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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION OF THE 

EAST HENSHAW UNIT 
EDDY COUNTY, NEW MEXICO 

THIS AGREEMENT, entered i n t o as of the 1st day of , 

19 75, by and between the p a r t i e s s u b s c r i b i n g , r a t i f y i n g or consenting 

hereto, and h e r e i n r e f e r r e d t o as " p a r t i e s hereto". 

W I T N E S S E T H : 

WHEREAS, The p a r t i e s hereto are the owners of Working, Royalty, 

or other O i l and Gas I n t e r e s t s i n the U n i t Area s u b j e c t t o t h i s Agree

ment; and 

WHEREAS, The Miner a l Leasing Act of February 25, 19 20, (41 S t a t . 

437, as amended 30 U.S.C. Sections 181 e t seq.) authorizes Federal 

lessees and t h e i r r e p r e s e n t a t i v e s t o u n i t e w i t h each o t h e r , or j o i n t l y 

or s e p a r a t e l y w i t h others i n c o l l e c t i v e l y adopting and op e r a t i n g a u n i t 

p l an of development or op e r a t i o n o f any o i l or gas po o l , f i e l d , or l i k e 

area, or any p a r t t h e r e o f f o r the purpose of more p r o p e r l y conserving 

the n a t u r a l resources t h e r e o f whenever determined and c e r t i f i e d by the 

Secretary o f the I n t e r i o r t o be necessary or advisable i n the p u b l i c 

i n t e r e s t ; and 

WHEREAS, The Commissioner of Pub l i c Lands o f the State of New Mexico 

i s a u t h o r i z e d by an Act of the L e g i s l a t u r e (Sec. 3, Chap. 88, ,Laws 1943 

as amended by Section 1 of Chap. 16 2, Laws of 1951, Chap. 7, A r t . 11, 

Sec. 39, N.M.S. 1953 Ann.) t o consent t o or approve t h i s Agreement 

on behalf o f the State of New Mexico, i n s o f a r as i t covers and includes 

lands and mi n e r a l i n t e r e s t s of the State o f New Mexico; and 

WHEREAS, The Commissioner of Pu b l i c Lands o f the State of New 

Mexico i s au t h o r i z e d by an Act of the L e g i s l a t u r e (Sec. 3, Chap. 88, 

Laws of 19 43, as amended by Sec. 1, Chap. 162, Lav/s of 1951, Chap. 7, 

A r t . 11, Sec. 41, N.M.S. 1953 Ann.) t o amend w i t h the approval of the 

lessee, any o i l and gas lease embracing State lands so t h a t the l e n g t h 

of the term o f s a i d lease may co i n c i d e w i t h the term of such u n i t i z e d 

development and o p e r a t i o n of State lands; and 



• WHEREAS, The O i l Conservation Commission of the State of New Mexico 

i s a u t h o r i z e d 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) t o 

approve t h i s Agreement, and the conservation p r o v i s i o n s hereof; and 

WHEREAS, The p a r t i e s hereto hold s u f f i c i e n t i n t e r e s t s i n the East 

Henshaw U n i t Area covering the land h e r e i n a f t e r described t o gi v e 

reasonably e f f e c t i v e c o n t r o l of operations t h e r e i n ; and 

WHEREAS, I t i s the purpose of the p a r t i e s hereto t o conserve n a t u r a l 

resources, prevent waste, and secure other b e n e f i t s o b t a i n a b l e through 

development and op e r a t i o n of the Area subject t o t h i s Agreement under 

the terms, c o n d i t i o n s and l i m i t a t i o n s h e r e i n set f o r t h ; 

NOW THEREFORE, I n c o n s i d e r a t i o n of the premises and the promises 

h e r e i n contained, the p a r t i e s hereto commit t o t h i s Agreement t h e i r 

r e s p e c t i v e i n t e r e s t s i n the below-defined U n i t Area, and agree s e v e r a l l y 

among themselves as f o l l o w s : 

ARTICLE 1 

ENABLING ACT AND REGULATIONS 

The M i n e r a l Leasing Act of February 25, 1920, as amended, supra, 

and a l l v a l i d p e r t i n e n t r e g u l a t i o n s , i n c l u d i n g o p e r a t i n g and u n i t p lan 

r e g u l a t i o n s , h e r e t o f o r e issued thereunder or v a l i d , p e r t i n e n t , and 

reasonable r e g u l a t i o n s h e r e a f t e r issued thereunder are accepted and made 

a p a r t of t h i s Agreement as t o Federal lands, provided such r e g u l a t i o n s 

are not i n c o n s i s t e n t with, the terms of t h i s Agreement; and as t o State 

of New Mexico and p r i v a t e l y owned lands, the o i l and gas ope r a t i n g regu

l a t i o n s i n e f f e c t as of the e f f e c t i v e date hereof governing d r i l l i n g and 

producing o p e r a t i o n s , not i n c o n s i s t e n t w i t h the terms hereof or the laws 

of the State of Nev; Mexico are hereby accepted and made a p a r t of t h i s 

Agreement. 

ARTICLE 2 

DEFINITIONS 

For the purpose of t h i s Agreement, the f o l l o w i n g terms and expres

sions as used h e r e i n s h a l l mean: 
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2.1 Commissioner i s defined as the Commissioner of Public Lands 
of the State of New Mexico. 

2.2 Commission i s d e f i n e d as the O i l Conservation Commission of 
the State of Nev; Mexico. 

2- 3 D i r e c t o r i s d e f i n e d as the D i r e c t o r of the United States 
Geological Survey. 

2.4 Secretary i s d e f i n e d as the Secretary of the I n t e r i o r of 
the United States of America. 

2.5 Department i s d e f i n e d as the Department of the I n t e r i o r of 
the United~States of America. 

2.6 Supervisor i s d e f i n e d as the O i l and Gas Supervisor of the 
United States Geological Survey, f o r the Area i n which the U n i t Area 
i s s i t u a t e d . 

2.7 U n i t Area i s d e f i n e d as the land depicted on E x h i b i t "A" and 
described by Tracts i n E x h i b i t "B" attached hereto, and s a i d land i s 
hereby designated and recognized as c o n s t i t u t i n g the U n i t Area. 

2.8 U n i t i z e d Formation i s d e f i n e d as t h a t p o r t i o n o f the Grayburg 
Formation commonly known as the Lower Grayburg formation i n c l u d i n g the 
p r o d u c t i v e s e c t i o n i n the Premier Sandstone member. The base of the 
Grayburg i s also the base of the Premier Sand and the top of the San-
Andres f o r m a t i o n . This u n i t i z e d i n t e r v a l i s found, between 2906 and 3025 
f e e t on the Lane Wells Focused Log dated J u l y 8, 1961, of the Humble O i l 
and R e f i n i n g Company New Mexico State "BC" No. 5 Well which i s l o c a t e d 
3300 f e e t from the south l i n e and 660 f e e t from the east l i n e of Section 
2, Township 16 South, Range 30 East, Eddy County, New Mexico. 

2.9 U n i t i z e d Substances i s d e f i n e d as a l l o i l , gas, gaseous sub
stances sulphur contained i n gas, condensate, d i s t i l l a t e and a l l asso
c i a t e d and c o n s t i t u e n t l i q u i d or l i q u e f i a b l e hydrocarbons w i t h i n and 
produced from the U n i t i z e d Formation o f the U n i t i z e d Land. 

2.10 Working I n t e r e s t i s d e f i n e d as an i n t e r e s t i n U n i t i z e d Sub
stances by v i r t u e of a lease,, o p e r a t i n g agreement or otherwise, i n c l u d i n g 
a c a r r i e d i n t e r e s t , which i n t e r e s t i s chargeable w i t h and o b l i g a t e d t o 
pay or bear, e i t h e r i n cash or out of p r o d u c t i o n or otherwise, a l l or 
a p o r t i o n o f the cost o f d r i l l i n g , developing, producing and o p e r a t i n g 
the U n i t i z e d Formation. Any i n t e r e s t i n U n i t i z e d Substances which i s a 
Working I n t e r e s t as of the date the owner th e r e o f executes, r a t i f i e s or 
consents t o t h i s agreement s h a l l t h e r e a f t e r be t r e a t e d as a Working 
I n t e r e s t f o r a l l purposes of t h i s Agreement. 

2.11 Royalty I n t e r e s t i s d e f i n e d as a r i g h t t o or i n t e r e s t i n 
any p o r t i o n of the U n i t i z e d Substances or proceeds thereof other than 
a Working I n t e r e s t and other than an O v e r r i d i n g Royalty I n t e r e s t . 

2.12 Working I n t e r e s t Owner i s d e f i n e d as a p a r t y hereto who owns 
a Working I n t e r e s t . 

2.13 Royalty Owner i s defined as a p a r t y hereto who owns a Royalty 
I n t e r e s t . 

2-14 T r a c t i s d e f i n e d as each p a r c e l of land described as such 
and given a T r a c t number i n E x h i b i t "B". 

2.15 T r a c t P a r t i c i p a t i o n i s d e f i n e d as the percentage of p a r t i c i 
p a t i o n shown on E x h i b i t "C" f o r a l l o c a t i n g U n i t i z e d Substances t o a 
T r a c t under t h i s Agreement. 
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2.16 U n i t P a r t i c i p a t i o n i s d e f i n e d as the sum of the percentages 
obtained by m u l t i p l y i n g the Working I n t e r e s t of a Working I n t e r e s t Owner 
i n each T r a c t having Tract P a r t i c i p a t i o n by the T r a c t P a r t i c i p a t i o n of 
such T r a c t . 

2.17 O i l and Gas Rights i s defined, as the r i g h t t o e xplore, 
develop, and operate land, w i t h i n the U n i t Area f o r the p r o d u c t i o n of 
U n i t i z e d Substances, or t o share i n the production so obtained or the 
proceeds t h e r e o f . 

2.18 U n i t Operator i s defined as the p a r t y designated, by Working 
I n t e r e s t Owners under the U n i t Operating Agreement to develop and operate 
the U n i t i z e d Formation. 

2.19 Record Owner i s defined as the holder of the record t i t l e 
t o a lease covering Federal lands according t o the a p p l i c a b l e records 
of the Department of the I n t e r i o r of the United States of America. 

2.20 T r a c t Cumulative O i l Recovery i s d e f i n e d as the t o t a l number 
of b a r r e l s o f o i l produced from the U n i t i z e d Formation under such Tract 
p r i o r t o January 1, 1975, as o f f i c i a l l y r e p o r t e d t o the Commission. 

2.21 U n i t Area Cumulative O i l Recovery i s defined as the t o t a l 
T r a c t Cumulative O i l Recovery of a l l Tracts w i t h i n the U n i t Area t h a t 
are committed t o t h i s agreement i n accordance w i t h the p r o v i s i o n s hereof. 

2.22 Productive Acre-Feet i s d e f i n e d as the product of average 
net f e e t o f pay m u l t i p l i e d by p r o d u c t i v e acres l a t e r a l l y covered by 
the area f o r which the net f e e t have been averaged as i n t e r p r e t e d by 
the Technical Committee of the Working I n t e r e s t Owners. 

2.23 U n i t Operating Agreement i s d e f i n e d as any agreement or agree
ments (whether one or more) entered i n t o (separately or c o l l e c t i v e l y ) 
by and between the U n i t Operator and the Working I n t e r e s t Owners as pro
vided i n A r t i c l e 10, i n f r a , and s h a l l be styled. "Unit Operating Agreement 
East Henshaw U n i t , Eddy County, New Mexico". 

2.24 U n i t Operations i s d e f i n e d as any o p e r a t i o n conducted pur
suant t o t h i s Agreement and the U n i t Operating Agreement. 

2.25 U n i t Equipment i s defined as a l l personal p r o p e r t y , lease 
and w e l l equipment, p l a n t s , and other f a c i l i t i e s and equipment taken 
over or otherwise acquired f o r the j o i n t account f o r use i n U n i t 
Operations. 

2.26 U n i t Expense i s de f i n e d as a l l cost, expense, or indebtedness 
i n c u r r e d pursuant t o t h i s Agreement and the U n i t Operating Agreement 
f o r or on account of U n i t Operations. 

2.2 7 O v e r r i d i n g Royalty I n t e r e s t i s d e f i n e d as an i n t e r e s t i n or 
r i g h t t o r e c e i v e a p o r t i o n of the U n i t i z e d Substances or the proceeds 
therefrom as an o v e r r i d i n g r o y a l t y i n t e r e s t , o i l payment i n t e r e s t , net 
p r o f i t s c o n t r a c t s , or any o t h e r payment or burden, e x c l u s i v e of a Royalty 
I n t e r e s t , which does not c a r r y w i t h i t the r i g h t t o search f o r or produce 
U n i t i z e d Substances. 



2.28 U n i t Manager i s defined as any person or c o r p o r a t i o n appointed 
by-Working I n t e r e s t Owners t o perform the d u t i e s of U n i t Operator u n t i l 
the s e l e c t i o n and q u a l i f i c a t i o n of a successor U n i t Operator as pro
vided f o r i n Section 8 hereof. 

2.29 Outside Substances i s defin e d as any substance obtained from 
any source other than the U n i t i z e d Formation and i n j e c t e d i n t o the 
U n i t i z e d Formation. 

ARTICLE 3 

UNIT AREA 

The f o l l o w i n g described land i s hereby designated and recognized 

as c o n s t i t u t i n g the U n i t Area: 

Township 16 South, Range 30 East, New Mexico P r i n c i p a l Meridian 

SECTION 1: Lots 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15 and 16, 
SW/4, N/2 of SE/4, and SW/4 of SE/4. 

SECTION 2: Lots 9, 10, 15, 16, SE/4 and E/2 of SW/4. 

Containing 1282.22 acres, more or l e s s , i n Eddy County, New Mexico. 

ARTICLE 4 

EXHIBITS 

4.1 E x h i b i t s . Attached hereto are the f o l l o w i n g e x h i b i t s v/hich 

are i n c o r p o r a t e d h e r e i n by reference: 

4.1.1 E x h i b i t "A", i s a map showing, t o the ex t e n t known 

t o the U n i t Operator, the U n i t Area and the boundaries and 

i d e n t i t y o f Tracts and leases i n said U n i t Area. 

4.1.2 E x h i b i t "B", i s a schedule showing, t o the e x t e n t 

known t o the U n i t Operator, the acreage comprising each Tract 

and the percentage of ownership of each Working I n t e r e s t Owner 

and each Royalty Owner i n each T r a c t . 

4.1.3 E x h i b i t "C", i s a schedule showing the percentage 

of p a r t i c i p a t i o n each T r a c t has i n the U n i t Area. 

4.2 Reference t o E x h i b i t s . When reference h e r e i n i s made t o an 

e x h i b i t , the reference i s t o the e x h i b i t as o r i g i n a l l y attached, o r , 

i f r e v i s e d , t o the l a t e s t r e v i s i o n . 

i. 4.3 E x h i b i t s Considered Correct. An e x h i b i t s h a l l be considered 

t o be c o r r e c t u n t i l r e v i s e d as h e r e i n provided. 



4.4 F i l i n g Revised E x h i b i t s . E x h i b i t s "A", ,:B" and "C" s h a l l 

be r e v i s e d by the U n i t Operator whenever changes render such r e v i s i o n 

necessary, and a t l e a s t two copies of such r e v i s i o n s h a l l be f i l e d w i t h 

the Commissioner, and n o t . l e s s than f o u r copies thereof s h a l l be f i l e d 

w i t h the Supervisor. 

ARTICLE 5 

EXPANSION 

The above described U n i t Area may when p r a c t i c a b l e be expanded t o 

i n c l u d e t h e r e i n any a d d i t i o n a l T r a c t or Tracts regarded as reasonably 

necessary or advisable t o conform w i t h the purposes of t h i s Agreement. 

Such expansion s h a l l be e f f e c t e d i n the f o l l o w i n g manner: 

(a) The Working I n t e r e s t Owner or Owners of a T r a c t or Tracts 

d e s i r i n g t o b r i n g such Tract or Tracts i n t o t h i s U n i t , s h a l l f i l e an 

a p p l i c a t i o n t h e r e f o r w i t h U n i t Operator requesting such admission. 

(b) A f t e r p r e l i m i n a r y concurrence by the D i r e c t o r and Commissioner, 

U n i t Operator s h a l l c i r c u l a t e a n o t i c e t o each Working I n t e r e s t Owner 

of the proposed expansion, s e t t i n g out the basis f o r admission, the 

U n i t P a r t i c i p a t i o n t o be assigned t o such T r a c t or T r a c t s , and other 

p e r t i n e n t data. A f t e r n e g o t i a t i o n (at Working I n t e r e s t Ov/ners1 meeting 

or otherwise) i f n i n e t y per cent (90%) of the Working I n t e r e s t Owners 

(on the basis of U n i t P a r t i c i p a t i o n ) have agreed t o such T r a c t or Tracts 

being brought i n t o the U n i t , then U n i t Operator s h a l l : 

(1) Prepare a n o t i c e of proposed expansion d e s c r i b i n g the contem

p l a t e d changes i n the boundaries of the U n i t , the reason t h e r e f o r , the 

basis f o r admission of the a d d i t i o n a l T r a c t or T r a c t s , the U n i t P a r t i c i 

p a t i o n t o be assigned t h e r e t o and the proposed e f f e c t i v e date t h e r e o f , 

p r e f e r a b l y the f i r s t day of a month subsequent t o the date of n o t i c e ; and 

(2) D e l i v e r copies of s a i d n o t i c e t o the Commissioner, D i r e c t o r , 

each Working I n t e r e s t Owner ( m a i l i n g copy of such n o t i c e t o the l a s t 

known address o f each such Working I n t e r e s t Owner) and t o the lessee 

and l e s s o r whose i n t e r e s t s are proposed t o be committed, a d v i s i n g such 

p a r t i e s t h a t t h i r t y (30) days w i l l be allowed f o r submission t o the 

U n i t Operator of any o b j e c t i o n t o such proposed expansion; and 
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(3) F i l e , upon e x p i r a t i o n of said t h i r t y (30) day pe r i o d as set 

out i n (2) immediately above and provided t h a t o b j e c t i o n s of not more 

than ten per cent (10%) of the Working I n t e r e s t Owners have been f i l e d 

t h e r e t o , w i t h the Commission, Commissioner, and the Supervisor the 

f o l l o w i n g : (a) Comprehensive statement as t o m a i l i n g such n o t i c e of 

expansion; (b) An A p p l i c a t i o n f o r such expansion; (c) An instrument 

c o n t a i n i n g the a p p r o p r i a t e j o i n d e r s i n compliance w i t h the p a r t i c i p a t i o n 

requirements of A r t i c l e 14, i n f r a , and (d) a copy of a l l o b j e c t i o n s 

received along w i t h the Operator's response t h e r e t o . 

The expansion s h a l l , a f t e r due c o n s i d e r a t i o n of a l l p e r t i n e n t 

i n f o r m a t i o n and upon approval by the Commission, Commissioner and the 

Supervisor, become e f f e c t i v e as of the date p r e s c r i b e d i n the n o t i c e 

t h e r e o f or on such other date as set by the Commission, Commissioner, 

and the Supervisor i n the order or instrument approving such expansion. 

ARTICLE 6 

UNITIZED LAND AND UNITIZED SUBSTANCES 

A l l land committed t o t h i s Agreement as t o the Premier sand as 

def i n e d under U n i t i z e d Formation, s h a l l c o n s t i t u t e land r e f e r r e d t o 

her e i n as " U n i t i z e d Land" or "Land subject t o t h i s Agreement". A l l o i l 

and gas i n or produced from s a i d U n i t i z e d Formation of the " U n i t i z e d 

Land" are u n i t i z e d under the terms o f t h i s Agreement and her e i n are 

c a l l e d " U n i t i z e d Substances". Surface r i g h t s of ingress and egress 

s h a l l be maintained f o r the b e n e f i t of the U n i t . 

Nothing h e r e i n s h a l l be construed t o u n i t i z e , p o o l , or i n any way 

a f f e c t the o i l , gas and other minerals contained i n or t h a t may be pro

duced from any for m a t i o n other than the U n i t i z e d Formation as define d 

i n A r t i c l e 2.8 of t h i s Agreement. 

ARTICLE 7 

UNIT OPERATOR 

McClellan O i l Corporation i s hereby designated as U n i t Operator, 

and by s i g n i n g t h i s instrument as U n i t Operator he agrees and consents 

to accept the d u t i e s and o b l i g a t i o n s of U n i t Operator f o r the o p e r a t i o n , 

development and pr o d u c t i o n of U n i t i z e d Substances as he r e i n provided. 

Whenever reference i s made he r e i n t o the U n i t Operator, such reference 
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means the U n i t Operator a c t i n g i n t h a t capacity and not as an owner 

of i n t e r e s t s i n U n i t i z e d Substances, and when such i n t e r e s t s are owned 

by i t the term "Working I n t e r e s t Owner" when used h e r e i n s h a l l i n c l u d e 

or r e f e r t o U n i t Operator as the owner of a Working I n t e r e s t when such 

an i n t e r e s t i s owned by i t . 

ARTICLE 8 

RESIGNATION OR REMOVAL OF UNIT OPERATOR 

Un i t Operator s h a l l have the r i g h t t o r e s i g n a t any time, but 

such r e s i g n a t i o n s h a l l not become e f f e c t i v e so as t o release U n i t Operator 

from the d u t i e s and o b l i g a t i o n s of U n i t Operator and terminate U n i t 

Operator's r i g h t s as such f o r a p e r i o d of s i x (6) months a f t e r w r i t t e n 

n o t i c e of i n t e n t i o n t o r e s i g n has been given by U n i t Operator t o a l l 

Working I n t e r e s t Owners, the Commissioner and the Supervisor, and u n t i l 

a l l w e l l s are placed i n a s a t i s f a c t o r y c o n d i t i o n f o r suspension or 

abandonment whichever i s r e q u i r e d by the Supervisor, unless a new U n i t 

Operator s h a l l have been selected and accepted and s h a l l have taken 

over and assumed the d u t i e s and o b l i g a t i o n s of Un i t Operator p r i o r 

t o the e x p i r a t i o n o f said p e r i o d . 

The r e s i g n a t i o n or removal of U n i t Operator s h a l l not release U n i t 

Operator from any l i a b i l i t y f o r any d e f a u l t by i t hereunder o c c u r r i n g 

p r i o r t o the e f f e c t i v e date of i t s r e s i g n a t i o n or removal. 

The U n i t Operator may, upon d e f a u l t or f a i l u r e i n the performance 

of i t s d u t i e s or o b l i g a t i o n s hereunder, be subject t o removal by the owners 

of s e v e n t y - f i v e per cent (75%) of the committed Working I n t e r e s t s (on 

the basis of U n i t P a r t i c i p a t i o n ) e x c l u s i v e of the Working I n t e r e s t Owner 

who i s the U n i t Operator. Such removal s h a l l be e f f e c t i v e upon n o t i c e 

t h e r e o f t o the Commissioner and the D i r e c t o r . 

I n a l l instances o f r e s i g n a t i o n or removal, u n t i l a successor U n i t 

Operator i s s e l e c t e d and accepted as h e r e i n a f t e r p r o v i d e d r the Working 

I n t e r e s t Owners s h a l l be j o i n t l y r e sponsible f o r performance of the 

d u t i e s of U n i t Operator, and s h a l l not l a t e r than t h i r t y (30) days 

before such r e s i g n a t i o n or removal becomes e f f e c t i v e , appoint a U n i t 

Manager t o represent them i n any a c t i o n t o be taken hereunder. 
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The r e s i g n a t i o n or removal of U n i t Operator under t h i s Agreement 

s h a l l not t e r m i n a t e i t s r i g h t , t i t l e or i n t e r e s t as the owner of a 

Working I n t e r e s t or other i n t e r e s t i n U n i t i z e d Substances, but upon the 

r e s i g n a t i o n or removal of U n i t Operator becoming e f f e c t i v e , such U n i t 

Operator s h a l l d e l i v e r possession of a l l w e l l s , equipment, books, 

records, m a t e r i a l s , appurtenances and any other assets, used i n conductim 

the U n i t Operations and owned by the Working I n t e r e s t Owners ( i n c l u d i n g 

any and a l l data and i n f o r m a t i o n v/hich i t might have gained or assembled 

by reason of i t s o p e r a t i o n of thu. U n i t Area) t o the new duly q u a l i f i e d 

successor U n i t Operator or U n i t Manager or t o the owners th e r e o f i f no 

such nev/ U n i t Operator i s e l e c t e d , t o be used f o r the purpose of con

d u c t i n g U n i t Operations hereunder. Nothing h e r e i n s h a l l be construed 

as a u t h o r i z i n g removal of any m a t e r i a l , equipment and appurtenances 

needed f o r the p r e s e r v a t i o n of any w e l l s . 

ARTICLE 9 

SUCCESSOR UNIT OPERATOR 

Whenever the U n i t Operator s h a l l tender i t s r e s i g n a t i o n as U n i t 

Operator or s h a l l be removed as hereinabove provided, or a change of 

U n i t Operator i s negotiated, by Working I n t e r e s t Owners, the Working 

I n t e r e s t Owners s h a l l by a f f i r m a t i v e vote of a t l e a s t s e v e n t y - f i v e per 

cent (75%) of t h e i r v o t i n g i n t e r e s t , based upon the percentages of 

p a r t i c i p a t i o n as shown on E x h i b i t "C", s e l e c t a successor U n i t Operator, 

provided, however, t h a t should any Working I n t e r e s t Owner ov/n a v o t i n g 

i n t e r e s t of more than t w e n t y - f i v e per cent (25%), the vote of said 

p a r t y s h a l l not serve t o disapprove the s e l e c t i o n of a new U n i t Operator 

approved by e i g h t y per cent (80%) or more of the v o t i n g i n t e r e s t s of 

the remaining Working I n t e r e s t Owners, and provided f u r t h e r t h a t the 

U n i t Operator s h a l l not vote t o succeed i t s e l f . Such s e l e c t i o n s h a l l 

not become e f f e c t i v e u n t i l (a) a U n i t Operator so selected s h a l l accept 

i n w r i t i n g the d u t i e s and r e s p o n s i b i l i t i e s of U n i t Operator, and (b) 

v / r i t t e n n o t i c e of such s e l e c t i o n s h a l l have been f i l e d w i t h and approved 

by the Supervisor and the Commissioner. I f no successor U n i t Operator 

i s s e l e c t e d and q u a l i f i e d as he r e i n provided, the D i r e c t o r and Commissione 

at t h e i r e l e c t i o n may declare t h i s Agreement terminated. 



ARTICLE 10 

ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT 

Costs and expenses i n c u r r e d by U n i t Operator i n conducting U n i t 

Operations hereunder s h a l l be p a i d , apportioned among and borne by the 

Working I n t e r e s t Owners i n accordance w i t h the U n i t Operating Agreement. 

Such U n i t Operating Agreement s h a l l also provide the manner i n which 

the Working I n t e r e s t Owners s h a l l be e n t i t l e d t o receive t h e i r respec

t i v e p r o p o r t i o n a t e and a l l o c a t e d share of the b e n e f i t s accruing hereto 

i n c o n f o r m i t y w i t h t h e i r u n d e r l y i n g o p e r a t i n g agreements, leases or 

other independent c o n t r a c t s and such other r i g h t s and o b l i g a t i o n s as 

between U n i t Operator and the Working I n t e r e s t Owners as may be agreed 

upon by the U n i t Operator and the Working I n t e r e s t Owners; however, no 

such U n i t Operating Agreement s h a l l be deemed e i t h e r t o modify any o f 

the terms and c o n d i t i o n s of t h i s U n i t Agreement or t o r e l i e v e the U n i t 

Operator of any r i g h t or o b l i g a t i o n e s t a b l i s h e d under t h i s U n i t Agreement, 

and i n case of any inconsis t e n c y or c o n f l i c t between the U n i t Agreement 

and the U n i t Operating Agreement, t h i s U n i t Agreement s h a l l p r e v a i l . 

Two t r u e copies of any U n i t Operating Agreement executed pursuant t o 

t h i s A r t i c l e s h a l l be f i l e d w i t h the Commissioner and two t r u e copies 

t h e r e o f s h a l l be f i l e d w i t h the Supervisor, p r i o r t o approval of t h i s 

Agreement, and t h e r e a f t e r promptly a f t e r any r e v i s i o n or amendment. 

ARTICLE 11 

RIGHTS AND OBLIGATIONS OF UNIT OPERATOR 

Except as otherwise s p e c i f i c a l l y provided h e r e i n , the e x c l u s i v e 

r i g h t , p r i v i l e g e and duty o f e x e r c i s i n g any and a l l r i g h t s of the p a r t i e s 

hereto which are necessary or convenient f o r prospecting f o r , producing, 

s t o r i n g , a l l o c a t i n g and d i s t r i b u t i n g the U n i t i z e d Substances are hereby 

delegated t o and s h a l l be exercised by the U n i t Operator as her e i n pro

v i d e d . Upon request by U n i t Operator, acceptable evidence of t i t l e t o 

said r i g h t s s h a l l be deposited w i t h s a i d U n i t Operator, and together 

w i t h t h i s Agreement, s h a l l c o n s t i t u t e and de f i n e the r i g h t s , p r i v i l e g e s 

and o b l i g a t i o n s of U n i t Operator. Nothing h e r e i n , however, s h a l l be 
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construed t o t r a n s f e r t i t l e t o any land or t o any lease or o p e r a t i n g 

agreement, i t being understood t h a t under t h i s Agreement the U n i t 

Operator, i n i t s capacity as U n i t Operator, s h a l l exercise the r i g h t s 

of possession and use vested i n the p a r t i e s hereto only f o r the purposes 

h e r e i n s p e c i f i e d . 

ARTICLE 12 

PLAN OF OPERATIONS 

I t i s recognized and agreed by the p a r t i e s hereto t h a t a l l of the 

land s u b j e c t t o t h i s Agreement i s reasonably proved t o be pr o d u c t i v e 

of U n i t i z e d Substances and t h a t the o b j e c t and. purpose of t h i s Agreement 

i s t o for m u l a t e and t o put i n t o e f f e c t a secondary recovery p r o j e c t 

i n order t o e f f e c t a d d i t i o n a l recovery of Unitized. Substances, prevent 

waste and conserve n a t u r a l resources. The p a r t i e s hereto agree t h a t 

the U n i t Operator may, subject t o the consent and approval of a pl a n 

of o p e r a t i o n by the Working I n t e r e s t Owners, the Supervisor, the Commis

si o n , and the Commissioner, i n j e c t i n t o the U n i t i z e d Formation, through 

any w e l l or w e l l s completed t h e r e i n , b r i n e , water, a i r , gas, o i l , l i q u e f i e * 

petroleum gas, and any other substance or a combination of any of s a i d 

substances, whether produced from the U n i t Area or not, and t h a t the 

l o c a t i o n of i n p u t w e l l s and the r a t e s of i n j e c t i o n t h e r e i n and the 

r a t e of p r o d u c t i o n s h a l l be governed by standards of good geologic 

and petroleum engineering p r a c t i c e s and conservation methods. A f t e r 

commencement o f secondary o p e r a t i o n s , U n i t Operator s h a l l f u r n i s h 

the Commission, the Commissioner, and the Supervisor monthly, i n j e c t i o n 

and p r o d u c t i o n r e p o r t s f o r each w e l l i n the U n i t . The Working I n t e r e s t 

Owners, the Supervisor, the Commission, and the Commissioner, s h a l l 

be f u r n i s h e d p e r i o d i c a l r e p o r t s on the progress o f the pl a n of o p e r a t i o n 

and any r e v i s i o n s or changes t h e r e t o ; provided however, t h a t any major 

r e v i s i o n s o f the plan of op e r a t i o n i n v o l v i n g a basic d e v i a t i o n from 

the i n i t i a l p l a n of o p e r a t i o n s h a l l be s u b j e c t t o the consent and 

approval o f the Working I n t e r e s t Owners, the Supervisor, the Commission, 

and the Commissioner. 
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The i n i t i a l p l a n of op e r a t i o n s h a l l be f i l e d w i t h the Supervisor, 

the Commission, and the Commissioner c o n c u r r e n t l y w i t h the f i l i n g of 

t h i s U n i t Agreement f o r f i n a l approval. Said, i n i t i a l plan of o p e r a t i o n 

and a l l r e v i s i o n s t h e r e o f . s h a l l be as complete and adequate as the 

Supervisor, the Commission, and the Commissioner may determine t o be 

necessary f o r t i m e l y o p e r a t i o n c o n s i s t e n t herewith. Reasonable d i l i g e n c e 

s h a l l be exercised i n complying w i t h the o b l i g a t i o n s of the approved 

plan of o p e r a t i o n . 

ARTICLE 13 

TRACT PARTICIPATION 

E x h i b i t "C" attached hereto shows the p a r t i c i p a t i o n a l l o c a t e d t o 

each T r a c t i n the U n i t Area based on a presumed 100% commitment. The 

formula used f o r the c a l c u l a t i o n s of such percentages i s as f o l l o w s : 

60 X (times) T r a c t Productive Acre Feet 

U n i t Area Productive Acre Feet 

+ (plus) 

40 X (times) T r a c t Cumulative O i l Recovery 

U n i t Area Cumulative O i l Recovery 

I f t h i s U n i t Agreement i s approved w i t h less than 100% Tract Commitment, 

the percentages of p a r t i c i p a t i o n s h a l l be re v i s e d i n accordance w i t h 

the p r o v i s i o n s of A r t i c l e 14 of t h i s Agreement. 

ARTICLE 14 

TRACTS QUALIFIED FOR UNIT PARTICIPATION 

As the o b j e c t i v e of t h i s Agreement i s t o have lands i n the u n i t 

area operated and e n t i t l e d t o p a r t i c i p a t i o n under the terms hereof, i t 

i s agreed t h a t , n o t w i t h s t a n d i n g anything else h e r e i n , no j o i n d e r s h a l l 

be considered a commitment t o t h i s U n i t Agreement unless the t r a c t i n 

volved i s q u a l i f i e d under t h i s s e c t i o n . 

On and a f t e r the e f f e c t i v e date hereof the Tracts w i t h i n the U n i t 

Area which s h a l l be e n t i t l e d t o p a r t i c i p a t i o n (as provided i n A r t i c l e 

13 hereof) i n the p r o d u c t i o n o f U n i t i z e d Substances therefrom s h a l l be 

those Tracts w i t h i n the U n i t Area t h a t are q u a l i f i e d as f o l l o w s : 
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(a) Each and a l l of those Tracts as t o v/hich Working I n t e r e s t 

Owners owning one hundred per cent (100%) of the Working I n t e r e s t i n 

said T r a c t execute t h i s agreement and the U n i t Operating Agreement and 

Royalty Owners owning one hundred per cent (100%) of the Royalty I n t e r e s t 

i n s a i d T r a c t have subscribed, r a t i f i e d or consented t o t h i s Agreement; 

and 

(b) Each and a l l of those Tracts i n which the owners of not less 

than n i n e t y - f i v e per cent (95%) of the Working I n t e r e s t t h e r e i n execute 

t h i s Agreement and the U n i t Operating Agreement and the owners of 

not less than s e v e n t y - f i v e per cent (75%) of the Royalty I n t e r e s t 

t h e r e i n have executed t h i s Agreement, and i n which the Working I n t e r e s t 

Owners i n s a i d T r a c t who have executed t h i s Agreement and the U n i t 

Operating Agreement have agreed t o indemnify and h o l d harmless a l l 

other p a r t i e s hereto, i n a manner s a t i s f a c t o r y t o the owners of e i g h t y -

f i v e per cent (85%) of the Working I n t e r e s t s q u a l i f i e d under Subarbicle 

1 4 ( a ) , a g a i n s t any and a l l claims and demands t h a t may be made by the 

n o n j o i n i n g Working I n t e r e s t Owners or Royalty Owners, or both, on account 

of the commitment and j o i n d e r of such T r a c t t o the U n i t Agreement, and 

o p e r a t i o n t h e r e o f under such c o n d i t i o n s on the basis h e r e i n provided, 

and as t o which the owners of e i g h t y - f i v e per cent (85%) of the Working 

I n t e r e s t s q u a l i f i e d under S u b a r t i c l e 14 ( a ) , e x c l u s i v e of the Working 

I n t e r e s t Owner s u b m i t t i n g such T r a c t , have approved the commitment of 

such T r a c t t o t h i s U n i t Agreement. 

(c) Each Tr a c t as t o which Working I n t e r e s t Owners owning less 

than 100% of the Working I n t e r e s t t h e r e i n have executed t h i s Agreement 

and the U n i t Operating Agreement, regardless of the percentage of 

Royalty I n t e r e s t t h e r e i n which i s committed h e r e t o , and, f u r t h e r , as 

t o which: 

( i ) The Working I n t e r e s t Owner o p e r a t i n g any such Tract 

and a l l of the other Working I n t e r e s t Owners i n such T r a c t who 

have executed t h i s Agrreement and the U n i t Operating Agreement 

have j o i n e d i n a request f o r q u a l i f i c a t i o n of such T r a c t f o r U n i t 
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P a r t i c i p a t i o n and have executed and d e l i v e r e d an indemnity agree

ment ind e m n i f y i n g and agreeing t o hold harmless the other Working 

I n t e r e s t Owners i n the U n i t Area, t h e i r successors and assigns, 

against a l l claims and demands which may be made by the owners of 

Working I n t e r e s t s i n such Tract who are not p a r t i e s hereto and 

which a r i s e out of the q u a l i f i c a t i o n of such Tract f o r U n i t 

P a r t i c i p a t i o n , and 

( i i ) The owners of e i g h t y per cent (80%) o f the committed 

Working I n t e r e s t i n a l l Tracts meeting the requirements of Sub-

a r t i c l e s 14(a) and 14 (b) have voted i n favor of the q u a l i f i c a t i o n 

of such T r a c t and acceptance of the indemnity agreement. 

Upon the q u a l i f i c a t i o n of such a Tract f o r U n i t P a r t i c i p a t i o n , the U n i t 

P a r t i c i p a t i o n t h a t would have been a t t r i b u t e d t o the nonsubscribing 

owners of the Working I n t e r e s t i n such T r a c t , had they become p a r t i e s 

t o t h i s Agreement and the U n i t Operating Agreement, s h a l l be a t t r i b u t e d 

t o the Working I n t e r e s t Owners i n such Tract who have become p a r t i e s t o 

such agreements, i n p r o p o r t i o n t o t h e i r r e s p e c t i v e Working I n t e r e s t s 

i n the T r a c t . 

I f , on the e f f e c t i v e date of t h i s Agreement, there i s any Tract 

or Tracts which have not been e f f e c t i v e l y committed t o and made su b j e c t 

t o t h i s Agreement by q u a l i f y i n g as above provided, then such Tract or 

Tracts s h a l l not be e n t i t l e d t o p a r t i c i p a t e hereunder. U n i t Operator 

s h a l l , when s u b m i t t i n g t h i s Agreement f o r f i n a l approval by the Commis

sioner and the Supervisor,or as promptly t h e r e a f t e r as p r a c t i c a b l e , f i l e 

t h e r e w i t h a schedule of those Tracts which have been committed and made 

su b j e c t t o t h i s Agreement and are e n t i t l e d t o p a r t i c i p a t e i n the produc

t i o n from the U n i t i z e d Land hereunder. Said schedule s h a l l set f o r t h 

opposite each such committed T r a c t the lease number and assignment 

number, the owner o f recor d o f the lease, and the percentages of p a r t i c i 

p a t i o n of such T r a c t which s h a l l be computed using the formula set out 

i n A r t i c l e 13 (Tract P a r t i c i p a t i o n ) above. This schedule of p a r t i c i p a t i o n 

s h a l l be r e v i s e d E x h i b i t "C" and upon approval t h e r e o f by the Commissioner 
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and the Supervisor s h a l l become a p a r t of t h i s Agreement and s h a l l govern 

the a l l o c a t i o n of p r o d u c t i o n of U n i t i z e d Substances u n t i l a new schedule 

i s approved by the Commissioner and the Supervisor. 

ARTICLE 15 

ALLOCATION OF UNITIZED SUBSTANCES 

A l l U n i t i z e d Substances produced and saved ( l e s s , save and except 

any p a r t of such U n i t i z e d Substances used i n conformity w i t h good operat

i n g p r a c t i c e s on U n i t i z e d Land f o r d r i l l i n g , o p e r a t i n g , camp, and other 

p r o d u c t i o n or development purposes and f o r pressure maintenance or 

unavoidable loss) s h a l l be apportioned among and a l l o c a t e d t o the com

m i t t e d Tracts W i t h i n the U n i t Area i n accordance w i t h the r e s p e c t i v e 

T r a c t P a r t i c i p a t i o n then e f f e c t i v e hereunder duri n g the r e s p e c t i v e 

periods such U n i t i z e d Substances were produced, as s e t f o r t h i n the 

schedule of p a r t i c i p a t i o n i n E x h i b i t i!C". The amount of U n i t i z e d Sub

stances so a l l o c a t e d t o each T r a c t , and only t h a t amount, (regardless 

o f whether i t be more or less than the amount of the a c t u a l p r o d u c t i o n 

o f U n i t i z e d Substances from the w e l l or w e l l s , i f any, on such Tract) 

s h a l l , f o r a l l i n t e n t s , uses and purposes, be deemed t o have been pro

duced from such T r a c t . 

The U n i t i z e d Substances a l l o c a t e d t o each T r a c t s h a l l be d i s t r i b u t e d 

among, or accounted f o r t o the p a r t i e s executing, consenting t o or r a t i 

f y i n g t h i s Agreement e n t i t l e d t o share i n the p r o d u c t i o n from such Tr a c t 

i n the same manner, i n the same p r o p o r t i o n s , and upon the same c o n d i t i o n s , 

as they would have p a r t i c i p a t e d and shared i n the p r o d u c t i o n from such 

T r a c t s , or i n the proceeds t h e r e o f , had t h i s Agreement not been entered 

i n t o ; and w i t h the same l e g a l f o r c e and e f f e c t . 

No T r a c t committed t o t h i s Agreement and q u a l i f i e d f o r p a r t i c i p a t i o n 

as above provided s h a l l be subsequently excluded from p a r t i c i p a t i o n 

hereunder on account of d e p l e t i o n of U n i t i z e d Substances, and nothing 

h e r e i n contained s h a l l be construed as r e q u i r i n g any r e t r o a c t i v e a d j u s t 

ment f o r p r o d u c t i o n obtained p r i o r t o the e f f e c t i v e date of the j o i n d e r 

and q u a l i f i c a t i o n of any T r a c t . 



I f any Working I n t e r e s t or Royalty I n t e r e s t i n a Tract h e r e a f t e r 

become d i v i d e d and owned i n s e v e r a l t y as t o d i f f e r e n t p a r t s of the 

T r a c t , the owners of the d i v i d e d i n t e r e s t s , i n the absence of an agree

ment p r o v i d i n g f o r a d i f f e r e n t d i v i s i o n , s h a l l share i n the U n i t i z e d 

Substances a l l o c a t e d t o the T r a c t , or i n the proceeds t h e r e o f , i n pro

p o r t i o n t o the surface acreage of t h e i r r e s p e c t i v e p a r t s of the T r a c t . 

The U n i t i z e d Substances a l l o c a t e d t o each Tract s h a l l be d e l i v e r e d 

i n k i n d t o the r e s p e c t i v e Working I n t e r e s t Owners and p a r t i e s e n t i t l e d 

t h e r e t o by v i r t u e of the ownership of O i l and Gas Rights t h e r e i n or by 

purchase from such owners. Each Working I n t e r e s t Owner and the p a r t i e s 

e n t i t l e d t h e r e t o s h a l l have the c o n t i n u i n g r i g h t t o r e c e i v e such pr o d u c t i o n 

i n k i n d a t a common p o i n t w i t h i n the U n i t Area and t o s e l l or dispose 

of the same as i t sees f i t . Each such p a r t y s h a l l have the r i g h t t o 

c o n s t r u c t , m a i n t a i n and operate a l l necessary f a c i l i t i e s f o r t h a t pur

pose on U n i t i z e d Land, provided the same are so constructed, maintained 

and operated as not t o i n t e r f e r e w i t h operations c a r r i e d on pursuant 

hereto. Subject t o A r t i c l e 16 (Royalty Settlement) hereof, any e x t r a 

expenditure i n c u r r e d by U n i t Operator by reason of the d e l i v e r y i n k i n d 

of any p o r t i o n o f the U n i t i z e d Substances s h a l l be borne by the p a r t y 

r e s p o n s i b l e f o r the payment of such expense. I n the event any p a r t y 

hereto s h a l l f a i l t o take or otherwise adequately dispose of i t s pro

p o r t i o n a t e share of the p r o d u c t i o n from the U n i t Area c u r r e n t l y as and 

when produced, then so long as such c o n d i t i o n s continue, U n i t Operator, 

f o r the account and a t the expense of such p a r t y and i n order t o avoid 

c u r t a i l i n g the o p e r a t i o n of the U n i t Area, may buy, s e l l or otherwise 

dispose of such p r o d u c t i o n t o i t s e l f or others on a day-to-day basis 

a t not less than the p r e v a i l i n g market p r i c e i n the area f o r l i k e pro

d u c t i o n , and the account of such p a r t y s h a l l be charged t h e r e w i t h as 

having received such p r o d u c t i o n . The net proceeds, i f any, of the 

U n i t i z e d Substances so disposed of by U n i t Operator s h a l l be paid t o 

the Working I n t e r e s t Owner f o r payment t o the p a r t i e s e n t i t l e d t h e r e t o 

under e x i s t i n g c o n t r a c t s . 
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Any p a r t y r e c e i v i n g i n k i n d or separately disposing of a l l or 

any p a r t of the U n i t i z e d Substances a l l o c a t e d to any T r a c t , or r e c e i v i n g 

the proceeds therefrom i f the same i s sold or purchased by Un i t Operator, 

s h a l l be res p o n s i b l e f o r the payment of a l l Royalty on the lease or 

leases and Tracts c o n t r i b u t e d by i t and received i n t o the U n i t , and 

each such p a r t y s h a l l hold each other p a r t y hereto harmless against a l l 

claims, demands and causes of a c t i o n f o r such Royalty on the lease or 

leases and Tracts c o n t r i b u t e d by i t and received i n t o the U n i t i z e d Land. 

I f , a f t e r the e f f e c t i v e date of t h i s Agreement, there i s any Tract 

or Tracts t h a t are subsequently committed hereto, as provided i n A r t i c l e 5 

(Expansion) hereof, or any Tra c t or Tracts w i t h i n the U n i t Area not 

committed hereto as of the e f f e c t i v e date hereof but which are subse

qu e n t l y committed hereto under the p r o v i s i o n s of A r t i c l e 3 3 (Nonjoinder 

and Subsequent J o i n d e r ) , and A r t i c l e 14 (Tracts Q u a l i f i e d f o r U n i t 

P a r t i c i p a t i o n ) , of i f any Tract i s excluded from the U n i t Area as pro

vided f o r i n A r t i c l e 31 (Loss o f T i t l e ) , the schedule of p a r t i c i p a t i o n 

as shown i n E x h i b i t "C" s h a l l be r e v i s e d by the U n i t Operator and d i s 

t r i b u t e d t o the Working I n t e r e s t Owners, the Commissioner, and the Su

p e r v i s o r t o show the new percentages o f p a r t i c i p a t i o n of a l l the then 

e f f e c t i v e l y committed T r a c t s , i n any such r e v i s i o n pursuant to t h i s 

paragraph the Tra c t P a r t i c i p a t i o n s of the Tracts committed p r i o r t o 

the r e v i s i o n s h a l l remain i n the same r a t i o one to the other and the 

re v i s e d schedules, upon approval by the Commissioner and the Supervisor, 

s h a l l govern a l l the a l l o c a t i o n of pr o d u c t i o n from and a f t e r the 

e f f e c t i v e date t h e r e o f u n t i l a new schedule i s so approved. 

ARTICLE 16 

ROYALTY SETTLEMENT 

The State of New Mexico and the United States of America and a l l 

Royalty Owners who, under an e x i s t i n g c o n t r a c t , are e n t i t l e d t o take 

i n k i n d a share of the substances produced from any Tract u n i t i z e d here

under, s h a l l continue t o be e n t i t l e d t o such r i g h t t o take i n k i n d t h e i r 

share of the U n i t i z e d Substances a l l o c a t e d t o such T r a c t , and U n i t 
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Operator s h a l l make d e l i v e r i e s of such Royalty share taken i n k i n d i n 

confo r m i t y w i t h the a p p l i c a b l e c o n t r a c t s , laws and r e g u l a t i o n s . S e t t l e 

ment f o r Royalty I n t e r e s t not taken i n k i n d s h a l l be made by Working 

I n t e r e s t Owners responsible t h e r e f o r under e x i s t i n g c o n t r a c t s , laws and 

r e g u l a t i o n s , on or before the l a s t day of each month f o r U n i t i z e d Sub

stances produced d u r i n g the preceding calendar month; provided, however, 

t h a t n o t h i n g h e r e i n contained s h a l l operate t o r e l i e v e the lessees of 

any land from t h e i r r e s p e c t i v e lease o b l i g a t i o n s f o r the payment of 

any Royalty due under t h e i r leases, except t h a t such Royalty s h a l l be 

computed i n accordance w i t h the terms of t h i s U n i t Agreement. 

I f gas obtained from lands not subject t o t h i s Agreement i s i n t r o 

duced i n t o the U n i t i z e d Formation, f o r use i n r e p r e s s u r i n g , s t i m u l a t i o n 

of p r o d u c t i o n or i n c r e a s i n g u l t i m a t e recovery i n conformity w i t h a 

plan approved pursuant t o A r t i c l e 12 (Plan of Operations), a l i k e amount 

of gas, less a p p r o p r i a t e deductions f o r loss from any cause, may be 

withdrawn from the U n i t i z e d Formation, Royalty f r e e as t o dry gas but 

not as t o the products e x t r a c t e d therefrom; provided such withdrawal 

s h a l l be pursuant t o such c o n d i t i o n s and formulas as may be pre s c r i b e d 

or approved by the Supervisor and the Commissioner; and provided f u r t h e r 

t h a t such r i g h t of withdrawal s h a l l terminate as of the e f f e c t i v e date 

of t e r m i n a t i o n of t h i s Agreement. 

A l l r o y a l t y due the State of New Mexico and the United States of 

America and the other Royalty Owners hereunder and payment on account 

of any O v e r r i d i n g Royalty I n t e r e s t s h a l l be computed and pai d on the 

basis of a l l U n i t i z e d Substances a l l o c a t e d t o the r e s p e c t i v e Tract or 

Tracts committed hereto, i n l i e u of a c t u a l p r o d u c t i o n from such T r a c t 

or T r a c t s . 

Royalty due the United States s h a l l be computed as provided i n 

the o p e r a t i n g r e g u l a t i o n s and pa i d i n value or d e l i v e r e d i n k i n d as t o 

a l l U n i t i z e d Substances on the basis of the amounts thereof a l l o c a t e d t o 

u n i t i z e d Federal land as provided h e r e i n a t the r a t e s s p e c i f i e d i n the 
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r e s p e c t i v e Federal leases, or a t such lower r a t e or r a t e s as may be 

autho r i z e d by law or r e g u l a t i o n . 

Royalty due the State of New Mexico s h a l l be computed as provided 

i n the o p e r a t i n g r e g u l a t i o n s and paid i n value or d e l i v e r e d i n k i n d as 

t o a l l U n i t i z e d Substances on the basis of the amounts thereof a l l o c a t e d 

t o u n i t i z e d State land as provided h e r e i n a t the r a t e s s p e c i f i e d i n the 

re s p e c t i v e State leases. 

Each Royalty Owner (other than the State of New Mexico and the 

United States o f America) and each p a r t y hereto c l a i m i n g an O v e r r i d i n g 

Royalty I n t e r e s t t h a t executes t h i s Agreement represents and warrants 

t h a t i t i s the owner of a Royalty I n t e r e s t or O v e r r i d i n g Royalty I n t e r e s t 

(as a p p l i c a b l e ) i n a T r a c t or Tracts w i t h i n the U n i t Area as i t s i n t e r e s t 

appears i n E x h i b i t "B" attached hereto. I f any Royalty I n t e r e s t i n a 

Trac t or Tracts should be l o s t by t i t l e f a i l u r e or otherwise i n whole 

or i n p a r t , d u r i n g the term of t h i s Agreement, then the Royalty I n t e r e s t 

of the p a r t y r e p r e s e n t i n g himself t o be the owner hereof s h a l l be reduced 

p r o p o r t i o n a t e l y and the i n t e r e s t of a l l p a r t i e s s h a l l be adjusted 

accordingly,. 

ARTICLE 17 

RENTAL SETTLEMENT 

Rentals or minimum r o y a l t i e s due on leases committed hereto s h a l l 

be paid by Working I n t e r e s t Owners responsible t h e r e f o r under e x i s t i n g 

c o n t r a c t s , laws and r e g u l a t i o n s , provided t h a t n o t h i n g h e r e i n contained 

s h a l l operate t o r e l i e v e the lessees of any land from t h e i r r e s p e c t i v e 

lease o b l i g a t i o n s f o r the payment of any r e n t a l or minimum r o y a l t y i n 

l i e u t h e r e o f due under t h e i r leases. Rental f o r lands of the State o f 

New Mexico s u b j e c t t o t h i s Agreement s h a l l be pai d a t the r a t e s p e c i f i e d 

i n the r e s p e c t i v e leases from the State of New Mexico. Rental or minimum 

r o y a l t y f o r lands of the United States o f America s u b j e c t t o t h i s Agree

ment s h a l l be p a i d a t the r a t e s p e c i f i e d i n the r e s p e c t i v e leases from 

the United States o f America, unless r e n t a l or minimum r o y a l t y i s waived, 

suspended, or reduced by law or by approval of the Secretary or h i s duly 

a u t h o r i z e d r e p r e s e n t a t i v e . 



ARTICLE 18 

CONSERVATION 

Operations hereunder and pro d u c t i o n of U n i t i z e d Substances s h a l l 

be conducted t o provide f o r the most economical and e f f i c i e n t recovery 

of s a i d substances w i t h o u t waste, as defin e d by or pursuant t o Federal 

and State laws and r e g u l a t i o n s . 

ARTICLE 19 

DRAINAGE 

The U n i t Operator s h a l l take a p p r o p r i a t e and adequate measures 

t o prevent drainage of U n i t i z e d Substances from u n i t i z e d Land by w e l l s 

on land not sub j e c t t o t h i s Agreement. 

ARTICLE 20 

LEASES AND CONTRACTS CONFORMED AND FXTENDED 

The terms, c o n d i t i o n s and p r o v i s i o n s of a l l leases, subleases and 

other c o n t r a c t s r e l a t i n g t o e x p l o r a t i o n , d r i l l i n g , development or opera

t i o n f o r o i l or gas on lands committed t o t h i s Agreement are hereby 

expressly m o d i f i e d and amended t o the ext e n t necessary t o make the 

same, conform t o the p r o v i s i o n s hereof, but otherwise t o remain i n f u l l 

f o r c e and e f f e c t , and the p a r t i e s hereto hereby consent t h a t the Secretary 

and the Commissioner, r e s p e c t i v e l y , s h a l l and by t h e i r approval hereof, 

or by the approval hereof by t h e i r duly authorized r e p r e s e n t a t i v e s , do 

hereby e s t a b l i s h , a l t e r , change or revoke the d r i l l i n g , producing, r e n t a l , 

minimum r o y a l t y and r o y a l t y requirements of Federal and State leases 

committed hereto and the r e g u l a t i o n s i n respect t h e r e t o t o conform sai d 

requirements t o the p r o v i s i o n s of t h i s Agreement. 

Without l i m i t i n g the g e n e r a l i t y o f the fo r e g o i n g , a l l leases, 

subleases and c o n t r a c t s are p a r t i c u l a r l y m o d i f i e d i n accordance w i t h the 

f o l l o w i n g : 

(a) The development and op e r a t i o n o f lands subject t o t h i s Agree

ment under the terms hereof s h a l l be deemed f u l l performance of a l l 

o b l i g a t i o n s f o r development and o p e r a t i o n w i t h respect t o each and every 

p a r t or separately owned Tract committed t o t h i s Agreement, regardless 
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of whether there i s any development of any p a r t i c u l a r p a r t or T r a c t of 

the U n i t i z e d Land, n o t w i t h s t a n d i n g anything t o the c o n t r a r y i n any lease, 

o p e r a t i n g agreement or other c o n t r a c t by and between the p a r t i e s hereto, 

or t h e i r r e s p e c t i v e predecessors i n i n t e r e s t , or any of them. 

(b) D r i l l i n g , producing or secondary recovery operations performed 

hereunder upon any Tract of U n i t i z e d Lands s h a l l be accepted and deemed 

to be performed upon and f o r the b e n e f i t of each and every Tract o f 

U n i t i z e d Land, and no lease s h a l l be deemed t o expire by reason of 

f a i l u r e t o d r i l l or produce w e l l s s i t u a t e d on land t h e r e i n embraced. 

(c) Suspension of d r i l l i n g or producing operations on a l l U n i t i z e d 

Lands pursuant t o d i r e c t i o n or consent of the Commissioner and the 

Secretary or t h e i r d u l y authorized r e p r e s e n t a t i v e s , s h a l l be deemed 

t o c o n s t i t u t e such suspension pursuant t o such d i r e c t i o n or consent as 

t o each and every Tract of U n i t i z e d Lands. 

(d) Each lease, sublease, or c o n t r a c t r e l a t i n g t o the e x p l o r a t i o n , 

d r i l l i n g , development or op e r a t i o n f o r o i l and gas which by i t s terms 

might e x p i r e p r i o r t o the t e r m i n a t i o n of t h i s Agreement, i s hereby ex

tended beyond any such term so provided t h e r e i n , so t h a t i t s h a l l be 

continued i n f u l l f o r c e and e f f e c t f o r so long as such land remains 

committed hereto. 

(e) The segregation of any Federal lease committed t o t h i s Agree

ment i s governed by the f o l l o w i n g p r o v i s i o n s i n the f o u r t h paragraph of 

Sec. 17 ( j ) of said Act of February 25, 1920, as amended by the Act of 

September 2, 1960 (74 S t a t . 781-784): "Any (Federal) lease h e r e a f t e r 

committed t o any such ( u n i t ) p l a n embracing lands t h a t are i n p a r t w i t h i n 

and i n p a r t o u t s i d e of the area covered by any such plan s h a l l be segre

gated i n t o separate leases as t o the lands committed and the lands not 

committed as of the e f f e c t i v e date of u n i t i z a t i o n ; Provided, however, 

t h a t any such lease as t o the n o n u n i t i z e d p o r t i o n s h a l l continue i n 

f o r c e and e f f e c t f o r the term t h e r e o f but f o r not less than two (2) 

years from the date of such segregation and so long t h e r e a f t e r as o i l 

or gas i s produced i n paying q u a n t i t i e s . " 



(£) Any lease embracing lands of the State of New Mexico having only 

a p o r t i o n of i t s land committed hereto, s h a l l be segregated as t o t h a t 

p o r t i o n committed and t h a t not committed, and the terms of such lease 

s h a l l apply separately t o such segregated p o r t i o n s commencing as o f the 

e f f e c t i v e date hereof. Notwithstanding any of the p r o v i s i o n s of t h i s 

Agreement t o the c o n t r a r y , any lease embracing lands of the State of New 

Mexico having only a p o r t i o n of i t s land committed hereto s h a l l continue 

i n f u l l f o r c e and e f f e c t beyond the term provided t h e r e i n as t o a l l 

lands embraced i n such lease i f o i l or gas i s , or has h e r e t o f o r e been, 

discovered and are capable of being produced i n paying q u a n t i t i e s from 

some p a r t of the lands embraced i n such lease committed to t h i s Agree

ment or, so long as a p o r t i o n of the U n i t i z e d Substances produced from 

the U n i t Area i s , under the terms of t h i s Agreement, a l l o c a t e d t o the 

p o r t i o n of the lands covered by such lease committed t o t h i s Agreement, 

or, a t any time d u r i n g the term hereof, as t o any lease t h a t i s then v a l i d 

and s u b s i s t i n g and upon v/hich the lessee or the U n i t Operator i s then 

engaged i n bona f i d e d r i l l i n g , reworking, or secondary recovery operations 

on any p a r t of the lands embraced i n such lease, then the same as t o a l l 

lands embraced t h e r e i n s h a l l remain i n f u l l f o r c e and e f f e c t so long as 

such operations are d i l i g e n t l y prosecuted, and i f they r e s u l t i n the 

pro d u c t i o n o f o i l or gas, said lease s h a l l continue i n f u l l f o r c e and 

e f f e c t as t o a l l of the lands embraced t h e r e i n , so long t h e r e a f t e r as 

o i l or gas i n paying q u a n t i t i e s i s being produced from any p o r t i o n of 

sai d lands. 

ARTICLE 21 

CORRECTION OF ERRORS 

I t i s hereby agreed by a l l p a r t i e s t o t h i s Agreement t h a t U n i t 

Operator i s empowered t o c o r r e c t any mathematical or c l e r i c a l e r r o r s 

which might e x i s t i n the p e r t i n e n t e x h i b i t s t o t h i s A.greement; provided 

however, t h a t c o r r e c t i o n of any e r r o r other than mathematical or c l e r i 

c a l s h a l l be made by U n i t Operator only a f t e r f i r s t having obtained 

approval of the Commissioner, the Supervisor, and the VJorking I n t e r e s t 

Owners. 
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ARTICLE 22 

COVENANTS RUN WITH LAND 

The covenants h e r e i n s h a l l be construed t o be covenants running 

w i t h the land w i t h respect t o the i n t e r e s t of the p a r t i e s hereto and 

t h e i r successors i n i n t e r e s t u n t i l t h i s Agreement terminates, and any 

gr a n t , t r a n s f e r or conveyance of i n t e r e s t i n land or leases s u b j e c t 

hereto s h a l l be and hereby i s c o n d i t i o n e d upon the assumption of a l l 

p r i v i l e g e s and o b l i g a t i o n s hereunder by the grantee, t r a n s f e r e e or other 

successor i n i n t e r e s t . No 'assignment or t r a n s f e r of any Working I n t e r e s t 

s u b j e c t hereto s h a l l be b i n d i n g upon U n i t Operator u n t i l the f i r s t day 

of the calendar month a f t e r U n i t Operator i s f u r n i s h e d w i t h the o r i g i n a l , 

or acceptable p h o t o s t a t i c or c e r t i f i e d copy, of the recorded instrument 

of t r a n s f e r ; and no assignment or t r a n s f e r of. any Royalty I n t e r e s t sub

j e c t hereto s h a l l be b i n d i n g upon the Working I n t e r e s t Owner responsible 

t h e r e f o r ' u n t i l the f i r s t day of the calendar month a f t e r said Working 

I n t e r e s t Owner i s f u r n i s h e d w i t h the o r i g i n a l , or acceptable p h o t o s t a t i c 

or c e r t i f i e d copy, of the recorded instrument of t r a n s f e r . 

ARTICLE 23 

EFFECTIVE DATE AND TERM 

This Agreement s h a l l become b i n d i n g upon each p a r t y as of the date 

such p a r t y signs the instrument by v/hich i t becomes a p a r t y hereto; 

and, unless sooner terminated as h e r e i n a f t e r provided, s h a l l become 

e f f e c t i v e as t o q u a l i f i e d Tracts a f t e r approval by the Secretary o f 

the I n t e r i o r or h i s duly a u t h o r i z e d delegate, a t the time and date 

as determined by the Working I n t e r e s t Owners i n a l l the q u a l i f i e d 

T r a c t s , and set f o r t h i n a c e r t i f i c a t e f i l e d f o r record by U n i t Operator 

i n Eddy County, New Mexico. The c e r t i f i c a t e s h a l l also r e c i t e the 

percentage of the U n i t Area represented by the Tracts q u a l i f i e d under 

A r t i c l e 14, the book and page i n which a counterpart of t h i s Agree

ment has been recorded, and the case number and order number of the 

order of approval by Governmental a u t h o r i t y , i f obtained. The c e r t i f i c a t e 

s h a l l not be f i l e d u n t i l a f t e r the f o l l o w i n g requirements have been 

met: 



(a) The execution or r a t i f i c a t i o n of t h i s Agreement and the U n i t 

Operating Agreement by Working I n t e r e s t Owners owning a combined U n i t 

P a r t i c i p a t i o n o f a t l e a s t ninety-three per cent (93%) , and the execution 

or r a t i f i c a t i o n of t h i s Agreement by Royalty Owners owning a combined 

i n t e r e s t of a t l e a s t s e v e n t y - f i v e per cent (75%) of the Royalty I n t e r e s t , 

i n said U n i t Area; and 

(b) The approval of t h i s Agreement by the Commissioner, the 

Secretary or h i s duly authorized r e p r e s e n t a t i v e , and the Commission. 

I f t h i s Agreement i s not f i l e d f o r f i n a l approval by the Commissioner, 

the Secretary or h i s duly a u t h o r i z e d r e p r e s e n t a t i v e and the Commission 

on or before May 31,1976, t h i s Agreement s h a l l ipso f a c t o e x p i r e on 

said date ( h e r e i n a f t e r c a l l e d " e x p i r a t i o n date") and t h e r e a f t e r be 

of no f u r t h e r f o r c e or e f f e c t , unless p r i o r t h e r e t o t h i s Agreement 

has been executed or r a t i f i e d by Working I n t e r e s t Owners owning a 

combined U n i t P a r t i c i p a t i o n of a t l e a s t n i n e t y per cent (90%) and 

the owners of a t l e a s t s i x t y - f i v e per cent (65%) of the Working I n t e r e s t s 

committed t o t h i s Agreement have voted t o extend s a i d e x p i r a t i o n date 

f o r a p e r i o d not t o exceed s i x (6) months ( h e r e i n a f t e r c a l l e d "extended 

e x p i r a t i o n d a t e " ) . I f s a i d e x p i r a t i o n date i s so extended and t h i s 

Agreement i s not f i l e d f o r f i n a l approval by the Commissioner, the 

Secretary or h i s duly a u t h o r i z e d r e p r e s e n t a t i v e and the Commission 

on or before s a i d extended e x p i r a t i o n date, t h i s Agreement s h a l l ipso 

f a c t o e x p i r e on said extended e x p i r a t i o n date and t h e r e a f t e r be of 

no f u r t h e r f o r c e or e f f e c t . For the purpose of t h i s A r t i c l e , ownership 

s h a l l be computed on the basis of U n i t P a r t i c i p a t i o n as determined 

from E x h i b i t "C" attached t o the U n i t Operating Agreement. 

U n i t Operator s h a l l , w i t h i n t h i r t y (30) days a f t e r the e f f e c t i v e 

date o f t h i s Agreement, f i l e f o r record a c e r t i f i c a t e t o the e f f e c t 

t h a t t h i s Agreement has become e f f e c t i v e according t o i t s terms and 

s t a t i n g f u r t h e r the e f f e c t i v e date and the l o c a t i o n of the governmental 

agency o f f i c e s where copies of t h i s Agreement are f i l e d . 
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The term of t h i s Agreement s h a l l be f o r and durin g the time t h a t 

U n i t i z e d Substances are produced i n q u a n t i t i e s s u f f i c i e n t t o pay the 

cost of producing same from the U n i t Area and as long t h e r e a f t e r as 

d r i l l i n g , reworking or other operations ( i n c l u d i n g secondary recovery 

operations) are prosecuted thereon w i t h o u t cessation of more than n i n e t y 

(90) consecutive days, unless sooner terminated by Working I n t e r e s t 

Owners i n the manner h e r e i n a f t e r provided. 

This Agreement may be terminated f o r any reason w i t h the' approval 

of the Commissioner and the D i r e c t o r by Working I n t e r e s t Owners owning 

s e v e n t y - f i v e per cent (75%) U n i t P a r t i c i p a t i o n . Notice of any such 

t e r m i n a t i o n s h a l l be given by Un i t Operator t o a l l p a r t i e s t h e r e t o . 

Upon t e r m i n a t i o n of t h i s Agreement, the p a r t i e s hereto s h a l l be 

governed by the terms and p r o v i s i o n s of the leases and c o n t r a c t s a f f e c t 

i n g the separate T r a c t s . 

I f not otherwise covered by the leases u n i t i z e d under t h i s Agreement, 

Royalty Owners hereby g r a n t Working I n t e r e s t Owners a p e r i o d of s i x (6) 

months a f t e r t e r m i n a t i o n of t h i s Agreement i n which t o salvage, s e l l , 

d i s t r i b u t e or otherwise dispose of the personal p r o p e r t y and f a c i l i t i e s 

used i n connection w i t h U n i t Operations. 

ARTICLE 24 

RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION 

A l l p r o d u c t i o n and the d i s p o s a l t h e r e o f s h a l l be i n conformity 

w i t h a l l o c a t i o n s and quotas made or f i x e d by any duly a u t h o r i z e d person 

or r e g u l a t o r y body under any Federal or State s t a t u t e . ' The D i r e c t o r i s 

hereby vested w i t h a u t h o r i t y t o a l t e r or modify from time t o time, a t 

hi s d i s c r e t i o n , the r a t e of prospecting and development and w i t h i n the 

l i m i t s made or f i x e d by the Commission t o a l t e r or modify the q u a n t i t y 

and r a t e of p r o d u c t i o n under t h i s Agreement, such a u t h o r i t y being hereby 

l i m i t e d t o a l t e r a t i o n or m o d i f i c a t i o n i n the p u b l i c i n t e r e s t , the pur

pose t h e r e o f and the p u b l i c i n t e r e s t t o be served thereby t o be s t a t e d 

i n the order of a l t e r a t i o n or m o d i f i c a t i o n ; provided f u r t h e r t h a t no 

such a l t e r a t i o n or m o d i f i c a t i o n s h a l l be e f f e c t i v e as t o any lands of the 
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State of New Mexico as t o the r a t e of prospecting and developing i n the 

absence o f s p e c i f i c w r i t t e n approval t h e r e o f by the Commissioner and 

as to any lands of the State of New Mexico or p r i v a t e l y owned lands 

s u b j e c t t o t h i s agreement as t o the q u a n t i t y and r a t e of pr o d u c t i o n i n 

the absence o f s p e c i f i c w r i t t e n approval thereof by the Commission, 

Powers i n t h i s A r t i c l e vested i n the D i r e c t o r s h a l l only be exer

c i s e d a f t e r n o t i c e t o U n i t Operator and o p p o r t u n i t y f o r hearing t o be 

held not le s s than f i f t e e n (15) days from n o t i c e . 

ARTICLE 2 5 

NONDISCRIMINATION 

I n connection w i t h the performance of work under t h i s agreement, 

U n i t Operator agrees t o comply w i t h a l l of the p r o v i s i o n s of Section 

202(1) t o ( 7 ) , i n c l u s i v e , o f Executive Order 11246 (30 F.R. 12319), 

as amended by Executive Order 11375, dated October 13, 1967. 

ARTICLE 2 6 

APPEARANCES 

Un i t Operator s h a l l have the r i g h t t o appear f o r or on behalf of 

any and a l l i n t e r e s t s a f f e c t e d hereby before the Commissioner, the 

Department, and the Commission, and t o appeal from any order issued 

under the r u l e s and r e g u l a t i o n s of the Commissioner, the Department, 

or the Commission, or t o apply f o r r e l i e f from any of said r u l e s and 

r e g u l a t i o n s or i n any proceedings r e l a t i v e t o operations before the 

Commissioner, the Department, or the Commission, or any other l e g a l l y 

c o n s t i t u t e d a u t h o r i t y ; provided, however, t h a t any other i n t e r e s t e d 

p a r t y s h a l l also have the r i g h t a t h i s or i t s own expense t o be heard 

i n any such proceeding. 

ARTICLE 27 

NOTICES 

A l l n o t i c e s , demands, o b j e c t i o n s or statements r e q u i r e d hereunder 

t o be given or rendered t o the p a r t i e s hereto s h a l l be deemed f u l l y 

given i f made i n w r i t i n g and p e r s o n a l l y d e l i v e r e d t o the p a r t y or p a r t i e s 

or sent by pos t p a i d r e g i s t e r e d or c e r t i f i e d m a i l , addressed t o such 
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p a r t y or p a r t i e s a t t h e i r r e s p e c t i v e addresses set' f o r t h i n connection 

w i t h the signatures hereto or t o the r a t i f i c a t i o n or consent hereof 

or t o such ot h e r address as any such p a r t y or p a r t i e s may have f u r n i s h e d 

i n w r i t i n g t o the p a r t y sending the n o t i c e , demand or statement. 

ARTICLE 2 8 

NO WAIVER OF CERTAIN RIGHTS 

Nothing i n t h i s Agreement contained s h a l l be construed as a waiver 

by any p a r t y hereto of the r i g h t t o ass e r t any l e g a l or c o n s t i t u t i o n a l 

r i g h t or defense as t o the v a l i d i t y or i n v a l i d i t y of any law of the 

United States or of the State wherein s a i d U n i t i z e d Lands are lo c a t e d , 

or r u l e s or r e g u l a t i o n s issued thereunder i n any way a f f e c t i n g such 

p a r t y , or as a waiver by any such p a r t y of any r i g h t beyond h i s or i t s 

a u t h o r i t y t o waive. 

ARTICLE 29 

EQUIPMENT AND FACILITIES NOT FIXTURES ATTACKED TO REALTY 

Each Working I n t e r e s t Owner has h e r e t o f o r e placed and used on i t s 

T r a c t or Tracts committed t o t h i s Agreement va r i o u s w e l l and lease 

equipment and other p r o p e r t y , equipment and f a c i l i t i e s . I t i s also 

recognized t h a t a d d i t i o n a l equipment and f a c i l i t i e s may h e r e a f t e r be 

placed and used upon the U n i t i z e d Land as now or h e r e a f t e r c o n s t i t u t e d . 

Therefore, f o r a l l purposes of t h i s Agreement any such equipment s h a l l be 

considered t o be personal property and not f i x t u r e s attached to r e a l t y . 

A c c o r d i n g l y , s a i d w e l l and lease equipment and personal p r o p e r t y i s 

hereby severed from the mine r a l estates a f f e c t e d by t h i s Agreement, 

and i t i s agreed t h a t any such equipment and personal p r o p e r t y s h a l l 

be and remain personal p r o p e r t y of the Working I n t e r e s t Owners f o r a l l 

purposes. 

ARTICLE 30 

UNAVOIDABLE DELAY 

A l l o b l i g a t i o n s under . t h i s Agreement r e q u i r i n g the U n i t Operator 

t o commence or continue secondary recovery operations or t o operate on 

or produce U n i t i z e d Substances from any of the lands covered by t h i s 

Agreement s h a l l be suspended w h i l e , but only so long as the U n i t Operator 



d e s p i t e the exercise o f due care and d i l i g e n c e , is'prevented from com

p l y i n g w i t h such o b l i g a t i o n s , i n whole or i n p a r t , by s t r i k e s , acts of 

God. Federal, State or municipal law or agency, unavoidable accident, 

u n c o n t r o l l e d delays i n t r a n s p o r t a t i o n , i n a b i l i t y t o o b t a i n necessary 

m a t e r i a l s i n open market, or other matters beyond the reasonable c o n t r o l 

of the U n i t Operator whether s i m i l a r t o matters herein enumerated or not. 

ARTICLE 31 

LOSS OF TITLE 

I n the event t i t l e t o any Tract of U n i t i z e d Land s h a l l f a i l so as 

to render the Tr a c t inoperable under t h i s Agreement and the t r u e owner 

cannot be induced t o j o i n t h i s Agreement, such Tract s h a l l be a u t o m a t i c a l l y 

regarded as not committed hereto and there s h a l l be such readjustment 

of f u t u r e costs and b e n e f i t s as may be r e q u i r e d on account of the 

loss of such t i t l e . I n the event of a dispute as t o t i t l e as t o any 

Royalty, Working I n t e r e s t or other i n t e r e s t subject t h e r e t o , payment 

or d e l i v e r y on account t h e r e o f may be w i t h h e l d w i t h o u t l i a b i l i t y or 

i n t e r e s t u n t i l the d i s p u t e i s f i n a l l y s e t t l e d ; provided, t h a t as t o 

State or Federal land or leases, no payments of funds due the State 

of New Mexico or the United States of America s h a l l be w i t h h e l d , but 

such funds s h a l l be deposited as d i r e c t e d by the Commissioner or the 

Supervisor (as the case may b e ) , t o be held as unearned money pending 

f i n a l s e t t l e m e n t of the t i t l e d i s p u t e , and then a p p l i e d as earned 

or r e t u r n e d i n accordance w i t h such f i n a l settlement. 

U n i t Operator as such i s r e l i e v e d from any r e s p o n s i b i l i t y f o r any 

de f e c t or f a i l u r e o f any t i t l e hereunder. 

ARTICLE 32 

BORDER AGREEMENTS 

Subject t o the approval of the Supervisor and the Commissioner, 

the U n i t Operator, w i t h concurrence o f s i x t y - f i v e per cent (65%) of the 

Working I n t e r e s t Owners, based upon the percentages of p a r t i c i p a t i o n 

may enter i n t o a border p r o t e c t i o n agreement or agreements w i t h the 

Working I n t e r e s t Owners of adjacent lands along the boundaries of the 
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U n i t Area w i t h respect t o the operations i n the border area f o r the 

maximum u l t i m a t e recovery, conservation purposes and proper p r o t e c t i o n 

of the p a r t i e s and i n t e r e s t s . 

ARTICLE 3 3 

NONJOINDER AND SUBSEQUENT JOINDER 

Any O i l or Gas I n t e r e s t i n the lands i n the U n i t Area not committed 

hereto p r i o r t o submission of t h i s Agreement t o the Commissioner and 

the D i r e c t o r f o r f i n a l approval may t h e r e a f t e r be committed hereto upon 

compliance w i t h the a p p l i c a b l e p r o v i s i o n s of t h i s A r t i c l e and of A r t i c l e 

14 (Tracts Q u a l i f i e d f o r U n i t P a r t i c i p a t i o n ) hereof, a t any time up t o 

the e f f e c t i v e date hereof. 

I t i s understood and agreed, however, t h a t from and a f t e r the 

e f f e c t i v e date hereof, the r i g h t of subsequent j o i n d e r as provided i n 

t h i s A r t i c l e , s h a l l be subject t o such requirements or approvals and on 

such basis as may be agreed upon by n i n e t y per cent (90%) of the Working 

I n t e r e s t Owners (based upon the percentages o f p a r t i c i p a t i o n ) , the 

Commissioner and the Supervisor. Such j o i n d e r by a proposed Working 

I n t e r e s t Owner must be evidenced by h i s execution or r a t i f i c a t i o n o f 

t h i s Agreement and the U n i t Operating Agreement. Such j o i n d e r by a 

proposed Royalty Owner must be evidenced by h i s execution, r a t i f i c a t i o n 

or consent of t h i s Agreement and. must be consented t o i n w r i t i n g by the 

Working I n t e r e s t Owner responsible f o r the payment of any b e n e f i t s t h a t 

may accrue hereunder i n behal f of such proposed Royalty Owner. Except 

as may be otherwise h e r e i n provided, subsequent j o i n d e r t o t h i s Agree

ment s h a l l be e f f e c t i v e as of the f i r s t day o f the month f o l l o w i n g 

the f i l i n g w i t h the Commissioner and the Supervisor of duly executed 

c o u n t e r p a r t s of any and a l l documents necessary t o e s t a b l i s h e f f e c t i v e 

commitment o f any Tr a c t or i n t e r e s t t o t h i s Agreement, unless o b j e c t i o n 

to such j o i n d e r by the Commissioner or the D i r e c t o r i s duly made w i t h i n 

s i x t y (60) days a f t e r such f i l i n g and such j o i n d e r i s approved by 

the Commissioner as t o State Lands. 



ARTICLE 34 

NO PARTNERSHIP 

I t i s expressly agreed t h a t the r e l a t i o n of the p a r t i e s hereto i s 

t h a t of independent c o n t r a c t o r s and nothing i n t h i s Agreement contained, 

expressed or i m p l i e d , or any operations conducted hereunder, s h a l l 

create or be deemed t o create a p a r t n e r s h i p or a s s o c i a t i o n between the 

p a r t i e s hereto or any of them. 

ARTICLE 35 

OIL IN LEASE TANKAGE ON EFFECTIVE DATE 

Un i t Operator s h a l l make a proper and t i m e l y gauge of a l l lease 

and o t h e r tanks w i t h i n the U n i t i z e d Area i n order t o a s c e r t a i n the amount 

of merchantable o i l i n such tanks, above the pipe l i n e connections, 

as o f 7:00 a.m. on the e f f e c t i v e date hereof. A l l such o i l as i s a 

p a r t o f the p r i o r a l lowable of the w e l l or w e l l s from which the same 

was produced s h a l l be and remain the property of the I n t e r e s t Owners 

e n t i t l e d t h e r e t o the same as i f the U n i t had not been formed, and the 

r e s p o n s i b l e Working I n t e r e s t Owners s h a l l promptly remove s a i d o i l 

from the U n i t i z e d Area. Any such o i l not so removed may be s o l d by 

the U n i t Operator f o r the account of such Working I n t e r e s t Owners, 

su b j e c t t o the payment of a l l Royalty t o Royalty Owners under the 

terms and p r o v i s i o n s o f the a p p l i c a b l e lease or leases and other c o n t r a c t s 

A l l such o i l and gas i n excess of the p r i o r a l lowable of the w e l l 

or w e l l s from which the same v/as produced s h a l l be regarded and t r e a t e d 

the same as U n i t i z e d Substances produced a f t e r the e f f e c t i v e date 

hereof. I f , as o f the e f f e c t i v e date hereof, any T r a c t i s overproduced 

w i t h respect t o the a l l o w a b l e o f the v/ e l l or w e l l s on t h a t Tract and 

the amount of such overproduction has been s o l d or otherwise disposed 

o f , such ove r p r o d u c t i o n s h a l l be regarded and i n c l u d e d as a p a r t of 

the U n i t i z e d Substances produced a f t e r the e f f e c t i v e date hereof and 

the amount t h e r e o f charged t o such Tract as having been d e l i v e r e d 

t o the persons e n t i t l e d t o U n i t i z e d Substances a l l o c a t e d to such T r a c t . 



ARTICLE 3 6 

PERSONAL PROPERTY EXCEPTED 

A l l lease and v/ell equipment, m a t e r i a l s , and other f a c i l i t i e s 

h e r e t o f o r e or h e r e a f t e r placed by any of the Working I n t e r e s t Owners on 

the lands s u b j e c t t o t h i s Agreement s h a l l be deemed t o be and s h a l l 

remain personal p r o p e r t y belonging t o and may be removed by the Working 

I n t e r e s t Owners. The r i g h t s and i n t e r e s t s t h e r e i n as among Working 

I n t e r e s t Owners are covered by the U n i t Operating Agreement. 

ARTICLE 37 

TAXES 

Each p a r t y hereto s h a l l , f o r i t s own account, render and pay i t s 

share o f any taxes l e v i e d against or measured by the amount or value of 

the U n i t i z e d Substances produced from the U n i t i z e d Land; provided, 

however, t h a t i f i t i s r e q u i r e d or i f i t be determined t h a t the U n i t 

Operator or the several Working I n t e r e s t Owners must pay or advance said 

taxes f o r the account of the p a r t i e s hereto, i t i s hereby expressly 

agreed t h a t the p a r t i e s so paying or advancing s a i d taxes s h a l l be r e 

imbursed t h e r e f o r by the p a r t i e s hereto, i n c l u d i n g Royalty Owners, who 

may be re s p o n s i b l e f o r the taxes on t h e i r r e s p e c t i v e a l l o c a t e d share of 

said U n i t i z e d Substances. No such taxes s h a l l be charged to the United 

States nor t o any l e s s o r who has a c o n t r a c t w i t h a lessee which r e q u i r e s 

h i s lessee t o pay such taxes. 

ARTICLE 3 8 

JOINDER IN DUAL CAPACITY 

Execution as h e r e i n provided by any p a r t y as e i t h e r a Working 

I n t e r e s t Owner or a Royalty Owner s h a l l commit a l l i n t e r e s t s owned or 

c o n t r o l l e d by such p a r t y ; provided, however, t h a t i f the p a r t y i s the 

owner o f a Working I n t e r e s t , he must also execute the U n i t Operating 

Agreement. 

ARTICLE 39 

COUNTERPARTS 

This Agreement may be executed i n any number of co u n t e r p a r t s , no 

one of v/hich needs t o be executed by a l l p a r t i e s and may be r a t i f i e d 



or consented t o by separate instrument i n w r i t i n g s p e c i f i c a l l y r e f e r r i n g 

h e reto, and s h a l l be b i n d i n g upon a l l those p a r t i e s \-iho have executed 

such a c o u n t e r p a r t , r a t i f i c a t i o n or consent hereto w i t h the same f o r c e 

and e f f e c t as i f a l l p a r t i e s had signed the same document, and regardless 

of whether or not i t i s executed by a l l other p a r t i e s owning or cl a i m i n g 

an i n t e r e s t i n the lands w i t h i n the above described U n i t Area. 

IK WITNESS WHEREOF, the p a r t i e s hereto have caused t h i s Agreement 

t o be executed and have set opposite t h e i r r e s p e c t i v e names the date 

of execution. 

ATTEST: McCLELLAN OIL CORPORATION 
Un i t Operator 

By 
D e l o r i s Taylor ^ X ^ < J a ^ k L. McClellan, President 

Date l \ - -

Date 

Date 

Date 

Date 

L. McClellan 

Barbara McClellan 

Hal M. S t i e r w a l t 

B e t t y S t i e r w a l t 

GETTY OIL COMPANY 

Date By 

STATE OF NEW MEXICO 

COUNTY OF CHAVES 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day o f Q^^JLSL, , 1975, by Jack L. McClellan, President of 

McClellan O i l C o r p o r a t i o n , a New Mexico c o r p o r a t i o n , on behalf of 
sai d c o r p o r a t i o n . 

My Commission Expires: 

lob' Ann- < :))W> J^^. (rXN? s\vr> 
1 Notary P u b l i c \ 
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STATE OF NEW MEXICO 

COUNTY OF CHAVES 

The fo r e g o i n g instrument was acknowledged before me t h i s 
day of [ \ J D X J A - r 19 75, by Jack L. McClellan and Barbara 

McClellan, h i s w i f e . 

My Commission Expires: 

Notary Public \ 

STATE OF NEW MEXICO 

COUNTY OF CHAVES 

The f o r e g o i n g instrument v/as acknowledged before me t h i s 
day of ' , 1975, by Hal M. S t i e r w a l t and Betty 

S t i e r w a l t , h i s w i f e . 

My Commission Expires: 

Notary Public 

STATE OF 

COUNTY OF 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day o f ' _, 1975, by , 

' of Getty O i l Company, a 
corpor a t i o n , o n b e h a l f of said c o r p o r a t i o n . 

My Commission Expires: 

Notary P u b l i c 
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TO 

UNIT AGREEMENT 
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AND 
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EXHIBIT "C" 
TO 

UNIT AGREEMENT 
EAST HENSHAW UNIT 

EDDY COUNTY, NEW MEXICO 

Schedule o f T r a c t P a r t i c i p a t i o n 

T r a c t No. P a r t i c i p a t i o n Percentage 

1 
2 
3 
4 

55-810125?; 
29.74281$ 
8". 43752,?: 
6.00955$ 

TOTAL 100.00000$ 
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UNIT OPERATING AGREEMENT 

EAST HENSHAW UNIT 
EDDY COUNTY, NEW MEXICO 

THIS AGREEMENT, entered i n t o as of the 1st day of , 

197 , by the p a r t i e s who have signed the o r i g i n a l of t h i s instrument, 

a co u n t e r p a r t t h e r e o f , or other instrument agreeing t o become a p a r t y 

hereto. 

W I T N E S S E T H : 

WHEREAS, the p a r t i e s hereto as Working I n t e r e s t Owners have 

executed, as of the date hereof, an agreement e n t i t l e d , "Unit Agreement, 

East Henshaw U n i t , Eddy County, New Mexico", herein r e f e r r e d t o as 

"Unit Agreement", which, among other t h i n g s , provides f o r a separate 

agreement t o be entered i n t o by Working I n t e r e s t Owners t o provide f o r 

U n i t Operations as h e r e i n d e f i n e d ; 

NOW, THEREFORE, i n c o n s i d e r a t i o n of the mutual agreements h e r e i n 

set f o r t h , i t i s agreed as f o l l o w s : 

ARTICLE 1 

CONFIRMATION OF UNIT AGREEMENT 

1.1 Confirmation of U n i t Agreement. The U n i t Agreement i s hereby 

confirmed and by reference made a p a r t of t h i s agreement. The d e f i n i 

t i o n s i n the U n i t Agreement are adopted f o r a l l purposes of t h i s agree

ment. I f there i s any c o n f l i c t between the U n i t Agreement and t h i s 

agreement, the U n i t Agreement s h a l l govern. 

ARTICLE 2 

EXHIBITS 

2.1 E x h i b i t s . The f o l l o w i n g e x h i b i t s are in c o r p o r a t e d h e r e i n 

by reference: 

2.1.1 E x h i b i t s A, B and C of the U n i t Agreement. 

2.1.2 E x h i b i t D, attached hereto, i s a schedule showing 

the Working I n t e r e s t of each Working I n t e r e s t Owner i n each 

T r a c t , the p o r t i o n of each Working I n t e r e s t Owner's p a r t i c i 

p a t i o n a t t r i b u t a b l e t o each such i n t e r e s t , and the U n i t 



P a r t i c i p a t i o n o f each Working I n t e r e s t Owner. E x h i b i t D, 

or a r e v i s i o n t h e r e o f , s h a l l not be conclusive as t o the 

i n f o r m a t i o n t h e r e i n , except i t may be used as showing the 

U n i t P a r t i c i p a t i o n of Working I n t e r e s t Owners f o r purposes 

of t h i s agreement u n t i l shown t o be i n e r r o r and r e v i s e d 

as h e r e i n a u t h o r i z e d . 

2.1.3 E x h i b i t E, attached hereto, i s the Accounting 

Procedure a p p l i c a b l e t o U n i t Operations. I f there i s any 

c o n f l i c t between t h i s agreement and E x h i b i t E, t h i s agreement 

s h a l l govern. 

2.2 Revised E x h i b i t s . Whenever E x h i b i t s A, B and C are r e v i s e d , 

E x h i b i t D s h a l l be r e v i s e d a c c o r d i n g l y and be e f f e c t i v e as of the same 

date. U n i t Operator s h a l l also r e v i s e E x h i b i t D from time t o time as 

r e q u i r e d t o conform t o changes i n ownership of which U n i t Operator has 

been n o t i f i e d as provided i n the U n i t Agreement. 

ARTICLE 3 

SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS 

3.1 O v e r a l l Supervision. Working I n t e r e s t Owners s h a l l exercise 

o v e r a l l s u p e r v i s i o n and c o n t r o l of a l l matters p e r t a i n i n g to U n i t Oper

a t i o n s pursuant t o t h i s agreement and the U n i t Agreement. I n the exer

c i s e of such a u t h o r i t y , each Working I n t e r e s t Owner s h a l l act s o l e l y 

i n i t s own b e h a l f i n the capacity of an i n d i v i d u a l owner and not on 

b e h a l f of the owners as an e n t i r e t y . 

3.2 S p e c i f i c A u t h o r i t i e s and Duties. The matters w i t h respect 

t o which Working I n t e r e s t Owners s h a l l decide and take a c t i o n s h a l l 

i n c l u d e , but not be l i m i t e d t o , the f o l l o w i n g : 

3.2.1 Method of Operation. The method of o p e r a t i o n , 

i n c l u d i n g the type of pressure maintenance, secondary recovery, 

or other recovery program t o be employed. 

3.2.2 D r i l l i n g of Wells. The d r i l l i n g of any w e l l whether 

f o r p r o d u c t i o n of U n i t i z e d Substances, f o r use as an i n j e c t i o n 

w e l l , or f o r any other purposes. 

-2-



3.2.3 Well Recompletions and Change of Status. The recom

p l e t i o n , abandonment, or change of st a t u s of any v / e l l , or the 

use of any w e l l f o r i n j e c t i o n or other purposes. 

3.2.4 Expenditures. The making of any s i n g l e expenditure 

i n excess of Three Thousand Five Hundred D o l l a r s ($3,500.00); 

however, approval by Working I n t e r e s t Owners o f the d r i l l i n g , 

reworking, deepening, or plugging back of any v/ell s h a l l i n c l u d e 

approval o f a l l necessary expenditures r e q u i r e d t h e r e f o r , and 

f o r completing, t e s t i n g , and equipping w e l l , i n c l u d i n g neces

sary f l o w l i n e s , separators, and lease tankage. 

3.2.5 D i s p o s i t i o n of U n i t Equipment. The s e l l i n g or oth e r 

wise dis p o s i n g of any major item of su r p l u s " U n i t Equipment, i f 

the c u r r e n t p r i c e of nev/ equipment s i m i l a r t h e r e t o i s Five Hundred 

D o l l a r s ($500.00) or more. 

3.2.6 Appearance Before a Court or Regulatory Agency. The 

des i g n a t i n g of a r e p r e s e n t a t i v e t o appear before any c o u r t or 

r e g u l a t o r y agency i n matters p e r t a i n i n g t o U n i t Operations; how

ever, such d e s i g n a t i o n s h a l l n ot prevent any Working I n t e r e s t 

Owner from appearing i n person or from d e s i g n a t i n g another r e p r e 

s e n t a t i v e i n i t s own be h a l f . 

3.2.7 A u d i t s . The a u d i t i n g of the account of U n i t Operator 

p e r t a i n i n g t o U n i t Operations hereunder; however, the a u d i t s 

s h a l l 

(a) not be conducted more than once each year except 

upon the r e s i g n a t i o n or removal of U n i t Operator, 

(b) be made upon the approval of the m a j o r i t y of Working 

I n t e r e s t Owners other than U n i t Operator, a t the 

expense of a l l Working I n t e r e s t Owners other than 

U n i t Operator, 

(c) be made a t the expense of those Working I n t e r e s t 

Owners requesting such a u d i t , i f less than a m a j o r i t y 

of the Working I n t e r e s t Owners, other than U n i t 

Operator, request such an a u d i t , and 

-3-



(d) be made upon not less than t h i r t y (30) days' w r i t t e n 

n o t i c e t o U n i t Operator. 

3.2.8 I n v e n t o r i e s . The t a k i n g of p e r i o d i c i n v e n t o r i e s under 

the terms of E x h i b i t E. 

3.2.9 Technical Services. The a u t h o r i z i n g of charges of 

the j o i n t account f o r services by consultants or U n i t Operator's 

t e c h n i c a l personnel not covered by the overhead charges provided 

by E x h i b i t E. 

3.2.10 Assignments t o Committees. The appointment of 

committees t o study any problems i n connection w i t h U n i t 

Operations. 

3.2.11 The removal of U n i t Operator and the s e l e c t i o n 

of a successor. 

3.2.12 The enlargement o f U n i t Area. 

3.2.13 The adjustment and readjustment of investments. 

3.2.14 The t e r m i n a t i o n of U n i t Agreement. 

ARTICLE 4 

MANNER OF EXERCISING SUPERVISION 

4.1 Designation of Representatives. Each Working I n t e r e s t Owner 

s h a l l i n f o r m U n i t Operator i n w r i t i n g of the names and address of the 

r e p r e s e n t a t i v e and a l t e r n a t e who are authorized t o represent and bind 

such Working I n t e r e s t Owner w i t h respect t o U n i t Operations. The 

r e p r e s e n t a t i v e or a l t e r n a t e may be changed from, time t o time by w r i t t e n 

n o t i c e t o U n i t Operator. 

4.2 Meetings. A l l meetings of Working I n t e r e s t Owners s h a l l be 

c a l l e d by U n i t Operator upon i t s own motion or a t the request of one 

or more Working I n t e r e s t Owners having a t o t a l U n i t P a r t i c i p a t i o n 

of not less than f i v e percent ( 5 % ) . No meeting s h a l l be c a l l e d on 

less than f o u r t e e n (14) days' advance w r i t t e n n o t i c e , w i t h agenda 

f o r the meeting attached. Working I n t e r e s t Owners who a t t e n d the 

meeting may amend items included i n the agenda and may act upon an 

amended item or other items presented a t the meeting. The represen

t a t i v e , of U n i t Operator s h a l l be chairman of each meeting. 
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4.3 Vot i n g Procedure. Working I n t e r e s t Owners s h a l l decide a l l 

matters coming before them as f o l l o w s : 

4.3.1 V o t i n g I n t e r e s t . Each Working I n t e r e s t Owner s h a l l 

have a v o t i n g i n t e r e s t equal t o i t s U n i t P a r t i c i p a t i o n . 

4.3.2 Vote Required. Unless provided herein or i n the U n i t 

Agreement, Working I n t e r e s t Owners s h a l l determine a l l matters 

by the a f f i r m a t i v e vote of two (2) or more Working I n t e r e s t 

Owners having a combined v o t i n g i n t e r e s t of a t l e a s t s e v e n t y - f i v e 

percent (75%); provided, however, t h a t i f any Working I n t e r e s t 

Owner has a v o t i n g i n t e r e s t of t w e n t y - f i v e percent (25%) or 

more, i t s negative vote or f a i l u r e t o vote s h a l l not serve t o 

disapprove any motion, unless such vote i s supported by the vote 

of one or more Working I n t e r e s t Owners having a combined v o t i n g 

i n t e r e s t o f a t l e a s t seven percent (7%) ; and such a f f i r m a t i v e 

vote s h a l l be c o n t r o l l i n g on a l l p a r t i e s . 

4.3.3 Vote a t Meeting by Non-Attending Working I n t e r e s t 

Owner. Any Working I n t e r e s t Owner who i s not represented a t a 

meeting may vote on any agenda item by l e t t e r or telegram ad

dressed t o the r e p r e s e n t a t i v e of the U n i t Operator i f i t s vote 

i s received p r i o r t o the vote a t the meeting provided such item 

i s not amended a t the meeting. 

4.3.4, P o l l Votes. Working I n t e r e s t Owners may decide by 

l e t t e r or telegram any matter submitted i n w r i t i n g t o Working 

I n t e r e s t Owners. I f a meeting i s not requested, as provided i n 

Section 4.2, w i t h i n seven (7) days a f t e r a w r i t t e n proposal i s 

sent t o Working I n t e r e s t Owners, the vote taken by l e t t e r or 

telegram s h a l l become f i n a l . U n i t Operator w i l l give prompt 

n o t i c e of the r e s u l t s of such v o t i n g t o a l l Working I n t e r e s t 

Owners. 
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ARTICLE 5 

INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights. Working I n t e r e s t Owners s e v e r a l l y 

reserve t o themselves a l l t h e i r r i g h t s , except as otherwise provided, 

i n t h i s agreement and the U n i t Agreement. 

5.2 S p e c i f i c Rights. Each Working I n t e r e s t Owner s h a l l have, 

among o t h e r s , the f o l l o w i n g s p e c i f i c r i g h t s : 

5.2.1 Access t o U n i t Area. Access t o the U n i t Area a t 

a l l reasonable times t o inspect U n i t Operations, a l l w e l l s , 

and the records and data p e r t a i n i n g t h e r e t o . 

5.2.2 Reports. The r i g h t t o receive from U n i t Opercitor, 

upon w r i t t e n request, copies of a l l r e p o r t s of any governmental 

agency, r e p o r t s of crude o i l runs and stocks, i n v e n t o r y r e p o r t s , 

and a l l other i n f o r m a t i o n p e r t a i n i n g t o U n i t Operations. The 

cost o f ga t h e r i n g and f u r n i s h i n g i n f o r m a t i o n not o r d i n a r i l y f u r 

nished by U n i t Operator t o a l l Working I n t e r e s t Owners s h a l l be 

charged t o the Working I n t e r e s t Owner who requests the i n f o r m a t i o n . 

ARTICLE 6 

UNIT OPERATOR 

6.1 U n i t Operator. McClellan O i l Corporation i s hereby designated, 

as U n i t Operator. 

6.2 Resignation or Removal - Se l e c t i o n of Successor. The r e s i g - -

n a t i o n or removal o f U n i t Operator, and the s e l e c t i o n of a successor 

s h a l l be governed by the p r o v i s i o n s of the U n i t Agreement. 

ARTICLE 7 

AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7.1 Exclusive Right t o Operate U n i t . Subject t o the p r o v i s i o n s 

of t h i s agreement and t o i n s t r u c t i o n s from Working I n t e r e s t Owners, 

U n i t Operator s h a l l have the e x c l u s i v e r i g h t and be obi i g a t e d t o con

duct U n i t Operations. 

7.2 Workmanlike Conduct. U n i t Operator s h a l l conduct U n i t Opera

t i o n s i n a good and workmanlike manner as would a prudent operator under 



the same or s i m i l a r circumstances. U n i t Operator s h a l l f r e e l y c o n s u l t 

w i t h Working I n t e r e s t Owners and keep them informed of a l l matters 

which U n i t Operator, i n the exercise of i t s best judgment, considers 

important. U n i t Operator s h a l l not be l i a b l e t o Working I n t e r e s t Owners 

f o r damages, unless such damages r e s u l t from i t s gross negligence or 

w i l l f u l misconduct. 

7.3 Liens and Encumbrances. U n i t Operator s h a l l endeavor t o 

keep the lands and leases i n the U n i t Area and Un i t Equipment f r e e 

from a l l l i e n s and encumbrances occasioned by U n i t Operations, except 

the l i e n and s e c u r i t y i n t e r e s t of U n i t Operator granted hereunder. 

7.4 Employees. The number of employees used by U n i t Operator 

i n conducting U n i t Operations, t h e i r s e l e c t i o n , hours of l a b o r , and 

compensation s h a l l be determined by U n i t Operator. Such employees 

s h a l l be the employees of U n i t Operator. 

7 . 5 Records. U n i t Operator s h a l l keep c o r r e c t books, accounts, 

and records o f U n i t Operations. 

7.6 Reports t o Working I n t e r e s t Owners. U n i t Operator s h a l l 

f u r n i s h Working I n t e r e s t Owners monthly r e p o r t s of U n i t Operations. 

7.7 Reports t o Governmental A u t h o r i t i e s . U n i t Operator s h a l l 

make a l l r e p o r t s t o governmental a u t h o r i t i e s t h a t i t has the duty t o 

make as U n i t Operator. 

7.8 Engineering and Geological I n f o r m a t i o n . U n i t Operator s h a l l 

f u r n i s h t o a Working I n t e r e s t Owner, upon w r i t t e n request, a copy of 

a l l logs and othe r engineering and g e o l o g i c a l data p e r t a i n i n g t o w e l l s 

d r i l l e d f o r U n i t Operations. 

7.9 Expenditures. U n i t Operator i s aut h o r i z e d t o make s i n g l e 

expenditures not i n excess of Three Thousand Five Hundred D o l l a r s 

($3,500.00) w i t h o u t p r i o r approval of Working I n t e r e s t Owners. I f an 

emergency occurs, U n i t Operator may immediately make or i n c u r such 

expenditures as i n i t s o p i n i o n are r e q u i r e d t o deal w i t h the emergency. 

U n i t Operator s h a l l r e p o r t t o Working I n t e r e s t Owners, as promptly as 

p o s s i b l e , the nature of the emergency and the a c t i o n taken. 



7.10 Wells D r i l l e d by U n i t Operator. A l l w e l l s d r i l l e d by U n i t 

Operator s h a l l be a t the usual r a t e s p r e v a i l i n g i n the area. U n i t 

Operator may employ i t s own t o o l s and equipment, but the charge th e r e 

f o r s h a l l not exceed the usual r a t e s p r e v a i l i n g i n the area, and the 

work s h a l l be performed by U n i t Operator under the same terms and con

d i t i o n s as are usual i n the area i n c o n t r a c t s of independent c o n t r a c t o r s 

doing work of a s i m i l a r nature. 

7.11 Non-Consent Wells. A f t e r "Payout" (defined below) i f a l l 

p a r t i e s cannot m u t u a l l y agree upon the d r i l l i n g of any v/ell on the 

U n i t Area or upon the reworking, deepening or plugging back of a dry 

hole d r i l l e d a t the j o i n t expense of a l l p a r t i e s or a w e l l j o i n t l y 

owned by a l l the p a r t i e s and not then'producing i n paying q u a n t i t i e s 

on the U n i t Area, any p a r t y or p a r t i e s wishing t o d r i l l , rework, deepen 

or plug back such a w e l l may g i v e the other p a r t i e s v / r i t t e n n o t i c e 

of the proposed o p e r a t i o n , s p e c i f y i n g the work t o be performed, the 

l o c a t i o n , proposed depth, o b j e c t i v e formation and the estimated cost 

of the o p e r a t i o n . The p a r t i e s r e c e i v i n g such a n o t i c e s h a l l have 

t h i r t y (30) days (except as t o reworking, plugging back or d r i l l i n g 

deeper, where a d r i l l i n g r i g i s on l o c a t i o n , the p e r i o d s h a l l be l i m i t e d 

t o f o r t y - e i g h t (48) hours e x c l u s i v e of Saturday or Sunday) a f t e r r e c e i p t 

of the n o t i c e w i t h i n v/hich t o n o t i f y the p a r t i e s wishing t o do the 

work whether they e l e c t t o p a r t i c i p a t e i n the cost of the proposed 

o p e r a t i o n . F a i l u r e of a p a r t y r e c e i v i n g such a n o t i c e t o so r e p l y 

to i t w i t h i n the p e r i o d above f i x e d s h a l l c o n s t i t u t e an e l e c t i o n by 

t h a t p a r t y not t o p a r t i c i p a t e i n the cost of the proposed o p e r a t i o n . 

I f any p a r t y r e c e i v i n g such a n o t i c e e l e c t s not t o p a r t i c i p a t e i n 

the proposed o p e r a t i o n (such p a r t y or p a r t i e s being h e r e a f t e r r e f e r r e d 

to as "Non-Consenting P a r t y " ) , then i n order t o be e n t i t l e d to the 

b e n e f i t s of t h i s s e c t i o n , the p a r t y or p a r t i e s g i v i n g the n o t i c e and 

such other p a r t i e s as s h a l l e l e c t t o p a r t i c i p a t e i n the operation ( a l l 

such p a r t i e s being h e r e a f t e r r e f e r r e d t o as the "Consenting P a r t i e s 1 1 ) 

s h a l l , w i t h i n t h i r t y (30) days a f t e r the e x p i r a t i o n of the n o t i c e period 

of t h i r t y (30) days (or as promptly as p o s s i b l e a f t e r the e x p i r a t i o n 



o f the 4 8-hour p e r i o d where the d r i l l i n g r i g i s on l o c a t i o n , as the case 

may be) a c t u a l l y commence work on the proposed op e r a t i o n and complete 

i t w i t h due d i l i g e n c e . 

The e n t i r e cost and r i s k of conducting such operations s h a l l be 

borne by the Consenting P a r t i e s i n the p r o p o r t i o n s t h a t t h e i r r e s p e c t i v e 

i n t e r e s t s as shown i n E x h i b i t "B,; bear t o the t o t a l i n t e r e s t s of a l l 

Consenting P a r t i e s . Consenting P a r t i e s s h a l l keep the leasehold estates 

i n v o l v e d i n such operations f r e e and c l e a r of a l l l i e n s and encumbrances 

of every k i n d created by or a r i s i n g from the operations of the Consenting 

P a r t i e s . I f such an o p e r a t i o n r e s u l t s i n a dry hole , the Consenting 

P a r t i e s s h a l l p l u g and abandon the w e l l a t t h e i r sole cost, r i s k and 

expense. I f any w e l l d r i l l e d , reworked, deepened or plugged back under 

the p r o v i s i o n s of t h i s s e c t i o n r e s u l t s i n a producer of o i l and/or gas 

i n paying q u a n t i t i e s , the Consenting P a r t i e s s h a l l complete and equip 

the w e l l t o produce a t t h e i r sole cost and r i s k , and the w e l l s h a l l then 

be turned over t o Operator and s h a l l be operated by i t a t the expense 

and f o r the account o f the Consenting P a r t i e s . Upon commencement of 

operations f o r the d r i l l i n g , reworking, deepening or plugging back of 

any such w e l l by Consenting P a r t i e s i n accordance w i t h the p r o v i s i o n s 

of t h i s s e c t i o n , each Non-Consenting Party s h a l l be deemed t o have r e 

l i n q u i s h e d t o Consenting P a r t i e s , and the Consenting P a r t i e s s h a l l own 

and be e n t i t l e d t o r e c e i v e , i n p r o p o r t i o n t o t h e i r r e s p e c t i v e i n t e r e s t s , 

a l l of such Non-Consenting Party's i n t e r e s t i n the w e l l , i t s leasehold 

o p e r a t i n g r i g h t s , and share of pro d u c t i o n allowed t o the Tr a c t upon v/hich 

such w e l l i s l o c a t e d u n t i l the proceeds or market value t h e r e o f ( a f t e r 

deducting p r o d u c t i o n taxes, r o y a l t y , o v e r r i d i n g r o y a l t y and other i n 

t e r e s t s payable out o f or measured by the pr o d u c t i o n from such v/ell 

accruing w i t h respect t o such i n t e r e s t u n t i l i t r e v e r t s ) s h a l l equal 

the t o t a l of the f o l l o w i n g : 

(A) 100% of each such Non-Consenting Party's share of the cost c f any 

newly acquired surface equipment beyond the wellhead connections 

( i n c l u d i n g , but not limted. t o , stock tanks, separators, t r e a t e r s , 

pumping equipment and p i p i n g ) , plus 100% of each such Non-Consenting 



Party's share of the cost of op e r a t i o n of the w e l l commencing w i t h 

f i r s t p r o d u c t i o n and c o n t i n u i n g u n t i l each such Non-Consenting 

Party's r e l i n q u i s h e d i n t e r e s t s h a l l r e v e r t t o i t under other pro

v i s i o n s of t h i s s e c t i o n , i t being agreed t h a t each Non-Consenting 

Party's share of such costs and equipment w i l l be t h a t i n t e r e s t 

which would have been chargeable t o each Non-Consenting Party had 

i t p a r t i c i p a t e d i n the w e l l from the beginning of the o p e r a t i o n ; 

and 

(B) 125% of t h a t p o r t i o n of the costs and expenses of d r i l l i n g , r e 

working, deepening or plugging back, t e s t i n g and completing, a f t e r 

deducting any cash c o n t r i b u t i o n s received under Section 25, and 

12 5% of t h a t p o r t i o n of the cost of newly acquired equipment i n .the 

w e l l ( to and i n c l u d i n g the wellhead connections) , v/hich would have 

been chargeable t o such Non-Consenting Party i f i t had p a r t i c i p a t e d 

t h e r e i n . 

I n the case of any reworking, plugging back or deeper d r i l l i n g 

o p e r a t i o n s , the Consenting P a r t i e s s h a l l be p e r m i t t e d t o use, f r e e of 

cost , a l l casing, t u b i n g and other equipment i n the w e l l , but the owner

ship of a l l such equipment s h a l l remain unchanged; and upon abandonment 

of a w e l l a f t e r such reworking, plugging back or deeper d r i l l i n g , the 

Consenting P a r t i e s s h a l l account f o r a l l such equipment t o the owners 

t h e r e o f , w i t h each p a r t y r e c e i v i n g i t s p r o p o r t i o n a t e p a r t i n k i n d or i n 

value. 

W i t h i n s i x t y (60) days a f t e r the completion of any o p e r a t i o n under 

t h i s s e c t i o n , the p a r t y conducting the operations f o r the Consenting 

P a r t i e s s h a l l f u r n i s h each Non-Consenting Party v/ith an i n v e n t o r y of 

the equipment i n and connected t o the w e l l , and an itemized statement 

of the cost o f d r i l l i n g , deepening, plugging back, t e s t i n g , completing, 

and equipping the v/ell f o r p r o d u c t i o n ; or, a t i t s o p t i o n , the operating 

p a r t y i n l i e u of an it e m i z e d statement of such costs of o p e r a t i o n , may 

submit a d e t a i l e d statement of monthly b i l l i n g s . Each month t h e r e a f t e r , 

during the time the Consenting P a r t i e s are being reimbursed as provided 



above, the Consenting P a r t i e s s h a l l f u r n i s h the Non-Consenting P a r t i e s 

w i t h an it e m i z e d statement of a l l costs and l i a b i l i t i e s i n c u r r e d i n the 

o p e r a t i o n of the w e l l , together w i t h a statement of the q u a n t i t y of 

o i l and gas produced from i t and the amount of proceeds r e a l i z e d from 

the sale of the w e l l ' s working i n t e r e s t production during the preceding 

month. Any amount r e a l i z e d from the sale or other d i s p o s i t i o n of equip

ment newly acquired i n connection w i t h any such o p e r a t i o n which would 

have been owned by a Non-Consenting Party had i t p a r t i c i p a t e d t h e r e i n 

s h a l l be c r e d i t e d against the t o t a l unreturned costs of the work done 

and of the equipment purchased, i n determining when the i n t e r e s t of such 

Non-Consenting Party s h a l l r e v e r t t o i t as above provided; i f there i s 

a c r e d i t balance i t s h a l l be paid t o such Non-Consenting Party. 

I f and when the Consenting P a r t i e s recover from a Non-Consenting 

Party's r e l i n q u i s h e d i n t e r e s t the amounts provided f o r above, the r e l i n 

quished i n t e r e s t s of such Non-Consenting Party s h a l l a u t o m a t i c a l l y 

r e v e r t t o i t and from and a f t e r such r e v e r s i o n such Non-Consenting Party 

s h a l l own the same i n t e r e s t i n such w e l l , the o p e r a t i n g r i g h t s and 

working i n t e r e s t t h e r e i n , the m a t e r i a l and equipment i n or p e r t a i n i n g 

t h e r e t o , and the p r o d u c t i n g therefrom as such Non-Consenting Party 

would have owned had i t p a r t i c i p a t e d i n the d r i l l i n g , reworking, deepen

in g or plugging back of sai d w e l l . T h e r e a f t e r , such Non-Consenting 

Party s h a l l be charged w i t h and s h a l l pay i t s p r o p o r t i o n a t e p a r t of the 

f u r t h e r costs o f the o p e r a t i o n of said v/ell i n accordance w i t h the terms 

of t h i s agreement and the accounting procedure schedule, E x h i b i t "D", 

attached hereto. 

"Payout" i s d e f i n e d t o mean 7:00 a.m. l o c a l time on the f i r s t day 

of the month f o l l o w i n g the month i n which Working I n t e r e s t Owners have 

received, proceeds from the sale of U n i t i z e d Substances a t t r i b u t a b l e to 

the net working i n t e r e s t i n the leases covered by the U n i t Area ( a f t e r 

p r o d u c t i o n taxes but p r i o r t o income t a x e s ) , 100% of a l l costs expended 

by such Working I n t e r e s t Owners i n i n i t i a t i n g a w a t e r f l o o d p r o j e c t f o r 

secondary recovery of U n i t i z e d Substances on a l l Tracts i n the U n i t Area, 



i n c l u d i n g but not l i m i t e d t o reworking e x i s t i n g w e l l s , d r i l l i n g supple

mental w e l l s , purchasing and i n s t a l l i n g w e l l and secondary recovery 

equipment, conducting U n i t Operations under the U n i t Operating Agreement 

and i t s e x h i b i t s . 

ARTICLE 8 

TAXES 

8.1 Ad Valorem Taxes. Beginning w i t h the f i r s t calendar year 

a f t e r the E f f e c t i v e Date hereof (defined i n Section 19.1 h e r e o f ) , U n i t 

Operator s h a l l make and f i l e a l l necessary ad valorem tax r e n d i t i o n s 

and r e t u r n s w i t h the proper t a x i n g ..authorities w i t h respect t o a l l 

p r o p e r t y of each Working I n t e r e s t Owner used or held by U n i t Operator 

f o r U n i t Operations. U n i t Operator s h a l l ; . s e t t l e assessments e i r i s i n g 

therefrom. A l l such ad valorem taxes s h a l l be paid by U n i t Operator and 

charged t o the j o i n t account; however, i f the i n t e r e s t of a Working 

I n t e r e s t Owner i s su b j e c t t o a separately assessed o v e r r i d i n g r o y a l t y 

i n t e r e s t , p r o d u c t i o n payment, or other i n t e r e s t i n excess of a one-eighth 

(1/8) r o y a l t y , such Working I n t e r e s t Owner s h a l l n o t i f y U n i t Operator 

of such i n t e r e s t p r i o r t o the r e n d i t i o n date and s h a l l be given c r e d i t 

f o r the r e d u c t i o n i n taxes paid r e s u l t i n g therefrom. 

8.2 Other Taxes. Each Working I n t e r e s t Owner s h a l l pay or cause 

t o be pai d a l l p r o d u c t i o n , severance, g a t h e r i n g , and other taxes im

posed or w i t h respect t o the produc t i o n or handling of i t s share of 

U n i t i z e d Substances. 

ARTICLE 9 

INSURANCE 

9.1 Insurance. U n i t Operator, w i t h respect t o the U n i t Operations, 

s h a l l do the f o l l o w i n g : 

9.1.1 Comply w i t h the Workmen's Compensation Laws of the 

State of New Mexico. 

9.1.2 Carry Employer's L i a b i l i t y and other insurance r e 

q u i r e d by the laws of the State of Nev/ Mexico. 

9.1.3 U n i t Operator s h a l l r e q u i r e a l l c o n t r a c t o r s engaged 

i n work i n or on the U n i t Area t o c a r r y insurance f o r the bene

f i t and p r o t e c t i o n of the Working I n t e r e s t Owners c o n s i s t e n t 

w i t h U n i t Operator's minimum requirements. 



9.2 Other Insurance. U n i t Operator s h a l l not be r e q u i r e d t o 

ca r r y any other insurance f o r the j o i n t account of the p a r t i e s hereto. 

Any p a r t y may, a t i t s own expense, acquire such insurance as i t deems 

proper t o p r o t e c t i t s e l f against any claims, losses, damages or de

s t r u c t i o n r e s u l t i n g from U n i t Operations. 

ARTICLE 10 

ADJUSTMENT OF INVESTMENTS 

10.1 Personal Property Taken Over. Upon the E f f e c t i v e Date, 

Working I n t e r e s t Owners s h a l l d e l i v e r t o U n i t Operator the f o l l o w i n g : 

10.1.1 Wells. A l l w e l l s completed i n the U n i t i z e d 

Formation. 

10.1.2 Well and Lease Equipment. The casing and t u b i n g 

i n each such v / e l l , the wellhead connections thereon, and a l l 

other lease and op e r a t i n g equipment t h a t i s used i n the opera

t i o n o f such w e l l s which Working I n t e r e s t Owners determine i s 

necessary or d e s i r a b l e f o r conducting U n i t Operations. 

10.1.3 Records. A copy of a l l pr o d u c t i o n and w e l l records 

f o r such w e l l s . 

10.2 I n v e n t o r y and Eva l u a t i o n of Personal Property. Working 

I n t e r e s t Owners s h a l l , on the E f f e c t i v e Date or as soon t h e r e a f t e r as 

p r a c t i c a b l e , and a t U n i t Expense, i n v e n t o r y and evaluate i n accordance 

w i t h the p r o v i s i o n s of E x h i b i t E the personal p r o p e r t y taken over under 

Sections 10.1.1 and 10.1.2, except t h a t casing s h a l l be i n v e n t o r i e d 

f o r record purposes, b ut s h a l l be excluded from p r i c i n g and investment 

adjustment. Such i n v e n t o r y s h a l l i n c l u d e and be l i m i t e d t o those items 

of equipment i n d i c a t e d t o be c o n t r o l l a b l e i n the 19 6 7 e d i t i o n of the 

M a t e r i a l C l a s s i f i c a t i o n Manual prepared by the Council of Petroleum 

Accountants S o c i e t i e s of North America (COPAS), except t h a t sucker 

rods and other items as agreed upon by Working I n t e r e s t Owners may be 

incl u d e d on the i n v e n t o r y i n order t o insure a more e q u i t a b l e adjustmen 

of investments. A l l other n o n - c o n t r o l l a b l e items of lease and w e l l 

equipment i n s t a l l e d w i t h i n the U n i t Area, although excluded from the 



i n v e n t o r y , s h a l l nevertheless be taken over by the Unit Operator. 

Immediately f o l l o w i n g the completion of such i n v e n t o r y , the m a t e r i a l and 

equipment taken over under Section 10.1.2 s h a l l be p r i c e d i n accordance 

w i t h p r o v i s i o n s of Section IV, paragraph 2 of E x h i b i t E, Accounting 

Procedure, or a t an appraised value as determined by the Working I n t e r e s t 

Owners. P r i c i n g s h a l l be performed under the sup e r v i s i o n o f , by the 

personnel o f , and i n the o f f i c e s o f , the U n i t Operator, w i t h the other 

Working I n t e r e s t Owners f u r n i s h i n g such a d d i t i o n a l p r i c i n g help as may 

be a v a i l a b l e and necessary. 

10.3 Investment Adjustment. Upon approval by Working I n t e r e s t 

Owners of the i n v e n t o r y and e v a l u a t i o n , each Working I n t e r e s t Owner 

s h a l l be c r e d i t e d w i t h the value of i t s i n t e r e s t i n a l l personal 

p r o p e r t y taken over under Section 10.1.2, and s h a l l be charged w i t h 

an amount equal t o t h a t obtained by m u l t i p l y i n g the t o t a l value of a l l 

personal p r o p e r t y taken over under Section 10.1.2 by such Working 

I n t e r e s t Owner's Phase I I U n i t P a r t i c i p a t i o n as shown i n E x h i b i t D. 

I f the charge aga i n s t any Working I n t e r e s t Owner i s g r e a t e r than the 

amount c r e d i t e d t o such Working I n t e r e s t Owner, the r e s u l t i n g net 

charge s h a l l be an item of U n i t Expense chargeable against such Work

in g I n t e r e s t Owner. I f the c r e d i t t o any Working I n t e r e s t Owner i s 

gr e a t e r than the amount charged against such Working I n t e r e s t Owner, 

the r e s u l t i n g n et c r e d i t s h a l l be paid t o such Working I n t e r e s t Owner 

by U n i t Operator out of funds received by i t i n settlement of the net 

charges described above. 

10.4 General F a c i l i t i e s . The a c q u i s i t i o n of warehouses, warehouse 

stocks, lease houses, camps, f a c i l i t y systems, and o f f i c e b u i l d i n g s 

necessary f o r U n i t Operations s h a l l be by n e g o t i a t i o n by the ov/ners 

t h e r e o f and U n i t Operator, s u b j e c t t o the approval o f Working I n t e r e s t 

Owners. There s h a l l be no adjustment f o r lease roads or appurtenances 

t h e r e t o . 

10.5 Ownership of Personal Property and F a c i l i t i e s . Each Working 

I n t e r e s t Owner, i n d i v i d u a l l y , s h a l l by v i r t u e hereof own an undivided 



i n t e r e s t , equal t o i t s Phase I I U n i t P a r t i c i p a t i o n , i n a l l personal 

p r o p e r t y and f a c i l i t i e s taken over or otherwise acquired by U n i t 

Operator pursuant t o t h i s agreement. 

ARTICLE 11 

UNIT EXPENSE 

11.1 Basis of Charge t o Working I n t e r e s t Owners. U n i t Operator 

i n i t i a l l y s h a l l pay a l l U n i t Expense. A l l charges, c r e d i t s , and account 

in g f o r U n i t Expense s h a l l be i n accordance w i t h E x h i b i t E. Each Workin 

I n t e r e s t Owner s h a l l reimburse the U n i t Operator for. i t s share of U n i t 

Expense as f o l l o w s : 

11.1.1 Operating Costs and Expenditures. A l l o p e r a t i n g 

costs and expenses s h a l l be shared and borne by Working I n t e r e s t 

Owners i n p r o p o r t i o n t o t h e i r then e f f e c t i v e U n i t P a r t i c i p a t i o n . 

11.1.2 Investment Expenditures. Beginning a t 7:00 a.m. 

on the E f f e c t i v e Date hereof, a l l c a p i t a l expenditures s h a l l 

be shared and borne by the Working I n t e r e s t Owners i n accordance 

w i t h t h e i r Phase I I U n i t P a r t i c i p a t i o n . 

11.2 Budgets. Before or as soon as p r a c t i c a l a f t e r the E f f e c t i v e 

Date, U n i t Operator s h a l l prepare a budget of estimated U n i t Expense 

f o r the remainder of the calendar year, and, on or before the f i r s t 

day of each October t h e r e a f t e r , shall, prepare such a budget f o r the 

ensuing calendar year. A budget s h a l l set f o r t h the estimated U n i t 

Expense by q u a r t e r l y p e r i o d s . ' Budgets s h a l l be estimated o n l y , and 

s h a l l be adjusted or c o r r e c t e d by Working I n t e r e s t Owners and U n i t 

Operator whenever an adjustment or c o r r e c t i o n i s proper. A copy of 

each budget and adjusted budget s h a l l be f u r n i s h e d promptly to each 

Working I n t e r e s t Owner. 

11.3 Advance B i l l i n g s . U n i t Operator s h a l l have the r i g h t w i t h o u t 

p r e j u d i c e t o other r i g h t s or remedies t o r e q u i r e Working I n t e r e s t Owners 

to advance t h e i r r e s p e c t i v e shares of estimated U n i t Expense by submit

t i n g t o Working I n t e r e s t Owners, on or before the 15th day of any month, 

an itemized estimate t h e r e o f f o r the succeeding month, w i t h a request 

f o r payment i n advance. W i t h i n f i f t e e n (15) days a f t e r r e c e i p t of the 



estimate, each Working I n t e r e s t Owner s h a l l pay to U n i t Operator i t s 

share of such estimate. Adjustments between estimated and a c t u a l U n i t 

Expense s h a l l be made by U n i t Operator a t the close of each 'calendar 

month, and the accounts of Working I n t e r e s t Owners s h a l l be adjusted 

a c c o r d i n g l y . 

11.4 Commingling of Funds. No funds received by U n i t Operator 

und.er t h i s agreement need be segregated or maintained by i t as a separate 

fund, but may be commingled w i t h i t s own funds. 

11.5 L i e n and S e c u r i t y I n t e r e s t of U n i t Operator. Each Working 

I n t e r e s t Owner grants t o U n i t Operator a l i e n upon i t s O i l and Gas 

Rights i n each T r a c t , and a s e c u r i t y i n t e r e s t i n i t s share of U n i t i z e d 

Substances when e x t r a c t e d , and i n i t s i n t e r e s t i n a l l U n i t Equipment, 

t o secure payment of i t s share of U n i t Expense, together w i t h i n t e r e s t 

thereon a t the r a t e of ten percent (10%) per annum. To the extent t h a t 

U n i t Operator has a s e c u r i t y i n t e r e s t under the Uniform Commercial 

Code of the State of New Mexico, U n i t Operator s h a l l be e n t i t l e d t o 

exercise the r i g h t s and remedies of a secured p a r t y under sa i d Code. 

The b r i n g i n g of a s u i t and the o b t a i n i n g of judgment by the U n i t Operator 

f o r the secured indebtedness s h a l l not be deemed an e l e c t i o n of remedies 

or otherwise a f f e c t the l i e n r i g h t s or s e c u r i t y i n t e r e s t as s e c u r i t y f o r 

the payment t h e r e o f . I n a d d i t i o n , upon d e f a u l t by any Working I n t e r e s t 

Owner i n the payment of i t s share of U n i t Expense, U n i t Operator s h a l l 

have the r i g h t , w i t h o u t p r e j u d i c e t o other r i g h t s or remedies, t o c o l l e c t 

from the purchaser the proceeds from the sale o f such Working I n t e r e s t 

Owner's share o f U n i t i z e d Substances u n t i l the amount owed by such 

Working I n t e r e s t Owner, plus i n t e r e s t , has been paid. Each purchaser 

s h a l l be e n t i t l e d t o r e l y upon U n i t Operator's w r i t t e n statement con

cerning the amount of any d e f a u l t . 

11.6 Unpaid U n i t Expense. I f any Working I n t e r e s t Owner f a i l s 

t o pay i t s share of U n i t Expense w i t h i n s i x t y (60) days a f t e r r e n d i t i o n 

of a statement t h e r e f o r by U n i t Operator, each Working I n t e r e s t Owner 

agrees, upon request by U n i t Operator, t o pay i t s p r o p o r t i o n a t e p a r t 

of the unpaid, share of U n i t Expense of the d e f a u l t i n g Working I n t e r e s t 



Owner. The Working I n t e r e s t Owners t h a t pay the share of U n i t Expense 

of a d e f a u l t i n g Working I n t e r e s t Owner s h a l l be reimbursed by the U n i t 

Operator f o r the amount so p a i d , plus any i n t e r e s t c o l l e c t e d thereon, 

upon r e c e i p t by U n i t Operator of any past due amount c o l l e c t e d from the 

d e f a u l t i n g Working I n t e r e s t Owner. Any Working I n t e r e s t Owner so paying 

a d e f a u l t i n g Working I n t e r e s t Owner's share of U n i t Expense s h a l l be sub

rogated to- the l i e n and other r i g h t s h e r e i n granted U n i t Operator. 

11.7 Carved-Out I n t e r e s t . I f any Working I n t e r e s t Owner s h a l l , 

a f t e r executing t h i s agreement, create an o v e r r i d i n g r o y a l t y , p r o d u c t i o n 

payment, net proceeds i n t e r e s t , c a r r i e d i n t e r e s t , or any other i n t e r e s t 

out of i t s Working I n t e r e s t , such carved-out i n t e r e s t . s h a l l be s u b j e c t 

to the terms and p r o v i s i o n s of t h i s agreement, s p e c i f i c a l l y i n c l u d i n g , 

but w i t h o u t l i m i t a t i o n , Section 11.5 hereof e n t i t l e d "Lien and S e c u r i t y 

I n t e r e s t of U n i t Operator". I f the Working I n t e r e s t Owner c r e a t i n g 

such carved-out i n t e r e s t (a) f a i l s t o pay any U n i t Expense chargeable 

t o such Working I n t e r e s t Owner under t h i s agreement, and the p r o d u c t i o n 

of U n i t i z e d Substances accruing t o the c r e d i t of such Working I n t e r e s t 

Owner i s i n s u f f i c i e n t f o r t h a t purpose, or (b) withdraws from t h i s 

agreement under the terms and p r o v i s i o n s of A r t i c l e 17 hereof, the 

carved-out i n t e r e s t s h a l l be chargeable w i t h a pro r a t a p o r t i o n of 

a l l U n i t Expense i n c u r r e d hereunder, the same as though such carved-out 

i n t e r e s t were a Working I n t e r e s t , and U n i t Operator s h a l l have the r i g h t 

t o enforce against such carved-out i n t e r e s t the l i e n and a l l other r i g h t s 

granted i n Section 11.5 f o r the purpose of c o l l e c t i n g the U n i t Expense 

chargeable t o the carved-out i n t e r e s t . 

11.8 Uncommitted Royalty I n t e r e s t and O v e r r i d i n g Royalty I n t e r e s t . 

Should an owner of a Royalty I n t e r e s t or O v e r r i d i n g Royalty I n t e r e s t i n 

any T r a c t f a i l t o become a p a r t y of the U n i t Agreement, and, as a r e s u l t 

t h e r e o f , the a c t u a l Royalty I n t e r e s t and/or O v e r r i d i n g Royalty I n t e r e s t 

payments w i t h respect t o such Tract are more or less than the Royalty 

I n t e r e s t and/or O v e r r i d i n g Royalty I n t e r e s t payments computed on the 

basis of the U n i t i z e d Substances t h a t are a l l o c a t e d t o such Tract under 
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the U n i t Agreement, the d i f f e r e n c e s h a l l be borne by or in u r e t o the 

b e n e f i t of Working I n t e r e s t Owners, i n p r o p o r t i o n t o t h e i r r e s p e c t i v e 

U n i t P a r t i c i p a t i o n ; however, the d i f f e r e n c e t o be borne by Or in u r e to 

the b e n e f i t of Working I n t e r e s t Owners s h a l l not exceed an amount com

puted on the basis of one-eighth (1/8) of the d i f f e r e n c e between the 

U n i t i z e d Substances a l l o c a t e d t o the T r a c t and the U n i t i z e d Substances 

produced from the T r a c t . Such adjustments s h a l l be made by charges and 

c r e d i t s t o the j o i n t account. 

ARTICLE 12 

NON-UNITIZED FORMATIONS 

12.1 Right t o Operate. Any Working I n t e r e s t Owner t h a t nov; has 

or h e r e a f t e r acquires the r i g h t t o d r i l l f o r and produce o i l , gas, or 

other m i n e r a l s , from a for m a t i o n u n d e r l y i n g the U n i t Area, other than 

the U n i t i z e d Formation, s h a l l have the r i g h t t o do so no t w i t h s t a n d i n g 

t h i s agreement or the U n i t Agreement. I n e x e r c i s i n g the r i g h t , however 

such Working I n t e r e s t Owner s h a l l exercise care t o prevent unreasonable 

i n t e r f e r e n c e w i t h U n i t Operations. No Working I n t e r e s t s h a l l produce 

U n i t i z e d Substances through any w e l l d r i l l e d or operated by i t . I f any 

Working I n t e r e s t Owner d r i l l s any w e l l i n t o or through the U n i t i z e d 

Formation, the U n i t i z e d Formation s h a l l be pr o t e c t e d i n a manner s a t i s 

f a c t o r y t o Working I n t e r e s t Owners so t h a t the produc t i o n of U n i t i z e d 

Substances w i l l not be a f f e c t e d adversely. 

12.2 M u l t i p l e Completions. On and a f t e r the E f f e c t i v e Date 

hereof, no w e l l s h a l l be m u l t i p l y completed t o produce from the U n i t i z e 

Formation and any othe r formation w i t h o u t p r i o r consent of the Working 

I n t e r e s t Owners. I n the event such consent i s given, such m u l t i p l e 

completion s h a l l be sub j e c t t o terms and c o n d i t i o n s as may be pre s c r i b e 

by Working I n t e r e s t Owners. 

ARTICLE 13 

TITLES 

13.1 Warranty and Indemnity . Each Working I n t e r e s t Owner repre

sents and warrants t h a t i t i s the owner of the r e s p e c t i v e working i n 

t e r e s t s set f o r t h opposite i t s name i n E x h i b i t D, and agrees to indem

n i f y and h o l d harmless the other Working I n t e r e s t Owners from any loss 



due t o f a i l u r e , i n whole or i n p a r t , of i t s t i t l e to such i n t e r e s t , 

except f a i l u r e t o t i t l e a r i s i n g because of U n i t Operations; however, 

such indemnity and any l i a b i l i t y f o r breach of warranty shall, be l i m i t e d 

t o an amount equal t o the net value t h a t has been received from, the sale 

or r e c e i p t of U n i t i z e d Substances a t t r i b u t e d t o the i n t e r e s t as to which 

t i t l e f a i l e d . Each f a i l u r e of t i t l e v / i l l be deemed t o be e f f e c t i v e , 

i n s o f a r as t h i s agreement i s concerned, as of 7:00 a.m. on the f i r s t 

day of the calendar month i n v/hich such f a i l u r e i s f i n a l l y determined, 

and t h e r e s h a l l be no r e t r o a c t i v e adjustment of U n i t Expense, or r e t r o 

a c t i v e a l l o c a t i o n of U n i t i z e d Substances or the proceeds therefrom, as~" • 

a r e s u l t of t i t l e f a i l u r e . 

13.2 F a i l u r e Because of U n i t Operations. The f a i l u r e of t i t l e 

t o any Working I n t e r e s t i n any T r a c t because of U n i t Operations, i n 

c l u d i n g non-production from such T r a c t , s h a l l not change the U n i t 

P a r t i c i p a t i o n of the Working I n t e r e s t Owner whose t i t l e f a i l e d i n r e 

l a t i o n t o the U n i t P a r t i c i p a t i o n s of the other Working I n t e r e s t Owners 

at the time o f t i t l e f a i l u r e . 

ARTICLE 14 

LIABILITY, CLAIMS, AND SUITS 

14.1 I n d i v i d u a l L i a b i l i t y . The d u t i e s , o b l i g a t i o n s , and l i a b i l 

i t i e s of Working I n t e r e s t Owners s h a l l be several and not j o i n t or 

c o l l e c t i v e ; and n o t h i n g h e r e i n s h a l l ever be construed as c r e a t i n g a 

p a r t n e r s h i p o f any k i n d , j o i n t venture, a s s o c i a t i o n , or t r u s t among 

Working I n t e r e s t Owners. 

14.2 Settlements. U n i t Operator may s e t t l e any s i n g l e damage 

c l a i m or s u i t i n v o l v i n g U n i t Operations i f the expenditure does not 

exceed Three Thousand Five Hundred D o l l a r s ($3,500.00) and i f the pay

ment i s i n complete settlement of such cl a i m or s u i t . I f the amount 

r e q u i r e d f o r s e t t l e m e n t exceeds the above amount, Working I n t e r e s t Owner 

s h a l l assume and take over the f u r t h e r handling of the c l a i m or s u i t 

unless such a u t h o r i t y i s expressly delegated t o U n i t Operator. A l l 

costs and expense of h a n d l i n g , s e t t l i n g , or otherwise d i s c h a r g i n g such 

c l a i m or s u i t s h a l l be an item of U n i t Expense. I f a claim, i s made 



against any Working I n t e r e s t Owner or i f any Working I n t e r e s t Owner i s 

sued on account of any matter a r i s i n g from U n i t Operations over which 

such Working I n t e r e s t Owner i n d i v i d u a l l y has no c o n t r o l because of the 

r i g h t s given Working I n t e r e s t Owners and Un i t Operator by t h i s agreement 

and the U n i t Agreement, the Working I n t e r e s t Owner s h a l l immediately 

n o t i f y the U n i t Operator, and the clai m or s u i t s h a l l be t r e a t e d as 

any other c l a i m or s u i t i n v o l v i n g U n i t Operations. 

ARTICLE 15 

LAWS AND REGULATIONS 

15.1 I n t e r n a l Revenue P r o v i s i o n . Notwithstanding any p r o v i s i o n s 

h e r e i n t h a t the r i g h t s and l i a b i l i t i e s of the p a r t i e s hereunder are 

several and not j o i n t or c o l l e c t i v e , or t h a t t h i s agreement and the-

operations hereunder s h a l l not c o n s t i t u t e a p a r t n e r s h i p , i f f o r Federal 

income t a x purposes t h i s agreement and the operations hereunder are r e 

garded as a p a r t n e r s h i p , then each of the p a r t i e s hereto e l e c t s t o be 

excluded from the a p p l i c a t i o n of a l l of the p r o v i s i o n s of Subchapter K, 

Chapter 1, S u b t i t l e A, of the I n t e r n a l Revenue Code of 1954, as p e r m i t t e d 

and a u t h o r i z e d by Section 761 of the Code and the r e g u l a t i o n s promul

gated thereunder. U n i t Operator i s hereby authorized and d i r e c t e d t o 

execute on behalf of each of the p a r t i e s hereto such evidence of t h i s 

e l e c t i o n as may be r e q u i r e d by the Secretary of the Treasury of the 

United States or the Federal I n t e r n a l Revenue Service, i n c l u d i n g s p e c i f i 

c a l l y , but not by way of l i m i t a t i o n , a l l of the r e t u r n s , statements, and 

the data r e q u i r e d by Federal Regulations 1.761-1(a). Should there be 

any requirement t h a t each p a r t y hereto f u r t h e r evidence t h i s e l e c t i o n , 

each p a r t y hereto agrees t o execute such documents and f u r n i s h such other 

evidence as may be r e q u i r e d by the Federal I n t e r n a l Revenue Service 

or as may be necessary t o evidence t h i s e l e c t i o n . Each p a r t y hereto 

f u r t h e r agrees not t o give any n o t i c e s or take any other a c t i o n incon

s i s t e n t w i t h the e l e c t i o n made hereby. I f any present or f u t u r e income 

tax laws of the s t a t e or states i n which the U n i t Area i s l o c a t e d , or 

any f u t u r e income tax law of the United States, c o n t a i n p r o v i s i o n s 
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s i m i l a r t o those i n Subchapter K, Chapter 1, S u b t i t l e A, of the I n t e r n a l 

Revenue Code of 1954, under which an e l e c t i o n s i m i l a r t o t h a t provided 

by Section 761 of the Code i s p e r m i t t e d , each of the p a r t i e s agrees to 

make such e l e c t i o n as may be pe r m i t t e d or re q u i r e d by such laws. I n 

making t h i s e l e c t i o n , each of the p a r t i e s s t a t e s t h a t the income derived 

by such p a r t y from the operations under t h i s agreement can be adequately 

determined w i t h o u t the computation of p a r t n e r s h i p taxable income. 

ARTICLE 16 

NOTICES 

16.1 N o t i c e s . A l l n o t i c e s r e q u i r e d hereunder s h a l l be i n w r i t i n g 

and s h a l l be deemed t o have been p r o p e r l y served when sent by m a i l or 

telegram t o the address of the r e p r e s e n t a t i v e of each Working I n t e r e s t 

Owner as f u r n i s h e d t o U n i t Operator i n accordance w Tith A r t i c l e 4. 

ARTICLE 17 

WITHDRAWAL OF WORKING INTEREST OWNER 

17.1 Withdrawal. A Working I n t e r e s t Owner may withdraw from 

t h i s agreement by t r a n s f e r r i n g , w i t h o u t warranty t o t i t l e , e i t h e r 

express or i m p l i e d , t o the other Working I n t e r e s t Owners, a l l i t s O i l 

and Gas Rights, e x c l u s i v e of Royalty I n t e r e s t s , together w i t h i t s i n 

t e r e s t i n a l l U n i t Equipment and i n a l l w e l l s used i n U n i t Operations. 

Such t r a n s f e r s h a l l not r e l i e v e the Working I n t e r e s t Owner from any 

o b l i g a t i o n or l i a b i l i t y i n c u r r e d p r i o r t o the date o f d e l i v e r y of the 

instrument of t r a n s f e r . The i n t e r e s t t r a n s f e r r e d s h a l l be owned by 

the t r a n s f e r e e s i n p r o p o r t i o n t o t h e i r r e s p e c t i v e U n i t P a r t i c i p a t i o n s . 

The t r a n s f e r e e s , i n p r o p o r t i o n t o the r e s p e c t i v e i n t e r e s t so acquired, 

s h a l l pay t r a n s f e r o r , f o r i t s i n t e r e s t i n U n i t Equipment, the net 

salvage value t h e r e o f as determined by Working I n t e r e s t Owners. A f t e r 

the date of d e l i v e r y of the instrument of t r a n s f e r , the withdrawing 

Working I n t e r e s t Owner s h a l l be r e l i e v e d from a l l f u r t h e r o b l i g a t i o n s 

and l i a b i l i t y hereunder and under the U n i t Agreement, and the r i g h t s 

of such Working I n t e r e s t Owner hereunder and under the U n i t Agreement 

s h a l l cease i n s o f a r as they e x i s t e d by v i r t u e of the i n t e r e s t t r a n s f e r r e d . 
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ARTICLE 18 

ABANDONMENT OF WELLS 

18.1 Rights of Former Owners. I f Working I n t e r e s t Owners decide 

t o permanently abandon any w e l l w i t h i n the U n i t Area p r i o r to t e r m i n a t i o n 

of the U n i t Agreement, U n i t Operator s h a l l give w r i t t e n n o t i c e thereof 

t o Working I n t e r e s t Owners of the Tract on which the w e l l i s l o c a t e d , 

and they s h a l l have the o p t i o n f o r a pe r i o d o f n i n e t y (90) days a f t e r 

the sending of such n o t i c e t o n o t i f y U n i t Operator i n w r i t i n g of t h e i r 

e l e c t i o n t o take over and own the w e l l . W i t h i n ten (10) days a f t e r 

Working I n t e r e s t Owners of the T r a c t have n o t i f i e d . U n i t Operator of 

t h e i r e l e c t i o n t o take over the w e l l , they s h a l l pay U n i t Operator, 

f o r c r e d i t t o the j o i n t accoiSnt, the amount determined by Working 

I n t e r e s t Owners t o be the net salvage value of the casing and equipment 

i n and on the w e l l . Working I n t e r e s t Owners of the T r a c t , by t a k i n g 

over the w e l l , agree t o seal o f f the U n i t i z e d Formation, and upon aban

donment t o plug the w e l l i n compliance w i t h a p p l i c a b l e laws and regu

l a t i o n s . 

18.2 Plugging. I f the Working I n t e r e s t Owners of a Tr a c t do not 

e l e c t t o take over a w e l l l o c a t e d w i t h i n the U n i t Area t h a t i s proposed 

f o r abandonment, U n i t Operator s h a l l plug and abandon the v/ell i n 

compliance w i t h a p p l i c a b l e lav/s and r e g u l a t i o n s . 

ARTICLE 19 

EFFECTIVE DATE AND TERM 

19.1 E f f e c t i v e Date. This agreement s h a l l become e f f e c t i v e when 

the U n i t Agreement becomes e f f e c t i v e . 

19.2 Term. This agreement s h a l l continue i n e f f e c t so long as 

the U n i t Agreement remains i n e f f e c t , and t h e r e a f t e r u n t i l (a) a l l u n i t 

w e l l s have been plugged and abandoned or turned over t o Working I n t e r e s t 

Owners i n accordance w i t h A r t i c l e 20, (b) a l l U n i t Equipment and r e a l 

p r o p e r t y acquired f o r the j o i n t account have been disposed of by Un i t 

Operator i n accordance w i t h i n s t r u c t i o n s of Working I n t e r e s t Owners, 

and (c) there has been a f i n a l accounting. 
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ARTICLE 2 0 

ABANDONMENT OF OPERATIONS 

20.1 Termination. Upon t e r m i n a t i o n of the U n i t Agreement, the 

f o l l o w i n g w i l l occur: 

20.1.1 O i l and Gas Rights. O i l and Gas Rights i n and t o 

each separate T r a c t s h a l l no longer be e f f e c t e d by t h i s agree

ment, and t h e r e a f t e r the p a r t i e s s h a l l be governed by the terms 

and p r o v i s i o n s of the leases, c o n t r a c t s , and other instruments 

a f f e c t i n g the separate T r a c t s . 

20.1.2 Right t o Operate. Working I n t e r e s t Owners of any 

Trac t t h a t d e s i r e t o take over and continue t o operate w e l l s 

l o c a t e d thereon may do so by paying U n i t Operator, f o r c r e d i t to 

the j o i n t account, the net salvage value as determined by Working 

I n t e r e s t Owners of the casing and equipment i n and on the w e l l s 

taken over, and by agreeing upon abandonment t o plug each w e l l 

i n compliance w i t h a p p l i c a b l e laws and r e g u l a t i o n s . 

20.1.3 Salvaging Wells. U n i t Operator s h a l l salvage as 

much of the casing and equipment i n or on w e l l s not taken over 

by Working I n t e r e s t Owners of separate Tracts as can economically 

and reasonably be salvaged, and s h a l l cause the w e l l s t o be 

plugged and abandoned i n compliance w i t h a p p l i c a b l e laws and 

r e g u l a t i o n s . 

20.1.4 Cost of Abandonment. The cost of abandonment of 

U n i t Operations s h a l l be U n i t Expense. 

2 0.1.5 D i s t r i b u t i o n of Assets. Working I n t e r e s t Owners 

s h a l l share i n the d i s t r i b u t i o n of U n i t Equipment, or the pro

ceeds t h e r e o f , i n p r o p o r t i o n t o t h e i r U n i t P a r t i c i p a t i o n . As 

between the Working I n t e r e s t Owners, Hal M. S t i e r w a l t and Jack 

L. McClellan and a l l other Working I n t e r e s t Owners c l a i m i n g by, 

through or under them (or e i t h e r of them) the p r o v i s i o n s of 

t h i s Section 20.1.5 s h a l l be subject t o the p r o v i s i o n s of para

graph 7 of a c e r t a i n Memorandum of Agreement dated December 31, 

1974, between Hal M. S t i e r w a l t , e t ux, and Jack L. McClellan, 

e t ux. 



ARTICLE 21 

EXECUTION 

21.1 O r i g i n a l , Counterpart, or Other Instrument. An owner of 

a Working I n t e r e s t may become a p a r t y of t h i s agreement by s i g n i n g the 

o r i g i n a l of t h i s instrument, a counterpart hereof, or other instrument 

agreeing t o become a p a r t y hereto. The s i g n i n g of any such instrument 

s h a l l have the same e f f e c t as i f a l l p a r t i e s had signed the same i n 

strument. 

ARTICLE 22 

SUCCESSORS AND ASSIGNS 

22.1 Successors and Assigns. This agreement s h a l l extend t o , 

be b i n d i n g upon, and i n u r e t o the b e n e f i t of the p a r t i e s hereto, t h e i r 

r e s p e c t i v e h e i r s , devisees, l e g a l r e p r e s e n t a t i v e s , successors, and 

assigns, and s h a l l c o n s t i t u t e a covenant running w i t h the lands, leases, 

and i n t e r e s t s covered hereby. 

IN WITNESS WHEREOF, the p a r t i e s hereto have executed t h i s agree

ment on the dates opposite t h e i r r e s p e c t i v e signatures. 

ATTEST: 

D e l c r i s Taylor 

Date v. 

McCLELLAN OIL CORPORATION 
UNIT OPERATOR 

L. McClellan, President 

McClellan 

Barbara McClellan 

Date 
Hal M. S t i e r w a l t 

Date 
Be t t y S t i e r w a l t 

GETTY OIL COMPANY 

Date By 
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STATE OF NEW MEXICO 

COUNTY OF CHAVES 

The foregoing instrument was acknowledged before me t h i s 
_^S_ day of G t b ^ b _ 1975, by Jack L. McClellan, President 
of y c C l e l l a n O i l Corporation, a New Mexico c o r p o r a t i o n , on behalf of 
sai d c o r p o r a t i o n . 

My Comraission Expires: 

_A_4W^ Notary Public 

STATE OF NEW MEXICO 

COUNTY OF CHAVES 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day o f Q j f a ^ y j ^ ^ / 1975, by Jack L. McClellan and Barbara 

McClellan, h i s wife? 1 

My Commission Expires: 

1 ^ 
Notary Public 

VJE5> 

STATE OF NEW MEXICO 

COUNTY OF CHAVES 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day o f , 1975, by Hal M. S t i e r w a l t and Betty 

S t i e r w a l t , h i s w i f e . 

My Commission Expires: 

Notary Public 

STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of ' , 19 75, by , 

of Getty O i l Company, a ' 
co r p o r a t i o n on behalf of said c o r p o r a t i o n . ~ ~ ~ 

My Commission Expires: 

Notary Public 
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STATE OF NEW MEXICO 

COUNTY OF CHAVES 

The foregoing instrument v/as acknowledged before me t h i s 
day o f , 1975, by Jack L. McClellan, President 

of McClellan O i l Corporation, a New Mexico c o r p o r a t i o n , on behalf of 
said c o r p o r a t i o n . 

My Commission Expires: 

Notary P u b l i c 

STATE OF NEW MEXICO 

COUNTY OF CHAVES 

The fo r e g o i n g instrument v/as acknowledged before me t h i s 
day of , 1975, by Jack L. McClellan and Barbara 

McClellan, h i s v/ i f e . 

My Commission Expires: 

Notary Public 

STATE OF NEW MEXICO 

COUNTY OF CHAVES 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day o f j 1975, by Hal M. S t i e r w a l t and Betty 

S t i e r w a l t , h i s w i f e . 

My Commission Expires: 

Notary P u b l i c 

STATE OF 

COUNTY OF 

The fo r e g o i n g instrument was acknowledged before me t h i s 
day of , 1975, by , 

of Getty O i l Company, a 
co r p o r a t i o n on behalf of said c o r p o r a t i o n . ~ 

My Commission Expires: 

Notary Public " ~ 
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EXHIBIT "D" 

TO 

UNIT OPERATING AGREEMENT 

EAST HENSHAW UNIT 
EDDY COUNTY, NEW MEXICO 

Schedule of Tra c t P a r t i c i p a t i o n 

T r a c t No. P a r t i c i p a t i o n Percentage 

1 55.81012% 
2 29.74281% 
3 8.43752% 
4 6.00955% 

TOTAL 100.00000% 



Krti'hi:' 601 COCAS - • 1 962 

E X H I B I T " E 

Recommended by the 
Council of Po, roleum 
Accounionl-s S~,c:ietio:-
Nur th Amer ica. 

Attached to and made a .part of U n i t O p e r a t i n g A q r e c n t v . i t , 
East Henshaw Uni County, New Mexico 

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

(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 al l 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 v/hich 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 w i t h 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. 

3. J E f f i i X X i X K ^ ^ 

X3P&8SEX 
4. Statements and Billings 

Operator shall b i l l 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 w i l l be accompanied by statements reflecting the total charges 
and credits as set fo r th under Subparagraph below: 
A. Statement in detail of al l 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 a l l 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 al l such bills wi th in f if teen (15) days after receipt thereof. I f pay
ment is not made wi th in such time, the unpaid balance shall bear interest at the rate of six per cent (6%) per 
annum un t i l paid. 

6. Adjustments 
Payment of any such bills shall not prejudice the right of any Non-Operators to protest or question the correctness 
thereof; provided however, al l 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 wi th in the said twenty-four (24) month period a Non-Operator takes writ ten excep
t ion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made 
unless it is made wi th in the same prescribed period. The provisions ot this paragraph shall not prevent adjust
ments resulting f r o m a physical inventory of the Joint Property as provided for in Section V I I . 

7. Audits 
A Non-Operator, upon notice in wr i t i ng to Operator and al l other Non-Operators, shall have the right to audit 
Operator's accounts and records relating to the accounting hereunder for any calendar year wi th in the twenty-four 
(24) month period fol lowing the end of such calendar year; provided however, the making of an audit shall not ex
tend the time for the taking of wri t ten exception to and the adjustment of accounts as provided for in Paragraph 
C 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 w i l l result i n a minimum of inconvenience to 
the Operator. 

I I . DIRECT CHARGES 

Subject to limitations hereinafter prescribed, Operator shall charge the Joint Account wi th 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 John 

Operations, and salaries or wages of technical employees who are temporarily assigned to and duectly 
employed on the Joint Property. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to ihe 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section I I 
aufl Paragraph 1 of Section H I ; 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 I I I , not more than the same 
pro rata pen tion of the benefits and allowances herein provided for shall be charged to the Joint Account. Cost 
under this Paragraph t>B 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 I I and Para
graph 1 of Section I I I . I f 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 I I and Paragraph 1 of Section I I I . 

D. Reasonable persona' expenses of those employees whose salaries and wages are chargeable to the Joint Account 
under Paragraph 2A of- this Section I I and for which expenses th*- employees are reimbursed under Operator's 
usual practice. 



3. Employee Benefits 
Operator's current cost of established plans for employees' group l i fe insurance, hospitalization, pension, retire
ment, stock purchase, t h r i f t , bonus, and other bencfit 'plans of a like nature, applicable to Operator's labor cost; pro- 15% 
vided however, the total of such charges shall not exceed JeXXSOXKfJtxGkSCfe '̂of Operator's labor costs chargeable 
to tlie Joint Account under Paragraphs 2A and 2B of this Section I I and Paragraph 1 of Section I I I . 

4. Material 
Material purchased or furnished by Operator for use on the Joint Property. .So far as i t is reasonably practi
cal and consistent w i th 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 slocks shall be avoided. 

5. Transportation 
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 
A. I f .Material is moved to the Joint Property f rom the Operator's warehouse or other properties, no charge shall 

be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store or 
railway receiving point where like material is available, except by agreement wi th Non-Operators. 

B. I f surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the 
Joint Account for a distance greater than the distance to the nearest reliable supply store or railway receiving 
point, except by agreement wi th Non-Operators. No charge shall be made to Joint Account for moving Material 
to other properties belonging to Operator, except by agreement w i th 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 f r o m outside sources other than services covered by Para

graph 8 of this Section I I and Paragraph 2 of Section I I I . 
B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV . 

7. Damages and Losses to Joint Property 
A l l costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages 
or losses incurred by f ire , 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 wri t ten notice of damages or losses incurred as soon as practicable after a report thereof 
has been received by Operator. 

S. Legal Expense 
A l l 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 l imited 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 I I I ) , ex
cept by agreement w i th 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 

A l l taxes of every kind and nature assessed or levied upon or in connection wi th 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 other expenditure not covered or dealt w i t h in the foregoing provisions of this Section I I , or in Section I I I , 
and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations. 

III . INDIRECT C H A R G E S 
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 I I I OR by combining a l l three of said items under the f ixed rate provided for in Paragraph 4 of this Section 
I I I . as indicated next below: 

OPERATOR S H A L L C H A R G E T H E JOINT ACCOUNT UNDER THE TERMS OF: 

52 Paragraph 4. (Combined f ixed rate) 
1. District Expense 

Operator shall charge the Joint Account w i th 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 ( i f any), maintained for the convenience of the above-described office, and all necessary camps, 
including housing facilities for employees i f required, used in connection wi th the operations of the Joint Property 
£.".ri other properties in the same operating area. The expense of, less any revenue f rom, 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 wi th Operator's accounting 
practice. 

Administrative Overhead 
Operator shall charge administrative overhead to the Joint Account at the fol lowing rates, which charge shall be in 
lieu of ihe cost and expense of all offices of the Operator not covered by Paragraph 1 of this Seetion I I I . 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 S of Section I I . 

W E L L BASIS ( R A T E PER W E L L P E R MONTH) 
PRODUCING WELL RATE 

DRILLING WELL RATE (Use Current Producinq Depth) 

< u" T°'°' D ^ h ' ' = AITW^T 
V/el l Depth Ecch Wel l First Five Next Five Over Ten 

The cost and expense of services f rom outside sources in connection wi th matters of taxation, t raff ic , accounting, or 
matters before or involving governmental agencies shall be considered as included in the overhead rates provided for in 
this Paragraph 2 of Section I I I . 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. Operator's Fully Owned Warehouse Operating and Maintenance Expense 
(Describe fu l ly the agreed procedure to be followed by the Operator.) 

4. Combined Fixed Rates 
Operator shall charge the Joint Account for the services covered by Paragraph 1, 2 and 3 of this Section I I I , the 
fol lowing f ixed per wel l rates: 

W E L L BASIS (RATE PER W E L L PER MONTH) 
PRODUCING V/ELL RATE 

DRILLING WELL RATE (Use Current Producing Depth) 
(Use To ta l Depth) , , A | | W c | , s 

Well Depth Each Wel l X X X 6 5 X * - - > - ^ Nex t F i y e Over Ten 

A l l depths $600/mo. $150/mo. 

Said f ixed rate (shall) ($RG3SXi8&9 include salaries and expenses of production foremen, a n d p u m p e r . 

5. Application of Administrative Overhead or Combined Fixed Rates 
Tne fol lowing limitations, instructions and charges shall apply i n the application of the per wel l rates as provided 
under either Paragraph 2 or Paragraph 4 of this Section I I I : 
A. Charges for dr i l l ing wells shall begin on the date each wel l is spudded and terminate on the date the dr i l l ing or 

completion r ig is released, whichever is later, except that no charge shall be made during the suspension of 
dr i l l ing operations for f i f teen (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 f r o m the 

wel l schedule at the time the shutdown is effected. When such a wel l is plugged a charge shall be made 
at the producing wel l rates. 

(3) Wells being plugged back, dri l led deeper, converted to a source or input well , or which are undergoing Aay 
type of workover that requires the use of a dr i l l ing or workover r ig shall be considered the same as dr i l l ing 
wells. 

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a f u l l calendar month, 
shall not be included in the we l l schedule, provided however, wells shut in by governmental regulatory 
body shall be Included in the wel l schedule only i n the event the allowable production is transferred to some 
other wel l or wells on the Joint Property. In the event of a unit allowable, all wells capable of producing 
w i l l be counted in determining the charge. 

(5) Gas wells shall be included in the wel l schedule i f 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 wel l for each separately producing horizon. 

C. 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 wel l rates shall be adjusted on the f i rs t day of A p r i l of each year fol lowing the effective date of the agree
ment to which this Accounting Procedure is attached. The adjustment shall be computed by mul t ip ly ing 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. 

6. For the construction of compressor plants, water stations, secondary recovery systems, salt water disposal f ac i l i 
ties, and other such projects, as distinguished f rom the more usual dr i l l ing and producing operations, Operator 
in addition to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this 
Section I I I , shall charge the Joint Account w i th an additional overhead charge as follows: 
A. Total cost less than $25,u00,X32XX2q?9C 5% O f t o t a l C O S t * 
B. Total cost more than $25,000 but less than $100,000,:_5_% of ' tota l cost.* 
C. Total cost of $100,000 or more,J> % of the f irst $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 dr i l l ing wells shall be excluded. 

7. The specific rates provided for in this Section I I I may be amended f r o m time to time by mutual agreement between 
the Parties hereto if , in practice, the rates are found to be insufficient or excessive. 

I V . BASIS OF CHARGES TO JOINT ACCOUNT 
Subject to the further provisions of this Section IV, Operator w i l l procure all Material and services for the Joint Prop
erty. A t the Operator's option, Non-Operator may supply Material or services for the Joint Property. 

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

2. Material furnished f rom Operator's Warehouse or Other Properties 
A. New Material (Condition " A " ) 

(1) Tubular goods, two inch (2") and over, shall be priced on Eastern M i l l 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 f rom 
his stocks in lieu of loading and unloading costs sustained. 

(2) Other Material shall be priced at the current replacement cost of the same k ind of Material, effective at date 
of movement and f. o. 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 wi th 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) Af te r reconditioning w i l l 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 f i f t y percent (50%) 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 wi th its use. Material no longer suitable for its original purpose but usable for 

*except outside ( t h i r d p a r t y ) s e r v i c e s - other than engineering s e r v i c e s . 



some other purpose, shall be priced on a.basis comparable w i th that of items normally used for such other 
purpose. 

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

3. Premium Prices 
Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section I V because of 
national emergencies, strikes or other unusual causes over ivhich the Operator has no 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 i t to the Joint Property, provided, that notice in wr i t ing is 
furnished to Non-Operators of the proposed charge prior to bil l ing Non-Operators for such Material. Each Non-
Operator shall have the right, by so electing and notifying Operator wi th in 10 days after receiving notice f r o m 
Operator, to furnish in kind all or part of his share of such Material suitable for use and acceptable to Operator. 

4. 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 unt i l adjustment has been received by Operator f rom the manufacturers or their agents. 

5. Equipment and Facilities Furnished by Operator 
A. Operator shall charge the Joint Account for use of equipment and facilities at rates commensurate wi th cost of 

ownership and operation. Such rates shall include cost of maintenance, repairs, other operating expense, i n 
surance, taxes, depreciation and interest on investment not to exceed six per cent (6%) per annum, provided 
such rates shall not exceed those currently prevailing in the immediate area wi th in which the Joint Property is 
located. Rates for automotive equipment shall generally be in line w i th the schedule of rates adopted by the 
Petroleum Motor Transport Association, or some other recognized organization, as recommeded uniform charges 
against Joint Property operations. Rates for laboratory services shall not exceed those currently prevailing if 
performed by outside service laboratories. Rates for trucks, tractors and wel l service units may include wages 
and expenses of operator. 

B. Whenever requested, Operator shall in form Non-Operators in advance of the rates i t proposes to charge. 
C. Rates shall be revised and adjusted f rom time to time when found to be either excessive or insufficient, 

V. DISPOSAL OF M A T E R I A L 
The Operator 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 normal accumulations of junk 
and scrap Material either by transfer or sale f r o m the Joint Property. 

1. 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 Accou"* 
for the montn in which the Material is removed by the purchaser. 

2. Division in Kind 
Division of Material in kind, i f made between Operator and Non-Operators, shall be in proportion to the respective 
interests in such Material. The Parties w i l l thereupon be charged individually w i th the value of the Material re
ceived or receivable. Proper credits shall be made by the Operator in the monthly statement of operations. 

3. Sales to Outsiders 
Sales to outsiders of Material f r o m the Joint Property shall be credited by Operator to the Joint Account at the net 
amount collected by Operator f r o m vendee. Any claim by vendee related to such sale shall be charged back to the 
Joint Account i f and when paid by Operator. 

4. Subject To 
The p r o v i s i o n s o f t h i s A r t i c l e v are subject t o the r i g h t s and o b l i g a 
t i o n s o f c e r t a i n Working I n t e r e s t Owners as s p e c i f i e d i n a c e r t a i n 
Memorandum o f Agreement, dated December 31, 1974, by and between Hal M. 
S t i e r w a l t , e t ux, t o and w i t h Jack L. McClellan, e t a l 

uuuu usea materiar TC^onuiuon ~B™j, Being" Used Materia! in sound and serviceable condition, suitable for reuse 
without reconditioning: 
A. At seventy-five per cent (75%) of current new price i f Material was charged to Joint Account as new, or 
B. A t s ixty-f ive per cent (65%) of current new price i f Material was originally charged to the Joint Account as 

secondhand at seventy-five percent (75%) of new price. 
4. Other Used Material 

Used Material (Condition "C") , at f i f t y 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. 

5. 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 w i th that of items normally used for such other purpose. 

6. Junk 3Iaterial 
Junk Material (Condition "E" ) , being obsolete and scrap Material, at prevailing prices. 

7. Temporarily Used Material 
When the use of Material is temporary and its service to the Joint Property does not jus t i fy the reduction in price as 
provided for in Paragraph 3 B of this Section V I , such Material shall be priced on a basis that w i l l leave a net charge 
to the Joint Account consistent w i t h the value of the service rendered. 

V I I . INVENTORIES 
The Operator shall maintain detailed records of Material generally considered controllable by the Industry. 

1. 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. Writ ten notice of intention to take inventory shall be 
gi ven by Operator at least th i r ty (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 wi th a copy 
thereof. 

2. Reconciliation and Adjustment of Inventories 
Reconciliation of inventory w i t h charges to the Joint Account shall be made, and a list of overages and shortages 
shall be joint ly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator 
wi th 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. 

3. Special Inventories 
Special inventoiies may be taken whenever there is any sale or change of interest in the Joint Property. I t shall be 
the duty of the party selling to not i fy 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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IN THE DISTRICT COURT OF EDDY COUNTY* 

FIFTH JUDICIAL DISTRICT 

STATE OF NEW MEXICO 

JACK L. McCLELLAN, BARBARA 
McCLELLAN and McCLELLAN OIL 
CORPORATION, 

P l a i n t i f f s , 

vs. NO. 30570 

HAL M. STIERWALT and BETTY 
STIERWALT, 

Defendants. 

SUMMARY JUDGMENT 

Motion f o r Summary Judgment f i l e d by the P l a i n t i f f s coming 

on t o be heard before the Court a f t e r n o t i c e t o Defendants' a t t o r n e y s 

Atwood, Malone, Mann & Cooter (who, w i t h the approval o f the Court 

and consent o f the Defendants, withdrew as counsel f o r the Defendants 

immediately before the h e a r i n g ) , and P l a i n t i f f s appearing by t h e i r 

a t t o r n e y s Jennings, C h r i s t y & Copple, the Defendant, Hal M. S t i e r w a l t , 

appearing pro-se, and the Defendant, B e t t y S t i e r w a l t , not appearing, 

and the Court having considered the Motion f o r Summary Judgment, 

having reviewed the pleadings on f i l e , the t r a n s c r i p t and e x h i b i t s 

t o the A r b i t r a t i o n Hearing on f i l e , and the instruments attached t o 

the A p p l i c a t i o n f o r C o n f i r m a t i o n of A r b i t r a t o r s ' Award on f i l e , and 

the Defendants o f f e r i n g no r e b u t t i n g evidence or a f f i d a v i t s , and 

having considered argument of counsel f o r the P l a i n t i f f s and the 

Defendant, Hal M. S t i e r w a l t ; 



FINDS: 

1. The Court has j u r i s d i c t i o n of the subject matter of 

t h i s a c t i o n and personal j u r i s d i c t i o n over both the P l a i n t i f f s and 

the Defendants. 

2. The A r b i t r a t o r s ' Award on f i l e h e r e i n i s l a w f u l , f a i r 

and e q u i t a b l e , and should be enforced. That such award i s f r e e of 

procurement by c o r r u p t i o n , f r a u d or other undue i n f l u e n c e , there 

was no evide n t p a r t i a l i t y by the a r b i t r a t o r s , the a r b i t r a t o r s d i d 

not exceed t h e i r powers, t h a t there was no a p p l i c a t i o n or motion t o 

postpone A r b i t r a t o r s 1 Hearing and t h a t there are otherwise no grounds 

f o r v a c a t i n g the A r b i t r a t o r s ' Award. 

Based upon the above f i n d i n g s of f a c t s , the Court concludes as 

a matter of law: 

1. That the A r b i t r a t o r s ' Award on f i l e h e r e i n should i n 

a l l t h i n g s be approved and an ap p r o p r i a t e order issued c o n f i r m i n g 

the A r b i t r a t o r s ' Award and e f f e c t u a t i n g compliance t h e r e w i t h . 

IT IS THEREFORE ORDERED, ADJUDGED AND DECREED THAT w i t h i n 20 

days from the e n t r y o f t h i s Summary Judgment: 

1. Hal M. S t i e r w a l t and B e t t y S t i e r w a l t , h i s w i f e , are 

ordered and d i r e c t e d t o execute, acknowledge and d e l i v e r t o the 

Clerk o f the Court f o r d e l i v e r y t o Se c u r i t y N a t i o n a l Bank of Roswell 

as Escrow Agent under the Memorandum of Agreement three counterparts 

of t h a t c e r t a i n Conveyance of Operating Rights, and i n view of the 

d i l a t o r y p r a c t i c e s of Mr. and Mrs. S t i e r w a l t w i t h respect t o the 

execution and d e l i v e r y of said conveyance, the p r o v i s i o n t h e r e i n 

r e q u i r i n g c e r t a i n governmental approvals on or before May 30, 1975, 
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i s s t r i c k e n and the date the l a s t o f such governmental approvals are 

obtained, as s p e c i f i e d i n paragraph 5 below, i s s u b s t i t u t e d .in l i e u 

t h e r e o f . 

2. Hal M. S t i e r w a l t and Betty S t i e r w a l t , h i s w i f e , are 

ordered and d i r e c t e d t o f o r t h w i t h execute, acknowledge and d e l i v e r 

t o the C l e r k o f the Court f o r d e l i v e r y t o j a c k McClellan t e n counter

p a r t s o f the U n i t Agreement. 

3. Hal M. S t i e r w a l t and B e t t y S t i e r w a l t , h i s w i f e , are 

ordered and d i r e c t e d t o f o r t h w i t h execute, acknowledge and d e l i v e r 

t o the c l e r k o f the Court f o r d e l i v e r y t o Jack McClellan t e n counter

p a r t s o f the U n i t Operating Agreement. 

4. Hal M. S t i e r w a l t i s ordered and d i r e c t e d t o f o r t h w i t h 

execute and d e l i v e r t o the c l e r k of the Court f o r d e l i v e r y t o S e c u r i t y 

N a t i o n a l Bank of Roswell, Escrow Agent, fo u r manually signed counter

p a r t s o f "Designation of Operator" on a c u r r e n t form approved by the 

United States Geological Survey, covering United States o i l and Gas 

Lease S e r i a l No. NM-06407-A as t o Lots 2, 3, 4, 5, 6, 7, 8, 9, 10, 

11, 12, 13, 14, 15, 16, SW%, N^SE^, SW%SEij Section 1, Township 16 

South, Range 30 East, N.M.P.M., Eddy County, New Mexico, f o r depths 

from the surface t o the base of the " U n i t i z e d Formation" as defined 

i n Section 2.8 o f the u n i t Agreement. 

5. F o r t h w i t h upon r e c e i p t o f the instruments provided f o r 

i n paragraphs 1, 2, 3 and 4 next hereinabove, P l a i n t i f f j a c k McClellan 

s h a l l attempt t o o b t a i n f i n a l approval from the u n i t e d States Geological 

Survey and from the New Mexico Commissioner of Public Lands of the U n i t 

Agreement and allowance o f the i n s t i t u t i o n of a secondary w a t e r f l o o d 

p r o j e c t as contemplated by the Memorandum of Agreement. P l a i n t i f f 
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Jack McClellan s h a l l have 30 days a f t e r d e l i v e r y of such documents 

t o S e c u r i t y N a t i o n a l Bank of Roswell and himself, as a p p l i c a b l e , 

i n which t o o b t a i n such approval. F o r t h w i t h upon o b t a i n i n g such 

approvals, P l a i n t i f f Jack McClellan s h a l l undertake the secondary 

w a t e r f l o o d operations contemplated by the U n i t Agreement i n con

f o r m i t y w i t h the order o f the Nev; Mexico O i l Conservation Commission. 

6. F o r t h w i t h , upon a showing t h a t the governmental f i n a l 

approvals provided f o r i n paragraph 5 above have been obtained, 

S e c u r i t y N a t i o n a l Bank of Roswell, Escrow Agent, s h a l l d e l i v e r t o 

Jack McClellan the conveyance of Operating Rights, the "Designation 

of Operator" and the C o l l a t e r a l Assignment of Operating Rights then 

i n i t s possession. 

7. Upon compliance w i t h paragraph 6 above. S e c u r i t y N a t i o n a l 

Bank of Roswell s h a l l d e l i v e r t o Hal M. S t i e r w a l t the cash sum of 

$50,000.00 ( w i t h accrued i n t e r e s t ) , now escrowed w i t h said Bank. 

8. I f the governmental f i n a l approvals are not obtained by 

Jack McClellan w i t h i n the time p e r m i t t e d by paragraph 5 above, then 

i n l i e u o f paragraphs 6 and 7 above. S e c u r i t y N a t i o n a l Bank of Roswell, 

Escrow Agent, s h a l l r e d e l i v e r t o Hal M. S t i e r w a l t the Conveyance of 

Operating Rights, the "Designation of Operator" and the C o l l a t e r a l 

Assignment of Operating Rights, and s h a l l d e l i v e r t o Jack McClellan 

the cash sum of $50,000.00 ( w i t h accrued i n t e r e s t ) p r e s e n t l y escrowed 

w i t h s a i d Bank, whereupon the Memorandum of Agreement s h a l l be deemed 

terminated and c a n c e l l e d , and each of the p a r t i e s hereto s h a l l be r e 

tur n e d t o the s t a t u s quo as of November 27, 197 3. 
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9. The instruments r e q u i r e d by t h i s Summary Judgment 

t o be executed by the Defendants Hal M. S t i e r w a l t and Be t t y S t i e r 

w a l t , h i s w i f e , as provided i n paragraphs 1, 2, 3 and 4 above, are 

herewith d e l i v e r e d t o the Cler k of the Court who s h a l l t e l e p h o n i c a l l y 

n o t i f y P l a i n t i f f s ' a t t o r n e y s when the same have been executed, 

acknowledged and d e l i v e r e d 'in accordance w i t h t h i s Summary Judgment. 

sub j e c t matter of t h i s a c t i o n and the personal j u r i s d i c t i o n over the 

P l a i n t i f f s and the Defendants t o enforce t h i s Summary Judgment. 

as against the Defendants, j o i n t l y and s e v e r a l l y , pursuant t o N.M.S.A. 

22-3-22, 1953 Comp., upon approval of a Cost B i l l f i l e d w i t h the 

Cle r k o f the Court. 

t h i s Summary Judgment m a i l a t r u e and c o r r e c t copy of the same t o 

the Defendant Hal M. S t i e r w a l t a t P. 0. Box 2119, Fort Worth, Texas, 

and t o the Defendant B e t t y S t i e r w a l t a t 2500 Coronado Drive, Roswell, 

New Mexico 88201. 

10. The Court s p e c i f i c a l l y r e t a i n s j u r i s d i c t i o n o f the 

11. P l a i n t i f f s have and recover t h e i r costs i n t h i s a c t i o n 

12. The C l e r k of the Court s h a l l f o r t h w i t h upon en t r y of 

ENTERED January, 1976. 

Paul Snead, D i s t r i c t Judge 



C L E R K ' S C E R T I F I C A T E 

STATE OF NEW MEXICO 

County of Eddy 

I . FRANCES M. WILCOX , Clerk of the 

DISTRICT COURT OF THE FIFTH JUDICIAL DISTRICT, within.and for the County of Eddy, State 

of NEW MEXICO, DO HEREBY CERTIFY that the attached is a full , true and correct copy of 

the original 

ORDER IN SUPPLEMENT OF SUMMARY JUDGMENT 

F i 1 e d : March 1 1 , 1976 

in cause numbered 3 0 5 7 0 on the C i v i 1 Docket 

of said court, wherein J a c k L . McC 1 e 11 an , e t a 1 

is plaintiff , and Ha 1 M. S t i e rwa I t , e t a 1 

is defendant , all as shown f rom the files and records of my said office. 

IN WITNESS WHEREOF, I have hereunto set my hand 

and affixed the seal of said Court at Carlsbad, New Mexico, 

this U t h .day of March , A. D. 19 76 . 

Clerk of the District Court 



IN THE DISTRICT COURT OF EDDY COUNTjf|| -

FIFTH JUDICIAL DISTRICT 

STATE OF NEW MEXICO 

JACK L. McCLELLAN, BARBARA 
McCLELLAN and McCLELLAN OIL 
CORPORATION, 

vs. 

HAL M. STIERWALT and BETTY 
STIERWALT, 

P l a i n t i f f s , 

Defendants, 

No. 30570 

ORDER IN SUPPLEMENT OF SUMMARY JUDGMENT 

The Court having entered Summary Judgment i n the above e n t i t l e d 

proceeding by Order dated January 19, 19 76, and i n Paragraph 10 t h e r e o f 

having s p e c i f i c a l l y r e t a i n e d j u r i s d i c t i o n t o enforce the Summary Judg

ment, and i t appearing t h a t the Defendants and each o f them have f a i l e d , 

neglected and refused t o comply w i t h the p r o v i s i o n s of such Summary 

Judgment, and a f u r t h e r hearing having been held before the Court, 

a f t e r n o t i c e , on March 2, 1976 a t which time the P l a i n t i f f , Jack L. 

McClellan,was present i n person and represented by h i s a t t o r n e y s , 

Jennings, C h r i s t y & Copple, and the Defendant, Hal M. S t i e r w a l t , was 

present i n person and represented by h i s a t t o r n e y . Max C o l l , and the 

Court being o f the o p i n i o n t h a t i t s Summary Judgment should be supple

mented so as t o e f f e c t u a t e compliance t h e r e w i t h by the appointment o f 

a Special Master t o execute, f o r and i n behal f o f the Defendants, and 



each of them, the instruments t h e r e i n r e q u i r e d t o be executed by 

the Defendants. 

ORDERED, t h a t Leroy Carpenter, S h e r i f f of Chaves County, New Mexico 

be, and he hereby i s , designated as Special Master t o execute, acknowl

edge and d e l i v e r f o r and i n behal f o f the Defendants, and each o f them, 

each and a l l of the instruments and documents provided i n said Summary 

Judgment t o be so executed, acknowledged and d e l i v e r e d by the Defendants 

and each o f them; f u r t h e r , 

ORDERED, t h a t s a i d Special Master s h a l l perform the above and f o r e 

going acts not e a r l i e r than 11 days nor more than 15 days a f t e r the 

date o f t h i s Order i n Supplement of Summary Judgment, and s a i d Special 

Master s h a l l n o t execute, acknowledge and d e l i v e r such instruments and 

documents i f p r i o r t h e r e t o he s h a l l be informed t h a t the Defendants 

have duly appealed the Summary Judgment and posted supersedeas bond 

w i t h respect t h e r e t o i n the amount set by t h i s Court by Order entered 

contemporaneously herewith; and, 

ORDERED, t h a t P l a i n t i f f s ' a t t o r n e y s s h a l l , a t the date the Special 

Master i s requested t o execute, acknowledge and d e l i v e r such instruments 

and documents, f u r n i s h t o the said Special Master a c e r t i f i c a t e by 

the C l e r k o f t h i s Court, dated not e a r l i e r than 11 days from the e n t r y 

of t h i s Order i n Supplement of Summary judgment t o the e f f e c t t h a t 

the Defendants have not so posted s a i d supersedeas bond. 

ENTERED 



IN THE DISTRICT COURT OF EDDY COUNTY 

3T/VI t Or New MEXICO 
COUNTY OF EDDY 

JACK L. McCLELLAN, BARBARA McCLELLAN 
and McCLELLAN OIL CORPORATION, 

STATE OF MEW MEXICO 

P ] a i n L i f f s , 

vs . No. 30570 

HAL M. STIERWALT and BETTY STIERWALT, 

Defendants. 

CLERK'S CERTIFICATE 

STATE OF NEW MEXICO) 
) ss. 

COUNTY OF EDDY ) 

1, Frances M. Wilcox, Clerk of the D i s t r i c t Court of the F i f t h 

Judicial D i s t r i c t , within and for the County of Eddy, State of 

New Mexico, do hereby c e r t i f y that as of 5:00 P.M., March 22, 1976, 

the defendantsin the above styled and numbered cause have not 

posted the supersedeas bond as required by the Order Setting Super

sedeas Bond f i l e d herein on March 11, 1976. 

IN WITNESS WHEREOF, 1 have hereunto set my hand and affixed 

the seal of said Court at Carlsbad, New Mexico, this 22nd day of 

March, 1976. 

CBUIrlED A TRUE COPY 



LESSEE 1S 
CONSENT TO AND RATIFICATION OF 

UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION OF THE 

EAST HENSHAW UNIT 
(XH2CKKX COUNTY, NEW MEXICO 
EDDY 

The undersigned Lessee o f an O i l and Gas Lease i n said U n i t 
Agreement, whieh embraces c e r t a i n lands i n Township 16 South, 
Range 30 East, N.M.P.M., hereby r a t i f i e s , confirms and j o i n s i n 
the execution of sa i d U n i t Agreement (which i s incorporated herein 
by reference) t o the same ex t e n t and e f f e c t as i f the undersigned 
had executed the o r i g i n a l o f said U n i t Agreement or a counterpart 
t h e r e o f . The undersigned does f u r t h e r commit a l l of the undersigned's 
r i g h t , t i t l e and i n t e r e s t i n and t o the U n i t i z e d Substances t o the 
terms, p r o v i s i o n s and agreements i n said U n i t Agreement. 

The undersigned acknowledges the r e c e i p t of a copy o f said U n i t 
Agreement, and f u r t h e r acknowledges t h a t t h i s instrument has been 
signed and u n c o n d i t i o n a l l y d e l i v e r e d a t the date shown. 

This R a t i f i c a t i o n s h a l l not impose any monetary or other l i a 
b i l i t y upon the undersigned i n connection w i t h operations under said 
U n i t Agreement f o r a l l o f which U n i t Operator s h a l l p r o t e c t and hold 
the undersigned harmless. 

LESSEE OF RECORD 

ATTEST: SOUTHERN UNION PRODUCTION COMPANY 

Arctf i n f n n r S e c r e t a r y 

c°l, D a t e : 

TJ 

L. S. Muennink, Executive Vice President 
Address: Suite 1700 Campbell Centre 
8350 N. Central Expressway 
Dallas, Texas 75206 

(Corporate) 

STATE OF TEXAS 
s s . 

COUNTY OF DALLAS 

The f o r e g o i n g i n s t r u m e n t was acknowledged b e f o r e me t h i s [ 

day o f V . ^ / y v i o o ' i ' " t " 9 7 6 ' b y L . s - Muennink, Exec. Vice Presidentof 

Southern Uriioa Product xon Company ' a _ Delaware____ , „ 
c o r p o r a t i o n , on b e h a l f o f s a i d c o r p o r a t i o n . 

My Comraission E x p i r e s : 

N o t a r y / P u b l i c 



LESSEE'S 
CONSENT TO AND RATIFICATION OF 

UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION CF THE 

EAST HENSHAW UNIT 
EDDY COUNTY, NEW MEXICO 

The undersigned Lessee o f an O i l and Gas Lease i n s a i d u n i t 
Agreement, which embraces c e r t a i n lands i n Township 16 South, 
Range 30 East, N.M.P.M., hereby r a t i f i e s , c onfirms and j o i n s i n 
th e e x e c u t i o n o f s a i d U n i t Agreement (which i s i n c o r p o r a t e d h e r e i n 
by r e f e r e n c e ) t o t h e same e x t e n t and e f f e c t as i f the undersigned 
had executed t h e o r i g i n a l o f s a i d U n i t Agreement o r a c o u n t e r p a r t 
t h e r e o f . The undersigned does f u r t h e r commit a l l o f the undersigned 
r i g h t , t i t l e and i n t e r e s t i n and t o the U n i t i z e d Substances t o t h e 
terms, p r o v i s i o n s and agreements i n s a i d U n i t Agreement. 

The undersigned acknowledges the r e c e i p t o f a copy o f s a i d U n i t 
Agreement, and f u r t h e r acknowledges t h a t t h i s i n s t r u m e n t has been 
si g n e d and u n c o n d i t i o n a l l y d e l i v e r e d a t the date shown. 

T h i s R a t i f i c a t i o n s h a l l not impose any monetary or o t h e r l i a 
b i l i t y upon t h e undersigned i n connection w i t h o p e r a t i o n s under s a i d 
U n i t Agreement f o r a l l o f which U n i t Operator s h a l l p r o t e c t and h o l d 
t h e undersigned harmless. 

LESSEE OF RECORD l i y y f e 

EXXON CORPORATION 

D a t e : 12-31-75 

Attorney i n Fact 

A d d r e s s ; p. p. Box l600 

Midland, TX 79701 

( C o r p o r a t e ) 

STATE OF TEXAS 

COUNTY OF MIDLAND 
s s . 

) 

The f o r e g o i n g i n s t r u m e n t was a c k n o w l e d g e d b e f o r e me t h i s 31st 

d a y o f December ,' 1975 , Ly H. Jack Naumann, Attorney i n Fact o i 

Exxon Corporation , a 
c o r p o r a t i o n , on b e h a l f o f s a i d c o r p o r a t i o n . 

Hew Jersey 

My Commiss ion E x p i r e s : 
i U C I f l A * l > FOR 

I F L -ji";Ii-.'vv * • ' j ! f . r . : ; , S T A T E OF T E X A S . 

[X 
Notary P u b l i c 



CONSENT TO AND RATIFICATION OF 
UNIT AGREEMENT 

AND 
UNIT OPERATING AGREEMENT 

FOR THE DEVELOPMENT AND OPERATION OF THE 
EAST HENSHAW UNIT 

EDDY COUNTY, NEW MEXICO 

The undersigned Working I n t e r e s t Owner i n the sai d U n i t Agree
ment and U n i t Operating Agreement, which embraces c e r t a i n lands i n 
Township 16 South, Range 30 East, N.M.P.M., f o r valuable c o n s i d e r a t i o n 
p a i d , r a t i f i e s , confirms and j o i n s i n the execution of said U n i t Agree
ment and U n i t Operating Agreement (each o f which i s incorporated h e r e i n 
by reference) t o the same extent and e f f e c t as i f the undersigned had 
executed the o r i g i n a l o f sa i d U n i t Agreement and said u n i t Operating 
Agreement, or r e s p e c t i v e counterparts t h e r e o f . The undersigned does 
f u r t h e r commit a l l of the undersigned's r i g h t , t i t l e and i n t e r e s t i n 
and t o the U n i t i z e d Substances t o the terms, p r o v i s i o n s and agreements 
i n s a i d U n i t Agreement and sa i d U n i t Operating Agreement. 

The undersigned acknowledges the r e c e i p t of a copy of said u n i t 
Agreement and sa i d U n i t Operating Agreement, and f u r t h e r acknowledges 
t h a t t h i s instrument has been signed and u n c o n d i t i o n a l l y d e l i v e r e d a t 
the date shown hereon. 

WORKING INTEREST OWNER 

Date: March 25, 1976 

HAL M. STIERWALT 
BETTY STIERWALT 

Leroy/Carpenter, Special Master 
and S h e r i f f o f Chaves County, N.M. 
c/o Jennings,Christy & Copple 
P. O. Box 1180 
Roswell, New Mexico 88201 

STATE OF NEW MEXICO ) 

COUNTY OF CHAVES 
ss. 

) 

The foregoing instrument was acknowledged before me t h i s 25th day 
of March, 1976, by Leroy Carpenter, Special Master and S h e r i f f of Chaves 
County, New Mexico, as Special Master f o r and i n behal f of Hal M. S t i e r 
w a l t and B e t t y S t i e r w a l t , h i s w i f e . 

My Commission Expires: 



Examiner Hearing - Wednesday - A p r i l 30, 1975 Docket No. 10-75 
-2-

CASE 5464: Application of Petro-Lewis Corporation for a unit agreement, 
Sandoval County, New Mexico. Applicant, i n the above-styled 
cause, seeks approval f o r the Media Entrada Unit Area covering 
580 acres of Federal lands, Media-Entrada O i l Pool, Township 19 
North, Range 3 West, Sandoval County, New Mexico. 

CASE 5465: Application of Petro-Lewis Corporation for a pressure maintenance 
project, Sandoval County, New Mexico. Applicant, i n the above-
styled cause, seeks authority to i n s t i t u t e a pressure maintenance 
project i n i t s Media Entrada Unit Area by the i n j e c t i o n of water 
in t o three wells, being the Fluid Power Pump Wells Nos. 4 and 2 
located, respectively, 990 feet from the South l i n e and 1650 feet 
from the East l i n e , and 2310 feet from the North l i n e and 330 feet 
from the East l i n e , of Section 15, and the Federal Media Well No. 
4 located 990 feet from the South l i n e and 1650 feet from the 
West l i n e of Section 14, a l l i n Township 19 North, Range 3 West, 
Media-Entrada O i l Pool, Sandoval County, New Mexico. 

CASE 5466: Application of Mark Production Company fo r an unorthodox gas well 
location, Eddy County, New Mexico. Applicant, i n the above-
styled cause, seeks approval f o r an unorthodox gas well location 
1650 feet from the South l i n e and 1980 feet from the West l i n e of 
Section 1, Township 18 South, Range 26 East, Atoka-Pennsylvanian 
Gas Pool, Eddy County, New Mexico, the W/2 of said Section 1 to 
be dedicated to the w e l l . 

CASE 5467: In the matter of the hearing called by the O i l Conservation 
Commission on i t s own motion to permit Colfax Carbon Dioxide 
Corporation, F. E. Sauble, American Surety Company of New York, 
and a l l other interested parties to appear and show cause why 
the Tex-Mex Cattle Co. Well No. 1 located i n Unit D of Section 
2, Township 26 North, Range 24 East, Colfax County, New Mexico, 
should not be plugged and abandoned i n accordance with a 
Commission-approved plugging program. 

CASE 5468: I n the matter of the hearing called by the O i l Conservation 
Commission on i t s own motion to permit Kenneth M. Hankins, 
Great American Insurance Company, and a l l other interested 
parties to appear and show cause why the Vi r g i n i a Branch Well 
No. 1 located i n Unit D of Section 9, Township 10 North, Range 
25 East, Guadalupe County, New Mexico, should not be plugged and 
abandoned i n accordance with a Commission-approved plugging 
program. 



Docket No. 10-75 

Dockets Nos. 11-75 and 12-75 are t e n t a t i v e l y set for hearing on May 14 and 
May 28, 1975. Applications f o r hearing must be f i l e d at least 22 days i n 
advance of hearing date. 

DOCKET: EXAMINER HEARING - WEDNESDAY - APRIL 30, 1975 

9 A.M. - OIL CONSERVATION COMMISSION CONFERENCE ROOM, 
STATE LAND OFFICE BUILDING - SANTA FE, NEW MEXICO 

The following cases w i l l be heard before Richard L. 
Daniel S. Nutter, Alternate Examiner: 

Stamets, Examiner, or 

CASE 5459: Application of McClellan O i l Corporation for a unit agreement, 
Eddy County, New Mexico. Applicant, i n the above-styled cause, 
seeks approval f o r the East Henshaw Unit Area covering 1282 acres, 
more or less, of State and Federal lands i n Township 16 South, 
Range 30 East, Eddy County, New Mexico. 

Application of McClellan O i l Corporation for a waterflood project, 
Eddy County, New Mexico. Applicant, i n the ab ove—styled cause, 
seeks authority to i n s t i t u t e a waterflood project i n i t s East 
Henshaw Unit Area by the i n j e c t i o n of water int o the Grayburg 
formation through eight wells located i n Sections 1 and 2, 
Township 16 South, Range 30 East, West Henshaw-Grayburg Pool, 
Eddy County, New Mexico. 

CASE 5461: Application of General American O i l Company for pool extension, 
Eddy County, New Mexico. Applicant, i n the above-styled cause, 
seeks the extension of the v e r t i c a l l i m i t s of the Grayburg-Jackson 
(Queen-Grayburg-San Andres) Pool, Eddy County, New Mexico, to 
include the Seven Rivers formation excepting, however, that area 
of said Grayburg-Jackson Pool overlain by the Fren-Seven Rivers 
Pool. 

CASE 5462: Application of General American O i l Company for an unorthodox 
location and administrative procedure, Eddy County, New Mexico. 
Applicant, i n the above-styled cause, seeks approval for an 
unorthodox o i l w e l l location 825 feet from the North l i n e and 
1295 feet from the West l i n e of Section 13, Township 16 South, 
Range 29 East, East High Lonesome Penrose Unit, High Lonesome 
Pool, Eddy County, New Mexico. Applicant further seeks the 
establishment of an administrative procedure whereby additional 
unorthodox producing and i n j e c t i o n w e l l locations could be 
approved for said u n i t area without hearing. 

CASE 5463: Application of J. Gregory Merrion f o r downhole commingling, Rio 
Arriba County, New Mexico. Applicant, i n the above-styled cause, 
seeks authority to commingle undesignated Mesaverde and Devils 
Fork-Gallup production i n the wellbore of his Edna Well No. 4 
located i n Unit H of Section 7, Township 24 North, Range 6 West, 
Rio Arriba County, New Mexico. 



McCLELLAN OIL CORPORATION 
EAST HENSHAW PREMIER UNIT 

WEST HENSHAW GRAYBURG FIELD 
EDDY COUNTY, NEW MEXICO 

DIAGRAMMATIC SKETCH 
PROPOSED WATER INJECTION WELL 

WELL NO. 6-1 

TOP OF CEMENT 

2600' EST 

TOP OF PAY AT 3021' 

4fe CASING AT 

3068' 

WITH 130 SACKS CEMENT 

OTHER WELL DATES: 

COMPLETION DATE: 5-22-61 

ELEVATION: 3963' 

2 3fe TUBING 

V HOLE SIZE 7?8 

PACKER SET AT 2980' 

PERFERATIONS 3031' TO 3046' 

T.D. 3068' 

BEFORE EXAMINER STAMETS 
OIL CONSERVATION COMMISSION 
; ; EXHIBIT NO. ' 

CASE NO.^. 

\ 

Submitted b y _ 

Hearing Date_ 

TREATMENT: 200 GAL ACID £» 27.500** SAND 

ORIGINAL OWNER, LEASE & WELL NO.: SO. UNION. FED. TAYLOR, NO. I 



McCLELLAN OIL CORPORATION 
EAST HENSHAW PREMIER UNIT 

WEST HENSHAW GRAYBURG FIELD 
EDDY COUNTY, NEW MEXICO 

DIAGRAMMATIC SKETCH 
PROPOSED WATER INJECTION WELL 

WELL NO. 10-4 

TOP OF CEMENT 

2070' EST 

TOP OF PAY AT 29821 

2 V CASING AT 

3150' 

WITH 200 SACKS CEMENT 

r 
I TUBING 

V HOLE SIZE 6 '/4 

PACKER SET AT 2950' 

PERFERATIONS 2991' TO 3001" 

TD. 3150' 

OTHER WELL DATES: 

COMPLETION DATE: 6-4-61 

ELEVATION: 39471 

TREATMENT: 30.000* SAND 

ORIGINAL OWNER, LEASE & WELL NO.: HUMBLE. STATE "BC". NO. 4 



McCLELLAN OIL CORPORATION 
EAST HENSHAW PREMIER UNIT 

WEST HENSHAW GRAYBURG FIELD 
EDDY COUNTY, NEW MEXICO 

DIAGRAMMATIC SKETCH 
PROPOSED WATER INJECTION WELL 

WELL NO. Il-I 

TOP OF CEMENT 

2500' EST 

TOP OF PAY AT 2980' 

5 CASING AT 

2976' 

WITH 100 SACKS CEMENT 

2 ^8 TUBING 

V HOLE SIZE 7 VQ 

PACKER SET AT 2925' 

OPEN HOLE 2976' TO 3005' 

T.D. 3005' 

OTHER WELL DATES: 

COMPLETION DATE: 1-15-61 

ELEVATION: 3934' 

TREATMENT: NATURAL 

ORIGINAL OWNER, LEASE & WELL NO.: McCLELLAN. FED.. NO. I 



McCLELLAN OIL CORPORATION 
EAST HENSHAW PREMIER UNIT 

WEST HENSHAW GRAYBURG FIELD 

EDDY COUNTY, NEW MEXICO 

DIAGRAMMATIC SKETCH 
PROPOSED WATER INJECTION WELL 

WELL NO. 13-2 

TOP OF CEMENT 

2600' EST. 

TOP OF PAY AT 3061' 

4'/2 CASING AT 

3092' 

WITH 130 SACKS CEMENT 

2^8 TUBING 

V HOLE SIZE 7 V 

PACKER SET AT 3000' 

PERFERATIONS 3061' TO 3079' 

T.D. 3093' 

OTHER WELL DATES: 

COMPLETION DATE-' 6-4-61 

ELEVATION: 3966' 

TREATMENT: 30.000* SAND 

ORIGINAL OWNER, LEASE & WELL NO.: SQ UNION. FED. TAYLOR. NO. 2 



McCLELLAN OIL CORPORATION 
EAST HENSHAW PREMIER UNIT 

WEST HENSHAW GRAYBURG FIELD 
EDDY COUNTY, NEW MEXICO 

DIAGRAMMATIC SKETCH 
PROPOSED WATER INJECTION WELL 

WELL NO. 15-6 

TOP OF CEMENT 

CIRCULATED 

TOP OF PAY AT 2974' 

2 7/8 CASING AT 

3018' 

WITH 200 SACKS CEMENT 

r 
TUBING 

V HOLE SIZE 6 /4 

PACKER SET AT 2950' 

PERFERATIONS 2990' TO 2995' 

TD. 3019' 

OTHER WELL DATES: 

COMPLETION DATE: 10-12-61 

ELEVATION: 3928' 

TREATMENT: 20,000* SAND 

ORIGINAL OWNER, LEASE £» WELL NO.: HUMBLE. STATE "BC". NO. 6 



McCLELLAN OIL CORPORATION 
EAST HENSHAW PREMIER UNIT 

WEST HENSHAW GRAYBURG FIELD 
EDDY COUNTY, NEW MEXICO 

DIAGRAMMATIC SKETCH 
PROPOSED WATER INJECTION WELL 

WELL NO. 19-3 

TOP OF CEMENT 

2650' EST. 

TOP OF PAY AT 3039' 

4 te" CASING AT 

3088' 

WITH 130 SACKS CEMENT 

2^8 TUBING 

V HOLE SIZE 77/a" 

PACKER SET AT 3000' 

PERFERATIONS 3048' TO 3066' 

T.D. 3088' 

OTHER WELL DATES: 

COMPLETION DATE: 5-12-61 

ELEVATION: 3088' 

TREATMENT: 25,000* SAND 

ORIGINAL OWNER, LEASE & WELL NO.: BOB DEAN. UNION FED. NO. 3 



McCLELLAN OIL CORPORATION 
EAST HENSHAW PREMIER UNIT 

WEST HENSHAW GRAYBURG FIELD 
EDDY COUNTY, NEW MEXICO 

DIAGRAMMATIC SKETCH 
PROPOSED WATER INJECTION WELL 

WELL NO. 24-1 

TOP OF CEMENT 

CIRCULATED 

TOP OF PAY AT 3004' 

2 V CASING AT 

3074' 

WITH 250 SACKS CEMENT 

r 
I" TUBING 

V HOLE SIZE 6 '/4 

PACKER SET AT 2975' 

PERFERATIONS 3021' TO 3028' 

T.D. 3075' 

OTHER WELL DATES: 

COMPLETION DATE: 9-6-61 

ELEVATION: 3926' 

TREATMENT: 250 GAL ACID. 20000* SAND 

ORIGINAL OWNER, LEASE & WELL NO.: HUMBLE. STATE "BN". NO. I 



McCLELLAN OIL CORPORATION 
EAST HENSHAW PREMIER UNIT 

WEST HENSHAW GRAYBURG FIELD 
EDDY COUNTY, NEW MEXICO 

DIAGRAMMATIC SKETCH 
PROPOSED WATER INJECTION WELL 

WELL NO. 26-4 

TOP OF CEMENT 

2660' EST 

TOP OF PAY AT 3939' 

5/2 CASING AT 

3114* 

WITH 100 SACKS CEMENT 

2^8 TUBING 

V HOLE SIZE 7?8 

PACKER SET AT 3000* 

PERFERATIONS 3066' TO 3074' 

T.D. 3114' 

OTHER WELL DATES: 

COMPLETION DATE: 8-3-61 

ELEVATION: 3939' 

TREATMENT: 13,000* SAND 

ORIGINAL OWNER, LEASE £» WELL NO.: BOB DEAN, SO. UNION FED, NO. 4 



That the op e r a t o r should take a l l steps necessary t o 
ensure t h a t the i n j e c t e d water enters only the prooosed i n j e c 

x t i o n i n t e r v a l and i s not p e r m i t t e d t o escape t o o t h e r for m a t i o n * 
/ n £ ° ? e * u r f a c e f r o r a i n j e c t i o n , p r o d u c t i o n , o r plugged 

and abandoned w e l l s . F y y e u 

(f» That\the s u b j e c t a p p l i c a t i o n should be approved and 

the p r o j e c t should be governed by the p r o v i s i o n s of Rules 701, 

702, and 703 o f the Commission Rules and Regulations. 

IT IS THEREFORE ORDERED: 

(1) That the a p p l i c a n t s McClellan O i l Corporation 

i s hereby authorized t o i n s t i t u t e a w a t e r f l o o d p r o j e c t i n the 

East Henshaw U n i t Area, West Henshaw-Grayburg Pool, 

by the i n j e c t i o n of water i n t o the Grayburg formation 

through the f o l l o w i n g - d e s c r i b e d w e l l s i n Township _ 16 

>SK£Kg?£, South, Range 3 0 East, NMPM, Eddy 

County, New Mexico: 

J f l That the subject w a t e r f l o o d p r o j e c t i s hereby designated 

_ Waterflood P r o j e c t and s h a l l 

be governed by the p r o v i s i o n s of Rules 701, 702, and 703 o f the 

Commission Rules and Regulations. 

That monthly progress r e p o r t s of the w a t e r f l o o d p r o j e c t 

h e r e i n authorized s h a l l be submitted t o the Commission i n accor

dance w i t h Rules 704 and 1120 of the Commission Rules and Regula

t i o n s . 

(^) That j u r i s d i c t i o n of t h i s cause i s r e t a i n e d f o r the 

e n t r y of such f u r t h e r orders as the Commission may deem necessary. 

DONE a t Santa Fe, New Mexico, on the day and year hereinabove 
designated. 



Case No. 5460 
Order No. R-

(5) That the operator should take a l l sreps necessary to 

ensure t h a t the i n j e c t e d water enters only the proposed i n j e c 

t i o n i n t e r v a l and i s not perm i t t e d t o escape t o other formations 

|j 

|| or onto the surface from i n j e c t i o n , p r o d u c t i o n , or plugged 

and abandoned w e l l s . 

(6) That the subject a p p l i c a t i o n should be approved and 

the p r o j e c t should be governed by the p r o v i s i o n s of Rules 701, 

702, and 703 of the Commission Rules and Regulations. 
ji 

il IT IS THEREFORE ORDERED; 
ii 
i ! 

(1) That the a p p l i c a n t , McClellan O i l Corporation, i s 

hereby authorized t o i n s t i t u t e a w a t e r f l o o d p r o j e c t i n the 

East Henshaw U n i t Area, West Henshaw-Grayburg Pool, by the 

jj i n j e c t i o n of water i n t o the Grayburg formation through the 
s 
.j f o l l o w i n g - d e s c r i b e d w e l l s i n Township 16 Couth, Range 30 East, 
ij 
I j NMPM, Eddy County, New Mexico: 

i 

j t-i \ K, 
j UNIT TRACT AND WELL NO. UNIT ^ J O ? SECTION 
i 
T r act 6 Well No. 1 -kr&te~-6 f 1 
Tract 10 Well No. 4 ierb--^ X 2 
Tract 11 Well No. 1 Lot 12 L I 

i 

'Tract 13 Well No. 2 -Lot Mi ̂  1 

Tract 15 Well No. 6 -feo*-~15 Q 2 

Tract 19 Well No. 3 l""±<r <0 I 

Tract 24 Well No. 1 y**4~~j Q 2 
ii 

i 

ll T ract 26 Well No. 4 i - r i ^ 

(2) That i n j e c t i o n i n t o each of said w e l l s s h a l l be througn 

tubing set i n a packer set v i t h i n 100 f e e t of the uppermost 

p e r f o r a t i o n i n the v/ell or, i n the case of open hole completions, 

w i t h i n 100 f e e t of the casing slice. 

(3) That the casing t u b i n g annulus on each of said i n j e c t i o n 

v/ells s h a l l be loaded w i t h an i n e r t f l u i d and equipped w i t h an 

acceptable leak d e t e c t i o n device to determine leakage of the 

t u b i n g , casing, or packer. 
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(4) That the operator s h a l l immediately n o t i f y the 

Supervisor of the Commission's A r t e s i a d i s t r i c t o f f i c e of cne 

f a i l u r e of the tub i n g or packer i n any of said i n j e c t i o n w e l l s , 

the leakage of water or o i l frora around any producing w e l l . 

or the leakage of v/ater or o i l from any plugged and abandoned 

w e l l w i t h i n the p r o j e c t area and s h a l l take such t i m e l y steps 

as may be necessary or required t o c o r r e c t such f a i l u r e or 

leakage. 

(5) That the operator s h a l l t r e a t the water to oe injecced 

to c o n t o l c o r r o s i o n , s h a l l ins c a l l c o r r o s i o n coupon monitoring 

equipment on the i n j e c t i o n system; and s h a l l f i l e tne resulcs 

of the p e r i o d i c examination of the coupons w i t h tne Santa Fe 

O f f i c e of the Commission, 

(6) That the subject w a t e r f l o o d p r o j e c t i s hereby designated 

the McClellan East Henshaw u n i t Waterflood P r o j e c t and s h a l l 

be governed by the p r o v i s i o n s of Rules 7 01, 702, and 703 of tne 

Commission Rules and Regulations. 

(7) That monthly progress r e p o r t s of the w a t e r f l o o d p r o j e c t 

herein authorized s h a l l be submitted to the Commission i n 

accordance w i t h Rules 704 and 1120 of the Coiomission Rules and 

Regulations. 

(8) That j u r i s d i c t i o n of t h i s cause i s r e t a i n e d f o r the 

entry of such f u r t h e r orders as the Comraission xaay deem necessary 

DONE a t Santa Fe, New Mexico, on tha day and year hereinabove 

designated. 
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LOCATION OF FIELD & UNIT 

The West Henshaw-Grayburg f i e l d i s located on the Northwest Shelf of 

the Permian Basin i n northern Eddy County, New Mexico. Production i s from 

the Premier (Basal Grayburg) Sand of Permian age. The f i e l d i s situated 

on a trend of intermittent Premier Sand production extending eastward f o r 

approximately 15 miles p a r r a l l e i to ths edge of the Northwest Shelf. 

This study i s primarily concerned with the easternmost portion of the 

West Henshaw-Grayburg f i e l d i n tha area of tha proposad East Henshaw. • 

Unit. Within the proposad u n i t area there are 13 producing wsll3 ard 5 ' 

dry holes. (See Enclosure #1 Proposed Unit Map). 

GEOLOGY 

STRUCTURE 

Structure on top of the Premier Zona i n this l o c a l area i s homoclinal 

southeast dip a t approximately 120 feet per mile. This generally uniform dip 

i s interrupted by a l o c a l southeast plunging nose i n tha proposed Unit 

area. (See Enclosure #2). Tnere i s no indication that structure d i r e c t l y 

controls production or productive l i m i t s i n this portion of the reservoir, 

RESERVOIR -

The top of the Premier Zona i s encountered at an approximate depth of 

3000 feat and has an^avarage gross thickness of approximately 40 feet. Tnis 

zone i s composed of interbedded red shale and sar.d with t h i n stringers of 

dolocaita and anhydrite. Directly underlying the Prsmi^r i s tha San Andres 

dolomite 
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Tha reservoir proper i s the gray sand facies of the Premier which i s 

composed of f i n e , w s l l sorted, loosely cemented quartz grains. The gray 

sard grades l a t e r a l l y into red, s i l t y sand and red 3hale with resultant 

loss of porosity and permeability. Loss of reservoir rock properties, as 

a res u l t of t h i s facies change, forms the stratigraphic trap from which 

t h i s f i e l d produces. 

Throughout the Permier production trend, and within the West Henshaw-

Grayburg f i e l d i t s e l f , the gray sand facies i s l a t e r a l l y discontinuous. 

However, over most of ths proposed East Unit Area, the gray sand exhibits 

good continuity. (Sea Enclosure #3). Dry holes l i m i t production to the 

north and south. No dry holes have been d r i l l e d to the east, but a general 

thinning of gray sand i n that direction indicates production i s . l i m i t e d 

to the proposed u n i t area. Production i s li m i t e d to the northwest and 

southwest by dry holes, An undrilled location i n the NE/4 of the SW/4 of 

Section 2 prevents assuming that definite separation exists between the 

Unit Area and the main portion of tha f i e l d , For t h i s reason tha 

E/2 of the SW/4 Section 2 has been included i n the proposed u n i t area. 

DEVELOPMENT 

Tne f i r s t development i n the u n i t area was i n 19ol with the completion 

of ths Hal M. Stierwalt No, 1, So. Union Federal, Tha development continued 

with -pi"! of the x-rells being completed by A p r i l of 1962. 

V/ELL COMPLETION PRACTICES 

Wall completions i n the proposed u n i t area have varied from 5 l / 2 " casin 

over op an hole to 2 7/8' tubing f o r casing, A l l of the "rails have been 

card-oil fractured. Five of the wells are completed with the 2 7/8" casing 



perforated. A l l tha other wells have li l/2" casing perforated with ths 

exception of the Hal M. Stierwalt No. 1 So. Union Federal which ha3 open 

hole -under the $ l/2" casing. 

PRODUCTION HISTORY 

The early production rates were much as expected with a l l . the wells 

producing as expected during the flush production period. After a l l of 

the wells were on production by the pump ths production by individual 

leases and wells has been very erratic and depends a great deal on the 

maintenance of the wall bore, with hot o i l , chemical, water, and cleanouts 

to achieve the best production rates. The primary production rats i3 now 

below 3 barrels per day on a l l but 3 wells i n the proposed xsnit area, the 

Stierwalt State nBN" No. 1, Tidewater "AG" No. 1, and Hal Stierwalt et a l 

No. 2. Of these three wells, the best producer is the Stierwalt et a l No. 2, 

making 10 to 11 barrels per day, A l l of the active 11 wells averaged to

gether are now producing 3 barrels per well par day, the l i m i t calculated 

to bs the minimum economic rate. This i s hown on tha history and pre

dicted performance curve (Enclosure The committee constructed i n d i 

vidual lease decline curves which showed that i n actuality a l l of the lease3 

were at the end of tha economic primary period and that the cumulative pro

duction to January 1, 1°67 would bs a mora realistic parameter to use and 

would reflect the ultimate primary. This gives tha unit area an ultimate 

primary of 2U2,3S>1* barrels. These figures are shown by operators on the 

potential unitization parameters. Since some production w i l l be made before 

the Unit becomes effective, an ultimate primary of 2U3,0C0 barrels, was used 

for the flood performance calcuLatioris. 



RESERVOIR DATA 

POROSITY & PERMEABILITY 

Of the 18 wells i n the proposed u n i t area, 11 were cored through tha 

Premier Sand. Porosities of tha cored gray sand intervals average 14.9$ 

with a maximum measurement of 26$ and a minimum of 4,5$. Permeabilities 

i n excess of 100 millidarcys wera measured from these cores with the great 

majority of the gray sand f a l l i n g w i t h i n the 1 to 10 millidarcy range. 

WATER SATURATION 

There I s no indication of an oil-water contact from any production or 

d r i l l i n g data i n the un?t area. Therefore, c a p i l l a r i t y appears to control 

water saturations. Water saturation of 28 to 43 per cent have been deter

mined from e l e c t r i c log analysis i n tha greater Wast Henshaw Area and Cord 

Laboratories has estimated 26 to 33 PB? cant from the cores analized from 

the u n i t area. Since both methods calculate a saturation of 30 to 35 par 

cent f o r the average porosity of 14.9 par cent tha more conservative 35 

per cent has bean used. 

NET PAY THICKNESS 

Since more than half tha wells within the proposad unit ,«raa wera 

cored i n the Premier sand, this data was used as tha basis f o r determining 

net pay. A gross relationship between porosity and permaability was 

developed and i s graphically represented by Enclosure ;55. 1-iet pay was 

than determined f o r tha cored walls i n 'tha following manner: 

Pnrm ? ab i l i t y Porosity 

0.5 md. and above A l l net pay 

0.5 Ed, - 0.2 md. A l l over 11$ net pay 
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Core porosities ard, to some extent, permeabilities were correlated 

to r a d i o a c t i v i t y and/or e l e c t r i c a l log characteristics f o r the same wells. 

Using these log3 f o r correlation and interpretation net pay was then picked 

f o r the remaining wells i n the area. For the producing wells net pay 

thicknesses average 8.7 feet, with the maximum 14 feet and the minimum. 5 

feet. From t h i s data the net pay isopach map was constructed and the pro

posed East Unit Area reservoir volume determined at 4298 acre feet, (See 

Enclosure #6). 

FORMATION VOLUME FACTOR 

P. V. T. samples were obtained frcm the Shell, Williams, FedercJ. 

B-1, July 6, 1959. The samples were taken from the separator. The reser

v o i r pressure was measured at 909 PSI compared to an o r i g i n a l pressure of 

1030 PSI i n the f i e l d . The samples were recombined at a gas-oil r a t i o of 

336 cubic f e e t per barrel and saturation pressure of 1030 PSI and a volume 

factor of 1.176 ware obtained. 

WATERFLOOD STUDY 

RESIDUAL OIL 

No data or methods ware available to datermina residual o i l saturation. 

However, the l i t e r a t u r e has many references to these factors from many 

reservoir over a wide range of values. This data indicates that residual 

saturations of 25 to 35 par cant ara most common i n thi s typa of rock. 

Therefore, a residual o i l saturation of 30 par cent has baan assumed. 

FLOOD PATTERN 

Ths flood pattern used i n t h i s study was of a peripheral typa. (Soa 

Enclosure #7). This pattern was chosan as i t would giva tha maximum flood 

area consistent with high performance sweap sfficiancy. Tha Hal M. Stierwalt 

et a l Taylor Federal Wall #4, t r i l l hava 'to ba studied i n mor;J datn.il AS. to 



why the poor performance and non-ccmmercial nature. I f tha well is found 

to have a stray gas sand or due to completion, the main sands have not been 

effected, a work over w i l l be required. I f the study finds a small gaa cap 

i n the area (information now i n hand doesn Ht j u s t i f y t h i s ) t h i s well w i l l 

have to be used as an injection well i n place of the Hal M. Stierwalt 

Southern Union Federal Well No. 4. Tha other possible change Is not a 

problem but a modification which would leave additional current inccme 

available during f i l l u p and give seme boost to the secondary. I f s u f f i c i e n t 

water could be injected without the Stierwalt et a l Taylor Fedsral Well No, 2, 

the use of t h i s well for injaction could be delayed or delated entirely,, •• 

The sa-all size of the reservoir t o be flooded allows a large latitude In 

tha flood pattern to b-3 used with th3 sama degree of efficiency. 

WATER INJECTION RATE 

Tne water injection rate for the flood has been sat for 1C00 barrels 

par day. This rate w i l l require ths 5 walls set up i n ths pattern, 

PERFORMANCE CURVES 

The performance curves have been constructed according t o tha Hurst 

method using the displacement factor of 3,5. (See Enclosure #8), 

Tne flood area performance curves ware modified t o the parraeability 

p r o f i l e of the flood area by a method developed by Hurst and Van Evardinger. 

In makiny the p r o f i l e the six cores frcra tha Unit wt'lls were used. Only the 

footagas picked frcm those cores as net feet by the technical ccfrmittee ware 

used. Tha effective thic>n233 waa thsn calculated iron the flood area deve

loped acres and developed acre-feet, (Saa Enclosure #9)» Tha basic performance 

curves '.rere than used with the p-mrjability p r o f i l e :ln tha manner shovm i n 
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Enclosure #10 to construct the modified parformanca curves. (Saa Enclosure #11). 

CALCULATION OF PRODUCTION PERFORMANCE 

The calculations of o i l and water production were made froa the modified 

performance curves using the basic data shown by Enclosure #12. The averaga 

porosity was taken from the same 6 cores f o r the Unit. The developed AC-Ft 

and developed acres/ for the flood area were picked from the 10 acres grid 

sheet prepared by the technical committee. This pick was trade frora the area 

that was expected to be effected by the sweep of the flood and i s shown by 

the dotted l i n e on Enclosure #7. The Mobile Oil was assumed to be the 

or i g i n a l o i l i n place less the produced and residual o i l . Ths production 

from the Unit a f t e r f i l l u p was assumed to coma from the flood area only. 

Using t h i s data the calculations of 6 i l and water productions are presented 

by Enclosure #13. The calculations have been adjusted by 0.80 to account 

f o r the water l o s t to the "outside" and sand discontinuities. Enclosure 

#k shows the expected production curve. 

ADDITIONAL DEVELOPMENT 

The only additional development recommended f o r completion of the 

flood would be the well shown on Enclosure #7. This we l l located on Tract 

3=25 would give the complete peripheral coverage required f o r the most ef

f i c i e n t recovery of the o i l with the flood area. The well would be expected 

to encounter seme 5.5 feat of nat sand and develop a net primary reserve of 

20,000 barrels with a t o t a l reserve of 47,000 barrels. The cost of t h i s 

v a i l i s estimated to ba $30,000 to d r i l l , complete and equip. D r i l l i n g the 

well w i l l be delayed u n t i l the flood performance indicates tha economic 

f e a s i b i l i t y . 



Tha other developmant location that would benefit the Unit Is the 

location i n the NE/4 of SW/4 Section #2. This location on Tract #22 could 

be vary effective i n tha flood by extending tha flood area of t h * Unit i n 

an effective manner. I t i s doubtful that sufficient sand would be encountered 

i n order to make an effective injection well. Therefore, I t ia not recom

mended that tha well be d r i l l e d . 

WATER SUPPLY 

The water supply for the flood woald ccma frcm the Double Eagle Water 

Company of Roswell, New Maxico. Thay have advised that we could contract • 

for 500fl000 barrels at a price of S0o0275 per barrel with additional water 

priced at $0.0275 per barrel. The contract would c a l l for an i n i t i a l pay

ment of $2750.00 for the f i r s t 100,000 barrels i n advance3 with tha remaining 

paid by the month. The contract > * i l l also require the unit t o have 500 

barrels of storage cn the Unit, The t o t a l make up requirement i s established 

t o be 1,440,000 barrels. 

WATER INJECTION FACILITIES 

Tne water injaction f a c i l i t i e s are planned as a closed system with 

provisions for skimming and se t t l i n g on tha produced water side. The pro

duced and supply watar vy.ill be mixed and injected together* Th^ injection 

station w i l l consist of fcna e l e c t r i c motor driven t r i p l e x puap. Tha injection 

systam to be steel linas protected with i n h i b i t o r i f required. Th.3 inj a c t i o n 

lines w i l l ba buried with an external protection, 

PRODUCTION FACILITIES 

The production f a c i l i t i e s w i l l ba consolidated and f a c i l i t i e s for LACT 

wi.U bv used. Thia is based on t h i assumption that th:; Unit can g.rt a pip-5 



l i n e connection. The Unit has s u f f i c i e n t pumping unit3 to handle the 

expected load. These t r i l l have to ba moved from the i n j a c t i o n well3 and 

i n s t a l l e d where needed. 

INSTALLATION COST • 

The summary of cost to i n s t a l l the flood and d r i l l the additional w e l l 

recommended as follows: 

Item Amount 

D r i l l , complete & equip, on well Tract #25 '--S$30t000 
Convert 5 wells to i n j e c t i o n service 10,000 
Move and i n s t a l l 5 pumping units & e l e c t r i c i t y 7,000 
Work over one we l l EMS e.t a l Fed #4 10,000 
V/ater i n j e c t i o n station and system 30,000 
Produced water system 5,000 
Consolidate tank battery, LACT, and test f a c i l i t i e s 13,000 
Contingencies 5,000 

Total Cost Unit $110,000 

Tangibles $ 44,800 

Intangibles $ 60,200 

ECONOMICS 

Enclosure #14 shows the economics as derived from the calculated production 

and run by tha Tidewater computer. The inpi.it data used here was determined 

by the committee. Following are d e f i n i t i o n of abbraviations used on these 

computer sheets: 

L. C. - L i f t i n g Costs 
F. I . T. - Federal Income Tax 
T. 0, C. - Tidewater Oil Co, 
B. F. I.T. - -Before F. I . T. 
A. F. I . T. ~ After F. I . T. 
C. 0. E. - Cash Operating Earnings (Met Income 

After Operating Expand as and Taxes) 

I t may ba noted that a provision f o r salvage has. not bean node f o r the equip
ment after the end of the flood. 



UNITIZATION 

Unitization w i l l be necessary i n order to flood the East Henshaw 

Unit Area. The development along the lease lines and the one well lease 

makes a cooperative flood almost impossible. The technical committee 

has derived a set of potential unitization parameters. These parameters 

ara shown on Enclosure No. 15. The calculated interest to each working 

Interest are shown on Enclosure No. 16. 

The isopach map was constructed as outlined under "Net Pay Thickness" 

i n the Geological Section of the report. From t h i s isopach tha unit area 

was divided into 10 acre grids and tho net pay picked f c r each grid by 

the f i v e point method. These volumes were accumulated into 40 acre units 

called tracts shown on Enclosure No. 17. This data was than tabulated and 

given by tracts by operator. (See Enclos\ire #18). 

The remainder of the parameters ware s t a t i s t i c a l l y derived, therefore, 

they need no explanation. 
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P E R M E A B I L I T Y : D I S T R I B U T I O N A N D E F F E C T I V E T H I C K N E S S 

I N L A Y E R S -PREMIER S A N D , E A S T HENSHAW U N I T 

Permeability Effec t ive 

Layer No. 
Range 

CMd) 
No. of , 
Samples 

Mean 
Perm (Md)' 

Thickness 
Ft . 

i 1 2 8 - 6 4 6 » 96 0.880 

2 6 4 - 3 2 7 48 1.030 

3 3 2 - 1 6 . 5 24 0.730 

4 1 6 - 8 6 12 0.880 

5 8 - 4 4 6 0.590 

6 4 - ^ 2 14 3 2.050 

7 2 - 1 9 1.5 ' 1.320 

8 1 - 0.5 „ S 0.75 1.320 

60 8,800 

The Total Thickness Calculated from AC - F t . i n f l o o d area and acres effected. 

The Permeability f r o a 6 Cores i n the Unit KLood Area. Humble State »BC!» No. 

5 & 6, and State "BIS" No. 1 . Hal St ierwal t e t a l Taylor Federal Nos. 1 , 2 

and 6. . 

Enclosure 9 



REPRESENTATIVE CALCULATION OF MODIFIED PERFORMANCE CURVES 

(1) (2) (3) CO (5) (6) (7) (8) 
Water Water 

(8) 

In jected O i l Recovered Production 
H Ft. ' K Md % F V S ( l ) x ( 3 ) Mobil O i l ) (Dx(5) /£ F V S (l)x(7 

0.830 96 50.00 44.00 30.60 26.93 
1.030 48 25.00 25.75 2.90 2.99 
0.730 24 12.50 91.25 
0.860 12 6.25 55.00 
0.590 6 3.13 18.44 
2.050 3 1.56 31.98 
1.320 1.50 0.78 10.30 
1.320 O.75 0.39 5.15 
8. 600 10.3^ 909.62 3.^0 29.92 

0.880 96 100.00 88.00 82.20 72.3^ 12.50 11.00 
1.030 48 50.00 51.50 30.60 31.53 

11.00 

0.730 24 -25.00 18.25 2.90 2.12 
0.850 12 12.50 11.00 
0.590 6 6.25 3.69 
2.050 3 3.13 6.40 
-.320 1.50 1.56 2.06 

1.320 0.75 0.78 1.03 
0.100 20.6? 181.93 12.04 IO5.98 1.25 • 11.00 

0.880 96 1600.00 1408.00 99.60 B7.65 1500.00 1320.00 
1.C30 48 800.00 824.00 99.60 102.59 700.00 721.00 
0.730 24 400.00 292.00 99.60 72.71 300.00 219.00 
0.650 12 200.00 176.00 99.60 87.65 100.00 88.00 
r\ err, 6 100.00 59,00 82,20 48.50 12.50 7.38 
2 . C^O 3 50.00 102.50 30.60 62.73 

7.38 

1.320 1.50 . 25.00 33.00 2.90 3.83 
1.320 0.75 12,50 16,50 
0. boo 330,80 2911,00 52,9-2 X}65,66 267.66 2355,38 

Enclosure 10 



BASIC DATA 
3 t S EAST HENSHAW UNIT 

Total Unit Flood Area 

Average Porosity {%) , 14.9 14.9 

Connate Water Saturation {%) 35 35 

Formation Volume Factor 1.176 1.176 

Developed Acres 593 302 

Developed Acre Feet 3791 2669 

Average Thickness (calc* f t . ) 6.4' 8.8 

Originai Oil - In - Place (MSTB) 2420 1705 

Residual Oil Saturation (%) 30 30 

Floodable Void Space (Mbbls,) ( l ) - 1404 

Mobil Oil (MSTB) (2) - 1020 

Cumulative Production (Mbbls) 243 173 

Primary Ultimata Production (Mbbis.) 243 173 

Primary Recovery (%) 10 10 

Ultimate Recovery With Flood (Mbbls*) 584 514 

Increase Over Primary (Mbbls,) 341 341 

Recovery With Flood (%) 24 30 

( i ) Floodable void spacs is pora volume less residual o i l saturation* 

(2) .Mobil o i l is or i g i n a l o i l - i n ~ placs (STB) raaidual o i l (ST3) 

and produced o i l (ST3), 

1 
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CALCULATION OF OIL AND WATER -PRODUCTION 

I n p u t % Corrected Avg. OH 
Cumulative Floodable Per Cent O i l Prod 

Year 
Water 

I n j e c t e d 
Void 

Space 
Mobile 
Cum. 

O i l 
Prod. 

O i l 
Produced 

Produced 
( 0 .8) 

Cum. O i l 
Produced 

(Bbls 
Mo 

1/4 90,000 6 .41 

1/2 180,000 12.82 6.00 6.00 •61,000 48,800 48,800 16,300 

3/4 270,000 19.23 H . 2 5 5.25 53,600 42,900 91,700 • 14,300 

1 360,000 25.64 14.75 3.50 35,700 28,600 120,300 9,533 

1 1/4 430,000 32.05 I 8 . 2 5 3.50 35,700 28,600 143,900 9,533 

1 1/2 540,000 38.46 21.25 3.oo 30,600 24,500 173,400 8,167 

1 3/4 630,000 44.87 23.50 2.25 23,000 18,400 191,800 6,133 

720,000 51.28 •25.50 20,400' 16,300 208,100 :-5.433 

3 1,080,000 76.92 31,25 5.75 58,700 47,000 255,100 3,917 

i . 1,440,000 102.56 34.25 3.oo 30,600 24,500 279,600 . 2 ,041 

5 1,800,000 128.21 37.00 2.75 28,100 ' 22,500 302,100 1,875 

6 2,160,000 153.85 39.50 2.50 25,500 20,400 322,500 1,700 

7 2,520,GOO 179.49 41.75 2.25 23,000 18,400 340,900 1.533 

3 2,880,000 • • 205.13 43.75 2.00 20,400 16,300 357,200 1,358 

i n p u t ra te estimated a t 1,000 ba r r e l s of water per day (200 8/D par v e i l 5 t f s l l s ) 
Floodable v o i d space - 1,404,000 
Mobile O i l - 1,020,000 b b l s , • 
Scor.cr.ic l i m i t - 15C0 b b l s . o i l par month „ 

Enclosure 13 



CALCULATION OF OIL AND WATER PRODUCTION 

Cum. 
$5 of Void 55 of Void Corrected Cumulative 

Water Water Watar 
Avg. Wtr. 

Prod. 
Estimated 
Total Fluid 

Year Flooded Flooded Produced Produced Produced (Bbls/Mo) Products 

1/4 

1/2 67,392 

3/4 0.75 0.75 10,530 8,424 8,424 2,805 67,392 

1 3.oo 2.25 31.590 25,272 33,696 8,412 64,584 

i / 4 5.75 2.75 38,610 30,888 64,584 10,286 70,200 

1/2 9.25 3.50 49.140 39,312 103,896 13,103> 73,008 

3A 13.50 4.25 59,670 47,736 ' 151,632 " 15,910 73,003 

2 18.25 4.75 66,690 53,352 204,984 17,782 75.816 

3 38.25 20.00 280,800 224.640 429,624 18,719 289,224 

•4 59.50 21.25 298,350 238,680." 668,304 19,889 272,376 

5 81.25 21.75 305,370 244,296 912,600 20,357 275,184 

6 104.00 22.75 319,410 255,528 1,168,128 21,293 283,608 

7 127.50 23.50 329,940 263,952 1,432,080 21,995 289,224 

8 151.00 23.-50 329,940 263,952 1,696,032 21,995 286,416 
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TECHNICAL COMMITTEES TRACT 
DETERMINATION 0? DEVELOPED ACRE FEET 

Dev. 
'ract Prod. Unit Prod. Dev. Acre Acre 
No. Wells .Wella Acres Acres Acres Feet Feet 

9 State "BC " #7 Uo.oo 17.00 19. h 
10 State "BC" #U 1 Uo.oo 33.00 .33-00 163.6 163.6 
15 Stata "3C" #6 1 Uo.oo Uo.oo Uo.oo 297.2 197.2 
16 State "BC" §$ 1 Uo.oo Uo.oo Uo.oo U82.U U82.U 
22 Hone Uo.oo Uo.oo ~: Uo.oo* 157.2 157.2* 
2h State "BH" #1 1 Uo.oo Uo.oo Uo.oo 312.6 312.6 
30 State "3C" #3 Uo.oo 33.50 89.6 
31 Nona Uo.oo 3.50 , 1.6 
32 None Uo.oo 12.50 19.5 

Stierwalt Total . U 360.00 259-50 193.00 15U3-1 1313.0 

23 State "AO" #1 1 UO.OO UO.OO UO.OO 202.U 202.U 

Tidewater Total 1 UO.OO UO.OO UO.OO 202.1+ 202.U 

11 S. U. Fed #1 1 UO.OO UO.OO UO.OO 32U.2 32U.2 
12 S. TJ. Fed #2 • 1 UO.OO UO.OO UO.OO 269.6 269.8 
19 S. U. Fed #3 1 UO.OO UO.OO UO.OO 19U.0 19U.0 
20 None UO.OO 32.00 U9.0 
25 None UO.OO UO.OO UO.OO* 253.U 253.U* 
26 S. U. Fed §k 1 UO.OO U0.00 UO.CO I69.O I69.O 

Hal Stierwalt T o t a l U 2U0.00 232.00 200.CO 1259.U 1210.U 

1 None UO.66 0.20 0.1 
2 None U0.7U 11.00 11.1 
3 None U0.82 1.00 .U 
U None U0.90 • 
5 Taylor Fed #7 UO.OO 13.00 39-7 

.6 Taylor Fed. ffi ' 1 ItO.OO UO.OO UO.OO 206.0 206,0 
7 Taylor Fed #3 ItO.OO 17.50 2i;.0 
8 None" UO.OO 1.50 .2 

13 Taylor Fed #2 • • 1 UO.OO UO.OO U0,CO l 6 l . 6 161.6 
Hi None UO.OO 30.00 U0.3 
17 Taylor Fed #6 : 1 UO.OO UO.OO UO.CO 397.U 397-U 
18 Taylor Fed 1 UO.OO UO.OO kO.CO 300.U 300.U 
27 None UO.OO 37.50 78.6 
23 None . UO.OO 8.00 U.3 
33 Fed r f l - 1 UO.OO 13.00 . 19.U 
3h None ' ' UO.OO' 10,00 8.8 
35 Nona UO.CO 3,00 1.0 
36 iron 3 Uo.oo 

Hal Stier-walt et a l 
Total U 723,12 310.?0 IcO.CO 1293.7 1065.U 

•> Undavslooad but could ba dorsloyad £cx i h j .flood 
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