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1 UNIT AGREEMENT 

2 FOR THE DEVELOPMENT AND OPERATION 

3 OF THE LUSK STRAWN DEEP UNIT 

4 LEA AND EDDY COUNTIES, NEW MEXICO 

5 

6 THIS AGREEMENT entered i n t o as of the day of 

7 1973, 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 con-

8 senting 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". 

9 WITNESSETH: That, 

10 WHEREAS, the p a r t i e s hereto are the owners of working, 

11 r o y a l t y , or other o i l or gas i n t e r e s t s i n the u n i t area subject 

12 t o t h i s agreement; and 

13 WHEREAS, the O i l Conservation Commission of the State of 

14 New Mexico i s authorized by law ( A r t . 3, Chap. 65, Vol. 9, p a r t 2 

15 N.M.S.A. 1953) t o approve t h i s agreement and the conservation 

16 p r o v i s i o n s hereof, and 

17 WHEREAS, the Coinmissioner of Public Lands o f the State of 

18 New Mexico i s authorized t o amend, w i t h the approval of the lessee, 

19 s t a t e o i l and gas leases so t h a t the terms thereof may coincide 

20 w i t h the terms o f the u n i t agreements embracing such lands (Sec. 

21 7-11-41 N.M.S.A. 1953); and 

22 WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 

23 S t a t . 437, as amended, 30 U.S.C. Sections 181 e t seq., authorizes 

24 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 other, 

25 or j o i n t l y or separately w i t h o t h e r s , i n c o l l e c t i v e l y adopting 

26 and op e r a t i n g a cooperative or u n i t plan o f development or operation 

27 of any o i l or gas p o o l , f i e l d or l i k e area, or any p a r t thereof 

2 8 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 

29 t h e r e o f whenever determined and c e r t i f i e d by the Secretary of the 

30 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 



1 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 

2 the Lusk Strawn Deep Unit Area covering the land h e r e i n a f t e r described 

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

4 WHEREAS, i t i s the purpose of the p a r t i e s hereto t o enable 

5 i n s t i t u t i o n and consummation of secondary recovery operations, 

6 conserve n a t u r a l resources, prevent waste and secure the other 

7 b e n e f i t s obtainable through development and operation of the area 

8 subject t o t h i s agreement under the terms, conditions and l i m i t a t i o n s 

9 herein set f o r t h ; 

10 NOW, THEREFORE, i n co n s i d e r a t i o n of the premises and the 

11 promises h e r e i n contained, the p a r t i e s hereto commit t o t h i s agree-

12 ment 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 u n i t i z e d formation of the 

13 below defined u n i t area, and agree s e v e r a l l y among themselves as 

14 f o l l o w s : 

15 SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral 

16 Leasing Act of February 25, 1920, as amended, supra, and a l l v a l i d 

17 p e r t i n e n t r e g u l a t i o n s , i n c l u d i n g operating and u n i t plan regula-

18 t i o n s , h e r e t o f o r e issued thereunder and v a l i d p e r t i n e n t and reason-

19 able 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 

20 a p a r t of t h i s agreement as t o Federal lands, provided such regu-

21 l a t i o n s are not i n c o n s i s t e n t w i t h the terms of t h i s agreement; and 

22 as t o non-federal lands, the o i l and gas operating r e g u l a t i o n s i n 

23 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 pro-

24 ducing operations, not i n c o n s i s t e n t w i t h the terms hereof or the 

25 laws o f the State of New Mexico, are hereby accepted and made a 

26 p a r t of t h i s agreement. 

27 SECTION 2. UNIT AREA AND DEFINITIONS. The area described 

28 i n E x h i b i t "B" and depicted on E x h i b i t "A" attached hereto i s 

29 hereby designated and recognized as c o n s t i t u t i n g the u n i t area, 

30 c o n t a i n i n g 20,863.88 acres, more or l e s s , i n Lea and Eddy Counties, 

31 New Mexico. Said land i s described as f o l l o w s : 
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14 

25 

26 

27 

28 

29 

Township 18 South, Range 32 East, N.M.P.M. 
Section 31: Lots 3, 4, E%Ŵ  
Section 32: Wh, WJ->SE% 

Township 19 South, Range 31 East, N.M.P.M. 
Section 1: Lot 1, SE%NE%, SW%, S%SE%, 

4 Section 2 : S%, ShNh 
Section 3 : S^SE%, NE^SEi-

5 Section 10 : Eh, Ê NW%, NÊ SŴ  
Section 11. A l l 

6 Section 12 : A l l 
Section 13 : A l l 

7 Section 14: A l l 
Section 15 : Eh 

8 Section 21: S*sSE%, SEijSWij 
Section 22. Sh, NE%, SÊ NWs 

9 Section 23 : A l l 
Section 24 i A l l 

10 Section 25: A l l 
Section 26: Nh, xhsh, svihsvih 

11 Section 27; N^ 
Section 28 : A l l 

12 Section 29 : Ê SÊ s 
Section 32: NE%NE% 

13 Section 33: NW%, NJjSW^, SÊ SWJs 
Section 36 : NE%NW%, NE% 

NE%SE% 

15 Section 4: 
Section 5: 

16 Section 6: 
Section 7: 

17 Section 8 : 
Section 9 : 

18 Section 16: 
Section 17: 

19 Section 18 : 
Section 19: 

20 Section 20 : 
Section 21 : 

21 Section 22: 
Section 27: 

22 Section 28: 
Section 29 : 

23 Section 30: 
Section 31: 

24 Section 32 : 
Section 33 : 

Township 19 South, Range 32 East, N.M.P.M. 

whsm : whsm 
: wh, SEh, whnEh, SE%NE% 
: Lots 1, 2, 3, 4, Eh, EhWh 
: Lots 1, 2, 3, 4, Eh, EhWh 
: A l l 

A l l 
NW^NW%, SW%SW% 
Wh, SW%NE%, YlhSEi 
A l l 

( A l l ) 
( A l l ) 

A l l 
Lots 1, 2, 3, 4, Eh, Eh^h ( A l l ) 
Lots 1, 2, 3, 4, Eh, Eh^h ( A l l ) 
A l l 
Sh, NW%, SE^NE%, Ŵ NE% 
SWh, S^SE%, NW%SE% 
Wh, NhNEh, SW%NE%, NŴ SÊ  
A l l 
A l l 
Lots 1, 2, 3, 4, Eh, EhWh ( A l l ) 
Lots 1, 2, 3, 5, 6, 7, NE?s, Ê NŴ s, N^SE^, NE%SW% 
T-^= 1, 2, 3, 4, NJs, NJ5SJ5 ( A l l ) 

1, 2 , WfH, N^NE^, SŴ NÊ , N̂ SŴ , NW%SE% 
Lots 
Lots 

Township 20 South, Range 32 East, N.M.P.M. 
Section 4: Lot 4 
Section 5 : Lots 1, 2, 3, 4 
Section 6: Lots 1, 2 

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

and expressions as used h e r e i n s h a l l mean: 
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1 (a) "Comniissioner" i s defined as the Commissioner 

2 of Public Lands of the State of New Mexico. 

3 (b) "Commission" i s defined as the O i l Conservation 

4 Commission of the State of New Mexico. 

5 (c) " D i r e c t o r " i s defined as the D i r e c t o r of the 

6 United States Geological Survey. 

7 (d) "Secretary" i s defined as the Secretary of the 

8 I n t e r i o r of the United States of America. 

9 (e) "Department" i s defined as the Department of 

10 the I n t e r i o r of the United States of America. 

11 ( f ) "Supervisor" i s defined as the O i l and Gas Super-

12 v i s o r of the United States Geological Survey f o r the area i n which 

13 the u n i t area i s s i t u a t e d . 

14 (g) " U n i t i z e d Formation" s h a l l mean t h a t subsurface 

15 p o r t i o n of the u n i t area known as the Strawn zone and more speci-

16 f i c a l l y d efined as the v e r t i c a l i n t e r v a l from 11,097 f e e t t o 

17 11,504 f e e t on the Schlumberger Gamma Ray Sonic log run i n the 

18 E l Paso Na t u r a l Gas Company Lusk Deep No. 2 w e l l located i n the 

19 SŴ SÊ  Section 18, Township 19 South, Range 32 East, N.M.P.M. 

20 (h) "U n i t i z e d Substances" i s defined as and s h a l l 

21 mean a l l o i l , gas, gaseous substances, sulphur contained i n gas, 

22 condensate, d i s t i l l a t e and a l l associated and c o n s t i t u e n t l i q u i d 

2 3 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 

24 formation of the u n i t i z e d land. 

25 ( i ) "Tract" i s defined as each p a r c e l of land described 

26 as such and given a t r a c t number i n E x h i b i t "B". 

27 ( j ) "Tract P a r t i c i p a t i o n " i s defined as t h a t percen-

28 tage 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 

29 substances produced from the u n i t i z e d formation t o a t r a c t under 

30 t h i s agreement. 
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1 (k) "Unit p a r t i c i p a t i o n " of each working i n t e r e s t 

2 owner i s defined as the sum of the percentages obtained by m u l t i -

3 p l y i n g such working i n t e r e s t owner's f r a c t i o n a l working i n t e r e s t 

4 i n each t r a c t 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 . 

5 (1) "Working i n t e r e s t " i s defined as the r i g h t to 

6 search f o r , produce and acquire u n i t i z e d substances whether held 

7 as an i n c i d e n t of ownership o f mineral fee simple t i t l e , under 

8 an o i l and gas lease, or otherwise h e l d , which i n t e r e s t i s 

9 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 

10 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 of 

11 d r i l l i n g , developing and producing the u n i t i z e d substances from 

12 the u n i t i z e d formation and o p e r a t i n g t h e r e f o r hereunder. Any 

13 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 

14 of the date such i n t e r e s t i s committed t o t h i s Agreement s h a l l 

15 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 

16 t h i s Agreement. 

17 (m) "Working i n t e r e s t owner" i s defined as and s h a l l 

18 mean any p a r t y hereto owning a working i n t e r e s t , i n c l u d i n g a 

19 c a r r i e d working i n t e r e s t owner, whether by v i r t u e of a lease, 

20 o p e r a t i n g agreement, fee t i t l e or otherwise. The owner of o i l and 

21 gas r i g h t s t h a t are f r e e of lease or other instrument conveying 

22 the working i n t e r e s t t o another s h a l l be regarded as a working 

23 i n t e r e s t owner t o the extent of seven eighths (7/8) of h i s i n t e r e s t 

24 i n u n i t i z e d substances, and as a r o y a l t y owner w i t h respect to h i s 

25 remaining one-eighth (1/8) i n t e r e s t t h e r e i n . 

26 (n) "Royalty i n t e r e s t " or " r o y a l t y " i s defined as 

27 any i n t e r e s t other than a working i n t e r e s t i n or r i g h t t o receive 

28 a p o r t i o n of the u n i t i z e d substances or the proceeds thereof and 

29 includes the r o y a l t y i n t e r e s t reserved by the lessor by an o i l 

3 0 and gas lease and any o v e r r i d i n g r o y a l t y i n t e r e s t , o i l payment 
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1 i n t e r e s t , or any other payment or burden which does not carry 

2 w i t h i t the r i g h t t o search f o r and produce u n i t i z e d substances. 

3 Co) "Basic r o y a l t y i n t e r e s t " i s defined as the r o y a l t y 

4 i n t e r e s t reserved by the lessor i n an o i l and gas lease. 

5 Cp) "Lessee of record" i s defined as the holder of 

6 record t i t l e under a U. S., State or fee o i l and gas lease. 

7 (q) "Royalty owner" i s defined as and s h a l l mean 

8 the owner of a r o y a l t y i n t e r e s t . 

9 ( r ) "Unit operating agreement" i s defined as and 

10 s h a l l mean any agreement or agreements (whether one or more) 

11 entered i n t o (separately or c o l l e c t i v e l y ) by and between the 

12 u n i t operator and the working i n t e r e s t owners as provided i n 

13 Section 9, i n f r a , and s h a l l be s t y l e d "Unit Operating Agreement, 

14 Lusk Strawin Deep U n i t , Lea end Eddy Counties, New Mexico". 

15 (s) "Tract acreage" i s defined as the number of 

16 surface acres contained i n each t r a c t as determined and tab u l a t e d 

17 i n the Schedule o f P a r t i c i p a t i o n Parameters. 

18 ( t ) "Unit acres" i s defined as the sum of t r a c t 

19 acreage f o r a l l t r a c t s w i t h i n the u n i t area. 

20 SECTION 3. EXHIBITS. E x h i b i t "A" attached hereto i s a 

21 map showing the u n i t area and, t o the extent known t o the Unit 

22 Operator, the boundaries and i d e n t i t y of t r a c t s and leases i n 

23 said u n i t area. E x h i b i t "B" attached hereto i s a schedule showing, 

24 t o the ext e n t known t o the Unit Operator, the acreage comprising 

25 each T r a c t , percentage and k i n d of ownership of o i l and gas 

26 i n t e r e s t s i n a l l land w i t h i n the u n i t area. E x h i b i t "C" attached 

27 hereto i s a schedule showing the t r a c t number, d e s c r i p t i o n and 

28 the percentage of p a r t i c i p a t i o n of each t r a c t i n the u n i t area. 

29 Nothing h e r e i n or i n said schedules or map s h a l l be construed as 

30 a r e p r e s e n t a t i o n by any p a r t y hereto as t o the ownership of any 
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1 i n t e r e s t other than such i n t e r e s t or i n t e r e s t s as are shown i n 

2 said map or schedule as owned by such p a r t y . 

3 E x h i b i t "A", "B" and "C" s h a l l be r e v i s e d by the Unit 

4 Operator whenever changes w i t h i n the u n i t area render such r e -

5 v i s i o n s necessary or when requested by the Supervisor of Commis-

6 sioner, and not less than four copies thereof s h a l l be f i l e d w i t h 

7 the Supervisor and three copies w i t h the Commissioner. 

8 SECTION 4. EXPANSION. The above described u n i t area may, 

9 w i t h the approval o f the D i r e c t o r and Commissioner be expanded t o 

10 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 t r a c t s regarded as reason-

11 ably necessary or advisable f o r the purposes of t h i s Agreement. 

12 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: 

13 (a) The working i n t e r e s t owner or owners of a t r a c t 

14 or t r a c t s d e s i r i n g t o b r i n g such t r a c t or t r a c t s i n t o t h i s u n i t 

15 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 

16 such admission. 

17 (b) 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 of the 

18 proposed expansion t o each working i n t e r e s t owner i n the u n i t area 

19 and i n the t r a c t proposed t o be included i n the u n i t , s e t t i n g out 

20 the basis f o r admission, the proposed t r a c t p a r t i c i p a t i o n to be 

21 assigned t o each Tract i n the enlarged u n i t area, and other per-

22 t i n e n t data. A f t e r n e g o t i a t i o n (at working i n t e r e s t owners' meeting 

23 or o t h e r w i s e ) , i f 90 percent o f the working i n t e r e s t owners (on 

24 the basis o f u n i t p a r t i c i p a t i o n ) have agreed t o i n c l u s i o n of such 

25 t r a c t or t r a c t s , then U n i t Operator s h a l l , a f t e r p r e l i m i n a r y con-

26 currence by the D i r e c t o r 

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

28 boundaries of the u n i t area , the reason 
t h e r e f o r , the basis f o r admission of the 

29 a d d i t i o n a l t r a c t or t r a c t s , the t r a c t p a r t i 
c i p a t i o n t o be assigned each such t r a c t and 

30 the 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 
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1 f i r s t day of the month f o l l o w i n g f i n a l 
approval thereof as herein provided; and 

2 
(2) Furnish copies of said n o t i c e t o the 

3 Supervisor, each working i n t e r e s t owner, 
lessee and lessor whose i n t e r e s t s are a f f e c t e d 

4 (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 of each such working i n t e r e s t 

5 owner), ad 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 

6 t o the Un i t Operator of any o b j e c t i o n to 
such proposed expansion; and 

7 
(3) F i l e , upon the e x p i r a t i o n of said t h i r t y 

8 (30) day p e r i o d , as set out i n (2) immediately 
above w i t h the Commissioner and Supervisor, 

9 the f o l l o w i n g : ( i ) Evidence as to m a i l i n g 
sa i d n o t i c e of expansion; ( i i ) An a p p l i c a t i o n 

10 f o r such expansion i n s u f f i c i e n t numbers f o r 
appropriate approval and d i s t r i b u t i o n ; and 

11 ( i i i ) An instrument c o n t a i n i n g the appropriate 
j o i n d e r s i n compliance w i t h the p a r t i c i p a t i o n 

12 requirements o f Section 14 (Tracts Q u a l i f i e d 
f o r P a r t i c i p a t i o n ) and Section 33 (Non-Joinder 

13 and Subsequent J o i n d e r ) , i n f r a ; and ( i v ) A 
copy of a l l o b j e c t i o n s received, along w i t h 

14 a copy of the Un i t Operator's response t h e r e t o . 

15 The expansion s h a l l , a f t e r due co n s i d e r a t i o n of a l l per-

16 t i n e n t i n f o r m a t i o n and upon approval by the Supervisor and the 

17 Commissioner, become e f f e c t i v e as of the date prescribed i n the 

18 n o t i c e 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 

19 t o the date of n o t i c e . The re v i s e d t r a c t p a r t i c i p a t i o n of the 

20 r e s p e c t i v e t r a c t s included w i t h i n the u n i t area p r i o r t o such 

21 enlargement s h a l l remain i n the same r a t i o one t o another. 

22 SECTION 5. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l 

23 land committed t o t h i s Agreement as t o the u n i t i z e d formation 

24 s h a l l c o n s t i t u t e land r e f e r r e d t o herein as " u n i t i z e d land" or 

25 "land subject t o t h i s Agreement". U n i t i z e d substances are defined 

26 i n Section 2(h) of t h i s Agreement. 

2 7 SECTION 6. UNIT OPERATOR. Llano, I n c . , a New Mexico 

28 c o r p o r a t i o n , i s hereby designated as Un i t Operator, and by sig n i n g 

29 t h i s instrument as Un i t Operator agrees and consents t o accept 

30 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 ope r a t i o n , 
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1 development and product i o n of u n i t i z e d substances as herein pro-

2 vided. Whenever reference i s made herein t o U n i t Operator, such 

3 reference means the U n i t Operator a c t i n g i n t h a t capacity and 

4 not as an owner o f i n t e r e s t s i n u n i t i z e d substances, when such 

5 i n t e r e s t s are owned by i t ; and the term "working i n t e r e s t owner" 

6 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 the U n i t Operator as 

7 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 

8 i t . 

9 SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. 

10 U n 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 

11 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 

12 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 

13 and terminate U n i t Operator's r i g h t s as such f o r a pe r i o d of s i x 

14 (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 

15 given by Un i t Operator t o a l l working i n t e r e s t owners, the Super-

16 v i s o r and the Commissioner and u n t i l a l l u n i t w e l l s are placed 

17 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, abandonment or opera-

18 t i o n s , whichever i s r e q u i r e d by the Supervisor and the Commissioner, 

19 unless a new U n i t Operator s h a l l have taken over and assumed the 

20 d u t i e s and o b l i g a t i o n s o f U n i t Operator p r i o r t o the e x p i r a t i o n 

21 of said p e r i o d . 

22 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 per-

23 formance o f 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 

24 removal by 75 percent o f the committed working i n t e r e s t owners 

25 (on the basis of then c u r r e n t 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 

26 the working i n t e r e s t owner who i s the U n i t Operator. Such removal 

27 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 Supervisor and the 

28 Commissioner. 

29 I n a l l such instances, the r e s i g n a t i o n or removal s h a l l 

30 not be e f f e c t i v e u n t i l a successor U n i t Operator i s selected and 
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1 approved as h e r e i n a f t e r provided, and the working i n t e r e s t owners 

2 s h a l l be j o i n t l y responsible f o r the performance of the duties 

3 o f the 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 

4 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 

5 a U n i t Manager t o represent them i n any a c t i o n t o be taken here-

6 under. 

7 The r e s i g n a t i o n or removal of Un i t Operator under t h i s 

8 Agreement s h a l l not terminate i t s r i g h t , t i t l e or i n t e r e s t as 

9 the owner o f 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 

10 substances, b u t , upon the r e s i g n a t i o n or removal of U n i t Operator 

11 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 

12 of a l l w e l l s , equipment, books and records, m a t e r i a l s , appur-

13 tenances and any other assets, used i n conducting the u n i t opera-

14 t i o n s 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 

15 a l l data and i n f o r m a t i o n which i t might have gained or assembled 

16 by reason o f i t s o p e r a t i o n of the u n i t i z e d land) t o the new duly 

17 q u a l i f i e d successor U n i t Operator or t o the U n i t Manager i f no 

18 such new Un i t Operator has been e l e c t e d , t o be used f o r the pur-

19 pose of conducting u n i t operations hereunder. Nothing herein 

20 contained s h a l l be construed t o r e l i e v e or discharge any Unit 

21 Operator who resigns or i s removed hereunder f o r any l i a b i l i t y 

22 or du t i e s accruing or performable by i t p r i o r t o the e f f e c t i v e 

23 date of such r e s i g n a t i o n or removal. 

24 SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the U n i t 

25 Operator s h a l l tender i t s r e s i g n a t i o n as Un i t Operator or s h a l l 

26 be removed as hereinabove provided, the working i n t e r e s t owners 

27 s h a l l s e l e c t a successor U n i t Operator by a m a j o r i t y vote of the 

28 working i n t e r e s t owners (on the basis of then c u r r e n t u n i t p a r t i -

29 c i p a t i o n ) , provided no working i n t e r e s t owner who has been removed 

30 as Unit Operator may vote f o r sel f - s u c c e s s i o n . Such s e l e c t i o n 
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1 s h a l l not become e f f e c t i v e u n t i l (a) a Unit Operator so selected 

2 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 Unit 

3 Operator; and (b) the s e l e c t i o n s h a l l have been approved by the 

4 Supervisor and the Commissioner. I f no successor Unit Operator 

5 or Unit Manager i s selected and q u a l i f i e d as herein provided, 

6 the Supervisor and the Commissioner, a t t h e i r e l e c t i o n , may 

7 declare t h i s Agreement terminated. 

8 SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING 

9 AGREEMENT. Costs and expenses i n c u r r e d by Unit Operator i n con-

10 d u c t i n g u n i t operations hereunder s h a l l be p a i d , apportioned 

11 among and borne by the working i n t e r e s t owners i n accordance w i t h 

12 the U n i t Operating Agreement; however, no such U n i t Operating 

13 Agreement s h a l l be deemed e i t h e r t o modify any of the terms and 

14 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 

15 o f 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 Agreement, and 

16 i n case of any inconsistency or c o n f l i c t between t h i s Agreement 

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

18 Three t r u e copies o f any U n i t Operating Agreement executed pur-

19 suant t o t h i s s e c t i o n s h a l l be f i l e d w i t h the Supervisor and one 

20 copy w i t h the Commissioner p r i o r t o approval of t h i s Agreement. 

21 SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. 

22 Except as otherwise s p e c i f i c a l l y provided h e r e i n , the exclusive 

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

24 the p a r t i e s hereto which are necessary or convenient f o r pros-

25 p e c t i n g 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 

26 the u n i t i z e d substances are hereby delegated t o and s h a l l be 

27 exercised by the U n i t Operator as he r e i n provided. Upon request, 

28 acceptable evidence of t i t l e t o said r i g h t s s h a l l be deposited 

29 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 

30 c o n s t i t u t e and d e 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 
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1 U n i t Operator. Nothing h e r e i n , however, s h a l l be construed t o 

2 t r a n s f e r t i t l e t o any land or t o any lease or operating agreement, 

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

4 i n i t s capacity as Unit Operator, s h a l l exercise the r i g h t s of 

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

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

7 SECTION 11. USE OF SURFACE AND USE OF WATER. 

8 (a) The p a r t i e s hereto, t o the extent of t h e i r r i g h t s 

9 and i n t e r e s t s , hereby grant t o U n i t Operator the r i g h t t o use as 

10 much o f the surface of the land w i t h i n the u n i t area as may reason-

11 ably be necessary f o r u n i t operations except a s i t e f o r a gas 

12 i n j e c t i o n , processing or other p l a n t s i t e . 

13 (b) U n i t Operator s h a l l have fr e e use of b r i n e or 

14 water or both from the u n i t area f o r u n i t o p erations, except water 

15 from any w e l l , l a k e , pond or i r r i g a t i o n d i t c h of a surface owner. 

16 (c) U n i t Operator s h a l l pay the owner f o r damages t o 

17 growing crops, timber, fences, improvements and s t r u c t u r e s on the 

18 u n i t i z e d land t h a t r e s u l t from u n i t operations. 

19 SECTION 12. PLAN OF OPERATIONS. I t i s recognized and agreed 

20 by the p a r t i e s hereto t h a t a l l of the land subject t o t h i s Agree-

21 ment i s reasonably proved t o be prod u c t i v e of u n i t i z e d substances, 

22 or necessary f o r u n i t o p e r a t i o n s , and t h a t the o b j e c t and purpose 

23 of t h i s Agreement i s t o formulate and t o put i n t o e f f e c t a secondary 

24 recovery p r o j e c t i n order t o e f f e c t the gr e a t e s t economic recovery 

25 of u n i t i z e d substances, prevent waste and conserve n a t u r a l resources 

26 c o n s i s t e n t w i t h good engineering p r a c t i c e s expected of a prudent 

2 7 operator. The p a r t i e s hereto agree t h a t the U n i t Operator may, 

2 8 subject t o the consent t o a Plan of Operation by the working i n t e r e s t 

29 owners and approval by the Supervisor and Commissioner, i n j e c t i n t o 

30 the u n i t i z e d f o r m a t i o n , through any w e l l or w e l l s completed t h e r e i n , 
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1 b r i n e , water, a i r , gas, o i l and any one or more other substances 

2 whether produced from the u n i t i z e d land or not, and t h a t the 

3 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 of i n j e c t i o n t h e r e i n s h a l l 

4 be governed by standards of good engineering p r a c t i c e s and con-

5 s e r v a t i o n methods. A f t e r commencement of secondary operations, 

6 U n i t Operator s h a l l f u r n i s h the Supervisor monthly i n j e c t i o n 

7 and production r e p o r t s f o r each w e l l i n the u n i t . The working 

8 i n t e r e s t owners and the Supervisor and Commissioner s h a l l be 

9 f u r n i s h e d p e r i o d i c r e p o r t s on the progress of the Plan of Opera-

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

11 t h a t any major r e v i s i o n s of the Plan of Operation i n v o l v i n g a 

12 basic d e v i a t i o n from the I n i t i a l Plan of Operation s h a l l be sub-

13 j e c t t o the approval o f the working i n t e r e s t owners and the Super-

14 v i s o r and Commissioner. 

15 An I n i t i a l Plan o f Operation s h a l l be f i l e d w i t h the Super-

16 v i s o r and 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 Agree-

17 ment f o r f i n a l approval. Said Plan of Operation and a l l r e v i s i o n s 

18 thereof s h a l l be as complete and adequate as the Supervisor and 

19 Commissioner may determine t o be necessary f o r t i m e l y o peration 

20 c o n s i s t e n t herewith. Upon approval of t h i s Agreement and the 

21 aforementioned Plan by the Supervisor and Commissioner said Plan 

22 and a l l subsequently approved Plans s h a l l c o n s t i t u t e the operating 

23 o b l i g a t i o n s of the U n i t Operator under t h i s Agreement f o r the period 

24 s p e c i f i e d i n the Plan. T h e r e a f t e r , from time t o time before the 

25 e x p i r a t i o n of any e x i s t i n g Plan, the U n i t Operator s h a l l submit 

26 f o r approval a Plan f o r an a d d i t i o n a l s p e c i f i e d p e r i o d of operation. 

27 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 -

28 gations of the approved Plan of Operation. 

29 Notwithstanding anything t o the c o n t r a r y herein contained, 

30 should the U n i t Operator f a i l t o commence operations f o r the 
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1 secondary recovery o f u n i t i z e d substances from the u n i t area 

2 w i t h i n one (1) year a f t e r the e f f e c t i v e date of t h i s Agreement, 

3 or any extension thereof approved by the Supervisor and the Com-

4 missioner, t h i s Agreement s h a l l terminate a u t o m a t i c a l l y as of 

5 the date o f d e f a u l t . A f t e r such operations are commenced, Unit 

6 Operator s h a l l c arry on such operations as would a reasonably 

7 prudent operator under the same or s i m i l a r circumstances. 

8 SECTION 13. TRACT PARTICIPATION. I n E x h i b i t "C" attached 

9 hereto there are l i s t e d and numbered the various t r a c t s w i t h i n 

10 the u n i t area, and set f o r t h opposite each t r a c t i s the t r a c t 

11 p a r t i c i p a t i o n as h e r e i n a f t e r defined o f each t r a c t i n the u n i t 

12 area c a l c u l a t e d on the basis o f 100 percent commitment. The t r a c t 

13 p a r t i c i p a t i o n was determined by the f o l l o w i n g formula: 

14 5% x surface acres ( u n i t f r a c t i o n ) 
plus 

15 20% x pro d u c t i v e acres ( u n i t f r a c t i o n ) 
plus 

16 75% x net a c r e - f e e t ( u n i t f r a c t i o n ) 
100% t o t a l 

17 

18 I n the event less than a l l of the t r a c t s w i t h i n the u n i t area 

19 are 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 as of the e f f e c t i v e date hereof, 

20 U n i t Operator s h a l l , as soon as p r a c t i c a b l e a f t e r s a i d e f f e c t i v e 

21 date, prepare a r e v i s e d E x h i b i t "C" s e t t i n g f o r t h the q u a l i f i e d 

22 t r a c t s and showing the rev i s e d t r a c t p a r t i c i p a t i o n of each q u a l i -

23 f i e d t r a c t , which t r a c t p a r t i c i p a t i o n s h a l l be c a l c u l a t e d and deter--

24 mined by using the f a c t o r s and formula set f o r t h above, but applying 

25 the same only t o the q u a l i f i e d t r a c t s . U n i t Operator s h a l l promptly 

26 f i l e copies o f such r e v i s e d E x h i b i t "C" w i t h the Supervisor and 

27 Commissioner and, unless such r e v i s e d E x h i b i t "C" i s disapproved 

28 by the Supervisor and Commissioner w i t h i n t h i r t y (30) days a f t e r 

29 such f i l i n g , the r e v i s e d E x h i b i t "C" s h a l l be e f f e c t i v e as of the 

30 e f f e c t i v e date o f t h i s Agreement, and s h a l l t h e r e a f t e r govern the 
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1 a l l o c a t i o n of a l l u n i t i z e d substances, s u b j e c t , however, t o 

2 any f u r t h e r r e v i s i o n or r e v i s i o n s of E x h i b i t "C" i n accordance 

3 w i t h the p r o v i s i o n s hereof. 

4 SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. As the 

5 o b j e c t i v e o f t h i s Agreement i s t o have the lands i n the U n i t area 

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

7 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 herein to the c o n t r a r y , 

8 no j o i n d e r s h a l l be considered a commitment t o t h i s Agreement 

9 unless the t r a c t i n v o l v e d i s 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 under 

10 t h i s Section 14. 

11 (1) On and a f t e r the e f f e c t i v e date hereof the t r a c t s 

12 q u a l i f i e d t o p a r t i c i p a t e hereunder s h a l l be the t r a c t s t h a t q u a l i f y 

13 as f o l l o w s : 

14 (a) Each t r a c t as t o which working i n t e r e s t 

15 owners owning 100% of the working i n t e r e s t have 

16 become p a r t i e s t o t h i s Agreement and as t o which 

17 ( i ) r o y a l t y owners under o i l and gas leases on 

18 fee land owning s e v e n t y - f i v e percent (75%) of 

19 more of the basic r o y a l t y i n t e r e s t ; or ( i i ) 

20 lessees of record owning s e v e n t y - f i v e percent 

21 (75%) or more of the record t i t l e i n t e r e s t , 

22 whichever i s a p p l i c a b l e , have become p a r t i e s 

23 t o t h i s Agreement. 

24 (b) Each t r a c t as t o which working i n t e r e s t 

25 owners owning one hundred percent (100%) of the 

26 working i n t e r e s t have become p a r t i e s t o t h i s 

2 7 Agreement and as t o which r o y a l t y owners under 

28 o i l and gas leases on fee land owning less than 

29 s e v e n t y - f i v e percent (75%) of the basic r o y a l t y 

30 i n t e r e s t or lessees of record owning less than 
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1 s e v e n t y - f i v e (75%) of the record t i t l e have 

2 become p a r t i e s t o t h i s Agreement and as t o 

3 which ( i ) a l l working i n t e r e s t owners i n such 

4 t r a c t have j o i n e d i n a request f o r the i n c l u -

5 sion of such t r a c t i n u n i t p a r t i c i p a t i o n on 

6 the basis of such commitment, and as t o which 

7 ( i i ) s e v e n t y - f i v e percent (75%) of the combined 

8 u n i t p a r t i c i p a t i o n i n a l l t r a c t s t h a t meet the 

9 requirements o f Section 14(1)(a) have voted i n 

10 favor of the acceptance of such t r a c t as q u a l i f i e d 

11 f o r p a r t i c i p a t i o n . 

12 For the purpose of t h i s Section 14,(1) (b) 

13 the v o t i n g i n t e r e s t of a working i n t e r e s t owner 

14 s h a l l be equal t o the r a t i o t h a t i t s then c u r r e n t 

15 u n i t 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 t r a c t s t h a t 

16 q u a l i f y under Section 14(1) (a) bears to the 

17 t o t a l then c u r r e n t u n i t p a r t i c i p a t i o n of a l l 

18 working i n t e r e s t owners a t t r i b u t a b l e t o a l l 

19 t r a c t s t h a t q u a l i f y under Section 14(1) ( a ) . 

20 (c) Each t r a c t as t o which working i n t e r e s t 

21 owners owning less than one hundred percent (100%) 

22 o f the working i n t e r e s t have become p a r t i e s t o 

23 t h i s Agreement regardless of the percentage of 

24 r o y a l t y or record i n t e r e s t s committed hereto, 

25 and as t o which ( i ) the working i n t e r e s t owner 

26 who operates the t r a c t and a l l of the other 

27 working i n t e r e s t owners i n such t r a c t who have 

28 become p a r t i e s t o t h i s Agreement have j o i n e d i n 

29 a request f o r i n c l u s i o n o f such t r a c t , and have 

30 executed and d e l i v e r e d an indemnity agreement 
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1 indemnifying and agreeing t o hold harmless 

2 the other owners of committed working i n t e r e s t s , 

3 t h e i r successors and assigns, against a l l claims 

4 and demands t h a t may be made by the owners of 

5 working i n t e r e s t s i n such t r a c t who are not 

6 p a r t i e s t o t h i s Agreement, and which a r i s e out 

7 o f the acceptance of the t r a c t as q u a l i f i e d f o r 

8 p a r t i c i p a t i o n ; and as t o which ( i i ) the owners 

9 of s e v e n t y - f i v e percent (75%) of the u n i t p a r t i -

10 c i p a t i o n i n a l l t r a c t s t h a t meet the requirements 

11 o f Section 14(1) (a) and 14(1) (b) have voted i n 

12 favor of the q u a l i f i c a t i o n of such t r a c t and 

13 acceptance of the indemnity agreement. 

14 For the purpose of t h i s Section 1 4 ( 1 ) ( c ) , 

15 the v o t i n g i n t e r e s t of each working i n t e r e s t owner 

16 s h a l l be equal t o the r a t i o t h a t i t s then c u r r e n t 

17 u n i t 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 t r a c t s t h a t 

18 q u a l i f y under Section 14(1) (a) and 14(1) (b) bears 

19 t o the t o t a l then c u r r e n t u n i t p a r t i c i p a t i o n of 

20 a l l working i n t e r e s t owners a t t r i b u t a b l e t o a l l 

21 t r a c t s t h a t q u a l i f y under Section 14(1)(a) and 

22 14(1) (b) . Upon the q u a l i f i c a t i o n of such a t r a c t 

23 under t h i s Agreement, the u n i t p a r t i c i p a t i o n t h a t 

24 would have been a t t r i b u t e d t o the non-subscribing 

25 owners o f working i n t e r e s t s i n such t r a c t , had 

26 they become p a r t i e s t o t h i s Agreement and the 

27 U n i t Operating Agreement, s h a l l be a t t r i b u t e d to 

28 the working i n t e r e s t owners i n such t r a c t who have 

29 become p a r t i e s t o such agreements and j o i n e d i n 

30 the indemnity agreement, i n p r o p o r t i o n t o t h e i r 
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1 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 . 

2 SECTION 15. ALLOCATION OF UNITIZED SUBSTANCES. A l l 

3 u n i t i z e d substances produced and saved (less any p a r t of such 

4 u n i t i z e d substances used i n conformity w i t h good operating prac-

5 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 

6 production or development purposes and f o r pressure maintenance 

7 or which i s unavoidably l o s t ) i n accordance w i t h a Plan of 

8 Operation approved by the Supervisor s h a l l be apportioned among 

9 and a l l o c a t e d t o each of the q u a l i f i e d t r a c t s i n accordance w i t h 

10 the then e f f e c t i v e Schedule of P a r t i c i p a t i o n i n E x h i b i t "C". The 

11 amount of 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 (regardless 

12 of whether i t be more or less than the amount of the a c t u a l pro-

13 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, 

14 on such t r a c t ) s h a l l be deemed f o r a l l i n t e n t s , uses and purposes 

15 t o have been produced from such t r a c t . 

16 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 

17 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, 

18 consenting t o or r a t i f y i n g t h i s Agreement and e n t i t l e d t o share 

19 i n the pr o d u c t i o n from such t r a c t i n the same manner, i n the same 

20 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 -

21 c i p a t e d and shared i n the produc t i o n from such t r a c t s , or i n the 

22 proceeds t h e r e o f , had t h i s Agreement not been entered i n t o , and 

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

24 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 

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

26 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 

27 substances; and nothing h e r e i n contained s h a l l be construed as 

28 r e q u i r i n g any r e t r o a c t i v e adjustment f o r production obtained p r i o r 

29 t o the e f f e c t i v e date o f the q u a l i f i c a t i o n of any t r a c t . 

30 I f the working i n t e r e s t and/or the r o y a l t y i n t e r e s t i n any 
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1 t r a c t are or become d i v i d e d w i t h respect t o separate parcels or 

2 p o r t i o n s of such t r a c t and owned s e v e r a l l y by d i f f e r e n t persons, 

3 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 s h a l l , i n the 

4 absence o f a recordable instrument executed by a l l owners and 

5 fu r n i s h e d t o U n i t Operator f i x i n g the d i v i s i o n of ownership, be 

6 d i v i d e d among the owners of i n t e r e s t s i n such parcels or p o r t i o n s 

7 i n p r o p o r t i o n t o the number of surface acres i n each. 

8 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 

9 d e l i v e r e d i n k i n d t o the res p e c t i v e working i n t e r e s t owners and 

10 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 

11 gas r i g h t s t h e r e i n . Each working i n t e r e s t owner and the p a r t i e s 

12 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 to receive such 

13 production 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 

14 t o s e l l or dispose of the same as i t sees f i t . Each such pa r t y 

15 s h a l l have the r i g h t t o c o n s t r u c t , maintain and operate a l l neces-

16 sary f a c i l i t i e s f o r t h a t purpose on u n i t i z e d land, provided the 

17 same are so construc t e d , maintained and operated as not t o i n t e r -

18 f e r e w i t h operations c a r r i e d on pursuant hereto. Subject t o 

19 Section 16 (Royalty Settlement) hereof, any e x t r a expenditure 

20 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 

21 any p o r t i o n of the u n i t i z e d substances s h a l l be borne by the p a r t y 

22 r e c e i v i n g the same i n k i n d . 

23 I n the event any p a r t y hereto s h a l l f a i l t o take or other-

24 wise adequately dispose of i t s p r o p o r t i o n a t e share of the u n i t i z e d 

25 substances, U n i t Operator, i n order t o avoid c u r t a i l i n g u n i t opera-

26 t i o n s , may s e l l or otherwise dispose of such produ c t i o n t o i t s e l f 

27 or others on a day-to-day basis a t not less than the p r e v a i l i n g 

2 8 market p r i c e i n the area f o r l i k e p r o d u c t i o n ; and the account of 

29 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 pro-

30 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 

-19-



1 dispose of by Unit Operator s h a l l be paid to the p a r t y e n t i t l e d 

2 t h e r e t o ; provided, however, U n i t Operator s h a l l not make a sale 

3 i n t o i n t e r s t a t e commence of any working i n t e r e s t owner's share 

4 of gas produc t i o n w i t h o u t f i r s t g i v i n g such working i n t e r e s t 

5 owner s i x t y (60) days' n o t i c e of such intended sale. 

6 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 

7 any t r a c t or t r a c t s t h a t are subsequently committed hereto, as 

8 provided i n Section 4 (Expansion) , Section 14 (Tract Q u a l i f i e d 

9 f o r P a r t i c i p a t i o n ) and Section 33 (Non-Joinder and Subsequent 

10 J o i n d e r ) , or i f any t r a c t i s excluded from t h i s Agreement as pro-

11 vided f o r i n Section 32 (Loss of T i t l e ) , the schedule of p a r t i c i -

12 p a t i o n as shown i n the c u r r e n t E x h i b i t "C" s h a l l be revised by 

13 the U n i t Operator, together w i t h E x h i b i t s "A" and "B", i f appro-

14 p r i a t e ; and the re v i s e d schedule, upon approval by the working 

15 i n t e r e s t owners and the Supervisor and Commissioner s h a l l govern 

16 the a l l o c a t i o n o f u n i t i z e d substances on and a f t e r the e f f e c t i v e 

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

18 The t r a c t p a r t i c i p a t i o n s of a l l t r a c t s p a r t i c i p a t i n g p r i o r t o any 

19 such r e v i s i o n s h a l l remain i n the same r a t i o one t o the other. 

20 SECTION 16. ROYALTY SETTLEMENT. The United States of 

21 America and the State o f New Mexico and a l l r o y a l t y owners who, 

22 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 

23 of the u n i t i z e d substances produced from any t r a c t u n i t i z e d here-

24 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 

25 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 

26 t r a c t , and U n i t Operator s h a l l make d e l i v e r i e s of such r o y a l t y 

27 share taken i n k i n d i n conformity w i t h the a p p l i c a b l e c o n t r a c t s , 

28 laws and r e g u l a t i o n s . Settlement f o r r o y a l t y i n t e r e s t not taken 

29 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 

30 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 
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1 l a s t day of each month f o r u n i t i z e d substances produced during 

2 the preceding calendar month; provided, however, t h a t nothing 

3 herein contained sha-1 operate t o r e l i e v e the lessees of any 

4 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 

5 of any r o y a l t y due under t h e i r leases, except t h a t such r o y a l t y 

6 s h a l l be computed i n accordance w i t h the terms of t h i s Agreement. 

7 Royalty due the United States s h a l l be computed as pro-

8 vided i n the operating r e g u l a t i o n s and p a i d i n value or d e l i v e r e d 

9 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 amount 

10 t h e r e o f a l l o c a t e d t o u n i t i z e d Federal land as provided herein 

11 a t the rates as may be authorized by law or r e g u l a t i o n ; provided 

12 t h a t f o r leases on which r o y a l t y r a t e depends on the d a i l y average 

13 p r o d u c t i o n per w e l l , s a i d average production s h a l l be determined 

14 i n accordance w i t h the o p e r a t i n g r e g u l a t i o n s as though the u n i t i z e d 

15 land were a s i n g l e consolidated lease. 

16 A l l r o y a l t y due the State of New Mexico and the other 

17 r o y a l t y owners hereunder s h a l l be computed and paid on the basis 

18 of a l l u n i t i z e d substances a l l o c a t e d t o the respective t r a c t or 

19 t r a c t s committed hereto i n l i e u of a c t u a l production from such 

20 t r a c t or t r a c t s . 

21 Each r o y a l t y owner (other than the United States of 

22 America and the State of New Mexico) t h a t executes t h i s agreement 

23 represents t h a t i t i s the owner of a r o y a l t y i n t e r e s t i n t r a c t 

24 or t r a c t s 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 

25 "B" attached hereto. Subject t o Section 32 hereof, i t any r o y a l t y 

26 i n t e r e s t i n a t r a c t or t r a c t s should be l o s t by t i t l e f a i l u r e or 

2 7 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, 

28 then the r o y a l t y i n t e r e s t of the p a r t y representing himself t o be 

29 the owner th e r e o f 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 

30 of a l l p a r t i e s i n the a f f e c t e d t r a c t or t r a c t s s h a l l be adjusted 
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1 a c c o r d i n g l y . 

2 SECTION 17. OUTSIDE SUBSTANCES. I f gas obtained from 

3 lands not subject to t h i s Agreement i s introduced i n t o the 

4 u n i t i z e d formation f o r use i n rep r e s s u r i n g , s t i m u l a t i o n of pro-

5 du 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 

6 Plan of Operation approved by the Supervisor and Commissioner, 

7 a l i k e amount of gas, less appropriate deductions f o r loss from 

8 any cause, may be withdrawn from u n i t w e l l s completed i n the 

9 u n i t i z e d f o r m a t i o n , r o y a l t y - f r e e as t o dry gas but not as t o 

10 the products e x t r a c t e d therefrom; provided such withdrawal s h a l l 

11 be pursuant t o such c o n d i t i o n s and formulas as may be prescribed 

12 or approved by the Supervisor and Commissioner and provided 

13 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 

14 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. 

15 SECTION 18. RENTAL SETTLEMENT. Rentals or minimum r o y a l -

16 t i e s due on leases committed hereto s h a l l be paid by working 

17 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 , 

18 laws and r e g u l a t i o n s , provided t h a t nothing herein contained s h a l l 

19 operate t o r e l i e v e the lessees o f any land from t h e i r respective 

20 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 

21 i n l i e u t h e reof due under t h e i r leases. Rental or minimum r o y a l t y 

22 f o r lands of the United States of America subject t o t h i s Agree-

23 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 respective leases 

24 from the United States of America, unless r e n t a l or minimum r o y a l t y 

25 i s waived, suspended or reduced by law or by approval of the 

26 Secretary or h i s duly authorized r e p r e s e n t a t i v e . Rental f o r 

27 lands of the State o f New Mexico subject t o t h i s Agreement s h a l l 

28 be paid 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 

29 State of New Mexico. 

30 SECTION 19. CONSERVATION. Operations hereunder and 
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1 p r oduction of u n i t i z e d substances s h a l l be conducted t o provide 

2 f o r the most economical and e f f i c i e n t recovery of said substances 

3 w i t h o u t waste, as defined by or pursuant t o Federal and State laws 

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

5 SECTION 20. DRAINAGE. The U n i t Operator s h a l l take appro-

6 p r i a t e and adequate measures t o prevent drainage of u n i t i z e d sub-

7 stances from u n i t i z e d land by w e l l s on land not subject t o t h i s 

8 Agreement. 

9 SECTION 21. LEASES AND CONTRACTS CONFORMED AND EXTENDED. 

10 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 

11 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 

12 o p e r a t i o n f o r o i l or gas on lands committed t o t h i s Agreement are 

13 hereby expressly modified and amended to the extent necessary t o 

14 make the same conform t o the p r o v i s i o n s hereof, but otherwise t o 

15 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 

16 consent t h a t the Secretary and Commissioner s h a l l , and by t h e i r 

17 approval hereof, or by theapproval hereof by t h e i r duly authorized 

18 r e p r e s e n t a t i v e s , hereby e s t a b l i s h , a l t e r , change or revoke the 

19 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 r e q u i r e -

20 ments of Federal and State leases committed hereto and the regula-

21 t i o n s w i t h respect t h e r e t o t o conform said requirements to the 

22 p r o v i s i o n s o f t h i s Agreement. 

23 Without l i m i t i n g the g e n e r a l i t y of the foregoing, a l l leases, 

24 subleases and c o n t r a c t s are p a r t i c u l a r l y modified i n accordance 

25 w i t h the f o l l o w i n g : 

26 (a) The development and o p e r a t i o n of lands subject to 
t h i s Agreement under the terms hereof s h a l l be deemed f u l l perform-

27 ance of a l l o b l i g a t i o n s f o r development and operation w i t h respect 
to each and every p a r t or separately owned t r a c t subject to t h i s 

2 8 Agreement, regardless 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 area, notwithstanding any-

29 t h i n g 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 respective 

30 predecessors i n i n t e r e s t , or any of them. 
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1 (b) D r i l l i n g , producing or secondary recovery opera
t i o n s performed hereunder upon any t r a c t of u n i t i z e d land s h a l l 

2 be accepted and deemed t o be performed upon and f o r the b e n e f i t 
of each and every t r a c t of u n i t i z e d land, and no lease s h a l l be 

3 deemed t o ex p i r e 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. 

4 
Cc) Suspension of d r i l l i n g or producing operations 

5 on a l l u n i t i z e d land pursuant t o d i r e c t i o n or consent of the 
Supervisor and Commissioner or t h e i r duly authorized representa-

6 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 to 
such d i r e c t i o n or consent as t o each and every t r a c t of u n i t i z e d 

7 land. 

8 Cd) Each lease, sublease, or c o n t r a c t r e l a t i n g to 
the e x p l o r a t i o n , d r i l l i n g , development or operation f o r o i l and 

9 gas which by i t s terms might expire p r i o r to the t e r m i n a t i o n of 
t h i s Agreement i s hereby extended beyond any such term so provided 

10 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 orce and e f f e c t 
f o r and d u r i n g the term of t h i s Agreement. 

11 
(e) Termination of t h i s Agreement s h a l l not a f f e c t 

12 any lease which, pursuant t o the terms thereof or any a p p l i c a b l e 
laws, s h a l l continue i n forc e and e f f e c t t h e r e a f t e r . 

13 
( f ) The segregation of any Federal lease committed 

14 t o t h i s Agreement i s governed by the f o l l o w i n g p r o v i s i o n i n the 
f o u r t h paragraph of Sec. 1 7 ( j ) of the Mineral Leasing Act, as 

15 amended by the Act o f September 2, 1960 (74 S t a t . 781-784): 

16 "Any (Federal) lease h e r e t o f o r e or h e r e a f t e r committed 
to any such ( u n i t ) plan embracing lands t h a t are i n p a r t w i t h i n 

17 and i n p a r t outside of the area covered by any such plan s h a l l be 
segregated i n t o separate leases as t o the lands committed and the 

18 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 ; Pro
vided, however, t h a t any such lease as t o the non-unitized p o r t i o n 

19 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 thereof but f o r 
not less than two years from the date of such segregation and so 

20 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 " . 

21 (g) 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 segre-

22 gated 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 por-

23 t i o n s commencing as of the e f f e c t i v e date hereof. Provided, how
ever, t h a t n o t w i t h s t a n d i n g any of the p r o v i s i o n s of t h i s Agreement 

24 t o the c o n t r a r y , such lease s h a l l continue i n f u l l f orce 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 

25 lease i f o i l or gas i s , or has h e r e t o f o r e been discovered,in paying 
q u a n t i t i e s on some p a r t o f the lands embraced i n such lease committed 

26 t o t h i s Agreement, 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, 

27 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 during the term hereof as t o any 

2 8 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 which 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 

29 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 

30 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 
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1 d i l i g e n t l y prosecuted, and i f they r e s u l t i n the production of 
o i l or gas, said lease s h a l l continue i n f u l l f orce and e f f e c t 

2 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 

3 said lands. 

4 SECTION 22. CORRECTION OF ERRORS. I t i s hereby agreed by 

5 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 

6 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 may e x i s t i n 

7 the p e r t i n e n t e x h i b i t s t o t h i s agreement; provided, however, t h a t 

8 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 

9 be made by Unit Operator only a f t e r f i r s t having obtained approval 

10 of working i n t e r e s t owners and the Supervisor and Commissioner. 

11 SECTION 23. COVENANTS RUN WITH LAND. The covenants herein 

12 s h a l l be construed t o be covenants running w i t h the land w i t h 

13 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 

14 i n i n t e r e s t u n t i l t h i s Agreement terminates; and any gran t , t r a n s f e r 

15 or conveyance of i n t e r e s t i n land or leases subject hereto s h a l l 

16 be, and hereby i s , conditioned upon the assumption of a l l p r i v i -

17 leges 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 

18 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 

19 i n t e r e s t subject 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 

20 the f i r s t day o f the calendar month a f t e r U n i t Operator i s furnished 

21 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 

22 the recorded instrument o f t r a n s f e r ; and no assignment or t r a n s f e r 

23 of any r o y a l t y i n t e r e s t subject hereto s h a l l be bind i n g upon the 

24 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 

25 of the calendar month a f t e r said working i n t e r e s t owner i s furnished 

26 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, 

27 of the recorded instrument of t r a n s f e r . 

28 SECTION 24. EFFECTIVE DATE AND TERM. This Agreement s h a l l 

29 become e f f e c t i v e as o f the f i r s t day of the month f o l l o w i n g the 

30 date of approval by the Supervisor and Commissioner and s h a l l 
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1 remain i n e f f e c t so long as u n i t i z e d substances can be produced 

2 from the u n i t i z e d land i n paying q u a n t i t i e s , i . e . i n t h i s p a r t i c u -

3 l a r instance i n q u a n t i t i e s s u f f i c i e n t to pay f o r the cost of pro-

4 ducing same, and, should production cease, so long t h e r e a f t e r as 

5 d i l i g e n t operations are i n progress f o r the r e s t o r a t i o n of pro-

6 d u c t i o n and so long t h e r e a f t e r as such u n i t i z e d substances can 

7 be produced as a f o r e s a i d . This Agreement s h a l l remain i n e f f e c t 

8 duri n g any p e r i o d o f suspension approved by the Supervisor and 

9 Commissioner as provided f o r i n Section 21(c) hereof. 

10 This Agreement may be terminated a t any time by the working 

11 i n t e r e s t owners owning not less than s e v e n t y - f i v e percent (75%), 

12 based upon p a r t i c i p a t i n g percentages then i n e f f e c t , subject t o 

13 the approval o f the Supervisor and Commissioner; n o t i c e of any 

14 such approval s h a l l be given by U n i t Operator t o a l l p a r t i e s hereto. 

15 Upon t e r m i n a t i o n o f t h i s Agreement the p a r t i e s hereto s h a l l 

16 be governed by the terms and p r o v i s i o n s of the leases and contracts 

17 a f f e c t i n g the separate t r a c t s , j u s t as i f t h i s Agreement had never 

18 been entered i n t o . 

19 I f otherwise covered by the leases u n i t i z e d under t h i s 

20 Agreement, r o y a l t y owners hereby grant working i n t e r e s t owners a 

21 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 

22 which t o salvage, s e l l , d i s t r i b u t e or otherwise dispose of the 

23 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 opera-

24 t i o n s . 

25 SECTION 25. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. 

26 A l l p r o d u c t i o n and the dis p o s a l thereof s h a l l be i n conformity 

27 w i t h a l l o c a t i o n s and quotas made or f i x e d by any duly authorized 

28 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 

29 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 to a l t e r or modify from 

30 time t o time, i n h i s d i s c r e t i o n , the r a t e of prospecting and 

-26-



1 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 

2 t o a l t e r or modify the q u a n t i t y and r a t e of production under t h i s 

3 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 

4 m o d i f i c a t i o n i n the p u b l i c i n t e r e s t , the purpose thereof and the 

5 p u b l i c i n t e r e s t t o be served thereby t o be st a t e d i n the order of 

6 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 -

7 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 land of the 

8 State of New Mexico as t o the r a t e of prospecting and development 

9 i n the absence of the s p e c i f i c w r i t t e n approval thereof by the 

10 Commissioner and as t o the lands of the State of New Mexico or 

11 p r i v a t e l y owned lands subject t o t h i s Agreement as t o the q u a n t i t y 

12 and r a t e o f pr o d u c t i o n i n the absence of s p e c i f i c w r i t t e n approval 

13 thereof by the Commission. 

14 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 

15 be exercised 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 

16 hearing t o be held not less than f i f t e e n days from n o t i c e , and 

17 t h e r e a f t e r subject t o a d m i n i s t r a t i v e appeal before becoming f i n a l . 

18 SECTION 26. NON-DISCRIMINATION. I n connection w i t h the 

19 performance of work under t h i s agreement, the operator agrees t o 

20 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) 

21 i n c l u s i v e , of Executive Order 11246 (30 F.R. 12319) as amended 

22 which are hereby i n c o r p o r a t e d by reference i n t h i s Agreement. 

23 SECTION 27. APPEARANCES. U n i t Operator s h a l l , a f t e r 

24 n o t i c e t o other p a r t i e s a f f e c t e d , have the r i g h t t o appear f o r 

25 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 

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

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

28 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 

29 i n any proceedings r e l a t i v e t o operations before the Department 

30 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 ; 
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1 p rovided, 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 

2 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 

3 proceeding. 

4 SECTION 28. NOTICES. A l l demands, n o t i c e s , o b j e c t i o n s 

5 or statements r e q u i r e d hereunder t o be given or rendered t o the 

6 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 

7 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 r e g i s t e r e d 

8 or c e r t i f i e d postpaid m a i l addressed t o such p a r t y or p a r t i e s a t 

9 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 signa-

10 t u r e s hereto or t o the r a t i f i c a t i o n or consent hereof or t o such 

11 other address as any such p a r t y or p a r t i e s may have fu r n i s h e d i n 

12 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. 

13 SECTION 29. NO WAIVER OF CERTAIN RIGHTS. Nothing con-

14 t a i n e d i n t h i s Agreement s h a l l be construed as a waiver by any 

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

16 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 

17 the State wherein sa i d u n i t i z e d land i s l o c a t e d , or r u l e s or regu-

18 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 

19 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 

20 t o waive. 

21 SECTION 30. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED 

22 TO REALTY. Each working i n t e r e s t owner has he r e t o f o r e placed and 

23 used on i t s t r a c t or t r a c t s committed t o t h i s Agreement various 

24 w e l l and lease equipment and other p r o p e r t y , equipment and f a c i -

25 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 -

26 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 

27 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 

28 Agreement, any and a l l such equipment s h a l l be considered t o be 

29 personal property and not f i x t u r e s attached t o r e a l t y . Accordingly, 

30 sa i d w e l l and lease equipment and personal property i s hereby 
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1 be deposited as d i r e c t e d by the Supervisor and/or Commissioner, 

2 r e s p e c t i v e l y , t o be held as unearned money pending f i n a l s e t t l e -

3 ment 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 returned 

4 i n accordance w i t h such f i n a l settlement. 

5 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 

6 f o r any defect or f a i l u r e of any t i t l e hereunder. 

7 SECTION 33. NON-JOINDER AND SUBSEQUENT JOINDER. Joinder 

8 by any non-working i n t e r e s t owner, a t any time, must be accompanied 

9 by appropriate j o i n d e r o f the corresponding working i n t e r e s t owner 

10 i n order f o r the i n t e r e s t of such non-working i n t e r e s t owner t o 

11 be regarded as e f f e c t i v e l y committed. Joinder t o t h i s Agreement 

12 by a working i n t e r e s t owner, at any time, must be accompanied by 

13 appropriate j o i n d e r t o the U n i t Operating Agreement i n order f o r 

14 such i n t e r e s t t o be regarded as committed t o t h i s Agreement. 

15 Any o i l or gas i n t e r e s t i n the u n i t i z e d formation underlying 

16 the u n i t area not committed hereto p r i o r t o submission of t h i s 

17 agreement f o r f i n a l approval may t h e r e a f t e r be committed hereto 

18 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 Section and 

19 of Section 14 (Tracts Q u a l i f i e d f o r P a r t i c i p a t i o n ) hereof, a t any 

20 time up t o the e f f e c t i v e date hereof on the same basis of p a r t i c i -

21 p a t i o n as provided i n said Section 14, by the owner or owners 

22 t h e r e o f s u b s c r i b i n g , r a t i f y i n g or consenting i n w r i t i n g to t h i s 

23 Agreement, and, i f the i n t e r e s t i s a working i n t e r e s t , by the owner 

24 of such i n t e r e s t s u b s c r i b i n g also t o the Un i t Operating Agreement. 

25 I t i s understood and agreed, however, t h a t on and a f t e r 

26 the e f f e c t i v e date hereof the commitment of a working i n t e r e s t i n 

27 any t r a c t w i t h i n the u n i t area s h a l l be upon such e q u i t a b l e terms 

28 as may be negotiated by working i n t e r e s t owners and the owners of 

29 such i n t e r e s t s . Except as may be otherwise herein provided, sub-

30 sequent j o i n d e r as t o t r a c t s w i t h i n the u n i t area s h a l l be e f f e c t i v e 
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1 on the f i r s t day of the month f o l l o w i n g the f i l i n g w i t h the 

2 Supervisor and Commissioner of duly executed counterparts of 

3 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 

4 of h i s i n t e r e s t t o t h i s Agreement, unless o b j e c t i o n t o such 

5 j o i n d e r i s made w i t h i n 60 days by the Supervisor and/or Commissioner. 

6 SECTION 34. PRODUCTION AS OF THE EFFECTIVE DATE. 

7 (a) O i l i n Lease Tankage on E f f e c t i v e Date. Unit 

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

9 other tanks on u n i t i z e d land i n order t o a s c e r t a i n the amount of 

10 merchantable o i l above the p i p e l i n e connection i n such tanks as 

11 o f the e f f e c t i v e date hereof. A l l such o i l which has then been 

12 produced l e g a l l y s h a l l be and remain the pr o p e r t y o f the p a r t i e s 

13 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 

14 the responsible p a r t i e s s h a l l promptly remove said o i l from the 

15 u n i t i z e d land. Any such o i l not so removed s h a l l be sold by Unit 

16 Operator f o r the account of the p a r t i e s e n t i t l e d t h e r e t o , subject 

17 t o the payment of a l l r o y a l t y and other payments under the terms 

18 and p r o v i s i o n s of t h i s Agreement and any a p p l i c a b l e lease or leases 

19 and other c o n t r a c t s . Any o i l t h a t i s i n excess of the p r i o r allow-

20 able of the w e l l s from which i t was produced s h a l l be regarded as 

21 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. 

22 (b) Overproduction. I f , as of the e f f e c t i v e date 

23 hereof, any t r a c t of u n i t i z e d land i s overproduced w i t h respect to 

24 the allowable of the w e l l s on such t r a c t and the amount of over-

25 p r o d u c t i o n has been sold or otherwise disposed o f , such overpro-

26 d u c t i o n s h a l l be regarded as a p a r t of the u n i t i z e d substances 

27 produced a f t e r the e f f e c t i v e date hereof and s h a l l be charged t o 

28 such t r a c t as having been d e l i v e r e d t o the p a r t i e s e n t i t l e d to 

29 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 . 

3 0 SECTION 35. PROTECTION OF POTASH DEPOSITS. No w e l l s w i l l 
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1 be d r i l l e d f o r o i l or gas at a l o c a t i o n on Federal lands which 

2 i n the o p i n i o n of the Supervisor or a t a l o c a t i o n on State lands 

3 which i n the op i n i o n of the Comiriissioner would r e s u l t i n undue 

4 waste of potash deposits or c o n s t i t u t e a hazard t o or unduly i n t e r -

5 f e r e w i t h mining operations being conducted f o r the e x t r a c t i o n of 

6 potash deposits. 

7 The d r i l l i n g or abandonment of any w e l l on u n i t i z e d land 

8 s h a l l be done i n accordance w i t h a p p l i c a b l e o i l and gas r e g u l a t i o n s , 

9 i n c l u d i n g such requirements as t o Federal lands as may be prescribed 

10 by the Supervisor and as t o State lands by the Commissioner, as 

11 necessary t o prevent the i n f i l t r a t i o n of o i l , gas or water i n t o 

12 formations c o n t a i n i n g potash deposits or i n t o mines or workings 

13 being u t i l i z e d i n the e x t r a c t i o n of such deposits. 

14 Well records and survey p l a t s t h a t an o i l and gas lessee 

15 of Federal lands must f i l e pursuant t o a p p l i c a b l e operating regu-

16 l a t i o n s (30 CFR Part 221) s h a l l be a v a i l a b l e f o r i n s p e c t i o n at the 

17 o f f i c e of the Supervisor t o any p a r t y h o l d i n g a potash permit or 

18 lease on the Federal land on which the w e l l i s s i t u a t e d i n s o f a r 

19 as such records are p e r t i n e n t t o the mining and p r o t e c t i o n of potash 

20 deposits. 

21 SECTION 36. COUNTERPARTS. This Agreement may be executed 

22 i n any number of cou n t e r p a r t s , no one of which needs to be executed 

23 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 

24 instrument i n w r i t i n g s p e c i f i c a l l y r e f e r r i n g hereto, and s h a l l be 

25 b i n d i n g upon a l l those p a r t i e s who have executed such a counterpart, 

26 r a t i f i c a t i o n or consent hereto w i t h the same force and e f f e c t as 

27 i f a l l p a r t i e s had signed the same document, and regardless of 

28 whether or not i t i s executed by a l l other p a r t i e s owning or 

29 c l 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 

30 area. 

-32-



1 SECTION 37. TAXES. Each p a r t y hereto s h a l l , f o r i t s 

2 own account, render and pay i t s share of any taxes l e v i e d against 

3 or measured by the amount or value of the u n i t i z e d substances 

4 produced from the u n i t i z e d land; provided, however, t h a t i f i t 

5 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 

6 several working i n t e r e s t owners must pay or advance said taxes 

7 f o r the account of the p a r t i e s hereto, i t i s hereby expressly 

8 agreed t h a t the p a r t i e s so paying or advancing said taxes s h a l l 

9 be reimbursed t h e r e f o r by the p a r t i e s hereto, i n c l u d i n g r o y a l t y 

10 owners, who may be responsible f o r the taxes on t h e i r r e spective 

11 a l l o c a t e d share o f sa i d u n i t i z e d substances. No taxes s h a l l be 

12 charged t o the United States or t o the State of New Mexico or to 

13 any les 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 

14 lessee t o pay such taxes. 

15 SECTION 38. NO PARTNERSHIP. I t i s expressly agreed t h a t 

16 the r e l a t i o n o f the p a r t i e s hereto i s t h a t of independent con-

17 t r a c t o r s , and nothing contained i n t h i s Agreement, express or 

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

19 be deemed t o have created a p a r t n e r s h i p or as s o c i a t i o n between 

2 0 the p a r t i e s hereto or any of them. 

21 SECTION 39. BORDER AGREEMENTS. Subject to the approval 

22 of the Supervisor and Commissioner, the U n i t Operator, w i t h con-

23 currence of working i n t e r e s t owners having a combined u n i t p a r t i -

24 c i p a t i o n of 75% may enter i n t o a border p r o t e c t i o n agreement or 

25 agreements w i t h the working i n t e r e s t owners of adjacent lands w i t h 

26 respect t o operations designed t o increase u l t i m a t e recovery, con-

27 serve n a t u r a l resources and p r o t e c t the p a r t i e s and t h e i r i n t e r e s t s . 

28 IN WITNESS WHEREOF, the p a r t i e s hereto have caused t h i s 

29 Agreement t o be executed and have set opposite t h e i r r e spective 
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1 names the date of execution. 

UNIT OPERATOR AND WORKING INTEREST OWNER 

ATTEST: LLANO, INC. 

By 
Secretary President 

Date: 

WORKING INTEREST OWNERS 
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