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UNIT OPERATING AGREEMENT
DOUBLE L QUEEN UNIT
CHAVES COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the lst day of January, 1974
by and between the parties who have signed the original of this instru-
ment, a counterpart thereof, or other instrument agreeing to become a
party hereto.

WITNESSETH:

WHEREAS, the parties hereto as Working Interest Owners have eve-
cutaed, as of the date hereof, an Agreement entitled "Unit Agreement,
Double L Queen Unit, Chaves County, New Mexico", herein referred to as
"Unit Agreement', which, among other things, provides for a separate agree-
ment to be entered into by Working Interest Owners to provide for Unit Opera-
tions as therein defined. ‘

NOW, THEREFORE, in consideration of the mutual agreements herein
set forth, it is: agreed as follows:

ARTICLE L
CONFIRMATION OF UNIT AGREEMENT

1.1 Confirmation of Unit Agreement. The Unit Agreement is hereby
confirmed and by reference made a part of this Agreement. The definitions
in the Unit Agreement are adopted for all purposes of this Agreement.

If there is any conflict between the Unit Agreement and this Agreement,
the Unit Agreement shall govern.

ARTICLE 2

EXHIBITS

2.1 Exhibits.

2.1.1 Exhibits A, B, C, and D of the Unit Agreement are incor-
porated herein by reference.

2.1.2 Exhibit E, attached hereto, is a schedule showing the
Unit Participation of each Working Interest Owmer. Exhibit E, or a
revision thereof, shall not be conclusive as to the information therein,
except it may be used as showing the Unit Participations shown to be
in error or revised as herein authorized.
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2.1.3 Exhibit F, attached hereto, is the Accounting Pro-
cedure applicable to Unit Operations, If there is any conflict
between this Agreement and Exhibit F, this Agreement shall govern.

2.1.4 Exhibit G, attached hereto, contains insurance provisions
applicable to Unit Operations.

2.2 Revision of Exhibits. Whenever Exhibits A, B or C are revised,
Exhibit E shall be revised accordingly and be effective as of the same
date, Unit Operator shall also revise Exhibit E from time to time as
required to conform to changes in ownership of which Unit Operator has
been notified as provided in the Unit Agreement.

2.3 Reference to Exhibits. When reference is made herein to an
exhibit, it is to the exhibit as originally attached or, if revised, to
the last revision.

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 Unit Opera-
tions pursuant to this Agreement and the Unit Agreement. In the exercise
of such authority, each Working Interest Owner shall act solely in its
own behalf in‘the capacity of an individual owner and not on behalf of
the owners as an entirety.

3.2 Specific Authorities and Duties. The matters with respect to
which Working Interest Owners shall decide and take action shall include,
but not be limited to, the following:

3.2.1 Method of Operation. The method of operation, includ-
ing the type or types of pressure maintenance, secondary recovery,
or other recovery program to be employed.

3.2.2 Drilling of Wells. The drilling of any well whether
for production of Unitized Substances, for use as an injection
well, or for other purposes.

3.2.3 Well Recompletions and Change of Status. The recomple-
tion, abandonment, or permanent change of status of any well, or
the use of any well for injection or other purposes.

3.2.4 Expenditures. The making of any single expenditure in ex-
cess of Seven Thousand Five Hundred Dollars ($7,500.00); however,
approval by Working Interest Owners of the drilling, reworking,
deepening, or plugging back of any well shall include approval of
all necessary expenditures required therefor, and for completing,
testing, and equipping the well, including necessary flow lines,
separators, and lease tankage.
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3.2.5 Disposition of Unit Equipment. The seclling or other-
wise disposing of any major item of surplus Unit Equipment, if
the current price of new equipment similar thereto is Five Thousand
Dollars ($5,000.00) or more.

3.2.6 Appearance Before a Court or Regulatory Acgency. The
designating of a representative to appear before any court or
regulatory agency in matters pertaining to Unit Operations; however,
such designation shall not prevent any Working Interest Owner from
appearing in person or from designating another representative in
its own behalf,

3.2.7 Audits. The auditing of the accounts of Unit Operator
pertaining to Unit Operations hereunder; however, the audits shall

(a) not be conducted more than once each year except upon
the regignation or removal of Unit Operator, and

(b) be made upon the approval of the owner or owners of a

ma jority of Working Interest other than that of Unit Operator,
at the cexpense of all Working Interest Owners other than

Unit Operator, or

(c) be made at the expense of those Working Interest Owners
requesting such audit, if owners of less than a majority of
Working'Interest, other than that of Unit Operator, request
such an audit, and

(d) be made upon not less than thirty (30) days' written
notice to Unit Operator.

3.2.8 Inventories. The taking of periodic inventories
under the terms of Exhibit F.

3.2.9 Technical Services. The authorizing of charges to
the Joint Account for services by consultants or Unit Operator's
technical personnel not covered by the overhead charges provided
by Exhibit F.

3.2.10 Assignments to Committees. The appointment of
committees to study any problems in connection with Unit Opera-
tions,

3.2.11 The removal of Unit Operator and the selection of
A BuCCEesSBOr,

3.2.12 The enlargement of the Unit Area.

3.2.13 The adjustment and rcadjustment of invegtments,
3.2.14 The termination of the Unit Agreement.

3.2.15 Border Line Agreements.

-3~




ARTICLE 4
MANNER OF EXERCISING SUPERVISION

4.1 Designation of Representatives., Each Working Interest Owner
shall inform Unit Operator in writing of the names and addresses of the
representative and alternate who are authorized to represent and bind
such Working Interest Owner with respect to Unit Operations. The rep~-
resentative or alternate may be changed from time to time by written
notice to Unit Operator.

4.2 Meetings. All meetings of Working Interest Owners shall be
called by Unit Operator upon its own motion or at the request of two
(2) or more Working Interest Owners having a total Unit Participation
then in effect of not less than ten percent (10%). No meeting shall be
called on less than fourteen (1l4) days' advance written notice, with
agenda for the meeting attached. Working Interest Owners who attend
the meeting may amend items included in the agenda and may act upon an
amended item or other items presented at the meeting. The representa-
tive of Unit Operator shall be chairman of each meeting.

4,3 Voting Procedure. Working Interest Owners shall decide all
matters coming before them as follows:

4,3.1 Voting Interest. Each Working Interest Owner shall
have a voting interest equal to its Unit Participation in effect
at the time of the vote.

4.3.2 Vote Required. Unless otherwise provided herein or in
the Unit Agreement, Working Interest Owners shall determine all
matters by the affirmative vote of four or more Working Interest
Owners having a combined voting interest of at least sixty-five
percent (65%); however, should any one Working Interest Owner

have more than thirty-five percent (35%) voting interest, its negative
vote or failure to vote shall not defeat a motion, and such motion
shall pass if approved by Working Interest Owners having a majority
voting interest, unless three or more Working Interest Owners having

a combined voting interest of at least ten percent (10%) likewise vote
against the motion or fail to vote.

4.3,3 Vote at Meeting by Nonattending Working Interest Owner.
Any Working Interest Owner who is not represented at a meeting may
vote on any agenda item by letter or telegram addressed to the
representative of Unit Operator 1f its vote 1is received prior to
the vote at the meeting, provided the agenda items are not amended.

4.3.4 Poll Votes, Working Interest Owners may vote on and
decide, by letter or telegram, any matter submitted in writing to
Working Interest Owners. If a meeting is not requested, as pro-
vided in Section 4.2, within seven (7) days after a written proposal



is sent to Working Interest Owners, the vote taken by letter or
telegram shall become final. Unit Operator will give prompt
notice of the results of such voting to all Working Interest
Owners. )

ARTICLE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

5.1 Reservation of Rights. Working Interest Owners severally
reserve to themselves all their rights, except as otherwise provided
in this Agreement and the Unit Agreement.

5.2 Specific Rights. Each Working Interest Owner shall have
among others, the following specific rights:

5.2,1 Access to Unit Area. Access to the Unit Area at
all reasonable times to inspect Unit Operations, all wells, and
the records and data pertaining thereto.

5.2.2 Reports. The right to receive from Unit Operator,
upon written request, copies of all reports to any governmental
agency, reports of crude oil runs and stocks, inventory reports,
and all other information pertaining to Unit Operations. The
cost of gathering and furnishing information not ordinarily
furnished by Unit Operator to all Working Interest Owners shall
be charged to the Working Interest Owner that requests the in-
formation.

ARTICLE 6
UNIT OPERATOR

6.1 Unit Operator. Burk Royalty Co. is hereby designated as the
initial Unit Operator.

6.2 Resignation or Removal and Selection of Successor. The re-
signation or removal of Unit Operator and the selection of a successor
shall be governed by the provisions of the Unit Agreement,

ARTICLE 7
AUTHORITIES AND DUTIES OF UNIT OPERATOR

7.1 Exclusive Right to Operate Unit. Subject to the provisions
of this Agreement and to instructions from Working Interest Owners, Unit
Operator shall have the exclusive right and be obligated to conduct Unit
Operations.

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit Opera-
tions in a good and workmanlike manner as would a prudent operator-under




the same or similar circumstances. Unit Operator shall freely consult
with Working Interest Owners and keep them informed of all matters

which Unit Operator, in the exercise of its best judgment, considers
important. Unit Operator shall not be liable to Working Interest Owners
for damages, unless such damages result from its gross negligence or
willful misconduct.

7.3 Liens and Encumbrances. Unit Operator shall endeavor to keep the
lands and leases in the Unit Area and Unit Equipment free from all liems and
encumbrances occasioned by Unit Operations, except the lien and security
interest of Unit Operator and Working Interest Owners granted hereunder,

7.4 Employees. The number of employees used by Unit Operator in
conducting Unit Operations, their selection, hours of labor, and compensa-
tion shall be determined by Unit Operator. Such employees shall be the
employees of Unit Operator.

7.5 Records. Unit Operator shall keep correct books, accounts,
and records of Unit Operations.,

7.6 Reports to Working Interest Owners. Unit Operator shall fur-
nish Working Interest Owners periodic reports of Unit Operatioms.

7.7 Reports to Governmental Authorities. Unit Operator shall make
all reports to govermmental authorities that it has the duty to make as
Cnit Operator.

7.8 Engineering and Geological Information. Unit Operator shall
furnish to a Working Interest Owner, upon written request, a copy of
all logs and other engineering and geological data pertaining to wells
drilled for Unit Operatioms.

7.9 Expenditures. Unit Operator is authorized to make single
expenditures not in excess of Seven Thousand Five Hundred Dollars: ($7,500.00)
without prior approval of Working Interest Owners. If an emergency occurs,
Unit Operator may immediately make or incur such expenditures as in its
opinion are required to deal with the emergency. Unit Operator shall report
to Working Interest Owners, as promptly as possible, the nature of the
emergency and the action taken.

7.10 Wells Drilled by Unit Operator., All wells drilled by Unit
Operator shall be at the usual rates prevailing in the area. Unit
Operator may employ its own tools and equipment, but the charge there-
for shall not exceed the usual rates prevailing in the area, and the
work shall be performed by Unit Operator under the same terms and
conditions as are usual in the area in contracts of independent con-
tractors doing work of a similar nature.




ARTICLE 8
TAXES

8.1 Ad Valorem Taxes. DBeginning with the first calendar year
alter the Effcctive Date hereof, Unit Operator shall make and file all
necessary ad valorem tax renditions and returns with the proper taxing
authorities with respect to all property of each Working Interest Owner
uscd or held by Unit Operator for Unit Operations. Unit Operator shall
settle assessments arising thereirom. A1l such ad valorem taxes shall
pe paid by Unit Operator and charged to the joint account; however, if
the interest of a Working Interest Owner is subject to a separately
assessed overriding royalty interests production payment, or other
interest in excess of a one-eighth (1/8) royalty, such Working Intcrest
Owner shall notify Unit Operator of such interest prior to the rendi-
tion date and shall be given credit for the reduction in taxes paid re-
sulting therefrom.

8.2 Other Taxes. Each Working Interest Owner shall pay or cause
to be paid all production, severance, gathering, and other taxes imposed
upon or with respect to the production or handling of its share of
Unitized Substances.

ARTICLE 9
INSURANCE

5.1 Insurance. Unit Operator, with respect to Unit Operations,
shall:

(a) comply with the Workmen's Compensation Laws of the State,

{b) carry Employer's Liability and other insurance required
by the laws of the State, and

(c) provide other insurance as set forth in Exhibit G.
ARTICLE 10
ADJUSTMENT OF INVESTMENTS

10.1 Personal Property Taken Over. Upon Effective Date, Working
Interest Owners shall deliver to Unit Operator the following:

10.1.1 Wells. All wells completed in the Unitized Formation.

10.1.2 Well and Lease Equipment. The casing and tubing in
cach such well, the wellhead connections thereon, and all other
lease and operating equipment that is used in the operation of




such wells which Working Interest Owners determlne is necessary or
desirable for conducting Unit Operatioms.

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

10.2 Inventory and Evaluation of Personal Property. Working
Interest Owners shall at Unit Expense inventory and evaluate, as deter-
mined by Working Interest Owners, the personal property taken over.

Such inventory shall include and be limited to those items of equipment
considered controllable under Exhibit "F" except, upon determination of
Working Interest Owners, items considered noncontrollable may be includ-
ed in the inventory in order to insure '‘a more equitable adjustment of
investment. Casing shall be included in the inventory for record pur-
poses, but shall be excluded from evaluation and investment adjustment.

10.3 Investment Adjustment. Upon approval by Working Interest
Owners of the inventory and evaluation, investments shall be adjusted
as follows:

10.3.1 Initial Adjustment of Investments. Each Working
Interest Owner shall be credited with the value, as determined in
accordance with Section 10.2 above, of its interest in all personal
property: taken over by Unit Operator under Section 10.1.2 and charged
with an amount equal to that obtained by multiplying the total value
of all such personal property taken over by Unit Operator under
Section 10.1.2 by such Working Interest Owner's Unit Participatiom,
as shown in Phase I of Exhibit "E"., If the charge against any Work-
‘ing Interest Owner is greater than the amount credited to such Work-
ing Interest Owner, the resulting net charge shall be paid and in
all other respects be treated as any other item of Unit Expense
chargeable against such Working Interest Owner. If the credit to
any Working Interest Owner is greater than the amount charged
against such Working Interest Owner, the resulting net credit shall
be paid to such Working Interest Owner by Unit Operator out of
funds received by it in settlement of the net charges described
above.

10.3.2 Readjustments of Investments. Effective as of the
end of Phase I, the capital investment account of the Working Interest
Owners hereunder shall be readjusted on the basis of their respective
Phase II Unit Participations, as shown on Exhibit "E". For the
purposes of such readjustment, each Working Interest Owner shall be
(1) credited for its interest in the adjusted value of all personal
property and facilities taken over by the Unit Operator pursuant
to this Agreement during Phase I Unit Operations, and (2) charged
with an amount equal to that obtained by multiplying the same
adjusted value of personal property and facilities by such Working
Interest Owner's Phase II Unit Participation.




The adjusted value of all personal property and facilities for the
purposes of this Section 10.3.2 shall be determined as follows:

(a) Value personal property and facilities initially taken
over by Unit Operator on the same basis as that used when
such personal property and facilities were taken over,

(b) All other investment items including non-controllable
materials and construction cost acquived during Phase I Unit
Operations, including well casing subsequently purchased and
installed shall be charged at the time of purchase to the joint
account by use of Phase II Unit Participation Percentages. No
adjustment will, therefore, be necessary for these items,

Each Working Interest Owner shall be charged or credited with the net
cash amount necessary to effect such readjustment of the capital in=-
vestment account, and such charges and credits shall be settled in
the same manner as the charges and credits referred to in Section
10.3.1.

10.4 General Facilities. The acquisition of warehouses, ware-
house stocks, lease houses, camps, facility systems, and office build-
ings necessary for Unit Operations shall be by negotiation by 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, equal to its Unit Participation, in all personal
property and facilities taken over or otherwise acquired by Unit
Operator pursuant to this Agreement.

ARTICLE 11
UNIT EXPENSE

11.1 Basis of Charge to Working Interest Owners. Unit Operator
initially shall pay all Unit Expense. Each Working Interest Owner
shall reimburse Unit Operator for its share of unit operating expense
in proportion to the respective Unit Participations of the parties hereto
in effect at the time such expense was incurred. Investment items pur-
chased during Phase I will, however, be charged to each Working Interest
owner using Phase II Participation Percentage., All charges, credits, and
accounting for Unit Expense shall be in accordance with Exhibit "F".

11.2 Budgets. Before or as soon as practical after the Effective
Date, Unit Operator shall prepare a budget of estimated Unit Expense for
the remainder of the calendar year, and, on or before the first‘day
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of each Aupust thercafter, shall prepare a budget for the ensuing

calendar year. A budget shall sct forth the eatimated Unit- Expengc
by quarterly periods. Budgets shall be estimates only, and shall
be adjusted or corrected by Working Interest Owners and Unit Operator

whencver an adjustment or correction ig proper. A copy of each budget
and adjusted budget shall be furnished promptly to each Working Interest
Owner.

11.3 Advance Billings. Unit Operator shall have the right, with-
out prejudice to other rights or remedies, to require Working Interest
Owners to advance their respective shares of estimated Unit Expense by
subuitting to Working Interest Owners, on or before the 15th day of any
month, an itemized estimate thereof for the succeeding month, with a
request for payment in advance. Within fifteen (15) days after reccipt
of the estimate, each Working Interest Owner shall pay to Unit Operator
its share of such estimate. Adjustments between egtimated and actual
Unit Expense shall be made by Unit Operator at the close of each calendar
month, and the accounts of Working Interest Owners shall be adjusted
accordingly.

11.4 Commingling of Funds. Funds received by Unit Operator under
this Agreement need not be segregated or maintained by it as a separate
fund, but may be commingled with its own funds.

11.5 Lien and Security Interest of Unit Operator and Working Interest
Owners. Each Working Interest Owner grants to Unit Operator a

iien upon its 0Oil and Gas Rights in each Tract, and a security interest in
its share of Unitized Substances when extracted and its interest in all Unit
Lquipment, to secure payment of its share of Unit Expense, together with
interest thereon at the rate of ten percent (10%) per annum. To the extent
that Unit Operator has a security interest under the Uniform Commercial Code
of the State, Unit Operator shall be entitled to exercise the rights and
remedies of a secured party under the Code. The bringing of a suit and the
obtaining of judgment by Unit Operator for the secured indebtedness shall
not be deemed an election of remedies or otherwise affect the lien rights
or security interest as security for the payment thereof. In addition, upon
default by any Working Interest Owner in the payment of its share of Unit
Expense, Unit Operator shall have the right, without prejudice to other
~'ights or remedies, to collect from the purchaser the proceeds from the sale
of such VWorking Interest Owner's share of Unitized Substances until the
amount owed by such Working Interest Owner, plus interest has been paid.
Each purchaser shall be entitled to rely upon Unit Operator's written state-
ment concerning the amount of any default. Unit Operator grants a like lien
and sccurity interest to the Working Interest Owners.

11.6 Unpaid Unit Expense. I any Working Interest Owner fails to
pay its share of Unit Expense within sixty (60) days after rendition of
a statecment therefor by Unit Operator, each Working Interest Owner agrees,
upon request by Unit Operator, to pay its proportionate part of the un-
paid share of Unit Expense of the defaulting Working Interest Owner..
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Working Interest Owners that pay the share of Unit Expense of a de-
faulting Working Interest Owner shall be reimbursed by Unit Operator
for the amount so paid, plus any interest collected thereon, upon
receipt by Unit Operator of any past due amount collected from the
defaulting Working Interest Owner. Any Working Interest QOwner so
paying a defaulting Working Interest Owner's share of Unit Expense
shall, to obtain reimbursement thereof, be subrogated to the lien
and other rights herein granted Unit Operator.

11.7 Uncommitted Royalty. Should an owner of a Royalty Interest
in any Tract fail to become a party to the Unit Agreement, and, as a
result thereof, the actual Royalty Interest payments with respect to
such Tract are more or less than the Royalty Interest payments com—
puted on the basis of the Unitized Substances that are allocated to
such Tract under the Unit Agreement, the difference shall be borne
by or inure to the benefit of Working Interest Owners, in proportion
to their respective Unit Participations at the time the Unitized Sub-
stances were produced; however, the difference to be borne by or inure
to the benefit of Working Interest Owners shall not exceed an amount
computed on the basis of one-eighth (1/8) of the difference between
the Unitized Substances allocated to the Tract and the Unitized Sub-
stances produced from the Tract. Such adjustments shall be made by
charges and credits to the joint account.

11.8 Rentals. The Working Interest Owners in each Tract shall
pay all rentals, minimum royalty, advance rentals or delay rentals due
under the lease thereon and shall concurrently submit to the Unit
Operator evidence of payment.

11.9 Carved-out Interest. If any Working Interest Owner shall,
after executing this agreement, create an overriding royalty, produc-
tion payment, net proceeds interest, carried interest or any other
interest out of its Working Interest, such carved-out interest shall
be subject to the terms and provisions of this agreement, specifically
including, but without limitation, Section 11.5 hereof entitled "Lien
and Security Interest of Unit Operators and Working Interest Owners." If
the Working Interest Owner creating such carved-out interest (a) fails to
pay any Unit Expense chargeable to such Working Interest Owner under
this agreement, and the production of Unitized Substances accruing to
the credit of such Working Interest Owner is insufficient for that pur-
pose, or (b) withdraws from this agreement under the terms and provisions
of Article 17 hereof, the carved-out interest shall be chargeable with a
pro rata portion of all Unit Expense incurred hereunder, the same as though
such carved-out interest were a Working Interest, and Unit Operator shall
have the right to enforce against such carved-out interest the lien and
all other rights granted in Section 11.5 for the purpose of collecting
the Unit Expense chargeable to the carved—-out interest.

ARTICLE 12
NON-UNITIZED FORMATIONS -

12.1 Right to Operate. Any Working Interest Owner that now has
or hereafter acquires the right to drill for and produce oil, gas, or
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. : c . ieaticn underlying the Unit Area other than
Cae wnacizeo Porwation, shall have the right to do so notwithstanding
tuls Agreement or the Unit Agreement. In exercising the right, however,
the Working Interest Owner shall exercise care to prevent unreasonable
interference with Unit Operations. No Working Interest Owner shall
produce Unitized Substances through any well drilled or operated by it.
If any Working Interest Owner drills any well into or through the
Unitized Formation, the Unitized Formation shall be protected in a
manner satisfactory to Working Interest Owners so that the production
of Unitized Substances will not be affected adversely.

-

ARTICLE 13
TITLES

13.1 Warranty and Indemnity. Each Working Interest Owner re-
presents and warrants that it is the owner of the respective working
interests set forth opposite its name in Exhibit "B" of the Unit Agreement,
and agrees to indemnify and hold harmless the other Working Interest
Cwners from any loss due to failure, in whole or in part, of its title
to any such interest, except failure of title arising out of Unit Operations;
however, such indemnity and any liability for breach of warranty shall be
limited to an amount equal to the net value that has been received from the
sale or receipt of Unitized Substances attributed to the interest as to which
title failed. Each failure of title will be deemed to be effective, insofar
as this Agreement is concerned, as of 7:00 A.M. on the first day of the
calendar month in which such failure is finally determined, and there shall
be no retroactive adjustment of Unit Expense, or retroactive allocation of
Unitized Substances or the proceeds therefrom, as a result of title failure.

13.2 Failure Because of Unit Operations. The failure of title to
any Working Interest in any Tract because of Unit Operations, including
nonproduction from such Tract, shall not change the Unit Participation
of the Working Interest Owner whose title failed in relation to the Unit
Participations of the other Working Interest Owners at the time of the
title failure.

ARTICLE 14
LIABILITY, CLAIMS, AND SUITS

14.1 Individual Liability. The duties, obligations, and liabilities
of Working Interest Owners shall be several and not joint or collective;
and nothing herein shall ever be construed as creating a partnership of
any kind, joint venture, association, or trust among Working Interest
Owners.

14,2 Settlements. Unit Operator may settle any single damage claim
or sult involving Unit Operations if the expenditure does not exceed Two
Thousand Five Hundred Dollars ($2,500.00) and if the payment is in complete
settlement of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, Working Interest Owners shall assume and take over the
further handling of the claim or suit, unless such authority is delegated to
Unit Operator. All costs and expense of handling, settling, or otherwise
discharging such claim or suit shall be an item of Unit Expense. If a claim
is made against any Working Interest Owner or if any Working Interest Owner
ig sued on account of any matter arising from Unit Operations over which
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such Working Interest Owner individually has no control because of the

rights given Working Interest Owners and Unit Operator by this Agreement

and the Unit Agreement, the Working Interest Owner shall immediately notify

Unit Operator, and the claim or suit shall be treated as any other claim or suit
involving Unit Operations. .

14,3 1Litigation Involving Unit. All litigation, and all settlements
or liability for damages arising thereunder, involving or arising out of
Unit Operations (specifically including but not limited to actioms by third
parties claiming damages by virtue of Unit Operations) shall be deemed a
Unit expense under Article 11 hereof,

ARTICLE 15
LAWS AND REGULATIONS

15.1 1Internal Revenue Provision. Notwithstanding any provisions
herein that the rights and liabilities of the parties hereunder are
several and not joint or collective, or that this Agreement and operations
hereunder shall not constitute a partnership, 1f for Federal income tax
purposes this Agreement and the operations hereunder are regarded as a
partnership, then each of the parties hereto elects to be excluded from
the application of all of the provisions of Subchapter K, Chapter 1, Subtitle
A, of the Internal Revenue Code of 1954, as permitted and authorized by
Section 761 of the Code and the regulations promulgated thereunder. Unit
Operator is hereby authorized and directed to execute on behalf of each of
the parties hereto such evidence of this election as may be required by the
Secretary of the Treasury of the United States or the Federal Internal
Revenue Service, including specifically, but not by way of limitation, all
of the returns, statements, and the data required by Federal Regulations
1.761~2, Should there be any requirement that each party hereto further
evidence this election, each party hereto agrees to execute such documents
and furnish such other evidence as may be required by the Federal Internal
Revenue Service or as may be necessary to evidence this election, Each party
hereto further agrees not to give any notices or take any other action inconsis-
tent with the election made hereby. If any present or future income tax laws
of the state or states in which the Unit Area is located, or any future income
tax law of the United states, contain provisions similar to those in Sub~-
chapter K, Chapter 1, Subtitle A, of the Internal Revenue Code of 1954, under
which an election similar to that provided by section 761 of the Code is per-
mitted, each of the parties agrees to make such election as may be permitted, or
required by such laws. In making this election, each of the parties states
that the income derived by such party from the operations under this Agreement
can be adequately determined without the computation of partnership taxable income.

ARTICLE 16
NOTICES

16.1 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.

ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER )
17.1 Withdrawal. A Working Interest Owner may withdraw from this Agree~
ment by transferring, without warrant of title, either express or implied,
to the other Working Interest Owners, all its 0il and Gas Rights '
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exclusive of Royalty Interests, together with its interest in all Unit
Equipment and in all wells used in Unit Operations. The instrument of
transfer may be delivered to Unit Operator for the transferees, Such trans-~
fer shall not relieve the Working Interest Owner from any obligation or
liability incurred prior to the date of the delivery of the instrument

of transfer; however, the tender shall be accepted unless Working Interest
Owners decide within ninety (90) days to terminate the Unit. The interest
transferred shall be owned by the transferees in proportion to their re-
spective Unit Participations then ineffect., The transferees, in proportion
to the respective interests so acquired, shall pay transferor, for its
interest in Unit Equipment, the net salvage value thereof as determined by
Working Interest Owners. In the event such withdrawing party's interest

in the aforesaid net salvage value after deducting the estimated cost of
salvaging same is less than the withdrawing party's share of the estimated
cost of plugging and abandoning all wells then being used or held for Unit
Operations, then the withdrawing party, as a condition precedent to withdrawal,
shall pay in cash to the party or parties succeeding to its interest a sum
equal to the deficiency. After the date of delivery of the instrument of
transfer, the withdrawing Working Interest Owner shall be relieved from all
further obligations and liability hereunder and under the Unit Agreement, and
the rights of such Working Interest Owner hereunder and under the Unit Agree-
ment shall cease insofar as they existed by virtue of the interest transferred.

ARTICLE 18
ABANDONMENT OF WELLS

18.1 Rights of Former Owners. If Working Interest Owners decide
to permanently abandon any well within the Unit Area prior to termination
of the Unit Agreement, Unit Operator shall give written notice thereof to
the Working Interest Owners of the Tract on which the well is located, and
they shall have the option for a period of ninety (90) days after the send~-
ing of such notice to notify Unit Operator in writing of their election to
teke over and own the well. Within ten (10) days after the Working Interest
Owners of the Tract have notified Unit Operator of their election to take
over the well, they shall pay Unit Operator, for credit to the joint account,
the amount determined by Working Interest Owners to be the net salvage value
of the casing and equipment in and on the well., The Working Interest Owners
of the Tract, by taking over the well, agree to seal off the Unitized forma-
tion, and upon abandonment to plug the well in compliance with applicable
laws and regulations.

18.2 Plugging. If the Working Interest Owners of a Tract do not
elect to take over a well located within the Unit Area that is proposed
for abandonment, Unit Operator shall plug and abandon the well in com-~
pliance with applicable laws and regulations.

ARTICLE 19
EFFECTIVE DATE AND TERM

19.1 Effective Date, This Agreement shall become effective when
the Unit Agreement becomes effective.

19.2 Term. This Agreement shall continue in effect so long as
the Unit Agreement remains in effect, and thereafter until (a) all unit
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woells bave been plugped and abandoned or turned over to Working Interest
Owners in accordance with Article 20; (b) all Unit Equipment.and real
property acquired for the joint account have been disposed of by Unit
Operator in accordance with instructions of Working Interest Owners;

and (c¢) there has been a final accounting.

ARTICLE 20
ABANDONMENT OF OPERATIONS

20.1 Termination. Upon termination of the Unit Agreement, the
following will occur:

20.1.1 0il and Gas Rights. Oil and Gas Rights in and to
each separate Tract shall no longer be affected by this Agreement,
and thercafter the parties shall be governed by the terms and
provisions of the leases, contracts and other instruments affect-
ing the separate Tracts.

20.1.2 Right to Operate. Working Interest Owners of any
Tract that desire to take over and continue to operate wells
located thereon may do so by paying Unit Operator, for credit to
the joint account, the net salvage values, as determined by Work-
ing Interest Owners, of the casing and equipment in and on the
wolls taken over and by agrecing upon abandonment to plug each
well in compiinnce with applicable laws and regulations.

20.1.3 Salvaging Wells. Unit Operator shall salvage as
nmuch of the casing and equipment in ox on wells not taken over
by Working Interest Owners of separate Tracts as can economically
and reasonably be salvaged, and shall cause the wells to be plugged
and abandoned in compliance with applicable laws and regulations.

20.1.4 Cost of Abandonment. The cost of abandonment of Unit
Operations shall be Unit Expense.

20.1.5 Distripbution of Assets. Working Interest Owners
shall share in the distribution of Unit Equipment, or the proceeds
thereof, in proportion to their Unit Participations.

ARTICLE 21
EXECUTION

21.1 Original, Counterpart, or Other Instrument. An owner of a
Working Interest may become a party to this Agreement by signing the
original of this instrument, a counterpart thereof, or other instrument
agreeing to become a party hereto. The sipgning of any such instrument
shail have the same effect as if all parties had signed the same
instrument. ‘ -




ARTICLE 22
SUCCESSORS AND ASSIGNS

22.1 Successors and Assigns. This Agreement shall extend to, be
binding upon, and inure to the benefit of the parties hereto and their
respective heirs, devisees, legal representatives, successors, and assigns,
and shall constitute a covenant running with the lands, leases, and
interests covered hereby.

IN WITNESS WHEREOF, the parties hereto have executed this Agreement
on the date opposite their respective signatures.

BURK ROYALTY CO.
Unit Operator and Working Interest Owner

BY:

Vice-President

800 0il & Gas Building
Wichita Falls, Texas 76301

STATE OF TEXAS X
SS:
COUNTY OF WICHITA ¥
The foregoing instrument was acknowledged before me this day
of s 1974, by , Vice-

President for Burk Royalty Co., a Texas corporation, on behalf of said
corporation.

Notary Public in and for
County, Texas.

My commission expires: N
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EXHIBIT "E"

To Unit Operating Agreement

DOUBLE L QUEEN UNIT

Chaves County, New Mexico

) PHASE I
Abby Corporation 1.4216
Amoco Production Company 12.9321
Warren D. Barton .0209
Albert J. Black 3.2317
Burk Royalty Co. 17.2039
Wallace G. Comer .0418
Crown Central Petroleum Corporation .9615
Dalport Oil Corporation 14.8439
George Eng .0836
Exxon Corporation 18.2422
Robert L. Graham 4.6544
G. W. Green .0209
L. C. Harris 5.0417
Charles H. Juni 0418
W. W. LaForce, Jr. 3344
McClellan 0il Corporation 6.5091
A. N. Norwood 1672
Alan Q. Norwood .0836
Robert M. Patterson 4.6544
W. B. Perry, Jr. .0418
Roark & Hooker - 2.6591
Tom Schneider 1672
J. Penrod Toles 4.6545
Wall Street 0il Corporation 1672
Walters Amusements, Inc. .9615
Wolfson 0il Company . 8580

January 1, 1974

UNIT PARTICIPATION %

100.0000

PHASE IT

1.0608
11.2214
.0261
2.2327
22.8815
.0523
.7931
18.7989
. 1047
21.5159
3.2228
.0261
3.4046
.0523
.4189
4.6555
. 2095

. 1047
3.2228
.0523
1.0612
.2095
3.2229
.2095
.7931

L4469

100.0000



OPERATOR

Amoco

Dalport 0il Corp.

Exxon Corporation

McClellan 0il Corporation

Roark & Hooker

Wolfson 0il Company

To Unit Operating Agreement

(Continued)
EXHIBIT "E"

DOUBLE L QUEEN UNIT

Chaves County, New Mexico

TRACT

12
18
22

15
16
19

January 1, 1974

% PARTICIPATION
PHASE I

0.5405
10.5362
1.8554
12.9321

12.6312
7.6919
9.4402
4.2075

33.9708

2.6465
2.0059
13.5898
18.2422

12.7509
5.0691
5.6865
1.1147

1.2319
4.1471
1.3376
31.3378

2.6591

. 8580
.8580

100.0000

7% PARTICIPATION
PHASE II

0.7620
6.0278
4.4316
11.2214

15.4056
6.3449
16.3308
5.1852
43.2665

3.9751
2.6429
14.8979
21.5159

6.5695
3.6679
4,2433
2.4960
.0114
.0224
.8512
2.9508
1.6755
22.4880

1.0612
0474
.0297

.3699
<4470

100.0000
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Recommended by the
Council of Petroleum

EXHIBIT e o Rmericor e of

Attached to and made a part of Double L Queen
Chaves County, New_ Mexico

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

I. GENERAL PROVISIONS

1. Definitions
“Joint Property” shall mean the real and personal property subject to the agreement to which this “Accounting Pro-
cedure” is attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the nonoperating parties, whether one or more.
“Joint Account” shall mean the account showing the charges and credits accruing because of the Joint Operations
and which are to be shared by the Parties.
“Parties” shall mean Operator and Non-Operators.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

2. Conflict with Agreement
In the event of a conflict between the provisions of this Accounting Procedure and the provisions of the agree-
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control

3r— Coleetive- Aetion-by Non-Operators-

T Ihere an-agrecment -or—othes -action—of Non-Operators— is—expressly— reguired- under —this- Accounting ~Brocedure.
and +f- tHre-ggreenrent-te-veirtelr this “recotinting reeedure~is—atiached-eontaite- Ho—eonteaiy— provisions —k- Fogard-
threretor the apreememnt-or-actionrof-a—majority-in-interest-of the Neor-Operators shaH -be- controHikrg—on ~al b NGH—
©Operaiors~

4. Statements and Billings
Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of costs and
expenses, for the preceding month. Such bills will be accompanied by statements reflecting the total charges
and credits as set forth under Subparagraph..  C _ below:

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. Statement of all charges and credits to the Joint Account summarized by appropriate classifications indicative
of the nature thereof, except that items of Controllable Material and unusual charges and credits shall be detailed.

5. Payment and Advances by Non-Operators
Each Non-Operator shall pay its proportion of all such bills within fifteen (15) days after receipt thereof. If pay-
ment is not made within such time, the unpaid balance shall bear interest at the rate of &x per cent per
annum until paid. ten (10%

6. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operators to protest or guestion the correctness
thereof; provided however, all bills and statements rendered to Non-Operators 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 a Non-Operator takes written excep-
tion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made
unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent adjust-
ments resulting from a physical inventory of the Joint Property as provided for in Section VIL

7. 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 year within the twenty-four
(24) month period following the end of such calendar year:; provided however, the making of an audit shall not ex-
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Paragraph
6 of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effort to conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to
the Operator.

II. DIRECT CHARGES
Subject to limitations hereinafter prescribed, Operator shall charge the Joint Account with the following items:

1. Rentals and Royalties
Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account
of the Parties.

2. Labor

A. Salaries and wages of Operator’s employees directly engaged on the Joint Property in the conduct of the Joint
Operations, ané-salatios-0F—irages--oi—technical —smplovess who-~are—tempararily assigned ta_and _directly
employed-on—tire—~Joint Froperty.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to the
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section II
and Paragraph 1 of Section III; except that in the case of those employees only a pro rata portion of whose
salaries and wages are chargeable to the Joint Account under Paragraph 1 of Section III, not more than the same
pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint Account. Cost
under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage assessment” on the
amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section II and Para-
graph 1 of Section III. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are ap-
plicable to Operator’s labor cost of salaries and wages chargeable to the Joint Account under Paragraphs 2A
and 2B of this Section II and Paragraph 1 of Section III.

D. Reasonable personal expenses of those employees whose salaries and wages are chargeable to the Joint Account
under Paragraph 2A of this Section II and for which expenses the employees are reimbursed under Operator’s
usual practice.
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3. Employee Benefits
Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension, retire-
ment, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost; pro-
vided however, the total of such charges shall not exceed XXX percent (XB%X) of Operator’s labor costs chargeable
to the Joint Account under Paragraphs 2A and 2B of this Section II and Paragraph 1 of Section III

4. Material fifteen (15%
Material purchased or furnished by Operator for use on the Joint Property. So far as it is reasonably practi-
cal and consistent 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 and Material necessary for the Joint Operations but subject to the following limitations:

A. If Material is moved to the Joint Property 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 receiving point where like material is available, except by agreement with Non-Operators.

B. If surplus-Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the
Jo:nt Account for a distance greater than the distance to the nearest reliable supply store or railway receiving
point, except by agreement with Non-Operators. No charge shall be made to Joint Account for moving Material
to other properties belonging to Operator, except by agreement with Non-Operators.

C. In the application of subparagraphs A and B above, there shall be no equalization of actual gross trucking costs
of $100 or less.

6. Services

A. The cost of contract services and utilities procured from outside sources other than services covered by Para-
graph 8 of this Section II and Paragraph 2 of Section III.

B. Us2 and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV.

7. Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages

or losses incurred by fire, flood, storm, theft, accident, or any other cause, except to the extent that the damage or

loss could have been avoided through the exercise of reasonable diligence on the part of Operator. Operator shall
furnish Non-Operators written notice of damages or losses incurred as soon as practicable after a report thereof
has been received by Operator.

8. Legal Expense

All costs and expenses of handling, investigating and settling litigation or claims arising by reason of the Joint

Operations or necessary to protect or recover the Joint Property, including, but not limited to. attorneys’ fees.

court costs, cost of investigation or procuring evidence and amounts paid in settlement or satisfaction of any

such litigation or claims; provided, (a) no charge shall be made for the services of Operator’s legal staff or other reg-
ularly employed personnel (such services being considered to be Administrative Overhead under Section III), ex-
cept by agreement with Non-Operators, and (b) no charge shall be made for the fees and expenses of outside at-
torneys unless the employment of such attorneys is agreed to by Operator and Non-Operators.
9. Taxes
All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation
thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties.
10. Insurance Premiums
Premiums paid for insurance required to be carried on the Joint Property for the protection of the Parties.
11. Other Expenditures

Any cother expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,

and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations.

III. INDIRECT CHARGES
Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus a
fixed rate for administrative overhead, and plus the warehousing charges, all as provided for in Paragraphs 1, 2. and 3 of

this Section IIT OR by combining all three of said items under the fixed rate provided for in Paragraph 4 of this Section
ITI, as indicated next below:

OPERATOR SHALL CHARGE THE JOINT ACCOUNT UNDER THE TERMS OF:
[[1 Paragraphs 1, 2 and 3. (Allocation of district expense plus fixed rate for administrative overhead plus
warehousing.)
Paragraph 4. (Combined fixed rate)
1. District Expense

Operator shall charge the Joint Account with a pro rata portion of the salaries, wages and expenses of Operator’s
production superintendent and other employees serving the Joint Property and other properties of the Operator in
the same operating area, whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator’s .. ..

office located at or near . .. __ (or a comparable office if location changed), and neces-
sary sub-offices (if any), malntamed for the convenience of the above-described office, and all necessary camps,
including housing facilities for employees if required, used in connection with the opPratlons of the Joint Property
and other properties in the same operating area. The expense of, less any revenue from, such facilities may, at the
option of Operator, include depreciation of investment or a fair monthly rental in lieu of depreciation. Such
charges shall be apportioned to all properties served on some equitable basis consistent with Operator’s accounting
practice.

(S

Administrative Overhead

Operator shall charge administrative overhead to the Joint Account at the following rates, which charge shall be in
lieu o the cost and expense of all offices of the Operator not covered by Paragraph 1 of this Section III, including
salaries, wages and expenses of personnel assigned to such offices. Such charges shall be in addition to the salaries,
wages and expenses of employees of Operator authorized to be charged as direct charges as provided in Paragraphs
2 and 8 of Section II.

WELL BASIS (RATE PER WELL PER MONTH)
PRODUCING WELL RATE

DRILLING WELL RATE (Use Current Producing Depth)
(Use Total Depth)
All Wells
Well Depth Each Well First Five Next Five Over Ten

The cost and expense of services from outside sources in connection with matters of taxation, traffic, accounting, or
matters before or involying governmental agencies shall be considered as included in the overhead rates provided for in
this Paragraph 2 of Section III. unless such cost and expense are agreed upon between Operator and Non-Operators
as a direct charge to the Joint Account.
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3.

4.

mCromrl;irrried Fixed Rates

Operator’s Fully Owned Warehouse Operating and Maintenance Expense
(Describe fully the agreed procedure to be followed by the Operator.)

Operator shall charge the Joint Account for the services covered by Paragraph 1, 2 and 3 of this Section III, the
following fixed per well rates:

WELL BASIS (RATE PER WELL PER MONTH)
PRODUCING WELL RATE

DRILLING WELL RATE (Use Current Producing Depth)
(Use Total Depth) All Wells
Well Depth Each Well First Five Next Five Over Ten
,,,,,,,,,,,,, All $750 o 875 $75 ....875

5.

6.

Application of Administrative Overhead or Combined Fixed Rates

The following limitations, instructions and charges shall apply in the application of the per well rates as provided

under either Paragraph 2 or Paragraph 4 of this Section III:

A. Charges for drilling wells shall begin on the date each well is spudded and terminate on the date the drilling or
completion rig is released, whichever is later, except that no charge shall be made during the suspension of
drilling operations for fifteen (15) or more consecutive days.

B. The status of wells shall be as follows:

(1) Producing gas wells, injection wells for recovery operations, water supply wells utilized for water flooding
operations and salt water disposal wells shall be considered the same as producing wells.

(2) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the
well schedule at the time the shutdown is effected. When such a well is plugged a charge shall be made
at the producing well rates.

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergoing any
type of workover that requires the use of a drilling or workover rig shall be considered the same as drilling
wells,

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar month,
shall not be included in the well schedule, provided+rovever~weHs shut-in~by-govermmentet-regutatory
bedy shal-hednehrded-in-the-welt-sehredite onby-irrtire-event-tireatowabte prochretion-is tremsferred-to-sorme
other—well-eravells-on-the-JointPrepertm—n-Hre-eveni~of~a untt-aHoweabler ot weHs capable—of-productre-
wiH—be -connted—inr determrrirg—tire—clrarge.

(5) Gas wells shall be included in the well schedule if directly connected to a permanent sales outlet even
though temporarily shut in due to overproduction or failure of purchaser to take the allowed production.

(6) Wells completed in multiple horizons, in which the production is not commingled down hole, shall be con-
sidered as a producing well for each separately producing horizon.

The well rates shall apply to the total number of wells being drilled or operated under the agreement to which

this Accounting Procedure is attached, irrespective of individual leases.

D. The well rates shall be adjusted on the first day of April of each year following the effective date of the agree-
ment to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the
rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum
and Gas Production Workers for the last calendar year compared to the preceding calendar year as shown by
“The Index of Average Weekly Earnings of Crude Petroleum and Gas Production Workers” as published by the
United States Department of Labor, Bureau of Labor Statistics. The adjusted rates shall be the rates currently
in use, plus or minus the computed adjustment.

For the construction of compressor plants, water stations, secondary recovery systems, salt water disposal facili-

ties, and other such projects, as distinguished from the more usual drilling and producing operations, Operator

in addition to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this

Section III, shall charge the Joint Account with an additional overhead charge as follows:

A. Total cost less than $25,000, no charge.

B. Total cost more than $25,000 but less than $100,000, _ 3 9, of total cost.

C. Total cost of $100,000 or more, 3 % of the first $100,000 plus 2. < of all over $100,000 of total cost.

Total cost shall mean the total gross cost of any one project. For the purpose of this Paragraph the component parts

of a single project shall not be treated separately and the cost of drilling wells shall be excluded.

The specific rates provided for in this Section III may be amended from time to time by mutual agreement between

the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOUNT

Subject to the further provisions of this Section IV, Operator will procure all Material and services for the Joint Prop-
erty. At the Operator’s option, Non-Operator may supply Material or services for the Joint Property.

1.

2.

Purchases

Material purchased and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actually received.

Material furnished from Operator’s Warehouse or Other Properties

A. New Material (Condition “A’)

(1) Tubular goods, two inch (2”) and over, shall be priced on Eastern Mill base (i. e. Youngstown, Ohio; Lorain,
Ohio; and Indiana Harbor, Indiana) on a minimum carload basis effective at date of movement and f. o. b.
railway receiving point nearest the Joint Property, regardless of quantity. In equalized hauling charges,
Operator is permitted to include ten cents (10c) per hundred-weight on all tubular goods furnished from
his stocks in lieu of loading and unloading costs sustained.

(2) Other Material shall be priced at the current replacement cost of the same kind of Material, effective at date
of movement and f. 0. b. the supply store or railway receiving point nearest the Joint Property where
Material of the same kind is available.

(3) The Joint Account shall not be credited with cash discounts applicable to prices provided for in this Para-
graph 2 of Section IV.

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

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

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

(a) After reconditioning will be further serviceable for original function as good secondhand Material
(Condition “B”), or

(b) Is serviceable for original function but substantially not suitable for reconditioning, shall be classifi-
ed as Condition “C” and priced at fifty per cent (509%) of current new price.

(3) Obsolete Material or Material which cannot be classified as Condition “B” or Condition “C” shall be priced
at a value commensurate with its use. Material no longer suitable for its original purpose btut usable for
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3.

5.

some other purpose, shall be priced on a basis comparable with that of items normally used for such other
urpose.
(4) FI)\./Iat‘?erial involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.
Premium Prices
Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section IV because of
national emergencies, strikes or other unusual causes over which the Operator has po control, the Operator may
charge the Joint Account for the required Material at the Operator’s actual cost incurred in procuring such Material,
in making it suitable for use, and in moving it to the Joint Property, provided, that notice in writing is
furnisaed to Non-Operators of the proposed charge prior to billing Non-Operators for such Material. Each Non-
Operator shall have the right, by so electing and notifying Operator within 10 days after receiving notice from
Operator, to furnish in kind all or part of his share of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the

Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

Equipment and Facilities Furnished by Operator

A. Ogerator shall charge the Joint Account for use of equipment and facilities at rates commensurate with cost of
ownership and operation. Such rates shall include cost of maintenance, repairs, other operating expense, in-
surance, taxes, depreciation and interest on investment not to exceed miggper cen: XE¥X per annum, provided
such rates shall not exceed those currently prevailing in the immediate|area within ich the Joint Property is
located. Rates for automotive equipment shall generally be in line with the schedul¢ of rates adopted by the
Petroleum Motor Transport Association, or some other recognized organ¥ation, as recgmmeded uniform charges
against Joint Property operations. Rates for laboratory services shall npt exceed thope currently prevailing if
performed by outside service laboratories. Rates for trucks, tractors anf well servieg units may include wages
and expenses of operator. eifsht (8%)

B. Whenever requested, Operator shall inform Non-Operators in advance of the rates it proposes to charge.

C. Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient.

V. DISPOSAL OF MATERIAL

The Opersztor may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus Condi-
tion “A” or “B” Material. The disposition of surplus Controllable Material, not purchased by Operator, shall be subject
to agreement between Operator and Non-Operators, provided Operator shall dispose of riormal accumulations of junk

and
1.

2,

The

scrap Material either by transfer or sale from the Joint Property.

Material Purchased by the Operator or Non-Operators

Material purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account
for the month in which the Material is removed by the purchaser.

Division in Kind

Division of Material in kind, if made between Operator and Non-Operators, shall be in proportion to the respective
interests in such Material. The Parties will thereupon be charged individually with the value of the Material re-
ceived or receivable. Proper credits shall be made by the Operator in the monthly statement of operations.

Sales to Outsiders

Sales to outsiders of Material from the Joint Property shall be credited by Operator to the Joint Account at the net
amout collected by Operator from vendee. Any claim by vendee related to such sale shall be charged back to the
Joint Account if and when paid by Operator.

VI. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operators or divided in kind, unless otherwise agreed to between
Operator and Non-Operators shall be priced on the following basis:

New Price Defined
New price as used in this Section VI shall be the price specified for New Material in Section IV.

New Material

New Material (Condition “A’), being new Material procured for the Joint Property but never used, at one hundred

per cent (100%) of current new price (plus sales tax if any).

Good Used Material

Good used Material (Condition “B”), being used Material in sound and serviceable condition, suitable for reuse

without reconditioning:

A. At seventy-five per cent (75% ) of current new price if Material was charged to Joint Account as new, or

B. At sixty-five per cent (65%) of current new price if Material was originally charged to the Joint Account as
secondhand at seventy-five percent (75%) of new price.

Other Used Material

Used Material (Condition “C”), at fifty per cent (50% ) of current new price, being used Material which:

A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or

B. Is serviceable for original function but not suitable for reconditioning.

Bad-Order Material

Material (Condition “D”'), no longer suitable for its original purpose without excessive repair cost but usable for

some other purpose at a price comparable with that of items normally used for such other purpose.

Junk Material

Junk Material (Condition “E”), being obsolete and scrap Material, at prevailing prices.

Temporarily Used Material

Whern the use of Material is temporary and its service to the Joint Property does not justify the reduction in price as

provided for in Paragraph 3 B of this Section VI, such Material shall be priced on a basis that will leave a net charge

to the Joint Account consistent with the value of the service rendered.

VII. INVENTORIES
Operator shall maintain detailed records of Material generally considered controllable by the Industry.
Periodic Inventories, Notice and Representation
At reasonable intervals, inventories shall be taken by Operator of the Joint Account Material, which shall include
all such Material as is ordinarily considered controllable. Written notice of intention to take inventory shall be
given by Operator at least thirty (30) days before any inventory is to begin so that Non-Operators may be repre-
sented when any inventory is taken. Failure of Non-Operators to be represented at an inventory shall bind Non-
Operators to accept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy
thereof.
Reconciliation and Adjustment of Inventories
Reconciliation of inventory with charges to the Joint Account shall be made, and a list of overages and shortages
shall be jointly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator
with the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only
for shortages due to lack of reasonable diligence.
Special Inventories
Special inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall be
the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.
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EXHIBIT "G"

To Unit Operating Agreement
DOUBLE L QUEEN UNIT
Chaves County, New Mexico
January 1, 1974

INSURANCE PROVISIONS

Unit Operator shall carry the following insurance with respect
to operations on all lands subject to this agreement:

(a) Comprehensive general liability insurance, excluding
products, with a single combined limit of $500,000 each
accident for bodily injuries or death and property damage.

(b) Automobile public liability and property damage insurance
with a single combined limit of $500,000 each accident for
bodily injuries or death and property damage.

(¢) Such additional insurance as may hereafter be required by
law.

All insurance coverage required hereby shall be carried at the
joint expense and for the benefit of the parties hereto, except for
premiums for Automobile Public Liability and Property Damage Insurance
on Unit Operator's fully owned equipment, which shall not be charged
directly to the joint account but will, instead, be covered by the
flat rate charges assessed the unit of such equipment., Unit Operator
will not carry fire, windstorm, or explosion insurance covering opera-
tions hereunder. Unit Operator shall require its contractors and
subcontractors working and performing services on lands committed
hereto to comply with the workmen's compensation laws of the State
and to carry other insurance of the types specified above and such
amounts as the Unit Operator shall deem necessary.
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE
DOUBLE L QUEEN UNIT
CHAVES COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the 1lst day of January, 1975,
by and between the parties subscribing, ratifying or consenting hereto,
and herein referred to as "Parties hereto";

WITNESSETH:

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

WHEREAS, the Mineral Leasing Act of February 25, 1920, (41 Stat.
437, as amended 30 U.S.C. Sections 181 et seq.) authorizes Federal
lessees and their representatives to unite with each other, or jointly
or separately with others in collectively adopting and operating a unit
plan of development or operation of any oil or gas pool, field, or like
area, or any part thereof for the purpose of more properly comnserving
‘the natural resources thereof whenever determined and certified by the
Secretary of the Interior to be necessary or advisable in the public
interest; and

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

WHEREAS, the Commissioner of Public Lands of the State of New
Mexico is authorized by an Act of the Legislature (Sec. 3, Chap. 88,
Laws of 1943, as amended by Sec. 1, Chap. 162, Laws of 1951, Chap. 7,
© Art.1l1, Sec. 41, N.M.S. and 1953 Ann.) to amend with the approval of
the lessee, any oil and gas lease embracing State lands so that the
length of the term of said 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 parties hereto hold sufficient interests in the Double
L 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 conserve nat-
ural resources, to prevent waste and secure the other benefits obtain-
able through development and operation of the area subject to this Agree-
ment 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 re=-
spective interests in the unitized formation of 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 regula-
tions, including operating and unit plan regulations, heretofore issued
thereunder and valid, pertinent and reasonable regulations hereafter
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 govern-—
ing 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 described in Exhibit
"B" and depicted on Exhibit "A" hereof, and such land is hereby designated
and recognized as constituting the Unit Area, containing 2,670.10 acres,
more or less, in Chaves County, New Mexico.

(b) "Land Commissioner" is defined as the Commissioner of Public

. Lands of the State of New Mexico.

(¢) "Commission" 1s defined as the 0il Conservation Commission
of the State of New Mexico.

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

(e) '"Secretary" is defined as the Secretary of the Interior of
the United States of America, or his duly authorized delegate.

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



(g) '"'Supervisor" is defined as the 0il and Gas Supervisor of the
United States Geological Survey for the area in which the Unit Area is
situated.

(h) "Unitized Formation'" shall mean that subsurface portion of the
Unit Area commonly known as the Queen Formation, and which is the same
formation that was encountered between the logged depths of 1870' (subsea
elevation of +1984') and 1980' (subsea elevation of +1874') in Dalport 0il
Corporation's Spurck State Well #5 as shown on the Schlumberger Compensated
Formation Density log of said well dated July 30, 1969 which well is located
1980' FSL and 1980' FEL of Section 36, T-14-S, R-29-E, Chaves County, New
Mexico.

(i) Unitized Substances' are all oil, gas, gaseous substances, sul-
phur contained in gas, condensate, distillate and all associated and con-
stituent liquid or liquefiable hydrocarbons within and produced from the
Unitized Formation, of the Unitized Land.

(3) "Tract" is each parcel of land described as such and given a
Tract number in Exhibit “B".

(k) "Tract Participation" is defined as the percentage of partici-
pation shown on Exhibit "C" for allocating Unitized Substances to a
Tract under this Agreement.

(1) "Unit Participation” is the sum of the percentages obtained
by multiplying the Working Interest of a Working Interest Owner in each
Tract by the Tract Participation of such Tract.

(m) '"Working Interest" is the right to search for, produce and
acquire Unitized Substances whether held as an incident of ownership of
mineral fee simple title, under an oil and gas lease, or otherwise held,
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, developing and producing the Unitized Substances from the
Unitized Formation and operations thereof hereunder. Provided that any
royalty interest created out of a working interest subsequent to the
execution of this Agreement by the owner of the working interest shall
continue to be subject to such working interest burdens and obligations.

(n) "Working Interest Owner' is 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. The owner of 0il and Gas Rights that are free of
lease or other instrument creating a Working Interest in another shall
be regarded as a Working Interest Owner to the extent of seven-eighths
(7/8) of his interest in Unitized Substances, and as a Royalty Owner
with respect to his remaining one-eighth (1/8) interest therein.



(o) "Royalty Interest' or "Royalty" is an interest reserved to the
original lessor or other party in or right to receive a portion of the
Unitized Substances or the proceeds thereof, but does not include any
overriding royalty interest, oil payment interest, net profit comtracts,
or any other payments or burdens which does not carry with it the right
to search for and produce Unitized Substances.

(p) "Royalty Owner" is the owner of a Royalty Interest.

(q) "Unit Operating Agreement' is the agreement entered into by
and between the Unit Operator and the Working Interest Owners as provided
in sec¢tion 9, infra, and shall be styled "Unit Operating Agreement,
Double L Queen Unit, Chaves County, New Mexico".

(r) "0il and Gas Rights" is the right to explore, develop and
operate lands within the Unit Area for the production of Unitized Sub-
stances, or to share in the production so obtained or the proceeds thereof.

(s) "Outside Substances" is any substance obtained from any source
other than the Unitized Formation and injected into the Unitized Formation.

(t) "Unit Manager" 1s any person or corporation appointed by Working
Interest Owners to perform the duties of Unit Operator until the selection
and qualification of a successor Unit Operator as provided for in Section
7 herof.

(u) "Unit Operator" is the party designated by Working Interest Owners
under the Unit Operating Agreement to conduct Unit Operations.

(v) '"Unit Operations" is any operation conducted pursuant to this
Agreement and the Unit Operating Agreement.

(w) "Unit Equipment" is all personal property, lease and well equip-
ment, plants, adn other facilities and equipment taken over or otherwise
acquired for the joint account for use in Unit Operations.

(x) "Unit Expense" is all cost, expense, or indebtedness incurred

' pursuant to this Agreement and the Unit Operating Agreement for or on

account of Unit Operations.

(y) "Overriding Royalty Interest" is an interest in or right to
receive a portion of the Unitized Substances or the proceeds therefrom
as an overriding royalty interest, oil payment interest, net profits
contracts, or any other payment or burden, exclusive of a Royalty Interest,
which does not carry with it the right to search for or produce Unitized
Substances.,

SECTION 3. EXHIBITS. Exhibit "A" attached hereto is a map showing
the Unit Area and the boundaries and identity of tracts and leases in
said Unit Area to the extent known to the Unit Operator, Exhibit "B"
attached hereto is a schedule showing , to the extent known to the Unit
Operator, the acreage comprising each Tract, percentages and kind of
ownership of oil and gas interests in all land in the Unit Area. Exhibit
""C'" attached hereto shows the Tract Participation of each Tract in the
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Unit Area. However, nothing herein or in said schedule or map shall be
construed as a representation by any party hereto as to the ownership of
any interest other than such interest or interests as are shown in said
map or schedule as owned by such party. Exhibit "D" attached hereto is
the provisions of paragraphs 1 through 7 of Section 202 of Executive
Order 11246 as amended. Exhibits, "A", "B", and "C" shall be revised
by the Unit Operator whenever changes in the Unit Area render such
revision necessary or when requested by the Supervisor, and copies of
such revision shall be filed with the Land Commissioner, and not less
than five copies 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. Such expansion shall be effected in the following manner:

(a) The Working Interest Owner or Owners of a Tract or Tracts de-
siring to bring such Tract or Tracts into this unit, shall file an appli-~
cation therefor with Unit Operator requesting such admission.

(b) Unit Operator shall circulate a notice of the proposed expan-
sion to each Working Interest Owner in the Unit Area and in the Tract
proposed to be included in the unit, setting out the basis for admission,
the Tract Participation to be assigned to each Tract in the enlarged Unit
Area and other pertinent data. After negotiation (at Working Interest
Owner's meeting or otherwise) if at least three Working Interest Owners
having in the aggregate seventy-five percent (75%) Unit Participation then
in effect have agreed to inclusion of such Tract or Tracts in the Unit
Area, the Unit Operator shall:

(1) After obtaining preliminary concurrence by the Director, pre-
pare a notice of proposed expansion describing the contemplated changes
in the boundaries of the Unit Area, the reason therefor, the basis for
admission of the additional Tract or Tracts, the Tract Participation to
be assigned thereto and the proposed effective date thereof; and

(2) Deliver copies of said notice to the Land Commissioner, the
Supervisor, each Working Interest Owner and to the lessee and lessor
whose interests are affected, advising such parties that thirty (30)
days will be allowed for submission to the Unit Operator of any objec-
tion to such proposed expansion; and

(3) TFile, upon the expiration of said thirty (30) day period as

set out in (2) immediately above with the Land Commissioner and Supervi-
sor the following: (a) Evidence of mailing or delivering copies of said
notice of expansion; (b) An application for approval of such expansion;
(c) An instrument containing the appropriate joinders in compliance with
the participation requirements of Section 14, and Section 32, infra; and
(d) A copy of all objections received along with the operators response
thereto.




The expansion shall, after due consideration of all pertinent infor-
mation and approval by the Land Commissioner and the Supervisor, become
effective as of the date prescribed in the notice thereof, preferably
the first day of a month subsequent to the date of notice. The revised
Tract Participation of the respective Tracts included within the Unit
Area prior to such enlargement shall remain the same ratio one to another.

SECTION 5. UNITIZED LAND., All land committed to this Agreement
as to the Unitized Formation 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 produced from any forma-
tion other than the Unitized Formation as defined in Section 2 (h) of this

Agreement.

SECTION 6. UNIT OPERATOR. Burk Royalty Co., is hereby designated
the Unit Operator, and by signing this instrument as Unit Operator 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, when such interests are owned by it and the term "Working
Interest Owner" when used herein shall include or refer to the Unit Operator
as the owner of a Working Interest when such an interest is owned by it.

The interest of Working Interest Owners and the Unit Operator in the
Unit Area shall be subject to a reciprocal lien and security interest to the
extent provided in the Unit Operating Agreement.

SECTION 7., RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator
shall have the right to resign at any time, but such resignation shall
not beccme 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 given by Unit Operator to all Working Interest Owners,
the Land Commissioner and the Supervisor unless a new Unit Operator shall
have taken over and assumed the duties and obligations of Unit Operator
prior to the expiration of said period. The resignation or removal 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 re-
signation or removal.

The Unit Operator shall be subject to removal by Working
Interest Owners having in the aggregate seventy percent (70%) or more
Unit Participation then in effect exclusive of the Working Interest Owmer
who is the Unit Operator. Such removal shall be effective upon notice
thereof to the Land Commissioner and the Supervisor.

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 Work-
ing Interest or other interest in Unitized Substances, but upon the re-
signation or removal of Unit Operator becoming effective, such Unit
Operator shall deliver possession of all wells, equipment, books and
records, materials, appurtenances and any other assets used in connection
with the Unit Operations and owned by the Working Interest Owners to the
new -duly qualified successor Unit Operator or to the Unit Manager if no
such new Unit Operator is elected, to be used for the purpose of conduct-
ing Unit Operations hereunder. Nothing herein shall be construed as author-
izing the removal of any material, equipment or appurtenances needed for
the preservation of any wells. Nothing herein contained shall be con-
strued to relieve or discharge any Unit Operator or Unit Manager who re-
signs or is removed hereunder from any liability or duties accruing or
performable by it prior to the effective date of such resignation or re-
moval.

SECTION 8. 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 successor Unit Opera-
tor as herein provided. Such selection shall not become effective until
{(a) a Unit Operator so selected shall accept in writing the duties and
responsibilities of Unit Operator, and (b) the selection shall have been
approved by the Land Commissioner and the Supervisor. If no successor Unit
Operator or Unit Manager is selected and qualified as herein provided, the
Land Commissioner and/or the Director, at their election, may declare this
Agreement terminated.

In selecting a successor Unit Operator the affirmative vote of three
or more Working Interest Owners having a total of sixty-five percent (65%)
-or more of the total Unit Participation shall prevail; provided that if
any one Working Interest Owner has a Unit Participation of more than thirty-
five percent (35%), its negative vote or failure to vote shall not be re-
garded as sufficient unless supported by the vote of one or more other
Working Interest Owners having a total Unit Participation of at least five
percent (5%). If the Unit Operator who is removed votes only to succeed
itself or fails to vote, the successor Unit Operator may be selected by
the affirmative vote of the owners of at least seventy-five percent (75%)
of the Unit Participation remaining after excluding the Unit Participation
of Unit Operator so removed.




SECTION 9. ACCOUNTING PROVISTONS AND UNIT OPERATING AGREEMENT,
Costs and expenses incurred by Unit Operator in conducting Unit Opevations
hereunder shall be paid, apportioned among and borne by the Working
Interest Owners in accordance with the Unit Operating Agreement. Such
Unit Operating Agreement shall also provide the manner in which the Work-
ing Interest Owners shall be entitled to receive their respective pro-
portionate and allocated share of the benefits accruing hereto in con-
formity with their underlying operating agreements, leases or other
contracts and such other rights and obligations as between Unit Operator
and the Working Interest Owners as may be agreed upon by the Unit 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
Agreement or to relieve the Unit Operator of any right or obligation
established under this Agreement, and in case of any inconsistency or con-
flict between this Agreement and the Unit Operating Agreement, this Agree-
ment shall prevail. Copies of any Unit Operating Agreement executed
pursuant to this Section shall be filed with the Land Commissioner and
with the Supervisor as required prior to approval of this Agreement.

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as
-atherwise 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. Upon 4
request, 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 Agree-
ment 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 11. PLAN OF OPERATIONS. It is recognized and agreed by
the parties hereto that all of the land subject to this Agreement is
reasonably proved to be productive of Unitized Substances and that the
object and purpose of this Agreement is to formulate and to put into
effect an improved recovery project in order to effect additional re-
covery of Unitized Substances, prevent waste and conserve natural
resources. The parties hereto agree that the Unit Operator may, sub-
ject to the consent and approval of a Plan of Operation by the Working
Interest Owners, the Supervisor, the Land Commissioner and the Commission,
inject into the Unitized Formation, through any well or wells completed
therein, brine, water, air, gas, oll, liquefied petroleum gases and
any one or more other substances or combination of substances whether pro-
duced from the Unitized Land or not, and that the location of input wells
and the rates of injection therein shall be governed by standards of
_good geologic and petroleum engineering practices and conservation methods.
Subject to like approval the Plan of Operation may be revised as conditions
may warrant.




The initial Plan of Operation shall be filed with the Supervisor,
the Land Commissioner and the Commission concurrently with the filing
of this Agreement for final approval. Said initial Plan of Operation
and all revisions thereof shall be as complete and adequate as the
Supervisor, the Land Commissioner and the Commission may determine to
be necessary for timely operation consistent herewith. Upon approval of
this Agreement and the initial plan by the Supervisor and Commissioner,
said plan, and all subsequently approved plans shall constitute the
operating obligations of the Unit Operator under this Agreement for the
period specified therein. Thereafter, from time to time before the
expiration of any existing plan, the Unit Operator shall submit for
like approval a plan for an additional specified period of operation.
After such operations are commenced, reasonable diligence shall be
exercised by the Unit Operator in complying with the obligations of
the approved Plan of Operation.

Notwithstanding anything to the contrary herein contained, should
the Unit Operator fail to commence operation of an improved recovery
project incorporating the injection of water within one (1) year after
the effective date of this Agreement, or any extension thereof approved
by the Supervisor, this Agreement shall terminate automatically as of
the date of default.

SECTION 12. USE OF SURFACE AND USE OF WATER. The parties have to
the extent of their rights and interests, hereby granted to Unit Operator
the right to use as much of the surface of the Unitized Land as may
reasonably be necessary for Unit Operations; provided that nothing
herein shall be construed as leasing or otherwise conveying to the Unit
Operator a site for water, gas injection or other plants or camp site.

Unit Operator shall have free use of water or brine or both from
the Unitized Land for Unit Operations, except water from any well, lake,
pond or irrigation ditch of a surface Owner, unless approval for such
use is granted by the surface Owner.

Unit Operator shall pay the Owner for damages to growing crops,
timber, fences, improvements and structures on the Unitized Land that
result from Unit Operations.

SECTION 13. TRACT PARTICIPATION. In Exhibit "C" attached hereto
there are listed and numbered the various Tracts within the Unit Area,
and set forth opposite each Tract are figures which represent the Tract
Participation, during Phase I and Phase II of Unit Operations if all
Tracts in the Unit Area qualify as provided herein. The Phase I and




Phase II Tract Participations of each Tract as shown in Exhibit "C"
were determined in accordance with the following formulas:

Tract Participation during Phase I: 50% A + 50%Z B
Phase II: 55% C + 45Z D

Where A

Ratio of the volume of oil determined to be producible after
12/1/72 from each Tract to the summation of the volume of
producible oil after 12/1/72 from all Tracts being 346,846
barrels.

B = Ratio of the gross income from each Tract to the summation
of the gross income from all Tracts for the period 6/1/72
to 12/1/72 being $415,900.18.

C = Ratio of the volume of 0il determined to be ultimately pro-
ducible from each Tract to the summation of the volume determined
to be ultimately producible from all Tracts being 1,470,758
barrels.

D = Ratio of the Acre-Feet of originally productive oil reservoir
from each Tract to the summation of Acre-Feet from all
Tracts being 10,077.3 acre feet.

Phase I shall begin on the Effective Date of this Agreement and continuing
until the first day of the calendar month next following the date on
which the total number of barrels of oil produced from the Unitized
Formation underlying all Tracts described in the original Exhibit "B"
hereof equals 1,470,758 barrels as determined from the official production
reports (currently known as C-115 reports) filed with the New Mexico
Conservation Commission. Phase II shall begin with the termination of
Phase I and continue for the remainder of the term of this Agreement,

In the event less than all Tracts are qualified on the Effective
Date hereof, the Tract Participations shall be calculated on the basis
of all such qualified Tracts rather than all Tracts in the Unit Area.
The total number of barrels of o0il to be produced before Phase II be~-
gins shall remain at 1,470,758 barrels; however, oil produced from
all Tracts within the Unit Area, qualified as well as non~qualified
Tracts, shall count toward the required total of 1,470,758 barrels.

SECTION 14, TRACTS QUALIFIED FOR 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 Substances shall
be those Tracts more particularly described in Exhibit "B" that corner
or have a common boundary (Tracts separated only by a public highway or
a railroad right of way shall be considered to have a common boundary),
and that otherwise qualify as follows:

(a) Each Tract as to which Working Interest Owners owning one
hundred percent (100%) of the Working Interest have become parties to
this Agreement and as to which Royalty Owners owning seventy-five percent
(75%) or more of the Royalty Interest have become parties to this Agreement.,

(b) Each Tract as to which Working Interest Owners owning one

hundred percent (100%) of the Working Interest have become parties to

this Agreement, and as to which Royalty Owners owning less than seventy-
five percent (75%) of the Royalty Interest have become parties to this
. Agreement, and as to which (1) Working Interest Owners, including the
Working Interest Owner who operates the Tract, owning a total of seventy-
five percent (75%) or more of the Working Interest in such Tract that is
comnitted to this agreement have joined in a requiest for the inclusion

os such Tract in the Unit Area, and as to which (2) Working Interest

Owners having seventy-five percent (75%) or more of the combined Phase I
Unit Participation im all Tracts that meet the requirements of Section 14 (a)
above have voted in favor of the inclusion of such tract. (3) As to
leases issued by the United States of America the joinder to this Agreement
by the lessee of record shall supplant joinder of the Royalty Interest.

(¢) Each Tract as to which Working Interest Owners owning less than
one hundred percent (100%) of the Working Interest have become parties
to this Agreement, regardless of the percentage of Royalty Interest
therein that is committed hereto; and as to which (1) Working Interest
Owners, including the Working Interest Owner who operates the Tract,
owning a total of seventy-five percent (75%) or more of the Working Interest
in such Tract that is committed to this Agreement have joined in a
request for inclusion of such Tract in the Unit Area, and have executed
and delivered, or obligated themselves to execute and deliver, an indemnity
agreement indemnifying and agreeing to hold harmless the other Working
Interest Owners in the Unit Area, their successors and assigns, against
all claims and demands that may be made by the owners of Working Interest
in such Tract hwo are not parties to this Agreement, and which arise out
of the inclusion of the Tract in the Unit Area; and as to which (2) Working
Interest Owners having seventy-five percent (75%) or more of the Unit
Participation in all Tracts that meet the requirements of Section 14 (a)
and 14(b) have voted in favor of the inclusion of such tract and to accept
the indemnity agreement. Upon the inclusion of such a Tract in the Unit Area,
the Tract Participations which would have been attributed to the non-subscribing
owners of Working Interest in such Tract, had they become parties to this
Agreement and the Unit Operating Agreement, shall be attributed to the Working
Interest Owners in such Tract who have become parties to such agreements,
and joined in the indemnity agreement, in proportion to theilr respective
Working Interests in the Tract.
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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 shall not be entitled to participate hereunder. Unit Operator
shall, when submitting'this Agreement for final approval by the Land
Commissioner and the Supervisor, file therewith a schedule of those
Tracts which have been committed and made subject to this Agreement and
are entitled to participate in Unitized Substances. Said schedule
shall set forth opposite each such committed Tract the lease number or
assignment number, the owner of record of the lease, and the percentage
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 Revised Exhibit "C" and upon
approval thereof by the Land Commissioner and the Supervisor shall be-
come a part of this Agreement and shall govern the allocation of pro-
duction of Unitized Substances until a new schedule is approved by the
Land Commissioner and Supervisor.

SECTION 15, ALLOCATION OF UNITIZED SUBSTANCES. All Unitized Sub-
stances produced and saved (less, save and except any part of such
Unitized Substances used in conformity with good operating practices
on unitized land for drilling, operating, camp and other production
or development purposes and for injection or unavoidable loss in accor-
dance with a Plan of Operation approved by the Supervisor) shall be
apportioned among and allocated to the qualified Tracts in accordance
with the respective Tract Participations effective hereunder during the
respective periods such Unitized Substances were produced, as set forth in
the schedule of participation in Exhibit "C". 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 pro-
duced from such Tract.

The Unitized Substances allocated to each Tract shall be distributed
among, or accounted for, to the parties entitled to share in the
production from such Tract in the same manner, in the same proportions,
and upon the same conditions, as they would have participated and shared
in the production from such Tracts, or in the proceeds thereof, had
this Agreement not been entered into; and with the same legal force and effect.
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No Tract committed to this Agreement and qualified for participation
as above provided shall be subsequently excluded from participation
hereunder on account of depletion of Unitized Substances.

If the Working Interest and/or the Royalty Interest in any Tract
are divided with respect to separate parcels or portions of such Tract
and owned now or hercafter in severalty by different persons, the Tract
Participation during both Phase I and Phase II shall, in the absence of
a rccordable instrument executed by all owners and furnished to Unit
Operator fixing the divisions of owncrship, be divided among such parcels
or portions in proportion to the number of surface aeres 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. Each
Working Interest Owner and the parties entitled thereto shall have the
continuing right to receive such production in kind at a common point
within the Unit Area and to sell or dispose of the same as it sees fit.
FEach 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, maintained and operated as not to interfere with
operations carried on pursuant hereto. Subject to Section 17 hereof,
any extra expenditure incurred by Unit Operator by recason of the delivery
in Xind of any portion of the Unitized Substances shall be borne by the
- party responsible therefor under the controlling lease or contract. In
the event any Interest Owner shall fail to take or otherwise adequately
dispose of its proportionate share of the production from the Unitized
Formation currently as and when produced, then so long as such condition
continues, Unit Operator, for the account and at the expense of the Work-
ing Interest Owner of the Tract or Tracts concerned, and in order to avoid
curtailing the operation of the Unit Area, may, but shall not be required
to, sell or otherwise dispose of such production to itself or to others
on a day-to~-day basis, provided that all contracts of sale by Unit Opera-
tor of any other party's share of Unitized Substances shall be only for
such reasonable periods of time as are consistent with the minimum needs
of the industry under the circumstances, but in no event shall any such
contract be for a period in excess of one year, and at not less than the
prevailing market price in the area for like production, and the account
of such Working Interest Owner shall be charged therewith as having re-
ceived such production. The net proceeds, if any, of the Unitized Sub-
stances so disposed of by Unit Operator shall be paid to the Working
Interest Owner of the Tract or Tracts concerned. Notwithstanding the
foregoing, Unit Operator shall not make a sale into interstate commerce
of any Working Interest Owner's share of gas production without first
giving such Working Interest Owner sixty (60) days notice of such in-
tended sale.

Any Working Interest Owner receiving in kind or separately dispos-
ing of all or any part of the Unitized Substances allocated to any Tract,
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or receiving the proceeds therefrom if the same is sold or purchased

by Unit Operator, shall be responsible for the payment of all Royalty,
overriding royalty and production payments due thereon, and each such
party shall hold each other Working Interest Owner harmless against all
claims, demands and causes of action by owners of such Royalty, overriding
royalty and production payments.

I1f, after the Effective Date of this Agreement, there is any Tract or
Tracts that are subsequently committed hereto, as provided in Section 4
(Expansion) hereof, or any Tract or Tracts within the Unit Area not
committed hereto as of the Effective Date hereof but which are subsequently
committed hereto under the provisions of Section 14 (Tracts Qualified for
Participation) and Section 32 (Nonjoinder and Subsequent Joinder), or
if any Tract is excluded from this Agreement as provided for in Section
31 (Loss of Title), the schedule of participation as shown in Exhibit "C",
shall be revised by the Unit Operator; and the revised Exhibit "C", upon
approval by the Land Commissioner and the Supervisor, shall govern the
allocation of production on and after the effective date thereof until
a revised schedule is approved as hereinabove provided. In any such
revised Exhibit "C", pursuant to this paragraph, the Tract Participation
of the previously qualified Tracts shall remain in the same ratio one
to the other.

SECTION 16. OUTSIDE SUBSTANCES. If gas obtained from formations
not subject to this Agreement is introduced into the Unitized Formation
for use in repressuring, stimulating of production or increasing ultimate
recovery which shall be in conformity with a Plan of Operation first
approved by the Land Commissioner, the Commission, and the Supervisor,

a like amount of gas with appropriate duduction for loss or depletion

from any cause may be withdrawn from unit wells completed in the Unitized
Formation royalty free as to dry gas, but not royalty free as to the
products extracted therefrom; provided that such withdrawal shall be at
such time as may be provided in the approved Plan of Operation or as
otherwise may be consented to or prescribed by the Land Commissioner, the
Commission, and the Supervisor as conforming to good petroleum engineering
practices and provided further that such right of withdrawal shall
terminate on the termination date of this Agreement.

SECTION 17, ROYALTY SETTLEMENT, The State of New Mexico and United
States of America and all Royalty Owners who, under an existing contract,
are entitled to take in kind a share of the substances produced from any
Tract unitized hereunder, shall continue to be entitled to such right
to take in kind their share of the Unitized Substances allocated to such
Tract, and Unit Operator shall make deliveries of such Royalty share
taken in kind in conformity with the applicable contracts, laws and re-
gulations. Settlement for Royalty not taken in kind shall be made by
Working Interest Owners responsible therefor under existing contracts,
laws and regulations on orbefore the last day of each month for Unitized
Substances produced during the preceding calendar month; provided, how-
ever, that nothing herein contained shall operate to relieve the lessees
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of any land from their respective lease obligations for the payment
of any Royalty due under their leases, except that such Royalty shall
be computed on Unitized Substances as allocated to each Tract in
accordance with the terms of this Agreement. With respect to Federal
leases committed hereto on which the royalty rate depends upon the

- daily average production per well, such average production shall be

determined in accordance with the operating regulations pertaining
to Federal leases as though the committed Tracts were included in a
single consolidated lease.

If the amount of production or the proceeds thereof accruing to
any Royalty Owner (except the United States of America) in a Tract
depends upon the average production per well or the average pipeline
runs per well from such Tract during any period of time, then such
production shall be determined from and after the effective date here-
of by dividing the quantity of Unitized Substances allocated hereunder
to such Tract during such period of time by the number of wells locat-
ed thereon capable of producing Unitized Substances as of the Effective
Date hereof, provided that any Tract not having any well so capable of

—producing Unitized Substances on the Effective Date hereof shall be
considered as having one such well for the purpose of this provision.

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 respec-
tive 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
hereto. If any Royalily 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 Royalty Interest of the party representing him-
self to be the owner thereof shall be reduced proportionately and the
interests of all parties shall be adjusted accordingly.

SECTION 18. RENTAL SETTLEMENT. Rentals or minimum Royalties due
on leases committed hereto shall be paid by Working Interest Owners
responsible therefor under existing contracts, laws and regulations
provided that nothing herein contained shall operate to relieve the
lessees of any land from their respective lease obligations for the pay-
ment 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 such rental or minimum Royalty is waived, suspended or
reduced by law or by approval of the Secretary or his duly authorized
representative.
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SECTION 19. CONSERVATION. Opcrations 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 20. 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.

The Unit Operator, upon approval by the Working Interest Owners,
the Supervisor and the Land Commissioner,is hereby empowsred te enter
into a border line agreement or agreements with working interest owners
of adjoining lands not subject to this Agreement with respect to opera-
tion in the border area for the maximum ecconomic recovery, conservation
purposes and proper protection of the parties and interest affected.

SECTION 21. LFASES AND CONTRACTS CONFORMED AND EXTENDED, The
terms, conditions and provisions of all leases, subleases and other
‘contracts relating to exploration, drilling, development or operation
for oil or gas on lands committed to this Agreement are hereby express-
ly modified and amended to the extent necessary to make the same con-
form to the provisions hereof, but otherwise to remain in full force
and effect, and the parties hereto hereby consent that the Secretary
and the Land Commissioner, respectively, shall and by their approval
hereof, or by the approval hereof by their duly authorized representa-
tives, do hereby establish, alter, change or revoke the drilling, pro-
ducing, rental, minimum Royalty and Royalty requirements of Federal
and State leases committed hereto and the regulations in respect thereto
to conform said requirements to the provisions of this Agreement.

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

(b) Drilling, producing or improved recovery operations performed
hereunder shall be deemed to be performed upon and for the benefit of
each Tract, and no lease shall be deemed to expire by reason of failure
to drill or produce wells situated on the land therein embraced.
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(¢) Suspension of drilling or producing operations on all
unitized lands pursuant to direction or consent of the Land Com-
missioner and the Secretary, or their duly authorized representatives,
shall be deemed to constitute such suspension pursuant to such direc-
tion or consent as to each Tract of unitized lands.

(d) Each lease, sublease, or contract relating to the explora-
tion, 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 foree and effect for and during the term
of this Agreement. '

(e) 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 term-
ination hereof.

(f) Any lease embracing lands of the State of New Mexico having
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 notwithstanding
any of the provisions of this Agreement to the contrary, such lease
shall continue in full force and effect beyond the term provided there-
in as to all lands embraced in such lease if o0il or gas is, or has
heretofore been discovered in paying quantities on some part of the
lands embraced in such lease committed to this Agreement or, so long
as a portion of the Unitized Substances produced from the Unit Area is,
under the terms of this Agreement, allocated to the portion of the
1lands covered by such lease committed to this Agreenent, or, at any
time during the term hereof, as to any lease that is then valid and
subsisting and upon which the lessee or the Unit Operator is then en-
gaged in bona fide drilling, reworking, or improved recovery opera-
tions on any part of the lands embraced in such lease, then the same
as to all lands embraced therein shall remain in full force and effect
so long as such operations are diligently prosecuted, and if they re-
sult in the production of 0il or gas, said lease shall continue in full
force and effect as to all of the lands embraced therein, so long there-
after as 0il or gas in paying quantities is being produced from any
portion of said lands.

(g) The segregation of any Federal lease committed to this
Agreement is governed by the following provision in the fourth para-
graph of Section 17 (j) of the Mineral Leasing Act, as amended by the
Act of September 2, 1960, (74 Stat. 781-784): “Any (Federal) lease
heretofore or hereafter committed to any such (unit) plan embracing
lands that are in part within and in part outside of the area covered
by any such plan shall be segregated into separate leases as to the
lands committed and the lands not committed as of the Effective Date
of unitization; provided, however, that any such lease as to the non-
unitized portion shall continue in force and effect for the term
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thereof but for not less than two years from the date of sdﬁh segregation
and so long ‘thereafter as oil or gas is produced in Paying Quantities."

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 theilr successors in interest until
this Agreement terminates, and any grant, transfer or conveyance of
interest in land or leases subject hereto shall be and hereby ig con=-
didioned upon the agsumption 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 bind-
ing upon Unit Operator until the first day of the calendar month after
Unit Operator 1s furnished with the original, or acceptable photostatic
or certified copy of the recorded instrument or 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 acceptable photostatic or certified copy, of the
recorded instrument or transfer, '

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 on
the first day of the calendar month next following the approval of this
Agreement by the Supervisor, the Land Commissioner and the Commission,
and the filing of this Agreement or notice thereof in the Office of the County
Clerk of the County in which the Unit Area is situated.

If this Agreement does not become effective on or before January 1,
1976, 1t shall ipso facto expire on gaid date (hereinafter called
"expiration date') and thereafter be of no further force or effect, un-
less prior thereto this Agreement has been executed or ratified by Working
‘Interest Owners owning a combined Phase I Participation of at least
eighty percent (807), and at least seventy~five percent (75%) of such
Working Interest committed to this Agrecement have decided to extend said
expiration date for a period not to exceced six months (hereinafter called
"extended expiration date'"). If saild expiration date is so extended
and this Agreement does not become effective on or before sald extended
expiration date, it shall ipso facto expire on sald extended expiration
date and thereafter be of no further force or effect.

Unit Operator shall file for record within thirty (30) days after
the Effective Date of this Agreement, in the office where & counter part
of this Agreement is recorded, a certificate to the effect that this
Agreement has become effective according to its teims and stating further
the effective date.

The term of this Agreement shall be for and during the time that
Unit{zed Substances are produced from the unitized land and so long there-
after as drilling, reworking or other operations (including secondary recovery
operations) are prosecuted thereon without cessation of more than ninety
(90) consecutive days unless sooner terminated as herein provided.
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This Agreement may be terminated with the approval of the Land
Commissioner and the Supervisor by Working Interest Cwners owning
eighty percent (80%) of the Unit Participation then in effect when-
ever such Working Interest Owners determine that Unit Operations are
no longer profitable, or in the interest of conservation. Upon
approval, such termination shall be effective as of the first day of
the month after said Working Interest Owners' determination. Notice
of any such termination shall be filed by Unit Operator in the office
of the County Clerk of Chaves County, New Mexico, within thirty (30)
days of the effective date of termination.

Upon termination of this Agreement, the parties hereto shall be
governed by the terms and provisions of the leases and contracts
affecting the separate Tracts just as if this Agreement had never been
entered into.

If not otherwise provided by the leases unitized under this Agree-
ment, Royalty Owners hereby grant Working Interest Owners a period of
six 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 Operatiomns.

SECTION 24. 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
discretion, the rate of prospecting and development and within the limits
made 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 Land Commissioner
and as to any lands of the State of New Mexico or privately-owned lands
subject to this Agreement or to the quantity and rate of production from
such lands in the absence of specific written approval therecf 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 (15) days from notice, and thereafter subject to admin-
istrative appeal before becoming final.

SECTION 25. NONDISCRIMINATION, Unit Operator in connection with
the performance of work under this Agreement relating to leases of the
United States agrees to comply with the clauses set forth in Exhibit "D"
attached hereto and made a part hereof.
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SECTION 26. APPFARANCES. Unit Opcerator shall have the right to
appear for or on behalf of any interests affected hereby before the
Land Commissioner, the Department, and the Commission, and to appeal
from any order issucd under the rules and repgulations of the Land Com-
missioner, the Department or the Commission, or to apply for relief
from any of said rules and regulations or in any procecdings relative
to operations before the Land Commissioner, the Department or the Com-
mission 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 or registered
mail, addressed to such party or parties at their respective addresses
set forth in connection with the signatures hereto or to the ratifica-

,tion or consent hereof or to such other address as any such party or

parties may have furnished 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
Lands are located, or regulations issued thereunder in any way affecting
such party, or as a waiver by any such party of any right beyond his or
its authority to waive; provided, however, each party hereto covenants
that it will not resort to any action to partition the unitized land or
the Unit Equipment.

SECTION 29. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO RFALTY.
Each Working Interest Owner has heretofore placed and used on its Tract
or Tracts committed to this Agreement various well and lease equipment
and other property, equipment and facilities. It is also recognized that
additional equipment and facilities may hereafter be placed and used upon
the Unitized Land as now or hereafter constituted. Therefore, for all
purposes of this Agreement any such equipment shall be considered to be
personal property and not fixtures attached to realty. Accordingly, said
well and lease equipment and personal property is hereby severed from
the mineral estates affected by this Agreement, and it is agreed that any
such equipment and personal property shall be and remain personal pro-
perty of the Working Interest Owners for all purposes.

SECTION 30. UNAVOIDABLE DELAY. All obligations under this Agree-
ment requiring the Unit Operator to commence or continue improved re-
covery operations or to operate on or producé 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 obligations, in whole
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or in part, by strikes, acts of God, Federal, State or municipal law
or agency, unavoidable accident, uncontrollable delays in transporta-
tion, 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 31. 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 Agree-
ment, such Tract shall be automatically regarded as not committed here-
to as of the first day of the calendar month in which the failure of
title is determined and there shall be such readjustment of future costs
and benefits as may be required on account of the loss of such title.
In the event of a dispute as to title as to any Royalty, Working Interest
or other interest subject thereto, payment or delivery on account there-
of may be withheld without liability or interest until the dispute is
finally settled; provided, 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 Land Commissioner and/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 32. NONJOINDER AND SUBSEQUENT JOINDER., 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 this Agreement by a Working Interest Owner, at any time, must be
accompanied by appropriate joinder to the Unit Operating Agreement in
order for such interest to be regarded as effectively committed to this
Agreement.

Any 011 or gas interest in the Unitized Formations not committed
hereto prior to submission of this Agreement to the Land Commissioner
and the Supervisor for final approval may thereafter be committed
hereto upon compliance with the applicable provisions of this Section
and of Section 14 (Tracts Qualified for Participation) hereof, at any
time up to the effective date hereof on the same basis of participation
as provided in said Section 14, by the owner or owners thereof subscrib-
ing, ratifying, or consenting in writing to this Agreement and, if the
interest is a Working Interest, by the owner of such interest subscrib-
ing also to the Unit Operating Agreement.

It is understood and agreed, however, that from and after the
Effective Date hereof the right of subsequent Joinder as provided in
this Section shall be subjeet to such requirements or approvals and on
such basis as may be agreed upon by Working Interest Owners owning not
less than sixty-five percent (657%) of the Unit Participation then in effect,
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and approved by the Land Commissioner and Supervisor. Such subsequent
joinder by a proposcd Working Interest Owner must be cvidenced by his
exccution or ratification of this Agreement and the Unit Operating Apree-
ment and, where State or Federal land is involved, such Joinder must be
approved by the Land Commissioner or Supervisor. Such Joinder by a pro-
poscd Royalty Owner must be evidenced by his exccution, ratification or
consent of this Agrcement 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 joinder to this Agrcement
shall be effective as of the first day of the month following the filing
with the Land 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
Joinder by the Land Commissioner or the Supervisor is duly made sixty
(60) days after such filing.

SECTION 33. COUNTERPARTS,., This Agreement may be executed in any
number of counterparts, no 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 land within the
above described Unit Area.

SECTION 34. JOINDER IN DUAL CAPACITY., Execution as herein provided
by any party as either a Working Interest Owner or a Royalty Owner shall
commit all interests owned or controlled by such party; provided, that
if the party is the owner of a Working Interest, he must also execute
the Unit Operating Agreement.

SECTION 35. 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 advancc 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 allocat-
ed sharc of said Unitized Substances. No 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 lesscee which requires his lessee to pay such taxes.

SECTION 36. ©NO PARTNERSHIP. The duties, obligations and liabilities
of the parties hereto are intended to be several and not joint or collec-
tive. This Agreement is not intended to create, and shall not be con-
strued to create, an association or trust, or to impose a partnership

-29~




duty, obligation or liability with regard to any one or more of the
parties hereto. Each party hereto shall be individually responsible
for its own obligations as herein provided.

SECTION 37. ©PRODUCTION AS OF THE EFFECTIVE DATE. Unit Operator
shall make a proper and timely gauge of all leases and other tanks
within the Unitized Area in order to ascertain the amount of merchant
able oil above the pipe line connection in such tanks as of the effec-
tive date hereof. All such oil which has then been produced in accor=
dance with establised allowables shall be and remain the property of
the Working Interest Owner entitled thereto, the same as if the unit had not
been formed; and the responsible Working Interest Owner shall promptly
remove said oil from the Unitized Land. Any such o0il not so removed
shall be socld by Unit Operator for the account of such Working Interest
Owners, subject to the payment of all Royalty to Royalty Owners under
the terms hereof., The o0il that is in excess of the prior allowable of
the wells from which it was produced shall be regarded as Unitized Sub-
stances produced after Effective Date hereof.

If, as of the Effective Date hereof, any Tract is overproduced with
respect to the allowable of the wells on that Tract and the amount of
over-production has been sold or otherwise disposed of, such over-produc~
tion shall be regarded as a part of the Unitized Substances produced
after the Effective Date hereof and shall be charged to such Tract as
having been delivered to the parties entitled to Unitized Substances
allocated to such Tract.
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement
to be executed and have set opposite their representative names the date
of execution

BURK ROYALTY CO.
Unit Operator and Working Interest Owner

BY:

Vice-President

800 04il & Gas Building
Wichita Falls, Texas 76301

STATE OF TEXAS X
SS:
COUNTY OF WICHITA ¥

The foregoing instrument was acknowledged before me this day
of s 1975, by ,
Vice-President for Burk Royalty Co., a Texas corporation, on behalf of said
corporation.

Notary Public in and for
County, Texas.

My Commission expires:
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DOUBLE L QUEEN UNIT
Chaves County, New Mexico

TRACT LOCATOR KLY
Exhibit A Supplement

Txract Section In Which Located
1 18 T-15-S R~30-E
2 13 T-15-8 R-29-E
3 ' 31 T-14=-S R=30-E
4 31 T-14-§ R-30-E
5 31 T-14-S R-30-E
6 6 T-15-5 R-30-E
7 6 T-15-S R=30-E
8 | 7 T-15-5 . R-30-E
9 | 7 T-15-S R-30-E
10 6 T-15-8 R-30-E
11 ' 12 T-15-S R~29-E
12 | 23 T-14-S R~29-E
13 7 1-15-5 R-30-E
14 | 12 T-15-S R-29-E
15 12 T-15-S R~29-E
16 36 T=14-S R-29-E
17 12 T-15-S R-29-E
18 25 T=-14-S R-29-E
19 1 T-15-5 R~29-E
20 24 T=14-S R-29-E
21 24- T=14-S R-29-E
22 ' 1 T-15-S R=29-E
23 6 T-15-S R-30-E

24 6 T-15-S R=-30-E
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TRACT

\O 00~ OMn o

NO.

EXHIBIT "C"
To Unit Agreement

DOUBLE L QUEEN UNIT
Chaves County, New Mexico
January 1, 1975

TRACT PARTICIPATION %

PHASE T
12.6690

5.6500
12.5500

1.1075
1.9930

2.6295
.8525
.5370

5.0365

1.2240

7.6425

9.3795

4.1205

10,4685

4.1805

2.6420

1.3290
6425

1.8435

13.5025

100.0000

PHASE IT

6.4884
.0221
4.1909
.0468
15.2155
.0293
2.4652
2.6103
.0113
3.9260
+3653
.7526
3.6226
«8407
6.2666
16.1292
2.9144
5.9534
5.1212
1.0481
1.6549
1.2343
4.3769

14,7140

100.0000



EXHIBLIT “'D"

SRV To Unit Agreement
Double "L'" Queen Unit
PROVISIONS OF SECTION 202 OF Chaves County, New Mexico
EXECUTIVE ORDIR 11246 January l, 1974

7

"(1) The coateactor will not discriminate againse any employee or applicaat for employment because of
cae, wolor, relhgion, sex o natonal ongin, The conttactor will tahe atfirmative acticn to ensuce that appiicants are
conployed, and chac employees are trcated during employment, without repaed o theie race, coloe, telipion, sex or na-
conal eviging Such action shall incude but not be limited 1o the following: employment, upgradiag, demotion, or
wanster; secruitment or reccunnment adverasing; layoff or termination; rates of pay or other forms of compensation; and
selection for training, including apprenticeship. The contractor agrees to post in conspicuous places available to employees
and avpiiaants for employment, notices to be provided by the conteacting officer scuting forth the provisions of this
aoadiscrimination clause.

"(2) The contractor will, in all solicitations of advecusemeats for emplayecs placed by ar oa behalf of the
coatracior, state that ail qualified applicants will seceive consideracion for employment without regard to race, color,
teiigion, sex or national origin,

"{3) The contractor will send to each labor union or represcntative of workers with which he has a collec-
tive bargaining agrecment or other contract or understanding, a notice, to be provided by the agency contracting officer,
sdvising the labor union ot wackers' representative of the contractor’s commitments under Section 202 of Executive
Otder No. 112406 of September 24, 1965, and shall post copies of the notice in conspicuous places available to em-
ployeces and applicaats for employment.

“(4) The contractor will comply with al} provisions of Executive Order No. 11246 of Sept. 24, 1965, and
of the rules, regulations, and relevant orders of the Secretary of Labor. .

"(5) The contractor will furnish all information and reports required by Executive Order No. 11246 of
September 24, 1965, and by the rules, regulations, and orders of the Secretacy of Labor, or pursuant chereto, and wiii
pesmit access © his books, records, and accounts by the contracting agency and the Scerctary of Labot for purposes cf
investigation to ascertain compliance with such cules, regulations, and orders.

“(6) In the cvent of the contractor’s noncompliance with the noadiscrimination clauses of this contract or
with sny of such rules, regulations, or-orders, this contracc may be cancelled, swerminated or suspended in whole or in
pare and the coatractor may be declared incligible for furcher Goveenment conrracts in accordance with procedures
authorized in Executive Order No. 11246 of Sept. 24, 1965, and such other sanctions may be imposed and remedies
invoked as provided in Execcutive Order No. 11246 of September 24, 1963, or by rule, cegulation, or order of the
Secretary of Labor, or as otherwise provided by Law.

“{7) The contractor will include the provisions of Paragraphs (1) through (7) in every subcontract or pur-
chase order unless exempted by rules, regulations, or orders of the Sccretary of Labor issued pursuant to Section 204
of Exccutive Order No. 11246 of Sepe. 24, 1965, so that such provisions will be binding upon each subcontractor or
vendor. The contractor will take such action with respect to any subcoatract or purchase order as the contracting agency
may direct as a means of enforcing such provisions including sanciions for noncompliance: Provided, however, that in
the cvent the contractor becomes involved in, or is threatened with, Jitigation with a subcontsactor or vendor as a result
of such direction by the contracting agency, the contractor may requess the United States to eater into such litigation to
protect the iaterests of the United States.”

Contractor shall also abide by the regulations of Executive Order 11598,
Occupational Safety and liealth Act and by Executive Order 11640, Veterans
Hire Regulation, which orders are inserted herein by reference.
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PROPOSED DOUBLE L QUEEN FIELD
CHAVES COUNTY, NEW MEXICO

INTRODUCTION

The Double L Queen Field is located in Township 14 and 15
South and Range 29 and 30 East which is 15 miles north of Loco
Hills in southeastern Chaves County, New Mexico.
Production from the field was first secured in April 1969
from Dalport's Spurck State Lease. The field developed rapidly
thereafter with peak production reached in August 1970 with a
monthly average of 1439 barrels per day. Production as of
November 1972 averaged 606 barrels per day and cumulative production
as of 12/1/72 is 1,123,912 barrels. There have been eleven dry
holes drilled during the process of outlining the field and there
are presently 55 wells in the field usable for flood purposes.
Completion practices did not vary widely from well to well
in the4fie1d. Most wells were compieted by setting either 4 1/2
or 5 1/2 inch casing through the formation and cementing. The
casing then being perforated for completion and sandfraced with
an average of some 20,000 gallons of treating fluid and 25,000
pounds of sand.
Crude oil is approximately 36.5o API and proceeds to the
producer at this time are approximately $3.77 per barrel after deducting

taxes. The purchaser 1s Navajo Refining Co.



There are approximately 2790.27 surface acres in the properties
being considered for inclusion in the flood.

First, discussion toward unitization was had at an operators
meeting held June 9, 1970 in Dallas and efforts to unitize have
continued since that time, the last meéting being held in Midland on

September 12, 1973.




SUMMARY & CONCLUSIONS

The engineering committee anticipates that:

(1

(2)

3

(4)

(5)

Secondary oil can be produced at a
ratio of 1.14 to that of estimated
ultimate primary whiéh would yield
approximately 1,865,000 barrels of
additional oil.

The life of the flood would extend

over a period of approximately 10
years.

A total profit of $4,701,501 before
Federal Income Takes would be gathered
over the life of the flood.

An effort to unitize the field should
be made using an acceptable formula
including a portion of the enclosed
parameters,

Continued operation on a primary basis
would result in remaining profits before
Federal Income Taxes of $658;455 before

reaching the economié:limit,



SECONDARY RESERVES

The nearest Queen Sand flood is that of the Sulimar

field which is directly south of this property and operated
by Jack McClellan, The Sulimar flood is relatively new as
water injection was started in January of 1972. The lowest
production rate obtained from the Sulimar area was approximately
3900 barrels in February 1972 and has increased to an indicated
monthly rate of 11500 barrels over the first few days of November, 1972,
Premature water breakthrough has not been a problem. The purpose
of the above is to indicate that floodable Queen Sand is located
in the immediate vicinity of the proposed Double L Unit. It is,
of course, well known that there have been many successful Queen
Sand floods over a portion of New Mexico and Western Texas.
Secondary reserves and associated water requirements have

been calculated in the following manner.

BASIC DATA:

55 wells on 40 acre spacing, 2,200 proration acres.

Volume = 10,077 acre feet. (V) Average t = 4.16 feet
Porosity = .21 (@)

Connate water = .35 (Sw, estimated from Sulimar report)
Initial reservoir pressure = 730 psi @ D = 1,950 feet

Boi = 1.13 Vol/Vol Bo flood start = 1.07 Vol/Vol (200 psi)
Rt = 94° F (estimated at 80'/OF)

Crude Gravity = 34° API

Primary Recovery (Decline Curve) = 1.470 MMB

PORE VOLUME

Vp = 7,758 .V. §
Vp = 7,758 10,077 .21 = 16.417 MMB




ORIGINAL OIL IN PLACE

N = Vp(1-Sw)/Boi = 16.417 (1-.35)/1.13 = 9.444 MMB

PRIMARY RECOVERY EFFICIENCY - Percent of oil in place

Ep = Np/100N = 1.470/9.444 = 15,56%

REMAINING PRIMARY RECOVERY, 9-1-72

Ultimate Primary = 1,470 M Bbl
Cumulative 12-1-72 = 1,124
Remaining Primary = 346'

OIL SATURATION AT FLOOD START

Assume water imjection starts at pr = 200 psi on 1-1-74 with cumulative
recovery = 1.277 MMB.
Sos = (N-Np) Bo = (9.444 - 1,277) 1.07 = ,532

Vp 16.417

GAS SATURATION AT FLOOD START

Sg =1~ S0os8 ~-~SW=1-,532 - .,350 = ,118

THEQRETICAL FILL UP VOLUME

Assume 50% of injection is effective requirement = 3,874 MMB

INJECTION RATE

From Sulimar Pool experience average injection rate is assumed to
be 300 B/D/well during fill-up.

FILI~-UP TIME

For 25 injection well depletion plan injection volume = 225. MB/month
T = 3.874/225 = 17.2 months after start of full scale injection.
(Use 18 mo. @ 7,000 B/D)

WATERFLOOD RECOVERY - From Flood Start

Caprock Queen residual oil after flooding was 58.6% Vphc
Assume floodable portion of Double "L'" is same,

Sor = ,586 . (1-SW) = .38

Hf = Vpc (Sos - Sor) /Bo

Vpc = pore volume contacted by flood.

Vpe = 80% of total pore volume from prelimary examination of
injection pattern.

Nf = 16,417 (.80) (.532 - .380) /1.07

Nf = 1.865 MB




SECONDARY RECOVERY

Ns = Nf - Np (remaining)
Ns = 1,865 - (1,470 - 1,277) = 1,672 MB

ULTIMATE RECOVERY: RECOVERY FACTOR

Nu= 1,672 + 1,470 = 3,142 MB (1430 B/ac or 311.8 B/acft)
Recovery Factor = 1,672/1.470 = 1,14 Secondary/Primary

PEAK RATE
With an "effective" injection of 125 MB/month the peak producing
rate 1s expected to be about 25% of injection rate or 30 MB/Mo.
This 1s 75% of the 40 MB/Mo., primary producing rate experienced and
is considered reasonable. (Average for 28 wells = 35.7 B/well/day)

WATER REQUIREMENT

Total water injected is expected to be 0.8 pore volume or 13 million
barrels., Raw water necessary for fill=up is expected to be 3.874
MMB and oil replacement at twice the produced volume will be 3.4 MMB
for a total of 7.3 MMB.



ECONOMICS

The economic analysis which follows has been determined
, using figures which are thought reasonable for the depth and
area.

OPERATING COSTS

Average Operating Costs are expected to be $2,500/well/year,
including district level overhead.

Raw water required for fill-up and make-up is estimated to
cost 2.75¢/ barrel.

Handling of produced and make-up water is estimated to cost
0.5¢/barrel (Includes plant operating expense)

Workover Cost at $500/well/year - first 3 years.

INVESTMENTS - FLOOD INSTALLATION

Well conversion expense @ $2,000/well, 25 wells = §50,000
Water Plant - designed to handle 7,500 B/D = 37,500
Injection Lines & System, $2,500/well, 25 wells = 62,500
Water Return System. 5 miles @ $10,000/mile = 50,000
Relocate Batteries & Consolidate $3,000/prod. well = 75,000

$275,000

ECONOMIC LIMIT OF OPERATIONS

SECONDARY

During the final stages of operation the operated wells will
decline, however, equally compensating increase in lifting cost
is agsumed. The economic limit of operation is considered to
be 3 Bbl./Well/Day for 50 wells.

PRIMARY

Economic limit is considered to be 3 Bbl./Well/Day with 50 wells
operating.




ECONOMIC ANALYSIS -~ WATERFLOOD, Unit Effective 1-1-74

0il Price =  $4,05/Bbl. Gas Price 10.5¢/MCF

Production Tax - 0il = 28¢/Barrel 3 Gas = 060 $/$ Gross

INCOME :

Gross 0il 1,865.0 MB @ $4.05 = $7,553,250

Gross Gas 3,431.0 MMCF @ 10.5¢ = 360,255
Total 7,913,505

Net Income After .125 Royalty - 6,924,316

Less Production Tax (0il & Gas) = 543,815

Total WI Income $ 6,380,501

EXPENSE:

Investment $275,000

Workover 78,000

Well Operation 1,060,000

Water Cost 201,000

Water Handling 65,000 $1,679,000

Profit BFIT $4,701,501
ECONOMIC ANALYSIS = Remaining Primary (From 1-1-74)

INCOME:

Gross 0il 193.0 B @ $4.05 $ 781,650

Gross Gas 2,402,0 MMCF @ 10.5¢ 252,210
Total 1,033,860

Net Income After ,125 Royalty 904,627

Less Production Tax (0il & Gas) 69,172
Total W.I. Income $ 835,455

EXPENSE

Well Operation $ 177,000

Profit BFIT $ 658,455
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GEOLOGY

The Queen Sand which is Permian in Geologic Age is encountered
in this field at a depth of approximately 1950 feet. The field is
a large stratigraphic trap caused by loss of porosity and permeability
updip to the west, forming a concave-eastward pinchout line. This
field is a terrace with southeast dip of 40' to 60' per mile. A gas-
0il contact is at +1937, and GOR's have increased along this contact
due to the large gas cap. This gas contains 60-~657 nitrogen.

The oil-water contact is erratic and tilts down to the north.
In the southern part of the field, water is at +1915, but in the
northeastern portion of the field it is at +1895. No effective water
drive has been determined for the field, as the drive mechanism is
due to expansion of the gas cap and solution gas. Updip and downdip
margins of the field are delineated by loss of porosity.

The pay is gray-brown, fine-grained to very fine-grained, fairly

well sorted, subrounded quartz sand. Average core data is as follows:

Net pay (over 5 md) 6.2' 0il Saturation 17.3%
Porosity 21.07% SW Saturation 42.7%
Permeability 121 md Formation Vol. Factor 1.2

Thickest pay is found in the SW 1/4 Sec. 31, 14S-30E, NW 1/4 Sec.
6, 155-30E, the east-central portion of Sec. 12, 15S-29E, and NW 1/4
Sec. 18, 155 - 30E.

From Gamma Ray Neutron logs accurate net pay thickness is hard
to determine as the Queen interval is characterized by two different
sands. One is a non-productive '"red" sand which is not permeable. The
productive sand is "gray'" and it is hard to differentiate between the

two without cores or an accurate sample analysis. All available information
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was used to determine net sand to the best ability of those

concerned.
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WATER AVAILABILITY

It appears that the only readily available water supply
is that furnished by Double Eagle Corporation of New Mexico.
This company has laid a line into the Sulimar field and is
furnishing water for that flood. It is understood that Sulimar
is paying 2.75¢ for the water delivered to one central point
and this is the figure used for the economic analysis. The
general manager of Double Eagle was recently contacted and
indicated that extra capacity should be available for the
Double L Flood. The Double L flood should require more water
over the life of the flood than Sulimar and it might be possible

to negotiate a better price.
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FLOOD PATTERN

A map is included which indicates possible injection
wells. It will be necessary to surround the field with wells
in order to establish a proper drive especially in view of
the fact the gas cap to the West will have to be blocked. The

wells shown are tenative as final determination will be made

at a later date.
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