit Operator shall furnish the Commissioner and the Supervisor
monthly, injection and production reports for each well in the Unit.

The Working Interest Owners, the Supervisor, and the Commissioner, shall
be furnished periodical reports on the progress of the plan of operation
and any revisions or changes thereto; provided however, that any major
revisions of the plan of operation involving a basic deviation from the
initial plan of operation shall be subject to the consent and approval
of the Working Interest Ownefs, the Supervisor, and the Commissioner.

The initial plan of operation shall be filed with the Supervisor
and the Commissioner concurrently with the filing of this Unit Agreement
for final spproval. Said initial plan of operation and all revisions
thereof shall be as complete and adeguate as the Supervisor and the Com-
missioner may determine to be necessary for timely operation consistent
herewith. Reasonable diligence shall be exercised in complying with the
obligations of the approved plan of operation.

Notwithstanding anything to the contrary herein contained, the Unit
Operator shall commence secondary recovery operations on the Unit Area
within six (6) months after the effective date of this Agreement, or any
extension thereof approved by the Commissioner and the Director, or this
Agreement shall terminate automatically, in which latter event Unit
Operator shall notify all interested parties. After such operations are
commenced, Unit Operator shall carry on such operations as would a rea-
sonably prudent operator under the same or similar circumstances.

SECTION 13. TRACT PARTICIPATION: In Exhibit "B" attached hereto,

-10-



there are listed and numbered the various tracts within the Unit Area
and set forth opposite each tract is a figure which represents the per-
centage of participation allocated to each tract in the Unit Area cal-
culated on 100 percent commitment. The participation percentage of each

tract was determined as follows:

Percentage
Participation = 75% (Tract Remaining Recoverable 0il) plus
of Each Tract (Unit Area Remaining Recoverable 0il)

25% (Tract Current Production)
(Unit Area Current Production)

However, if the Unit Agreement is approved with less than 100 percent
commitment, said participation percentage shall be revised to fit the
commitment status as of the effective date hereof, and thereafter, as
needed pursuant to Section 15 (Allocation of Unitized Substances).

SECTION 14. TRACTS QUALIFIED FOR UNIT PARTICIPATION: On and

after the effective date hereof the tracts within the Unit Area which
shall be entitled to participation in the production of Unitized Sub-
stances therefrom shall be those tracts within the Unit Area and more
particularly described in said Exhibit "B" that are qualified as
follows:

() Each and all of those tracts as to which Working Inter-
est Owners owning 100% of the Working Interest in said tract and Royalty
Owners owning 100% of the Royalty Interest in said tract have subscribed,
ratified or consented to this Agreement; and

(b) Each and all of those tracts as to which Working Inter-
est Owners owning not less than 95% of the Working Interest therein and
Royalty Owners owning not less than 75% of the Royalty Interest therein
have executed this Agreement, and in which the Working Interest Owners
in said tract who have executed this Agreement have agreed to indemnify
and hold harmless all other parties hereto, in a manner satisfactory to
85% of the Working Interest Owners qualified under (a), against any and
all claims and demands that may be made by the nonjoining Working Inter-
est Owners or Royalty Owners, or both, on account of the commitment and
Joinder of such tract to the Unit Agreement, and operation thereof under
such conditions on the basis herein provided, and as to which 85% of the
Working Interest Owners qualified under (a), exclusive of the Working
Interest Owner submitting such tract, have approved the commitment of
such tract to this Unit Agreement.

If, on the effective date of this Agreement, there is any tract or
tracts which have not been effectively committed to or made subject to

this Agreement by qualifying as above provided, then such tract or tracts

-11-



shall not fe entitled to participate hereunder. Unit Operator shall,
when submitting this Agreement for final approval by the Commissioner
and the Director, file therewith a schedule of those tracts which have
been committed and made subject to this Agreement and are entitled to
participate in the production from the Unit Area hereunder. Said sched-
ule shall set forth opposite each such committed tract the lease number
or assignment number, the owner of record of the lease, and the percent-
age participation of such tract which shall be computed according to the
participation formula set out in Section 13 (Tract Participation) above.
This schedule of participation shall be a part of Exhibit "B" and upon
approval thereof by the Commissioner and the Director shall become a
part of this Agreement and shall govern the allocation of production of
Unitized Substances until a new schedule is filed and approved by the
Commissioner and the Director.

SECTION 15. ALLOCATION OF UNITIZED SUBSTANCES: All Unitized Sub-

stances produced and saved (less, save and except any part of such Uni-
tized Substances used in conformity with good opersting practices on
unitized land for drilling, operating, camp, and other production or
development purposes and for pressure maintenance or unavoidable loss)
shall be apportioned among and allocated to the committed tracts within
the Unit Area in accordance with the respective tract participation
effective hereunder during the respective periods such Unitized Sub-
stances were produced, as set forth in the schedule of participation in
Exhibit "B". The amount of Unitized Substances so allocated to each
tract, and only that amount, (regardless of whether it be more or less
than the amount of the actual production of Unitized Substances from the
well or wells, if any, on such tract) shall, for all intents, uses and
purposes, be deemed to have been produced from such tract.

The Unitized Substances allocated to each tract shall be distrib-
uted among, or accounted for to the parties executing, consenting to or
ratifying this Agreement entitled to share in the production from such
tract in the same manner, in the same proportions, and upon the same con-

ditions, as they would have participated and shared in the production

-12-



from such tracts, or in the proceeds thereof, had this Agreement not
been entered into; and with the same legal force and effect.

No tract committed to this Agreement and qualified for participa-
tion as above provided shall be subsequently excluded from participation
hereunder on account of depletion of Unitized Substances, and nothing
herein contained shall be construed as requiring any retroactive adjust-
ment for production obtained prior to the effective date of the joinder
of any tract.

If the Working Interest and the Royalty Interest in any tract are
divided with respect to separate parcels or portions of such tract and
owned severally by different persons, the percentage participation
assigned to such tract shall, in the absence of a recordable instrument
executed by all owners and furnished to Unit Operator fixing the divi-
sions of ownership, be divided among such parcels or portions in propor-
tion to the number of surface acres in each.

The Unitized Substances allocated to each tract shall be delivered
in kind to the respective Working Interest Owners and parties entitled
thereto by virtue of the ownership of oil and gas rights therein or by
purchase from such owners. Each Working Interest Owner and the parties
entitled thereto shall have the continuing right to receive such produc-
tion in kind at a common pcint within the Unit Area and to sell or dis-
pose of the same as it sees fit. Each such party shall have the right
to construct, maintain and operate all necessary facilities for that
purpose on unitized land, provided the same are so constructed, main-
tained and operated as not to interfere with operations carried on pur-
suant hereto. SubJject to Section 16 hereof, any extra expenditure in-
curred by Unit Operator by reason of the delivery in kind of any portion
of the Unitized Substances shall be borne by the party receiving the
same in kind. In the event any party hereto shall fail to take or other-
wise adequately dispose of its proportionate share of the productioﬁ
from the Unit Area currently as and when produced, then so long as such
conditions continue, Unit Operator, for the account and at the expense

of such party and in order to avoid curtailing the operation of the Unit

-13-



Area, may sell or otherwise dispose of such production to itself or
others on a day-to-day basls at not less than the prevailing market
price in the area for like productlon, and the account of such party
shall be charged therewilith as having received such production. The net
proceeds, if any, of the Unitized Substances so disposed of by Unit
Operator shall be paid to the party entitled thereto.

Any party receiving in kind or separately disposing of all or any
part of the Unitized Substances allocated to any tract, or receiving the
proceeds therefrom if the same is sold or purchased by Unit Operator,
shall be responsible for the payment of all Royalty on the lease or
leases and tracts contributed by it and received into the Unit, and each
such party shall hold each other party hereto harmless against ell claims,
demands and causes of actlion for such Royalty on the lease or leases and
tracts contributed by it and received into the unitized land.

If, after the effective date of this Agreement, there is any tract
or tracts that are subsequently committed hereto, as provided in Section
L4 (Expansion) hereof, or any tract or tracts within the Unit Area not
committed hereto as of the effective date hereof but which are subse-
quently committed hereto under the provisions of Section 31 (Nonjoinder
and Subsequent Joinder), or if any tract is excluded from the Unit Area
as provided for in Section 30 (Loss of Title), the schedule or partici-
pation as shown in Exhibit "B", subject to Section 13 (Tract Participa-
tion) or Section 31 (Nonjoinder and Subsequent Joinder), whichever is
appropriate, shall be revised by the Unit Operator and distributed to
the Working Interest Owners, the Commissioner, and the Director to show
the new percentage participation of all the then effectively committed
tracts; and the revised schedule, upon approval by the Commissioner and
the Director, shall govern all the allocation of production from and
after the effective date thereof until a new schedule is filed and
approved by the Commisslioner and the Director.

SECTION 16. ROYALTY SETTLEMENT: The State of New Mexico and the

United States of America and all Royalty Owners who, under an existing

contract, sre entitled to take in kind a share of the substances pro-
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duced from any tract unitized hereunder, shall continue to be entitled
to such right to take in kind their share of the Unltlzed Substances
allocated fo such tract, and Unit Operator shall make deliveries of such
Royalty share taken in kind in conformity with the applicable contracts,
laws and regulations. Settlement for Royalty Interest not taken in kind
shall be made by Working Interest Owners responsible therefor under ex-
isting contraets, laws and regulations, on or before the last day of
each month for Unitized Substances produced during the preceding calen-
der month; provided, however, that nothing herein contained shall oper-
ate to relieve the lessees of any land from thelr respective lease obli-
gations for the payment of any Royalty due under their leases, except
that such Royalty shall be computed in accordance with the terms of this
Unit Agreement.

If gas obtained from lands not subject to this Agreement is intro-
duced into the Unitized Formation, for use in repressuring, stimulation
of production or increasing ultimate recovery in conformity with a plan
approved pursuant to Section 12 (Plan of Operations), & like amount of
gas, less appropriate deductions for loss from any cause, may be with-
drawn from the Unitized Formation, Royalty free as to dry gas but not as
to the products extracted therefrom; provided such withdrawal shall be
pursuant to such conditions and formulas as may be prescribed or approved
by the Supervisor and the Commissioner; and provided further that such
right of withdrawal shall terminate as of the effective date of termina-
tion of the Unit Agreement.

All Royalty due the State of New Mexico and the United States of
America and the other Royalty Owners hereunder shall be computed and
paid on the basis of all Unitized Substances allocated to the respective
tract or tracts committed hereto, in lieu of actual production from such
tract or tracts.

Each Royalty Owner (other than the State of New Mexico and the
United States of America) that executes this Agreement represents and
warrants that it is the owner of a Royalty Interest in a tract or tracts

within the Unit Area as its interest appears in Exhibit "B" attached
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hereto. If any Royalty Interest in a tract or tracts should be lost by
title failure or otherwise in whole or in part, during the term of this
Agreement, then the Royelty Interest of the party representing himself
to be the owner thereof shall be reduced proporticnately and the inter-
est of all parties shall be adjusted accordingly.

SECTION 17. RENTAL SETTLEMENT: Rentals or minimum royalties due

on leases committed hereto shall be paid by Working Interest Owners re-
sponsible therefor under existing contracts, laws and regulations, pro-
vided that nothing herein contalned shall operate to relieve the lessees
of any land from their respective lease obligaetions for the payment of
any rental or minimum royalty in lieu thereof, due under their leases.
Rental for lands of the State of New Mexico subject to this Agreement
shall be paid at the rate specified in the respective leases from the
State of New Mexico. Rental or minimum royalty for lands of the United
States of America subject to this Agreement shall be paid at the rate
specified in the respective leases from the United States of America,
unless rental or minimum royalty is waived, suspended, or reduced by law
or by approval of the Secretary or his duly authorized representative.

SECTION 18. CONSERVATION: Operations hereunder and production of

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

SECTION 19. DRAINAGE: The Unit Operator shall take appropriate
and adequate measures to prevent drainage of Unitized Substances from
unitized land by wells on land not subject to this Agreement.

SECTIOR 20.  LEASES AND CONTRACTS CONFORMED AND EXTENDED: The

terms, conditions and provisions of all leases, subleases and other con-
tracts relating to exploration, drilling, development or operation far
oil or gas on lands committed to this Agreement are hereby expressly
modified and amended to the extent necessary to make the same conform to
the provisions hereof, but otherwise to remain in full force and effect,
and the parties hereto hereby consent that the Secretary and the Commis-

sioner, respectively, shall and by their approval hereof, or by the

~16-



approval hereof by their duly authorized representatives, do hereby
establish, alter, change or revoke the drilling, producing, rental, mini-
mum royalty and royalty requirements of Federal and State leases commit-
ted heretc and the regulations in respect thereto to conform said re-
guirements to the provisions of this Agreement.

Without limiting the generality of the foregoing, all leases, sub-
leases and contracts are particularly modified in accordance with the
following:

(a) The development and operation of lands subject to this
Agreement under the terms hereof shall be deemed full performance of all
obligations for development and operation with respect to each and every
part or separately owned tract subject to this Agreement, regardless of
whether there is any development of any particular part of tract of the
Unit Area, notwithstanding anything to the contrary in any lease, opera-
ting agreement or other contract by and between the parties hereto, or
their respective predecessors in interest, or any of them.

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

(c) Suspension of drilling or producing operations on all
unitized lands pursuant to direction or consent of the Commissioner and
the Supervisor or their duly authorized representatives, shall be deemed
to constitute such suspension pursuant to such direction or consent as
to each and every tract of unitized lands.

(4) Each lease, sublease, or contract relating to the ex-
vioration, drilling, development or operation for oil and gas which by
its terms might expire prior to the termination of this Agreement, is
hereby extended beyond any such term so provided therein, so that it
shall be continued in full force and effect for and during the term of
this Agreement.

(e) Termination of this Agreement shall not affect any lease
which, pursuant to the terms thereof or any appliceble laws, shall con-
tinue in force and effect thereafter.

(f) Any lease embracing lands of the State of New Mexico,
which is made subject to this Agreement, shall continue in force beyond
the term provided therein as to the lands committed hereto until the
termination hereof.

(g} Any lease embracing lands of the State of New Mexico
heving only a portion of its land committed hereto, shall be segregated
as to that portion committed and that not committed, and the terms of
such lease shall apply separately to such segregated portions commencing
as of the effective date hereof. Provided, however, that notwithstand-
ing any of the provisions of this Agreement to the contrary, such lease
shall continue in full force and effect beyond the term provided therein
as to all lands embraced in such lease if oil or gas is, or has hereto-
fore been, discovered in paying quantities on some part of the lands
embraced in such lease committed to this Agreement or, so long as a por-
tion of the Unitized Substances produced from the Unit Area is, under
the terms of this Agreement, allocated to the portion of the lands
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covered by such lease committed to this Agreement, or, at any time dur-
ing the term hereof, as to any lease that is then valid and subsisting
and upon which the lessee or the Unit Operator is then engaged in bona
fide drilling, reworking, or secondary recovery operations on any part
of the lands embraced in such lease, then the same as to all lands em-
braced therein shall remain in full force and effect so long as such
operations are diligently prosecuted, and if they result in the produc-
tion of oil or gas, said lease shall continue in full force and effect
as to all of the lands embraced therein, so long thereafter as oil or
gas in peying quantities is being produced from any portion of said
lands.

(h) The segregation of any Federal lease committed to this
Agreement is governed by the following provision in the fourth paragraph
of Sec. 17(b) of said Act of February 25, 1920, as amended by the Act of
July 29, 1954, (68 Stat. 583, 585): "Any (Federal) lease hereafter com-
mitted to any such plan (unit) embracing lands that are in part within
and in part ocutside of the area covered by any such plan shall be seg-
regated into separate leases as to the lands committed and the lands not
committed as of the effective date of unitization; Provided, however,
that any such lease as to the nonunitized portion shall continue in
force and effect for the term théreof but for not less than two years
from the date of such segregation and so long thereafter as oil or gas
is produced in paying quantities."

SECTION 21. MATHEMATICAL ERRORS: It is hereby agreed by all

parties to this Agreement that Unit Operator is empowered to correct any
mathematical errors which might exist in the pertinent exhibits to this
Agreement upon approval of the Commissioner and the Director.

SECTION 22. COVENANTS RUN WITH LAND: The covenants herein shall

be construed to be covenants running with the land with respect to the
interest of the parties hereto and their successors in interest until
this Agreement terminates, and any grant, transfer or conveyance of
interest in land or leases subJject hereto shall be and hereby is con-
ditioned upon the assumption of all privileges and obligations hereunder
* by the grantee, transferee or other successor in interest. No assign-
ment or transfer of any Working Interest subject hereto shall be binding
upon Unit Operator until the first day of the calendar month after Unit
Operator is furnished with the original, or acceptable photostatic or
certified copy, of the recorded instrument of transfer; and no assign-
ment or transfer of any Royalty Interest subject hereto shall be binding
upon the Working Interest Owner responsible therefor until the first day
of the calendar month after said Working Interest Owner is furnished
with the original, or accepitable photostatic or certified copy, of the

recorded instrument of transfer.
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SECTION 23.  EFFECTIVE DATE AND TERM: This Agreement shall become

binding upon each party who executes or ratifies it as of the date of
execution or ratification by such party and shall become effective as of
T7:00 o'clock a.m. of the first day of the month next following:

(a) The execution or ratification of this Agreement and the
Unit Operating Agreement by Working Interest Owners owning a combined
unit participation of at least 95 percent, and the execution or ratifi-
cation of this Agreement by Royalty Owners owning & combined interest
of at least TS5 percent of the Royalty Interest, in said Unit Area; and

(p) The approval of this Agreement by the Commissioner, the
Secretary or his duly authorized representative, and the Commission; and

(¢c) The filing of at least one counterpart of this Agreement
for record in the office of the respective county clerks of Lea and
Chaves Counties, New Mexico, by the Unit Operator; and provided, further,
that if (a) (b) and (c) above are not accomplished on or before March 31,
1960, this Agreement shall ipso facto terminate on said date (hereinafter
called "termination date") and thereafter be of no further force or
effect, unless prior thereto this Agreement has been executed or rati-
fied by Working Interest Owners owning a combined unit participation of
at least ninety (90%) percent, and the Working Interest Owners owning a
combined unit participation of at least ninety (90%) percent committed
to this Agreement have decided to extend sald termination date for a
period not to exceed six (6) months (hereinafter called “extended termi-
nation date"). If said termination date is so extended and (a) (b) and
(c) are not accomplished on or before said extended termination date,
this Agreement shall ipso facto terminate on said extended termination
date and thereafter be of no further force or effect. For the purpose
of this Section, ownership shall be computed on the basis of unit par-
ticipation as determined from Exhibit "C" attached to the Unit Operating
Agreement.

(d) Unit Operator shall, within thirty (30) days after the
effective date of this Agreement, file for record in the offices where a
counterpart of this Agreement is recorded, a certificate to the effect
that this Agreement has become effective according to its terms and
stating further the effective date.

The term of this Agreement shall be for and during the time that
Unitized Substances are produced in paying quantities from the Unit Area
and as long thereafter as drilling, reworking or other operations (in—
cluding secondary recovery operations) are prosecuted thereon without
cessation of more than ninety (90) consecutive days, unless sooner termi-
nated by Working Interest Owners in the manner hereinafter provided.

This Agreement may be terminated with the approval of the Commis-
sioner and the Director by Working Interest Owners owning ninety (90%)
percent unit participation whenever such Working Interest Owners deter-
mine that Unit operations are no longer profitable, feasible or in the

interest of conservation. Notice of any such termination shall be given

by Unit Operator to all parties hereto.
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Upon termination of this Agreement, the further development and
operation of the Unit Area as a Unit shall be abandoned, Unit operations
shall cease, and thereafter the parties hereto shall be governed by the
terms and provisions of the leases and contracts affecting the separate
tracts.

If not otherwise covered by the leases unitized under this Agree-
ment, Royalty Owners hereby grant Working Interest Owners a period of
six (6) months after termination of this Agreement in which to salvage,
sell, distribute or otherwise dispose of the personal property and
facilities used in connection with Unit operations.

SECTION 2k. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION: All

production and the disposal thereof shall be in conformity with alloca-
tions and quotas made or fixed by any duly authorized person or regula-
tory body under any Federal or State statute. The Director is hereby
vested with authority to alter or modify from time to time, in his dis-
cretion, the rate of prospecting and development and within the limits
mede or fixed by the Commission to alter or modify the quantity and rate
of production under this Agreement, such authority being hereby limited
to alteration or modification in the public interest, the purpose there-
of and the public interest to be served thereby to be stated in the
order of alteration or modification; provided, further, that no such
alteration or modification shall be effective as to any land of the
State of New Mexico as to the rate of prospecting and development in the
absence of the specific written approval thereof by the Commissioner and
as to any lands of the State of New Mexico or privately-owned lands sub-
Jject to this Agreement as to the quantity and rate of production in the
absence of specific written approval thereof by the Commission.

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

SECTION 25. FATR EMPLOYMENT: 1In connection with the performance

of work under this Agreement, the Unit Operator agrees not to discrimi-

nate against any employee or applicant for employment because of race,
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religion, color, or national origin. The aforesaid provision shall in-
clude, but not be limited to, the following: employment, upgrading, de-
motion or transfer; recruitment or recruitment advertising, layoff or
termination; rates of pay or other forms of compensation; and selection
for training, including apprenticeship. The Unit Operator agrees to
post hereafter in conspicuous places, available for employees and appli-
cants for employment, notices to be provided by the contracting officer
setting forth the provisions of this nondiscrimination clause.

The Unit Operator agrees to insert the foregoing provision in all
subcontracts hereunder, except subcontracts for standard commercial
supplies or raw mgterials.

SECTION 26. APPEARANCES: Unit Operator shall have the right to
appear for or on behalf of any and all interests affected hereby before
the Commissioner, the Department, and the Commission, and to appeal from
any order issued under the rules and regulations of the Commissioner, the
Department, or the Commission, or to apply for relief from any of said
rules and regulations or in any proceedings relative to operations before
the Commissioner, the Department, or the Commission, or any other legally
constituted authority; provided, however, that any other interested
party shall also have the right at his or its own expense to be heard in
any such proceeding.

SECTION 27. NOTICES: All notices, demands, objections or state-
ments required hereunder to be given or rendered to the parties hereto
shall be deemed fully given if made in writing and personally delivered
to the party or parties or sent by postpaid certified mail, addressed to
such party or parties at their respective addresses set forth in connec-
tion with the signatures hereto or to the ratification or consent here-
of or to such other address as any such party or parties may have fur-
nished in writing to the party sending the notice, demand or statement.

SECTION 28. NO WAIVER OF CERTAIN RIGHTS: Nothing in this Agree-

ment contained shall be construed as a waiver by any party hereto of the
right to assert any legal or constitutional right or defense as to the

validity or invalidity of any law of the State wherein said unitized
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lands are located, or rules or regulations issued thereunder in any way
affecting such party, or ag a walver by any such party of any right be-
yond his or its suthority to waive.

SECTION 29. UNAVOIDABLE DELAY: All obligations under this Agree-

ment requiring the Unit Operator to commence or continue secondary re-
covery operations or to operate on or produce Unitized Substances from
any of the lands covered by this Agreement shall be suspended while, but
only so long as the Unit Operator despite the exercise of due care and
diligence, is prevented from complying with such cbligations, in whole
or in part, by strikes, acts of God, Federal, State or municipal law or
agency, unavoidable accident, uncontrollable delays in transportation,
inability to obtain necessary materials in open market, or other matters
beyond the reasonable control of the Unit Operator whether similar to
matters herein enumerated or not.

SECTION 30. LOSS OF TITLE: 1In the event title to any tract of

unitized land shall fail so as to render the tract inoperable under this
Agreement and the true owner cannot be induced to join this Unit Agree-
ment, such tract shall be automatically regarded as not committed hereto
and there shall be such readjustment of future costs and benefits as may
be required on account of the loss of such title. 1In the event of a dis-
pute as to title as to any Royalty, Working Interest or other interest
subject thereto, payment or delivery on account thereof may be withheld
without liability or interest until the dispute is finally settled; pro-
vided, that as to State or Federal land or leases, no payments of funds
due the State of New Mexico or the United States of America shall be
withheld, but such funds shall be deposited as directed by the Commis-
sioner or the Supervisor (as the case may be), to be held as unearned
money pending final settlement of the title dispute, and then applied as
earned or returned in accordance with such final settlement.

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

SECTION 31. NONJOILNDER AND SUBSEQUENT JOINDER: If the owner of

any substantial interest in a tract within the Unit Area fails or refuses
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to subscribe, ratify, or comsent in writing to this Agreement, the Work-
ing Interest Owner in that tract who has executed or ratified thls Agree-
ment may withdraw said tract from this Agreement by written notice to the
Director, the Commissioner, and Unit Operator prior to the effective date
of this Agreement. Joinder by any Royalty Owner, at any time, must be
accompanied by appropriate joinder of the corresponding Working Interest
Owner in order for the interest of such Royalty Owner to be regarded as
effectively committed. Joinder to the Unit Agreement by a Working Inter-
est Owner, at any time, must be accompanied by appropriate Jjoinder to the
Unit Operating Agreement in order for such interest to be regarded as
effectively committed to this Unit Agreement.

Any oil or gas interest in the Queen Sand not committed hereto prior
to submission of this Agreement to the Commissioner and the Director for
final approval may thereafter be committed hereto upon compliance with
the applicable provisions of this Section and of Section 14 (Tracts
Qualified for Unit Participation) hereof, at any time up to the effective
date hereof and for a period to and including six (6) months thereafter,
on the same basis of participation as provided in said Section 1k, by the
owner or owners thereof subscribing, ratifying, or consenting in writing
to this Agreement and, if the interest is a Working Interest, by the
owner of such interest subscribing also to the Unit Operating Agreement.

Tt is understood and agreed, however, that from and after six (6)
months from the effective date hereof the right of subsequent Joinder as
provided in this Section shall be subject to such requirements or ap-
provals and on such basis as may be agreed upon by ninety (90%) percent
of the Working Interest Owners. Such joinder by a proposed Working Inter-
est Owner must be evidenced by his execution or ratification of this
Agreement and the Unit Operating Agreement. Such Joinder by a proposed
Royalty Owner must be evidenced by his execution, ratification or con-
sent of this Agreement and must be consented to in writing by the Working
Interest Owner responsible for the payment of any benefits that may
accrue hereunder in behalf of such proposed Royalty Owner. Except as may

be otherwise herein provided, subsequent Jjoinder to this Agreement shall



be effective at 7:00 a.m. as of the first day of the month following the
filing with the Commissioner and the Supervisor of duly executed counter-
parts of any and all documents necessary to establish effective commit-
ment of any tract or interest to this Agreement, unless objection to

such Jjoinder by the Commissioner or the Director is duly made within
sixty (60) days after such filing.

SECTION 32. COUNTERPARTS: This Agreement may be executed in any

number of counterparts, noc one of which needs to be executed by all
parties and may be ratified or consented to by separate instrument in
writing specifically referring hereto, and shall be binding upon all
those parties who have executed such a counterpart, ratification or con-
sent hereto with the same force and effect as if all parties had signed
the same document, and regardless of whether or not it is executed by
all other parties owning or claiming an interest in the lands within the
atove described Unit Area.

SECTION 33. TAXES: Each party hereto shall, for its own account,
render and pay its share of any taxes levied against or measured by the
amount or value of the Unitized Substances produced from the unitized
land; provided, however, that if it is required or if it be determined
that the Unit Operator or the several Working Interest Owners must pay
or advance said taxes for the account of the parties hereto, it is here-
by expressly agreed that the parties so paying or advancing said taxes
shall be reimbursed therefor by the parties hereto, including Royalty
Owners, who may be responsible for the taxes on their respective allo-
cated share of said Unitized Substances. No such taxes shall be charged
to the United States or to the State of New Mexico, nor to any lessor
who has a contract with a lessee which requires his lessee to pay such
taxes.

SECTION 3k. CONFLICT OF SUPERVISION: Neither the Unit Operator

nor the Working Interest Owners, nor any of them, shall be subject to
any forfeiture, termination or expiration of any rights hereunder or
under any leases or contracts subject hereto, or to any penalty or lia-

bility on account of delay or failure in whole or in part to comply with
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any applicable provisions thereof to the extent that the said Unit Oper-
ator or the Working Interest Owners, or any of them, are hindered, de-
layed or prevented from complying therewith by reason of faillure of the
Unit Operator to obtain, in the exe;cise of due diligence, the concur-
rence of proper representatives of the United States and proper repre-
sentatives of the State of New Mexico in and about any matters or things
concerning which it is required herein that such concurrence be cbtained.
The parties hereto, including the Commission, agree that all powers and
authority vested in the Commission in and by any provisions of this
Agreement are vested in the Commission and shall be exercised by it pur-
suant to the provisions of the laws of the State of New Mexico and sub-
ject in any case to appeal or Jjudicial review as may now or hereafter be
provided by the laws of the State of New Mexico.

SECTION 35. LIMITATION OF APPROVALS: Notwithstanding anything

herein conteined to the contrary, if no Federal lands are committed to
this Agreement, then no consents or approvals provided herein shall be
required of the Department, the Secretary, the Director, or the Super-
visor, and it shall not be neceésary to file any instrument hereunder
with said officers or agencies unless and until Federal lands are so com-
mitted to this Agreement; likewise, if no State lands are committed to
this Agreement, then no consents or approvals provided herein shall be
required of the Commissioner, and it shall not be necessary to file any
instrument hereunder with said officer unless and until State lands are

so committed to this Agreement.

IN WITNESS WHEREQOF, the parties hereto have caused this Agreement

to be executed and have set opposite theilr respective names the date of

execution.
ATTEST: GREAT WESTERN DRILLING COMPANY
Yoy ,',S . Z i
Assistant Secretary President
Date: 0CT 1 1959 UNIT OPERATOR AND WORKING INTEREST

OWNER.
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STATE OF TEXAS )

COUNTY OF MIDLAND )

The foregoing instrument was acknowledged before me this 1st day
of October , 1959, by R. C. Tucker, President of GREAT

WESTERN DRILLING COMPANY, a Texas corporation on behalf of said corpora-
tion.

My Commission Expires 6-1-61 R . Notary Public

~26-



R-32-E

SOONN NN N NN NN AN AN SANNY —//// 3OO IR N A AN Y S R ANNN
AN

AR RARR) SRS R A TRALTTTRRRE VTR VRRNRNNRNNN N
GULF | SEARS GULF R\
e’ o o' o° ®°
by |"GALE STATE" //MV:/V//////
BmD" | "BMA" MRER
_ L AN o,
® ' @ |GROFT @ COLLIER \
" B | MOULF STATESR AN
o @ o' o ! "£-0063- 1 W\ |y
_ | @) | @ R R'1” SUPERIOR \“* CARPER "N
D169 _leioaisss |loeve-ior 03 ____le-eass 24 AR B
'WEST'N | T.p.cao. | SEROR [JCITES SERVICE  GULF " 1 T sacsic @' 49 @® | ¢ \
" “..I Pn.“ \ | “g" ®5 o3 ® 7T ..N “AN" .O ... | W _" ‘_ “..ox)<nw STATE - 8149 “ @ “ 0 //
[ 26 NN OPWRNMMNMWNY T
@ .mu _ @ @ \ ' @2 N AMERADA | | \
||||| 1 _€-1380 _ g-lose-ee | | __e-ssor____ | e-see3 _] |E-3663 _ ) | ETATEAT “ N
NS nWsa | LANDA “ WILLIAMS _mﬂ. sm..w._..z_ GULF GREAT WESTERN o»n.om L SALSICH @' e “ o @ | 92 f @2 U
N "g "WERNER® "xx" | “BMC" "w" “ang" CHAVES ST
NN 6 | ) i i ATE 1 _ N
N Q! o @2 @s e | O o3 @2 ® I g-8226 | E-4192-1 | £-8005-1 | E-8008-!
Y 0% B @& Y ©) ®@® lo® e _ \
Jra-10418- 66 | E~ 4191 | 8-ueae-7 E-7659 (8—ica18-44 E- 7659 8- 9359 | €-5663 1 E-5663 SUPERIOR " SUPERIOR __ SUPERIOR N
| | “ " !
mm SKELLY | °’ GEROR | GULF | SALSICH SUPERIOR 337 o | & o' e’ N
N | 'BMB” " " | " “ " "
mn .*_ L ANTWELL o' o ®° " ( 2 " @®° Q' @2 ® @3 04 33s-8" | "340 " 315 N
N | ANTWE . « v ® /"N 01N pem———— s\
2. . ® © | @ e ' ® '® R
JLAS CRUCES”| “MaLcO FEOERAL * LE-7639 _ | @ Lc-oe60236-4 @4 | Y] ! 2 “ N
N At g2 s e [DELFERN | GULF ! | @ | @2 T
// . | . "p" X | . . i “ | N
-35- -7
\ _ o | @° o e | @ ° o e’ e ® e A N 13
N _ CARPER CARPER
z:‘onuoom_ﬂ NM- 03844 8-10418-65 N_mw-w..ou-aln 8-8822-6 Nm @ “ by \ } ® “g" ’u NU
%I —_—_—————— == T — — = — 1 — — — — - 2 _ N
NS e’ GEROR WOLVERINE!  GEROR & ® AN S
R o 0" em o" " o' “ e Py @2 @3 o4 " @ “ HN
N “ WA
Y\ GREAT WESTERN [MANRY STATE', v O _ _ P
N FEDERAL HINKLE" B-lo4is-65 _ ( 3 “ 2 PRNN
- ——— = — = —— N
M” o* @ GULF e l“ " 6 LION  ~grueL reoERAL” o | o _ ® u//,
N " " | | N
NN 1 AJA o' H 2 1 @an 1 3 a2 £-8008-1 | 8-1332-12 | E~ 7494 AN
N\ o | o . oo o o0 ¢ o B AR
/W NM-0438S5 E- 3788 _rbrumNOrnruru///_pwr../.OrbrIfu/n/ LC-068280-8
m GULF WOOLLEY QUEEN /////////////////MM
NN 6 ) “sTATE" NN l 8 9 Mall
} & o | e e N\ ° ° o EXHIBIT "A
N
N “srowwine* £-473%6 um GREAT WESTERN DRILLING
VMCELEEREE TR R R URAY > 6 Mﬁ "y @ moox Ocmmj C_J__'
NN NN
. AN .
o’ o> ! X e e  ec g Chaves & Lea Counties
/ .
< \ New Mexico
N_///////////// CRRRTRRE 35 NN 36 . d
NN A\
X e @ " o \ Unit Area Boundary
N\ @ Tract Number
N
N




EXHIBIT "B"

ROCK QUEEN UNIT

WELL __INFORMATION

NUMBER PER CENT
TRACT OF LEASE AND/OR BASIC LESSEE OF OVERRIDING ROYALTY WORKING INTEREST PARTICIPATION
NO, DESCRIPTION ACRES bmmHﬂZZNZH NO. ROYALTY RECORD OWNER AND AMOUNT OWNER AND AMOUNT OF TRACT IN UNIT
Federal
1 N/2 N/2 Sec. 25, 160 LC-068288-A 12.5 %  Superior Ethel P.Erwin -~ .75 of 8/8 Superior 0il - 100% 4,4115820

T-13-S, R-31-E
Stanley W.Crosby, III

- oNU OM m\m
McMurry College - .75 of 8/8
Rubie C, Bell - .75 of 8/8
2 8/2 8/2 Sec. 25, 160 1.C-068288-B 12.5 % Monsanto S.W.Crosby, III - O/P Monsanto Chemical - 100%  5.2945087
T-13-8, R-31-E $562.50/acre out of .75 of
8/8
Rubie C. Bell - 0/P
$562.50/acre out of .75 of
8/8

McMurry College - Q/P
$562,50/acre out of .75 of
8/8

Ethel P.Erwin - o/p
$187.50/acre out of .75 %

3 E/2 NW/4 Sec. 27, 80 NM-02509 12.5 %  Skelly None Skelly 0il Co. - 100% .6354908
T-13-S, R-31-E .



Exhibit "B"
Rock Queen Unit
Well Information

Page #2
NUMBER PER CENT
TRACT OF LEASE AND/OR BASIC LESSEE OF OVERRIDING ROYALTY WORKING INTEREST PARTICIPATION
NO, DESCRIPTION ACRES ASSIGNMENT NO. ROYALTY RECORD OWNER AND AMOUNT OWNER AND AMOUNT OF TRACT IN UNIT
Federal
4 NE/4 Sec. 27, 160 NM-03844 12.5 %2 Hondo 0il & Hondo 0il & Gas Co. -~ 27.5% Morris R.Antweil 50% 3,8284674
T-13-8, R-31-E Gas Company ’ .
Jennings Drlg.Co. 50%
(W.I. arises under .
Operating Agreement
approved by Dec,6-21-57)
5 SE/4 Sec., 27, 160 NM-04385 12.5 %2 Great Western None Great Western - 100% 2.8327427
T-13-8, R-31-E _
5 Federal Tracts 720 Acres 18 Wells
State
6 W/2 SE/4 Sec. 26 80 B-399-35 12,5 % Manforth Prod. M.C.Damuth & Citizens Nat'l Wolverine 0il 100% 1,7750653
T-13-8, R-31-E Co., Inc., Bank of Houston, Trustee for
Trustee Ethel Janet Boyle -.006076
William H.Danforth-,051649
Charity, S.L. Corp.- O/P 75%
of 30%
7 SW/4 NW/4 Sec. 23; 160 B-8318-109 12.5 % Geror 0il Vada Spurck, as surviving Geror 0il Corp. 1007% 1.4319513
NE/4 SE/4, SE/4 B-10418-75 Geror 0il joint tenant of William
SW/4, NW/4 SW/4 B-8605-26 Geror 0il Spurck, Deceased, and

Sec. 22,
1-13-8, R-31-E

Helen Hudson - 6-1/4%



Exhibit "B"
Rock Queen Unit
Well Information

Page #3
NUMBER PER CENT

TRACT OF LEASE AND/OR BASIC LESSEE OF OVERRIDING ROYALTY WORKING INTEREST PARTICIPATION

NO. DESCRIPTION ACRES ASSIGNMENT NO. ROYALTY RECORD OWNER AND AMOUNT OWNER AND >KOGZH OF TRACT IN UNIT

State
8 SE/4 NE/4 Sec. 23, 40 B-8459 12.5 % Gulf 0il R.D.Collier - 1/16 of 8/8 Leonard E. Cooper - 1/4 . 1408083
T-13-S, R-31-E
Gulf 0il - 1/16 of 8/8 David J. Cooper ~-1/16

Arthur J,.Shield -1/32
Milton E.Lehtman -1/32

Carl X.Smith Const.

Company -1/16
D.C.Johnson -1/32
Transquip Co. -1/16
S.R. Bazell -1/32
S$.H. Bazell -1/32

Julius M. Rosenfiéid-and

Harriet B. Rosenfield
-1/32

Edward Rothbart -1/32

Jos.B. Gould -11/32



Exhibit "B"
Rock Queen Unit
Well Information

Page # 4

TRACT

NO, DESCRIPTION
9 E/2 NE/4 Sec. 26

10

11

12

13

14

T-13-8, R-31-E

$/2 SW/4, NE/4
SW/4 Sec. 24,
T-13-8, R-31-E

SW/4 NE/4 Sec. 26,

T-13-8, R-31-E

NE/4 SW/4 Sec. 22,

T-13-§, R-31-E
All Sec. 36,
T-13-S, R-31-E

8W/4 SE/4 Sec. 23,

T-13-8, R-31-E

NUMBER
OF ' LEASE AND/OR
ACRES ASSIGNMENT NO.

State

80 B-8822-6

120 B-9359

40 B-9495-6

40 B-9541

640 B-9541

40 B-10418-44

12.5 % Great Western None

PER CENT
BASIC, LESSEE OF OVERRIDING ROYALTY WORKING INTEREST PARTICIPATION
ROYALTY _RECORD OWNER AND AMOUNT OWNER AND AMOUNT OF TRACT IN UNIT
12,5 % Neil Salsich 507 E.M.Schaad - 27/40 of 1/12 Neil E,Salsich - 1/2 2.1602111

Pomeroy Smith
507% Katheryn H. Gardiner
- 9/80 of 1/12
R.Searle McGrath- 7/32

Pomeroy Smith - 7/32

Earl G. & Minnie 8. Levick
- 17/80 of 1/12
South Permian 0i1-1/16

Creat Western 100% 2.6861763

12.5 % Delfern 0il None Delfern 0il Co. - 100% 1.1599481
12.5 % Great Western None Great Western - 100% .5022621
12.5 %2 Great Western None Great Western - 100%Z 11.6531479
12.5 % H. T. Page Helen Magruder Killiker Great Western - 100% .1282641

- 1/32 of 8/8
R.S.Magruder Est.- 1/32 of 8/8

H.T.Page - 1/16 of 8/8



Exhibit "B"

Rock Queen Unit
Well Information
Page # 5

TRACT
NO.

DESCRIPTION

15 NW/4 Sec. 26,
T-13-8, R-31-E

16 N/2 SW/4, E/2
SE/4 Sec. 26,
T-13-8, R-31-E

17 E/2 NE/4 Sec. 22,
T-13-8, R-31-E

18 E/2 SW/4 Sec. 30,
T-13-8, R-32-E

NUMBER
OF LEASE AND/OR BASIC LESSEE OF
ACRES ASSIGNMENT NO. ROYALTY RECORD
State
160 B-10418-76 12.5 % Geror 0il
160 B-10418-76 12.5 % Geror 0il
80 B-10419-39 12.5 % Cecil A.Gale
50%
Walter F.Gale
50%
80 B-11332-12 12.5 %4  Superior
B-11332-13

OVERRIDING ROYALTY
OWNER AND AMOUNT

WORKING INTEREST
OWNER AND AMOUNT

PER CENT
PARTICIPATION
OF TRACT IN UNIT,

Vada Spurck, as surviving
joint tenant of William
Spurck, Deceased, and
Helen Hudson

Geror 0il Corp.

- 6-1/47%

Vada Spurck, as surviving
joint tenant of William
Spurck, Deceased, and
Helen Hudson

Geror 0il Corp.

- 6-1/4%

Cecil A. & Walter F.
Gale

Ross Sears Est.
- 1/16 of 8/8
George Williams

0.F.Featherstone - O/P
$8,000. out of 1/16 of 7/8

Superior -7.0312% Carper Drlg.Co.
Robert E.Boling -1%

Rose F.Wilson - o/pP

10/24 of 5.46887%

Evelyn W. Linden - 0/P

4/24 of 5.46887%

Carper Drilling - 0/P

5/24 of 5.4688%

Herschel J.Blazer - o/p

5/24 of 5.4688%

100% 5.3295011
100% 5.7160227
50% .8568576
50%

100% 1.5511173



Exhibit "B"

Rock Queen Unit
Well Information
Page # 6

TRACT
NO,

DESCRIPTION

19

20

21

22

23

SE/4 SE/4 Sec. 22,
T-13-S, R-31-E

E/2 NW/4 Sec. 30,
T-13-8, R-32-E

N/2 NW/4 Sec, 35
T-13-S, R-31-E

NW/4 SE/4 Sec. 22,
T-13-S, R-31-E

SW/4 SE/4 Sec. 22,
T-13-8, R-31-E

NUMBER
OF LEASE AND/OR BASIC LESSEE OF
ACRES ASSIGNMENT NO. ROYALTY RECORD
State

40 B-11644-7 12.5 %4 Geo.Williams
80 E-35-1 12.5 %  Superior 0il
80 E-473-8 12.5 % Ambassador

40 E-1380 12.5 % T-P Coal & 0il
40 E-4191 12.5 % Atlantic Refg.

OVERRIDING ROYALTY
OWNER AND AMOUNT

Helen Hudson - 1/16 of 8/8

None

Heirs of Lillian B. Browne -
1% of 7/8

None

Atlantic Refining - 27.5%

WORKING INTEREST
OWNER AND AMOUNT

PER CENT
PARTICIPATION

Geo. Williams

Superior 0ilCo.

Ambassador 0il

Texas-Pacific
Coal & 0il _ -

Landa 0il Co. -
J,Weldon Bateson-

J. wcwumHH Bond -

B.Felix Harris

Mrs. C.M.Harris

Howspin Corp.
Interlaken Corp, -

Lithoprint Co. of
New York, Inc., -

Lynch, Lynch &
Watson -

(continued)

OF TRACT IN UNIT

100%
100%

100%

100%

. 191574
.033334

.015625
.031250
.015625
.026668

.013334
.008004

.051250

.6601485

2.7261398

2.7417427

.2601171

.4320676
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Rock Queen Unit
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NUMBER PER CENT
TRACT OF LEASE AND/OR BASIC LESSEE OF OVERRIDING ROYALTY WORKING INTEREST PARTICIPATION
NO. DESCRIPTION ACRES ASSIGNMENT NO. ROYALTY RECORD OWNER AND AMOUNT OWNER AND AMOUNT OF TRACT IN UNIT
State Nathan >mw9m - ,031250

George T.Marchmont,
Trustee - .,031250

Edward W, Bradley- .031250

Arris Owen - ,062500
o. zo ””@.Hﬂ - QOkuwa
John R. Trett - ,062500

Andrew & Elizabeth
Reid - .033334

George Sarrafian - ,031250
City National Bank & Trust
Co., Trustee for Estate of
F.Raymond Shaw, Deceased

- .158334

Roberta Wright Reeves
- .062500

Stryker & Brown - ,033334
Raymond Tate - .031250

Henry A. Brawn - .031250



Exhibit "B"
Rock Queen Unit
Well Information
Page #8

TRACT
NO,

DESCRIPTION

24

25

26

27

28

29

30

SE/4 SW/4 Sec. 19,
T-13-S, R-32-E

NW/4 SW/4 Sec. 24,
T-13-§, R-31-E

NW/4 SE/4, SE/4
SE/4 Sec. 24,
T-13-S, R-31-E

SW/4 SE/4 Sec. 24,
T-13-S§ R-31-E

S/2 SW/4 Sec. 26,
T-13-8, R-31-E

N/2 SE/4 Sec. 23,
T-13-8, R-31-E

W/2 SE/4, NE/4 SE/4,
SE/4 NE/4, Sec. 30,
T-13-S, R-32-E

NUMBER
OF LEASE AND/OR BASIC LESSEE OF
ACRES ASSIGNMENT NO, ROYALTY RECORD
State
40 E-4192-1 12.5 % Amerada
40 E-5663 125 % Gulf 0il
80 E-5663 12,5 % Gulf 0Oil
40 E~-5663 12,5 % Gulf 01l
80 E-5758 12.5 %2 Gulf 0il
80 E-6401 12.5 % Cities Service
160 E-7494 12.5 %  Superior

OVERRIDING ROYALTY

OWNER AND AMOUNT

None
None

Gulf 0il

None
None
None

Superior - 12.5%

Robert E. Boling -1 %

- 3/32 of 7/8

PER CENT

WORKING INTEREST
OWNER AND AMOUNT

PARTICIPATION

Amerada Pet.Corp.-100%

Gulf 0il Corp. -1007%

Neil E.Salsich - 24,5689
Pomeroy Smith - 24,5690
R.Searle McGrath-24.5690
Tom Schneider - 4.0679

mo H.o UHHWO.:U-HH.Q INNONNUN

Gulf 01l Corp. - 1007
Gulf 0il Corp. - 100%
Cities Service - 100%

Carper Drilling Co. 100%

OF TRACT IN UNIT

1.3926451

.5867991

1.6557515

.8750454

1.4636495

.2614120

2.2704868



Exhibit "B".
Rock Queen Unit
Well Information

Page #9
NUMBER PER CENT
TRACT OF LEASE AND/OR BASIC LESSEE OF OVERRIDING ROYALTY WORKING INTEREST PARTICIPATION
NO, DESCRIPTION ACRES >menzxﬂza NO. ROYALTY RECORD OWNER AND AMOUNT OWNER AND AMOUNT OF TRACT IN UNIT
State
31 N/2 NE/4, SW/4 120 E-7494 12,5 %  Superior None Superior 0il Co. =~ 100% = 3.4553704
NE/4 Sec. 30,
T-13-8, R-32-E
32 W/2 NE/4 Sec, 22, 80 E-7659 12.5 % Gulf 0il None Gulf 0il1 Corp. -~ 100% .9319971
T-13-8, R-31-E
33 E/2 NW/4, NW/4 360 E-7659 12.5 % Gulf 0il None Gulf 0il Corp. - 1007  3.8153335
NW/4, W/2 NE/4, ,
SW/4 Sec. 23,
T-13-8, R-31-E
34 SE/4 SBE/4 Sec. 23, 40 E-7659 12.5 %2 Gulf 0il None Gulf 0il Corp. - 100% «2874147
T-13-8, R-31-E
35 WNW/4 NE/4 Sec. 26, 40 E-7659 12.5 % Gulf 0il None Gulf 01l Corp. - 100% -4460451
T-13-§, R-31-E
36 W/2 W/2 Sec. 30, 173.2 E-8005-1 12.5 %Z  Superior None Superior 0il Co. =~ 1007 5.1407677
T-13-S, R-32-E
37 W/2 SE/4 Sec. 19, 80 E-8005-1 12.5 % Superior None Superior 0il Co. - 1007 1.2541070
T-13-8, R-32-E
38 E/2 SE/4 Sec. 19, 80 E-8005-1 12.5 % Superior Superior 0il - 12.5% Carper Drlg.Co. - 1007 1.6939825

T-13-S, R-32-E
Robert E. Boling -1 %



Exhibit "B"
Rock Queen Unit
Well Information

Page #10
NUMBER PER CENT
TRACT OF LEASE AND/OR BASIC LESSEE OF OVERRIDING ROYALTY WORKING INTEREST PARTICIPATION
NO. DESCRIPTION ACRES ASSIGNMENT NO. ROYALTY RECORD OWNER AND AMOUNT OWNER AND AMOUNT OF TRACT IN UNIT
State
39 SW/4 NE/4 Sec. 19, 40 E-8063-1 12,5 %  Superior Superior 0il - 12.5% Carper Drlg.Co. - 100% .1351490
T-13-8, R-32-E
Robert E. Boling -1 7%
40 NE/4 SW/4 Sec. 19, 40 E-8149 12,5 %  Superior None Superior 0il Co. - 100% .9767640
T-13-S, R-32-E
41 SW/4 SW/4 Sec. 19, 42.98 E-8226 12.5 %  Superior None Superior 0il Co. - 100% .1510809
T-13-S, R-32-E
42 NW/4 NW/4 Sec. 31, 43.59 E-9217-1 12,5 % Great Western None Great Western - 100% 4667456
T-13-S, R-32-E .
37 State Tracts 3,659.77 Acres 90 Wells
Fee
43 $/2 N/2, N/2 8/2 320 W.M.Tulk and 12.5 % Gulf 0il None Gulf 0il Corp. - 100% 7.8608450
Sec. 25, wife, Carrie
T-13-S, R-31-E E. Tulk
44 NE/4, S/2 NW/4 240 0.A.Browning 12,5 % Gulf 0il None Gulf 0il Corp. - 100% 5.9642676
Sec. 34, and wife,Lela
T-13-S, R-31-E Browning

2 Fee Tracts

560 Acres 14 Wells




Exhibit "B"

Rock Queen Unit
Well Information
Page #11

TOTALS:

5 Federal Tracts
37 State of New Mexico Tracts

2 Fee Tracts

ROCK QUEEN UNIT -- LEA AND

720 Acres 14.57557% of Unit Area

3,659.77 Acres 74.08787% of Unit Area

560 Acres 11.336567 of Unit Area

4,939.77 Acres 100.00000% of Unit Area
CHAVES COUNTIES, NEW MEXICO
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UNIT OPERATING AGREEMENT
ROCK QUEEN UNIT
LFA AND CHAVES COUNTIES, NEW MEXICO

HO.

THIS AGREEMENT, entered into as of the day of s

1959, by and between the parties who execute or ratify this Agreement.

WITNESSETH: that,

WHEREAS, the parties hereto as Working Interest Owners have exe-
cuted as of the date hereof, that certain Unit Agreement For The Develop-
ment and Operation of the ROCK QUEEN UNIT, Lea and Chaves Counties, New
Mexicb, hereinafter referred to as "Unit Agreement"”, and which, among
other things, provides for a separate agreement to be made and entered
into by and between Working Interest Owners pertaining to the develop-
ment and operation of the Unit Area therein defined;

NOW, THEREFORE, in consideration of the mutual agreements herein

set forth, 1t is agreed as follows:

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT

1.1 Confirmation of Unit Agreement. The Unit Agreement is hereby

confirmed and incorporated herein by reference and made a part of this
Agreement. The definitions in the Unit Agreement are adopted for all
purposes of this Agreeﬁent. In the event of any conflict between the

Unit Agreement and this Agreement, the Unit Agreement shall prevail.

ARTICLE 2
EXHIBITS
2.1 Exhibits. The following exhibits are incorporated herein by
reference:

2.1.1 Exhibits A and B of the Unit Agreement.

2.1.2 Exhibit C, attached hereto, is a schedule showing the
total Unit Participation of each Working Interest Owner,
2.1.3 Exhibit D, attached hereto, is the Accounting Procedure

applicable to development and operation of the Unit Area. In the



event of conflict between this Agreement and Exhibit D, this Agree-
ment shall prevail.

2.1.4 Exhibit E, attached hereto, contains insurance provi-
sions applicable to the development and operation of the Unit Area.

2.2 Revision of Exhibits. Whenever Exhibits "A" and "B" are re-

vised, Exhibit "C" shall be revised according to such revision to be

effective as of the effective date of revised Exhibits "A" and "B".

ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS

3.1 Overall Supervision. Working Interest Owners shall exercise

overall supervision and control of all matters pertaining to the de-
velopment and operation of the Unit Area pursuant to this Agreement and
the Unit Agreement. In the exercise of such power each Working Interest
Ovner shall act solely in its own behalf in the capacity of an individ-
ual owner and nct on behalf of the owners as an entirety.

3.2 Particular Powers and Duties. The matters to be passed upon

and decided by Working Interest Owners shall include, but not be limited
to, the following:

3.2.1 Method of Operastion. The kind, character and method

of operation, ineluding any type of pressure maintenance or sec-
ondary recovery program to be employed.

3.2.2 DPrilling of Wells. The drilling of any well within

the Unit Area either for production of Unitized Substances, for
use as an injection well, or for other purposes.

3.2.3 Well Workovers and Change of Status. The workover, re-

completion, repair, abandonment, or change of status of any well in
the Unit Area or use of any such well for injection or other pur-
ﬁoses. In this connection, Working Interest Owners, shall within
eighteen months from the effective date hereof, determine whether
or not each of the wells to be used for Unit operations, either as
an injection well or a producing well, is in a satisfactory state
of repair for sﬁch use. If they should determine that a well re-

quires the use of a liner to contain caving formstions, or other



repairs, the Workingilnterest Owner of such well shall promptly,
and within a reasonable time commensurate with the needs of unit
operations, cause such work to be done, and the Working Interest
Owner of such well shall have the option of doing such work itself,
or requesting the Unit Operator to do such work and be billed for
such expense entailed in the rework or repair. If Unit Operator
is requested to do such work, the Working Interest Qwner of the
weli shell indemnify Unit Operator from any démages which might
result from such rework or repair. If it should be determined that
any such well be logged, such logging will be at Unit expense.
y3.2.h Expenditures. Making of any single expenditure in ex-
cess of Five Thousand and No/100 ($5,000.00) Dollars; provided that
approval by Working Interest Owners of the drilling, reworking,
drilling deeper, or plugging back of any well shall include approval
of all necessary expenditures required therefor and for completing,
testing and equipping the same, including necessary flow lines,
separators and lease tankage.

3.2.5 Disposition of Surplus Facilities. Selling or other-

wise disposing of any major item of surplus material or equipment,
the current list price of new equipment similar thereto being One
Thousand Five Hundred and No/100 ($1,500.00) Dollars or more.

3.2.6 Appearance Before a Court or Regulatory Body. The

degignation of a representative to appear before any court or reg-
ulatory body in all matters pertaining to Unit operations; provided,
however, such‘designation by Working Interest Owners shall not pre-
vent any Working Interest Owner from appearing in person or from
designating another representative in its own behalf.

3.2.7 Audits: The making of proper audits of the accounts
of Unit Operator pertaining to operations hereunder; provided that
such audits shall:

(&) not be conducted more than once each year except upon

the resignation or removal of Unit Operator;

and shall:



(b) be made at the expense of all Working Interest Owners
other than the Working Interest Owner designated as Unit
Operator, unless such audit is conducted at the speci?ic
instance and request of Unit Operator, in which latter
event the same shall be made at the expense of all Work-
ing Interest Owners including the Working Interest Owner
designated as Unit Operator; and

(c) Ve upon not less than thirty (30) days' written notice
to Unit Operator.

3.2.8 Inventgries. The taking of periodic inventories under

the terms of Exhibit "D".

3.2.9 Technical Services. Any direct charges to the joint

account for services by consultants of Unit Operator's technical
personnel not covered by the overhead charges provided by Exhibit
"D 13 .

3.2.10 Appointment of Committees. The appointment or desig-

nation of committees or subcommittees necessary for the study of
any problem in connection with 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 readjustment of investments as required.

3.2.1% The termination of the Unit Agreement.

ARTICLE &4
MANNER OF EXERCISING SUPERVISION

k.1 Designation of Representatives. Each Working Interest Owner

shell advise Unit Operator in writing the names and addresses of its

representative and alternate representative authorized to represent and

bind it in respect to any matter pertaining to the development and oper-

ation of the Unit Area. Such representative or alternate representative

may be changed from time to time by written notice to Unit Operator.

k.2 Meetings. All meetings of Working Interest Qwners for the

purpose of considering and acting upon any matter pertaining to the de-

.



velopment and operatioﬁ of the Unit Area shall be called by Unit Opera-
tor upon its own motion or at the request of two (2) or more Working
Interest Owners.. No meeting shall be called on less than fourteen (1)
days' advance written notice, with agenda for the meeting attached. In
the absence of protest by any qualified member of the meeting, the Work-
ing Interest Owners attending such meeting shall not be prevented from
amending items included in the agends or from deciding on such amended
item or from deciding other items presented at such meeting. The repre-
sentative of Unit Operator shall be chairman of each meeting.

4.3 Voting Procedure. Working Interest Owners shall act upon and

determine all matters coming before them as follows:

4.3.1 Voting Interest. In vofing on any matter each Working
Intefest Owner shall have a voting interest equal to its then per-
centage in Unit Participation, as shown in Exhibit "C", and such
fevisions thereof as may hereafter be made in accordance with the
terms of this Agreement.

4.3.2 Vote Required. Except as may otherwise be provided

herein or in the Unit Agreement, Working Interest Owners shall act
_upon and determine all matters coming before them ineluding but not
limited to:
(a) an expenditure of more than Five Thousand and No/100
($5,000.00) Dollars; or
(b) drilling of any wells and method of reéonditioning for
injection and/or producing wells
by the affirmative vote of a majority of the voting interest; pro-
vided, that should any one Working Interest Owner own more than
fifty (50%) percent voting interest, its vote must be supported by
the vote of twe or more Working Interest Owners having a conbined
voting interest of at least ten (10%) percent.

4.3.3 Vote at Meeting by Nonattending Working Interest Owner.

Any Working Interest Owner not represented at a meeting may vote on
any item included in the agenda of the meeting by letter or tele-

gram addressed to the chairman of the meeting, provided such vote



is recelved prior.to the submission of such item to vote. Such
vote shall not be eounted with iespect to any item on the agenda
which is amended at the meeting.

4.3.4 Poll Votes. Working Interest Owners may decide any
matter by vote taken by letter or telegram, provided the matter is
firgt submitied in writing to each Working Interest Owner and no
meeting on the matter is called as provided in Article 4.2, within
seven (7) days after such proposal is served on Working Interest
Owners. Unit Operator will give prompt notice of the results of

such voting to 8ll Working Interest Owners.

ARTICLE 5

INDIVIDUAL RIGHTS AND PRIVILEGES
OF WORKING INTEREST OWNERS

5.1 Reservation of Rights. Working Interest Owners severally re-

serve to themselves allvtheir rights, power, authority and privileges,
except as expressly provided in this Agreement and the Unit Agreement.

5.2 8pecific Rights. Each Working Interest Owner shall have,

among others, the following specific rights and privileges:

5.2.1 Access to Unit Area. Access to the Unit Area at all

reasonable times to Inspect the operation hereunder and a1l wells

and records and data pertaining thereto.

5.2.2 Reports by Request. The right to receive from Unit

Operator, upon written reguest, coples of all reports to any govern-
mental agency, reports of crude oil runs and stocks, inventory re-
ports and all other data not ordinarily furnished by Unit Operator
to all Working Interest Owners; the cost of preparing copies of

said reporte shall be charged solely to the Working Interest Owners

requesting the same.

5.3 Undrilled Locations. The individual Working Interest Owners

who have undrilled locations on tracts committed to the Unit Area shall
have the option of drilling and completing a well in the Unitized Forma-
tion on such undrilled location at any time prior te final approval of

the Unit Agreement and receive credit for the percentage allocation for



a well on such tract from the effective date of such Unit Agreement.

The actual commencement- of operations for drilling of such well prior to
the final approval of the Unit Agreement shall be deemed compliance with
this requirement, provided the same is thereafter drilled and completed
in the Unitized Formation with due diligence. In the alternative, the
owner of undrilled locations may leave such location undrilled and fore-
go participation’in the percentage allocation for a well on such loca-
tion. If the Working Interest Owners under their powers derived from
Article 3 hereof should subsequently determine that an undrilled loca-
tion be drilled, then such drilling shall be at Unit expense, but the
owner of such location shall not receive additional participation for
such well under the participation formule when so drilled at Unit ex-

pense.

ARTICLE 6
UNIT OPERATOR

6.1 Initial Unit Operator. Great Western Drilling Company, a

Texas corporation, is hereby designated as Unit Operator.

6.2 Resignation or Removal - - Selection of Successor. The resig-

nation or removal of Unit Operator, and the selection of a successor

shall be governed by the provisions of the Unit Agreement.

ARTICLE 7

POWERS AND DUTIES OF UNIT OPERATOR

T.1 Exclusive Right to Operate Unit. Subject to the provisions
of this Agreement and to the orders, directions and limitations right-
fully given or imposed by Working Interest Owners, Unit Operator shall
have the exclusive right and duty to develop and operate the Unit Area
for the production of Unitized Substances.

T.2 Workmanlike Conduct. Unit Operator shall conduct all opera-

tions hereunder in a good and workmenlike manner, and, in the absence
of specific Instructions from Working Interest Owners, shall have the
right and duty to conduet such operations in the same manner as would

a prudent operator under the same or similar circumstances. Unit



Operator shall freely consult with Working Interest Qwners and keep them
advised of all matters arising in connection with such operations which
Unit Operator, in the exercise of its best Jjudgment, considers lmportant.
Unit Operator shall not be liable for damages unless such dameges result
from the gross negligence or willful misconduct of Unit Operator.

7.3 Liens and BEncumbrances. Unit Operator shall keep the lands

and leases in the Unit Area free from all liens and encumbrances occa-
sioned by its operations hereunder, except the lien of Unit Operator
granted hereunder.

T.4 Employees. The number of employees used by Unit Operator in
conducting operations hereunder, the selection of such employees, the
hours of labor, and the compensation for services to be paid any and all
such employees shall be determined by Unit Operator. Such employees
shall be the employees of Unit OQperator.

7.5 Records. Unit Operator shall keep true and correct books,
accounts and records of its operations hereunder.

7.6 Reports to Working Interest Owners. Unit Operator shall fur-

nish to each Working Interest Owner monthly, injection and production
reports for each well in the Unit, as well as periodic reports of the
development and operation of the Unit Area.

T.7 Reports to Governmental Authorities. Unit Operator shall make

all necessary reports to governmental suthorities.

7.8 Engineering and (eological Information. Unit Operator shall

furnish to each Working Interest Owner, upon written request, a copy of
the log of, and coples of engineering and geological data pertaining to,

wells drilled by Unit Operator.

7.9 Expenditures. Unit Operator is authorized to make single ex-
penditures not in excess of Five Thousand and No/lOO ($5,000.00) Dollars
without prior approval of Working Interest Owners; provided, however,
that nothing in this Article (nor in Article 3.2.4) shall be deemed to
prevent Unit Operator from making an expenditure in excess of said
amount if such expenditure becomes necessary because of a sudden emer-

gency which may otherwise cause loss of life or extensive damage to



property.

T.10 Setilements. Unit Operator may settle any single damage
claim not involving an expenditure in excess of One Thousand and No/lOO
($1,000.00) Dollars, provided such payment is a complete settlement of
such claim. All claims in excess of $1,000.00 must be approved by the
Working Interest Owners.

7.11 Fair Eaployment. In connection with the performance of work

under this Agreement, the Unit Operator agrees not to discriminate sgainst
any employee or applicant for employment because of race, religion, color
or national origin. The aforesaid provision shall include, but not be
limited to, the following: employment, upgrading, demotion or t{ransfer;
recrultment or recruitment advertising, layoff or termination; rates of
pay or other forms of compensation; and selection for itreining, including
apprenticeship. The Unit Operator agrees to post hereafter in conspic-
uous places, avaeilable for employees and applicants for employment,
notices to be provided by the contracting officer setting forth the pro-
visions of this nondlscrimination cléuse. The Unit Operator agrees to
insert the foregoing provision in all subcontracts hereunder, except sub-
contracts for standard commercial supplies or raw materials.

T.12 Mathematical Errors. It is hereby agreed by all parties to

this Agreement that Unit Operator is empowered to correct any mathemsti-
cal errors which might exist in the pertinent exhibits to this Agreement

upon epproval of the Commissioner and the Director.

ARTICLE 8
TAXES

8.1 Ad Valorem Taxes. Unit Operator, after consulting with Work-

ing Interest 0wnefs, shaell mske and file for ad valorem tax purposes all
necessary renditions and returns with the proper taxing authorities or
governmental subdivisions covering all real and personal property of each
Working Interest Owner within the Unit Area and used in connection with
the development and operation of the Unit Area. Any Working Interest
Owner dissatisfied with‘any proposed rendition or assessment of its inter-
est in real or personal property shall have the righﬁ, at its own expense,

to protest and resist the same. All such ad valorem taxes due and payable
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on account of real and personal property of each Working Interest Owner
located within the Unit Area and used in connection with Unit operations
shall be paid by Unit Operator for the Jjoint account in the same manner
as other costs and expenses of Unit operations.

8.2 Direct Taxes and Asgessments. Each Working Interest Owner

shall pay or cause to be paid all production, severance, gathering and
other direct taxes and assessments imposed upon or on account of the pro-

duction or handling of its share of Unitized Substances.

ARTICLE 9
INSURANCE
9.1 Insurance. Unit Operator shall carry, with respect to Unit
operation subject to this Agreement:

9.1.1 Insurance as set forth in Exhibit "E",

ARTICLE 10
ADJUSTMENT OF INVESTMENTS

10.1 Personal Properiy Taken Qver. Upon the effective date here-

of, Working Interest Owners shall deliver to Unit Operator possession of:

10.1.1 Wells and Casing. All wells completed in the Unitized

Formation together with the casing therein;

10.1.2 Well and Lease Equipment. The tubing and rods in each

such well, together with the wellhead connections thereon, and all
other lease and operating equipment used in the operation of such
wells which Working Interest Owners determine is necessary or desir-
able for conducting Unit operations; and

10.1.3 Records. A copy of all production and well records
pertaining te such wells.

10.2 Inventory and Evaluation of Persomal Property. Working

Interest Owners shall (at Unit expense) inventory and evaluate (i) all
controllable material in accordance with provisions of Exhibit "D" and
(ii) all personal property so taken over under Article 10.1.2 above, and
Working Interest Owners shall appoint a committee for such purpose. Such
invéntory and evaluation shall, with the exception of sucker rods, be

limited to items considered controllsble, as recommended‘in the Material
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Classification Manual pﬁblishea by the Petroleum Accountants Society of
QOklahoma in 1953. In thls connection, Working Interest Owners agree to
furnish such committee a list of their underground equipment prior to
the effective dete of this Agreement. The inventory as teken by the
committee shall be as of the effective date of the Unit Agreement.

10.3 Investment Adjustment. Upon approval by Working Interest

Owners of such inventory and evaluation, each Working Interest Owner
shall be credited with the value of its interest in all personal prop-
erty so taken over by Unit Operator under Artiecle 10.1.2, and charged
with an amount equal te that obtained by multiplying the total value of
all such personal property so taken over by Unit Operator under Article
10.1.2}by such Working Interest Owner's Unit Participation, as shown on
Exhibit "C". If the charge against any Working Interest Owner is
greater than the amount credited to such Working Interest Owner, the
resulting net charge shall be paid and in all other respects be treated
as any other ltem of Unit expense chargeable against such Working Inter-
est Owner. If the credit to any Working Interest Owner is greater than
the amount charged against such Working Interest QOwner, the resulting
net credit shall be pald to such Working Interest Owner by Unit Operator
out of funds received by it in settlement of the net charges described
sbove. Pricing of inventory will be in accordance with Article V of
Exhibit "D" hereof.

10.h General Facilities. The acquisition of warehouses, warehouse

stocks, lease houses, camps, facility systems, and office buildings nec-
essary for operations hereunder shall be by negotiation by and between
the owners thereof and Unit Operator, subject to the approval of Working
Interest Owners.

10.5 Ownership of Personal Property and Facilities. Each Working

Interest Owner, individually, shall by virtue hereof own an undivided
interest in all personal property and facilities taken over or otherwise
acquired by Unit Operator pursuvant to this Agreement in an amount equal

to its Unit Participation, shown on Exhibit "C".
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ARTICIE 11
DEVELOPMENT AND OPERATING COSTS

11.1 Basis of Charge to Working Interest Owners. Unit Operator

initially shall pay and discharge all costs and expenses incurred in the
development and operation of the Unit Area. Working Interest Owners
shall reimburse Unit Operator for all such costs and expenses, in propor-
tion to their respective Unit Participation, shown on Exhibit "C". All
charges, credits and accounting for costs and expenses shall be in
accordance with Exhibit "D".

11.2 Budgets. Before or as soon as practical after the effective
date hereof, Unit Operator shall prepare a budget of estimated costs and
expenses for the remainder of the calendar year, and on or before the
first day of each October thereafter shall prepare a budget of estimated
costs and expenses for the ensuing calendar year. Such budgets shall
set forth the estimated costs and expenses by quarterly periods. Unless
otherwise specified in the budget, it shall be presumed for the purpose
of advance billings that the estimated costs and expenses for each month
of a guarterly period shall be one-third (1/3) of the estimate for the
quarterly period. Budgets so prepared shall be estimates only and shall
be subject tq adjustment and correction by Working Interest Owners and
Unit Operator from time to time whenever it shall appear that an adjust-
ment or correction is proper. A copy of each such budget and adjusted
budget shall be promptly furnished each Working Interest Owner.

11.3 Advance Billing. Unit Operator shall have the right at its

option to require Working Interest Owners to advance their respective
proportion of such costs and expenses by submitting to Working Interest
Owners, on or before the 15th day of any month, an itemized estimate of
such costs and expenses for the succeeding month with a request for pay-
ment in advance. Within fifteen (15) days thereafter, each Working
Interest Owner shall pay to Unit Operator its proportionate part of such
estimate. Adjustment between estimates and the actual costs shall be
made by Unit Operator at the clogse of each calendar month, and the ac-

counts of the Working Interest Owners shall be adjusted accordingly.
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Where such estimates include materials to be acquired, Working Interest
Owners may have the option of furnishing such material in kind, subject
to acceptance of such material by Unit Operator.

11.4 Commingling of Funds. No funds received by Unit Operator

under this Agreement need be segregated by Unit Operator or maintained
by it as a Jjoint fund, but may be commingled with its own funds.

11.5 Lien of Unit Operator. BEach Working Interest Owner grants

to Unit Operator a lien upon such Working Interest Owner's (i) leasehold
and other mineral interests in each tract, (il) its interest in all
jointly-owned materials, equipment and other property, and (iii) its
interest in all Unitized Substances, as security for payment of the
costs and expenses chargeable to it, together with interest thereon at
the rate of six (6%) percent per annum. Unit Operator shall have the
right to bring any action at law or in equity to enforce collection of
such costs and expenses, with or without foreclosure of such lien. In
addition, upon default by any Working Interest Owner in the payment of
costs and expenses chargeable to it, Unit Operator shall have the right
to collect and receive from the purchaser or purchasers all proceeds of
such Working Interest QOwner's share of Unitized Substances up to the "
amount owlng by such Working Interest Owner plus interest, as aforesaid,
until paid. Each such purchaser shall be entitled to rely upon Unit
Operator's statementbconcerning the existence and amount of any such de-
fault.

11.6 Wells Drilled by Unit Operator. All wells drilled by Unit

Operator shall be drilled on a competitive basis at the usuval rates pre-
vailing in the afea. Unit Operator may employ its own tools and equip-
ment in the drilling of wells, but in such event, the charge therefor
shall not exceed the prevailling rate in the area, and such work shall be
performed by Unit Operstor under the same terms and conditions as are
customary and usual in the area in contracts of independent contractors
doing work of a similar nature.

11.7 Burden of Unsigned One-eighth (1/8) Royalty Interest. Should

the owner of a Royalty Interest fail or refuse to execute or become
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bound by the Unit Agreement and as a result thereof the Royalty payments
with respect to such tract are more or less than a basic one-eighth (1/8)
royalty computed on the basis of the Unitized Substances allocated to
such tract under the Unit Agreement said differences shall be borne by
or inure to the benefit of Working Interest Owners in proportion to

their respective Unit Participations, as shown in Exhibit "C".

11.8 Burden of Excess Royalty and Other Interests. If any inter-

est contributed by a Working Interest Owner is burdened with a Royalty
in excess of one-eighth (1/8), such excess burden shall be borne solely

by the Working Interest Owner contributing such interest.

ARTICIE 12
OIL IN LEASE TANKAGE ON EFFECTIVE DATE

12.1 QGauge of Merchantable 0il. Unit Operator shall make a proper

and timely gauge of all lease and other tanks within the Unit Area in
order to ascertain the amount of merchantable oil above the pipe line
connection in such tanks as of 7:00 A.M. on the effective date hereof.
All such oil which has then been produced legally shall be and remain
the property of the»Working Interest Owner entitled thereto the same as
if the Unit had not been formed; and such Working Interest Owner shall
promptly remove seid oil from the Unit Area. Any such oil not so re-
moved shall be sold by Unit Operator for the account of such Working
Interest Owner, snbject to the payment of all Royalty to Royalty Owners
under the terms and provisions of the Unit Agreement and any applicable

lease or leases and other contracts.

ARTICLE 13
OPERATION OF NON-UNITIZED FORMATIONS

13.1 Right to Operate in Non-Unitized Formations. Any Working

Interest OQwner now having, or hereafter acquiring, the right to drill
for and produce oill, gas or other minerals, other than Unitized Sub-
stances, within the Unit Area shall have the full right to do so not-
withstanding this Agreement. In exXercising said right, however, such -

Working Interest Owner shall exercise every reasonable precaution to
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prevent unreasonable interference with operations hereunder. No Working
Interest Owner, other than Unit Operator, shall produce Unitized Sub-
stances through any well drilled or operated by it. If any such other
Working Interest Owner drills any well into or through the Unitized For-
mation, the Unitized Formation shall be cased or otherwise protected in
such a manner that the Unitized Formation and the production of Unitized
Substances will not be adversely affected. No dual completions in the
Unitized Formation and some other formation shall be permitted.

13.2 Appropriated Water Rights. Any Working Interest Owner who

has appropriated water rights in the Lea County Underground Water Basin
within the Unit Area agrees to the allocation of such amount of water as
is required for the operation of the Unit up to limit appropriated %o

such owner by Lea County Underground Water Basin. This Agreement shall

not be deemed as an assignment of the appropriated water rights to the

Unit, but is a covenant to allow the Unit so much of the appropriated
water as is required for efficient operations of the secondary recovery
operations contemplated by the Unit Agreement, subject to the limita-
tions and requirements of the State Engineer's O0ffice of the State of

New Mexico.

ARTICLE 1k
TITLES

1h.1 Warranty and Indemnity. Each Working Interest Owner repre-

sents and warrants that it is the owner of the respective Working Inter-
est set forth opposite its name in Exhibit "B" of the Unit Agreement and
hereby indemmifies and agrees to hold the other Working Interest Owners
harmless from any loss and liability for damages due to failure (in
whole or in part) of its title to any such interest, except failure of
title arising out of operations hereunder. Each failure of title shall
be effective, insofar as this Agreement is concerned, as of the first
day of the calendar month in which such failure is finally determined
and there shall be no retroactive adjustment of development and opera-
ting expenses, Ynitized Substances or the proceeds therefrom, as a

result of title failure.

-15-



14.2 Failure Because of Unit Operations. The failure of title to

any Working Interest in any tract by reason of Unit operations, includ-
ing nonproduction from such tract, shgll not operate to reduce or other-
wvise affect the percentage of said Unit Participation of the Working

Interest Owner whose title has sé failed.

ARTICLE 15
LIABILITY, CLAIMS AND SUITS

15.1 Individual Liability. The duties, obligations and liabilities

of Working Interest Owéers shall be several and not Jjoint or collective;
and nothing contained ﬁerein shall ever be construed as creating a part-
nership of any kind, joint venture, or an association or trust between
or among Working Interest Owners.

15.2 @gettlements. In the event claim is made against a Working
Interest Owner, or any Working Interest Owner 1s sued on account of any
matter or thing arising from the development end operation of the Unit
Area and over which such Working Interest Owner individuslly has no con-
trol because of the rights, powers and duties granted by this Agreement
and the Unit Agreement, said Working Interest Owner shall immediately
notify the Unit Operator of such claim or suit. Unit Operator shall
assume and take over the further handling of such claim or suit and all
costs and expensesgs of handling, settling or otherwise discharging such
claim or suit shall be borne by Working Interest Owners as any other

cost or expense of operating the Unit Area.

ARTICLE 16
INTERNAL REVENUE PROVISION

16.1 1Internal Revenue Provision. Kach party hereto hereby irrev-

ocably elects that 1t and the operations covered by this Agreement be
excluded from the application of Subchapter K of Chapter 1 of Subtitle
A of the Internal Revenue Code of 1954 as permitted and authorized by
Section 761 of said Code and the regulations promulgated thereunder.
Unit Operator is hereby irrevocably authorized and directed to execute

on behalf of each party hereto such additional or further evidence of
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said election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service and regulations
issued under said Subchapter K, including all of the returns, statements
and date required, and Unit Operator shall furnish each party hereto
with a copy thereof. Should said regulations require each party to exe-
cute such further evidence, each party hereto irrevocably agrees to exe-
cute or Jjoin in the execution thereof. Each party hereto irrevocably
agrees not to give any notices or take any action inconsistent with the
elections hereby made and each hereby states that the income derived by
it from the operations under this Agreement can be adequately determined

without the computation of partnership taxable income.

ARTICLE 17
NOTICES
17.1 Notices. All notices required hereunder shall be in writing
and shall be deemed to have been properly served when sent by mail or
telegram to the address of the representative of each Working Interest

Owner as furnished to Unit Operator in accordance with Article 4 hereof.

ARTICLE 18
WITHDRAWAL OF WORKING INTEREST OWNER

18.1 Withdrawal. If any Working Interest Owner so desires, it mey
withdraw from this Agreement by conveying, assigning and transferring,
without warranty of title (either expressed or implied) to the other
Working Interest Owners who do not desire to withdraw herefrom, all of
the former's rights, title and interest in and to its lease or leases,
or other opérating rights in the Unit Area, insofar as said lease,
leases or rights pertain to the Unitized Formation, together with the
withdrawing Working Interest Owner's interest in all wells, pipe lines,
casing, injection equipment facilities and other personal property used
in‘conjunction with the development and operation of the Unit Area; pro-
vided, that such transfer, assignment or conveyance shall not relieve
said Working Interest Owner from any obligation or liability incurred

prior to the date of the execution and delivery thereof. The interest
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so transferred, asslgned and conveyed shall be taken and owned by the
other Working Interest Owners in proportion to their respective Unit
Participgtions, and the Unit Operator shall recompute the percentage of
participation to inelude this change and furnish the remaining Working
Interest Owners with a corrected interest sheet. After the execution
and delivery of such transfer, assignment or conveyance, the withdraw-
ing Working Interest Owner shall be relieved from all further obliga-
tions and liability hereunder and under said Unit Agreement; and the
right of such Working Interest Owner to any benefits subsequently accru-
ing hereunder and under said Unit Agreement shall cease; provided, that
upon delivery of said transfer, assignment or.conveyance, the assignees,
in the ratio of the respective interests so acquired, shall pay to the
assignor for its interest in all jointly-owned equipment, casing and
other personal property, the fair salvage value thereof, as estimated

and fixed by the remaining Working Interest Owners.

ARTICLE 19
ABANDONMENT OF WELLS

19.1 Rights of Former Qwners. If Working Interest Owners decide

to permanently abandon any well within the Unit Areas prior to termina-
tion of the Unit Agreement, Unit Operator shall give written notice of
such fact to the former Working Interest Owner of the tract on which
such well is located, together with the amount (as estimated and fixed
by the Working Interest Owners) to be the net salvage value of the
casing and equipment in and on said well; said former Working Interest
Owner shall have the right and option for a period of ninety (90) days
after receipt of such notice to notify Unit Operator of its election to
take over and own said well and to deepen or plug back said well to a
formation other than the Unitized Formation. Within ten ({10) days after
said former Working Interest Owner of the tract has so notified Unit
Operator of its desire to take over such well, it shall pay to Unit
Operator, for credit to the joint account of the Working Interest Owners,
the amount of the net salvage value above described. At the same time

the former Working Interest Owner taking over the well shall agree, by
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letter addressed to Unit Operator, to effectively seal off and protect
the Unitized Formation and (at such time as the well is ready for aban-
donment) to plug and abandon the well in a workmanlike manner in accord-
ance with applicable laws and regulations.

19.2 Plugging. In the event the former Working Interest Owner of
a tract does not elect to take over a well located thereon which is pro-
posed for abandonment, Unit Operator shall plug and abandon the well in

accordance with applicable laws and regulations.

ARTICLE 20
EFFECTIVE DATE AND TERM

20.1 Effective Date. This Agreement shall become effective on the

date and at the time the Unit Agreement becomes effective.

| 20.2 Term. This Agreement shall continue in full force and effect
so long as the Unit Agreement remains in force and effect and thereafter
until all Unit wells have been plugged and abandoned or turned over to
Working Interest Owners in accordance with Article 21 hereof, and all
personal and real property acquired for the Joint account of Working
Interest Owners has been disposed of by Unit Operator in accordance with

instruetions of Working Interest Owners.

ARTICLE 21
TERMINATION OF UNIT AGREEMENT
21.1 Termination. Upon termination of the Unit Agreement, the
foilowing shall occur:

21.1.1 0il and Gas Rights. Possession of all oil and gas

rights in and to the several separate tracts shall revert to the

Working Interest Owners thereof.

21.1.2 Right to Operate. Working Interest Owners of any such

tract desiring to take over and continue to operate a well or wells
located thereon may do so by paying Unit Operator, for the credit
of the joint account, the net salvage value of the casing and
equipment in and on the well and by agreeing in writing to properly

plug the well at such time as it is abandoned.
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21.1.3 Salvaging Wells. With respect to all wells not taken

over by Working Interest Owners, Unit Operator shall at the Joint
expense of Working Interest Owners salvage as much of the casing
and equipment in or on such wells as can economically and reason-
ably be salvaged, and shall cause such wells to be properly plugged
and abandoned.

21.1.4 Cost of Salvaging. Working Interest Owners shall

share the cost of salvaging, liquidation or other distribution of
assets and properties used in the development and operation of the
Unit-Area in proportion to their respective Unit Participation, as

shown on Exhibit "C".

ARTICLE 22
COUNTERPART EXECUTION

22.1 Execution by Separate Counterparts or Ratifications. This

Agreemenﬁ may be executed in any number of counterparts and each counter-
part so executed shall have the same force and effect as an original in-
strument and as if all of the parties to the aggregate counterparts had
signed the same instrument; or may be ratified by a separate instrument
in writing referring to this Agreement. Each such ratification shall
have the %;rce and effect of an executed counterpart and of adopting by

reference all of the provisions hereof.

ARTICLE 23
SUCCESSORS AND ASSIGNS

23.1 Successors and Assigns. The terms and provisions hereof

shall be covenants running with the lands and unitized leases covered
hereby and shall be binding upon and inure to the benefit of the re-

spective heirs, successors and assigns of the parties hereto.

IN WITNESS WHEREQOF, the parties hereto have executed this Agreement

“-upon the respective dates indicated opposite their respective signatures.

ATTEST: GREAT WESTERN DRILLING COMPANY
%”)7 MM&/ By: A€ Z A .
: Assistant Secretary President
0CT 1 1959 UNIT OPERATOR & WORKING INTEREST OWNER
Date:
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STATE OF TEXAS )
COUNTY OF MIDILAND )

The foregoing instrument was acknowledged before me this 1st day
of October , 1959, by R. C. Tucker, President of GREAT
WESTERN DRILLING COMPANY, & Texas corporation on behalf of said corpora-
tion.

My Commission Expires 6-1-61 % Noi-{a;%ublic

Audrey Key
Notary Public, Midland County, Texag
My Commission Expires 6-1-61




EXHIBIT "C"
ROCK QUEEN UNIT

UNIT PARTICIPATIOR

WORKING INTEREST OWNERS
Nathen Adams
Ambagsador Oil Corporation
Amerada Petroleum Corporation
Morris R. Antweil

J. Weldon Bateson

S. H. Bazell

8. R. Bazell

J. Russell Bond

Edward W. Bradley

Henry A. Brawn

Carper Drilling Company
Cities Service 0il Company

City National Bank & Trust Company, Trustee
for Estate of F. Raymond Shaw, Deceased

David J. COQpet
Leonard E. Cooper
Delfern 0il Company
H. L. Pillen, Jr
Geror 0il Corporation
Jos. B. Gould

Great Western Drilling Company
Gulf 0il Corporation
B. Felix Harris

Mrs. C. M. Harris
Howspin Corporation

Interlaken Corporation
' f

TOTAL UNIT
PARTICIPATION

.0135021
2.7417427
1.3926451
1.9142337

.0144025

.0044003

.0044003

.0067511

.0135021

.0135021
5.6507356

.2614120

.0684110

. 0088005
.0352020
1.1599481
.3880667
12.4774751
. 0484027
18.2693387
22.2313970
.0135021
.0067511
.0115224
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Exhibit "C"

Rock Queen Unit
Unit Participation
Page # 2

WORKING INTEREST OWNERS
Jennings Drilling Company

D. C. Johnson

Landa 011 Company

Milton E. Lehtman
Lithoprip;VCompany of New York, Inc.
Lynch, Lynch & Watson

R. Searle McGrath

George T. Marchmont, Trustee
Monsanto Chemical Company
Arris Owen

Andrew & Elizabeth Reid

0, M. Radin

Roberta Wright Reeves

Julius M. Rosenfield & Harriet B. Rosenfield

Edward Rothbart

Neil E. Saleich
George Sarrafian
Tom Schneider

Ross Sears Estate
Arthur J. Shield
Skelly 0il Company
Carl X. Smith Construction Company
Pomeroy Smith

South Permian 0il
Stryker & Brown
Superior 0il Company
Raymond Tate

Texas-Pacific Coal & 0il Company

TOTAL URIT

PARTICIPATION
1.9142337
.0044003
.0827730
.0044003
.0034583
.0221435
.8864841
.0135021
5.2945087
.0270042
0144025
.0057612
.0270042
. 0044003
.0044003
1.4940434
.0135021
.0258711
.4284288
.0044003
.6354908
.0088005
.8864841
.1350132
.0144025
18.1158118
.0135021

.2601171



Exhibit "C"

Rock Queen Unit
Unit Participation
Page # 3

WORKING INTEREST OWNERS
Transquip Company

John R. Trett

George Williams

Wolverine 0il Company

TOTAL

TOTAL UNIT

PARTICIPATION

.0088005
.0270042
1.0885773

1.7750653

100.0000000
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EXHIBIT “p PASO-T-1955-2

Attached to and made a part of . .. Unit Operating Agreement.
____________________ ROCK _QUEEN UNTIT

(UNIT AND JOINT LEASE OPERATIONS)

I. GENERAL PROVISIONS
1. Definitions

“Joint property” as herein used shall be construed to mean the subject arca covered by the agrcement to which this “Accounting Procedure” is at-
tached.

“Operator” as herein used shall be construed to mean the party designated to conduct the development and operation of the subject area for the
joint account of the parties hereto.

“Non-Operator” as herein used shall be construed to mean any one or morc of the non-operating parties.
2. Statements and Billings

Operator shall bill Non-Operator on or before the last day of each month for its proportionate share of costs and expenditures during the preced-
ing month. Such bills will be accompanied by statements, reflecting the total costs and charges as sct forth under Subparagraph .
A. Statement in detail of all charges and credits to the joint account.

B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indicative of the nature thereof.
C. Statements as follows: (See See.10.2 Operating
(1) Detailed statement of material ordinarily considered controllable by operators of o1l and gas propenies;/ Agreement)

(2) Statement of ordinary charges and credits to the joint account summarized by appropriate classifications indicative of the nature thereof;
and

(3) Detailed statement of any other charges and credits.
3. Payments by Non-Operator
2y y Ton-Tiperato thirty (30)
Each party shali pay its proportion of all such bills within Y days after reccipt thercof. 1f payment is not made within such time, the

unpaid balance shall bear interest at the rate of six per cent (6%) per annum until paid.
4. Adjustments

Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness thereof. Subject to the exception
noted in Paragraph 5 of this section I, all statements rendered to Non-Operator by Operator during any calendar year shall conclusively be presumed
to be true and correct after twenty-four (24) months following the end of any such calendar year, unless within the said twenty-four (24) month
period Non-Operator takes written exception thereto and makes claim on Operator for adjustment. Failure on the part of Non-Operator to make
claim on Operator for adjustment within such period shall establish the correctness thereof and preclude the filing of exceptions thereto or making
of claims for adjustment thereon. The provisions of this paragraph shall not prevent adjustments resulting from physical inventory of property as
provided for in Section VI, Inventories, hereof.

5. Audits

A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Operator’s accounts and records
relating to the accounting hereunder for any calendar vear within the twenty-four (24) month period following the end of such calendar year, pro-
vided, however, that Non-Operator must take written exception to and make claim upon the Operator for all discrepancies disclosed by said
audit within said twenty-four (24) month period. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effort to conduct joint or simultaneous audits in 2 manner which will result in a2 minimum of inconvenience to the Operator.

II. DEVELOPMENT AND OPERATING CHARGES

Subject to limitations hereinafter prescribed, Operator shall charge the joint account with the following items:
1. Rentals and Royalties

Delay or other rentals, when such rentals are paid by Operator for the joint account; royalties, when not paid directly to royalty owners by the
purchaser of the oil, gas, casinghead gas, or other products.

2. Labor ' ‘ ’

A. Salaries and wages of Operator’s employees directly engaged on the joint property in the development, maintenance, and operation thereof,
including salaries or wages paid to geologists and other employees who are temporarily assigned to and directly employed on a drilling well.

B. Operator’s cost of holiday, vacation, sickness and disability benefits, and other customary allowances applicable to the salaries and wages charge-
able under Subparagraph 2 A and Paragraph 11 of this Section II. Costs under this Subparagraph 2 B may be charged on a “when and as
paid basis” or by “percentage assessment’” on the amount of salaries and wages chargeable under Subparagraph 2 A and Paragraph 11 of this
Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Costs of expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable to Operator’s labor
cost of salaries and wages as provided under Subparagraphs 2 A, 2 B, and Paragraph 11 of this Section IL

3. Employee Benefits
Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock purchase, thrift, bonus,

and other benefit plans of a like nature, applicable to Operator’s labor cost, provided that the total of such charges shall not exceed ten per cent
(10%) of Operator’s labor costs as provided in Subparagraphs A and B of Paragraph 2 of this Section II and in Paragraph 11 of this Section 1L
4. Material
Material, equipment, and supplies purchased or furnished by Operator for use of the joint property. So far as it is reasonably practical and con-
sistent with efficient and economical operation, only such material shall be purchased for or transferred to the joint property as may be required for
immediate use; and the accumulation of surplus stocks shall be avoided.
5. Transportation
Transportation of employees, equipment, material, and supplies necessary for the development, maintenance, and operation of the joint property
subject to the following limitations:
A. If material is moved to the joint property from vendor’s or from the Operator's warehouse or other properties, no charge shall be made to the

joint account for a distance greater than the distance from the nearest reliable supply store or railway recciving point where such material is
available, except by special agreement with Non-Operator.



(4) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the overhead schedule at the time the
shutdown is effected. When such wells are plugged, overhead shall be charged at the producing well rate during the time required for the
plugging operation.

(5) Wells being plugged back, drilled deeper, or converted to a source or input well shall be included in the overhead schedule the same as drill-
ing wells.

(6) Temporarily shut-down wells (other than by governmental regulatory body) which are not produced or worked upon for a period of a full
calendar month shall not be included in the overhead schedule; however, wells shut in by governmental regulatory body shall be included
in the overhead schedule only in the event the allowable production is transferred to other wells on the same property. In the event of a
unit allowable, all wells capable of producing will be counted in determining the overhead charge.

L) We““s‘comp]eted in dual or multiple horizons shall be considered as two wells in the producing overhead schedule.
“r*.(8) Eezse walt witer disposat Wells shalt ot be.imeluded' in the overhead .schedule unless such wells are used in a secondary recovery program

* - on the joint property. .
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(9) Each water injection plant shall be included in the overhead schedule the
same as two (2) producing wells.

c. The above schedule for producing wells shall be applied to the total number of

wells operated under the Operating Agreement to which this accounting procedure
is attached, irrespective of individual leases.

D. It is specifically understood that the above overhead rates apply only to
drilling and producing operations and are not intended to cover the construction
or operation of additional facilities such as, but not limited to, gasoline
plants, compressor plants, repressuring projects, salt water disposal facilities,
and similar installations. If at any time any or all of these become necessary
to the operation, a separate agreement will be reached relative to an overhead
charge and allocation of district expense.

E. The above specific overhead rates may be amended from time to time by agreement

between Operator and Non-Operator if, in practice, they are found to be insuffi-
cient or excessive.

[II. BASIS OF CHARGES TO JOINT ACCOUNT

1. Purchases

Material and equipment purchased and service procured shall be charged at price paid by Operator after deduction of all discounts actually received.

2. Material Furnished by Operator

Material required for operations shall be purchased for direct charge to joint account whenever practicable, except that Operator may furnish such
material from Operator’s stocks under the following conditions:
A. New Material (Condition “A”)

(1) New material transferred from Operator’s warehouse or other properties shall be priced f.o.b. the nearest reputable supply store or railway
receiving point, where such material is available, at current replacement cost of the same kind of material. This will include material such
as tanks, pumping units, sucker rods, engines, and other major equipment. Tubular goods, two-inch (2”) and over, shall be priced on car-
load basis effective at date of transfer and f.o.b. railway receiving point nearest the joint account operation, regardless of quantity transferred.

(2) Other material shall be priced on basis of a reputable supply company’s preferential price list effective at date of transfer and f.o.b. the store
or railway recciving point nearest the joint account operation where such material is available.

(3) Cash discount shall not be allowed.

B. Used Material (Condition “B” and “C”)

(1) Material which is in sound and serviceable condition and is suitable for reuse without reconditioning shall be classed as Condition “B” and
priced at seventy-five per cent (75%) of new price.

(2) Material which cannot be classified as Condition “B” but which,

(a) After reconditioning will be further serviceable for original function as guod secondhand material (Condition “B”), or
(b} Is serviceable for original function but substantially not suitable for reconditioning,
shall be classed as Condition “C” and priced at fifty per cent (5057 ) of new price.
(3) Material which cannot be classified as Condition “B” or Condition “C” shall be priced at a value commensurate with its use.
(4) Tanks, buildings, and other equipment involving erection costs shall be charged at applicable percentage of knocked-down new price.

3. Premium Prices
Whenever materials and equipment are not readily obtainable at the customary supply point and at prices specified in Paragraphs 1 and 2 of this
Section III because of national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may charge the
joint account for the required materials on the basis of the Operator’s direct cost and expense incurred in procuring such materials, in making it
suitable for use, and in moving it to the location, provided, however, that notice in writing is furnished to Non-Operator of the proposed charge prior
to billing the Non-Operator for the material and/or equipment acquired pursuant to this provision, whereupon Non-Operator shall have the right,
by so electing and notifying Operator within 10 days after receiving notice from the Operator, to furnish in kind, or in tonnage as the parties may
agree, at the location, nearest railway receiving point, or Operator’s storage point within a comparable distance, all or part of his share of material
and/or equipment suitable for use and acceptable to the Operator. Transportation costs on any such material furnished by Non-Operator, at any
point other than at the location, shall be borne by such Non-Operator. If, pursuant to the provisions of this paragraph, any Non-Operator furnishes

material and/or equipment in kind, the Operator shall make appropriate credits therefor to the account of said Non-Operator.

4. Warranty of Material Furnished by Operator
Operator does not warrant the material furnished beyond or back of the dealer’s or manufacturer’s guaranty; and in case of defective material, cred-
it shall not be passed until adjustment has been received by Operator from the manufacturers or their agents.

5. Operator’s Exclusively Owned Facilities

The following rates shall apply to service rendered to the joint account by facilities owned exclusively by Operator:
A. Water, fuel, power, compressor and other auxiliary services at rates commensurate with cost of providing and furnishing such service to the

joint account but not exceeding rates currently prevailing in the field where the joint property is located.
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EXHIBIT "E"

INSURANCE PROCEDURE

(A) Unit Operator agrees that it will require its contractors or
sub-contractors to carry insurance as follows to cover drilling opera-
tions for the production of Unitized Substances on all lands subject to
this Agreement:

(1) Workmen's Compensation and Employer's Liability
Insurance as required by the laws of the State
of New Mexico, but in an amount not less than
$100,000.00;

(2) Contractor's Public Liability Insurance in
amounts of $100,000.00 for injuries to one per-
son, and $200,000.00 for injuries in one accident
and property damage covering premise operations
with $100,000.00 aggregate limit;

(3) Automobile Public Liability and Property Damage
Insurance in amounts of $100,000.00 for injuries
to one person; $200,000.00 for injuries in one
accident; and $100,000.00 for property damage.

(B) With respect to Unit operations (other than drilling opera-
tions) on all lands subject to this Agreement, Unit Operator shall
carry Workmen's Compensation Insurance as required by the laws of the
State of New Mexico, and Employer's Liability Insurance with minimum
limits of $100,000.00; Public Liability and Property Damage Insurance
in amounts of $100,000.00 for injury or death to one person; $300,000.00
for one accident, and $100,000.00 Property Damage; Automobile Public
Liability and Property Damage Insurance in amounts of $100,000.00 for
injury or death to one person, $250,000.00 for one accident, and
$100,000.00 for property damage.

(¢) All insurance coverage required hereby shall be carried at
the joint expense and for the benefit of the parties hereto. However,
premiums for Automobile, Public Liability and Property Damage Insur-
ance on Unit Operator's fully owned equipment shall not be charged
directly to the joint account, but will be covered by the flat rate
charges assessed for use of such equipment. Unit Operator will not

carry fire, windstorm and explosion insurance covering operations here-

under. Unit Operator agrees to promptly furnish Working Interest



Owners with written reports of damage to Unit property resulting from
hazards not covered by insurance carried for the joint account.

(D) The insurance program provided for in this paragraph shall
be made effective by Unit Operator upon the effective date hereof.
Changes in such insurance program may, however, thereafter be made by

Working Interest Owners.



