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Maralo, Inc. 
Box 832 

Midland, Texas 79701 

Attention: Mr. Jack Semon 

3A 

Ra: Secondary Recovery Study 
Proposed Maralo Jalmat Yates Unit 
Lea County, New Mexico 

Gentlemen: 

As you requested, we have completed and furnish herewith a secondary re
covery study for a portion of the Jalmat Yates fie l d . The study concludes 
that a water flood operation w i l l increase future recovery and pro f i t as 
surcrnarized below: 

Effective Date 

Net Reserves - bbls o i l 
- Mcf gas 

Net W.I. Profit, Undiscounted 
Discounted @ 8.5% 

Return on Investment 
Rate of Return 
Payout 

January 1, 1977 

735,109 
154,633 

$9,979,282 
4,781,746 

11.0 
37% 
4.2 yrs 

These economics are before consideration of Federal Income Tax. 

The unitization of royalty and working interests is reconrnended for the most 
practical flood operation, and seme typical parameters for consideration are 
included in the report. I t was assumed that unit negotiations and signatures 
can be concluded by late 1977 and water injection carmence in early 1978. 
A water flood plan using both drilled and, converted input wells is reccrrmended, 
and the flood investment is estimated at $910,000. This estimate is based on 
typical costs for various conponents of the plan and not on a detailed design 
and cost analysis. 

We appreciate the opportunity to conduct this study for Maralo, Inc. and 
return to you the earlier reports and data furnished frcm your files.. 

Yours very truly, 

r R. E. Hanmond 

REH/Kez 
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CONCLUSIONS 

1. A water flood operation in the study area should recover some 
850,000 gross barrels additional o i l over current operations. 

2. Unitizing the six affected leases is recornTEnded for a practical 
flood operation. 

3. A unitized flood w i l l require an estimated investment of $910,000 
and w i l l return to the working interest owners nearly $10 million 
undiscounted profit before Federal Income Tax with a 4.2 year 
payout and 37% rate of return. 
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SUMMARY OF RESERVES At© ECONOMICS 
OPERATIONS AFTER JANUARY 1, 1977 

Gross Reserves 
O i l , BBL 
Gas, MCF 

Net Reserves to WI 
Oil , BBL 
Gas, MCF 

Future Revenue to WI 
After Expenses and Severance Tax 

Capital Investment 

Future P r o f i t to WI 
(Before Federal Income Tax) 
Undiscounted 
Discounted @ 8.5% 

Profit/Investment Ratio 
Payout 
Rate of Return 

EXISTING 
OPERATIONS 

139,658 
776,438 

120,802 
671,622 

$1,484,412 

0 

$1,484,412 
1,283,569 

WATER FLOOD 
OPERATIONS 

989,490 
955,200 

855,911 
826,255 

$12,373,694 

$ 910,000 

$11,463,694 
6,065,315 

INCREASE DUE 
TO FLOOD 

849,832 
178,762 

735,109 
154,633 

$10,889,282 

$ 910,000 

$ 9,979,282 
4,781,746 

12.6 
2.0 yrs. 
45% 

11.0 
4.2 yrs. 
37% 
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SECONDARY PvECOVERY STUDY 
PROPOSED MARALO JALMAT YATES UNIT 

Sections 12 & 13-25S-36E and Section 18-25S-37E 
Lea County, New Mexico 

Introduction 

The purpose of this secondary recovery study is to develop estimated re
serves and economics under water flood operation. Earlier reports indi
cating feasibility of water flooding the properties were reviewed, and 
production data and other factors which might be considered as a basis 
for unitization were updated. The proposed unit area (Fig. 1) includes 
6 leases with 16 wells drilled between 1948 and 1951. Production is from 
the Yates sand at an average subsurface depth of 3,000 feet. 

Geology 

The Jalmat Field is located on the eastern side of the Delaware Basin on 
the west flank of the Central Basin platform. The f i e l d i s over 30 miles 
long and 3 to 5 miles wide, tending in a slightly northwest to southeast 
direction. Regional dip is to the west into the Delaware Basin. Production 
is primarily from the Yates and Seven Rivers formations of Permian Age. Tlie 
Yates ranges from 200 to 300 feet in thickness, and the Seven Rivers from 
400 to 600 feet thick. 

The study area is located in the southern part of the Jalmat Field near the 
western edge, about 1 mile northwest of Jal, New Mexico. The Yates for
mation here is about 200 feet thick with the o i l productive section being 
in the upper 125 feet. Fig. 2 shows a typical log of the Yates sand. Pro
duction is found in four sandstone intervals separated by anhydritic dolo
mite sections. The productive intervals appear to be continuous across the 
study area. 

Four Seven Rivers wells were completed in the study area during the 1930's 
and later plugged. No geologic data are available on these wells. 

Yates structure i n the study area (Fig. 3) is relatively f l a t and bounded by 
higher areas to the north, south and east. These higher areas have :Lncreasing 
gas saturation in the Yates sands. These sands tend to thin toward -the west 
and to diminish in quality. 

Reservoir Properties 

Cores from 2 wells in the study area indicate an average 15.5% porosity and 
24 md. permeability. An original gas-oil contact was picked at 300 feet above 
sea level, and no oil-water contact was established. I n i t i a l bottom hole pres
sure was reported as 1,400 psi. Since logs are not available for scne wells, 
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i t was considered impractical to construct an isopach map of productive 
sand or to calculate a re l iable volume of o r iq ina l o i l i n place. 

Primary Performance 

The 12 active (14 to ta l ) o i l wells i n the proposed un i t area produced 
23,376 bbls of o i l and 144,535 Mcf casinghead gas during the 12 months 
ended October 1, 1976. This represents an average production rate of 
5 barrels per day per we l l wi th an average gas-oil r a t i o of 6,183 cu. f t . 
per bb l . Accumulated o i l production to October 1, 1976 was 1,283,584 bbls 
fo r an average of 91,685 bbls per w e l l . Cumulative o i l produci_ion f o r the 
Yates wells i s given by Figure 4, which shows highest recoveries near the 
central part of the proposed uni t . The 2 Yates gas wells produced 16,663 
Mcf (average of 23 Mcf per day per well) during the year ended Octot;er 1, 
1976 and had accumulated 2,747,009 Mcf by that date. 

Curves projecting primary o i l production and gas-oil r a t io trends f a r 
f i v e of the s ix leases i n the proposed uni t area are shown i n Figs. 5 
to 9 inclusive. No curve was prepared f o r the Wells lease as i t s Yates 
wel l was temporarily abandoned i n 1972 a f t e r accumulating 48,341 bbls. 
Fig. 10 shows t o t a l o i l production and gas-oil r a t i o fo r the proposed 
uni t area based on a summation of the individual lease curves. 

The production curves show typical decline trends f o r a l l leases except 
the Winters "C" lease where the normal decline was interrupted by a steep 
production increase i n January, 1975 which reached 2,521 BPM by September, 
1976. This trend ref lec ts a typical water f lood response and indicates that 
the Winters "C" lease i s receiving benefi t from some accidental water f lood
ing, possibly from the sa l t water disposal wel l northwest of the Winters "C" 
#4 since th is wel l and the Wells #1 both have been temporarily abandoned 
because of high water production. 

In order to estimate a true primary production performance fo r the area, 
an adjusted primary o i l curve was constructed fo r the Winters "C" lease. 
Based on th is projection, the lease had recovered an estimated 19,254 bbls 
of secondary o i l by October 1, 1976. This gives an adjusted primary cumula
t ive o i l production to October 1, 1976 f o r the un i t area of 1,264,330 bbls., 
Future adjusted primary i s estimated to be 38,862 bbls of o i l and 663,471 
Mcf of casing-head gas giving a un i t t o t a l estimated ultimate primary o i l 
recovery of 1,303,192 bbls. 

Projecting the future performance of the accidental flood i s hazardous 
since the extraneous source of water may become plugged or may channel 
through a permeable streak to water out producing wells . For purposes of 
this study, i t was assumed that the Winters "C" Lease production would con
tinue to increase to a maximum of 3,000 bbls per month and hold steady fo r 
two years before decline. This gives future un i t production under exist ing 
operations of 149,522 bbls of o i l and an ultimate increase of 129,914 bbls 
over the adjusted primary due to the exis t ing accidental f looding. 



Future production from the 2 gas wells is estimated at 114,500 Mcf based 
on the gas well production curve for the Maggie Pose lease. 

Secondary Recovery 

Since the reservoir data was not adequate for a volumetric determination 
of o i l in place, any attempt to calculate secondary reserves would not be 
reliable. Numerous water flood projects have been initiated in the Jalmat 
Field, and some of these have been in operation for 6-12 years. Tlie re
sults experienced by the more mature projects should give a dependable 
indication of what might be expected frcm the proposed unit. A study was 
made of five projects considered to be most representative of conditions 
similar to those in the proposed unit area. Three of these projects i n 
volve only Yates sand where the wells had been cased, perforated and frac
tured. Ultimate secondary reserves are estimated at about 40% of ultimate 
primary for one project and about 100% for each of the other projects. 
The remaining two projects studied involve Yates and Seven Rivers forma
tions with most completions being open hole. Here the secondary reserves 
ranged from 50% to 80% of ultimate primary. 

Yates completions in the proposed unit area are mainly open hole, so flood 
control may be less precise than i f the various sand lenses were open thriDugh 
performations. Can the other hand, flood efficiency with only Yates sand in 
the proposed unit may ba somewhat better than i f other formations were also 
included in the open hole. Considering these factors, a secondary recovery 
of 75% of ultimate primary was assigned to the proposed unit, assuming the 
flood plan adopted gives good coverage over the productive area. 

Fig. 11 gives an o i l production rate projection for the proposed unit under 
water flood operation that w i l l result in a 979,746 bbl increase over ad
justed primary recovery. This forecast is based on the flood pattern set 
out in Fig. 12 which involves i n i t i a l conversion of five wells to injection 
service and d r i l l i n g five new input wells. First injection was assumed to 
occur early in 1978. I t is suggested that conversion of Winters "C" #3 
and Winters "B" #4 be delayed u n t i l after flood reserves to the west and 
southwest of these wells had been recovered. The proposed injection patteirn 
is consistent with the Reserve Oil & Gas Company's South Langlie Jal Unit 
pattern on the east boundary of the proposed unit. While the Reserve unit, 
is currently injecting mainly into the Seven Rivers formation, i t was as
sumed that Reserve would cooperate with the proposed unit in flooding Yates 
sand along the corrnon boundary. Likewise, i t was assumed that Dalport 
would cooperate by converting i t s Winters #1 well to injection. I f Conoco 
chose to cooperate along the west and southwest boundaries of the proposed 
unit, the number of injection wells to be drilled could be reduced. The pro
posed injection plan would flood approximately 465 acres out of 680 acres for 
the total unit area. 

The injection wells to be drilled would each flood from 20 to 30 acres with
in the proposed unit area that would otherwise not be effected by water i n 
jection. Primary recoveries in this part of the study area, as reflected in 
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Fig. 4, average about 60,000 barrels per well or 1,500 barrels per acre. 
Secondary recovery should average at least 1,000 barrels per acre or a 
mirdmum of 20,000 barrels per injection well. For an investment of $60,000 
and operating expenses of $50,000 over an eight year l i f e , each proposed 
injector would return a profit of at least $115,000 before Federal income 
tax. Drilling of the most northerly proposed injector could be deferred 
u n t i l adequate production testing at Wells #1 arid Winters "C" #4 demon
strated that the accidental flood had not moved out most of the recoverable 
o i l nor watered out the reservoir in this area. 

Investment 

The investment to ins t a l l the proposed injection project is estimated at 
$910,000 as detailed in Table 1. Injection water should be available for 
purchase from Skelly who operate a water system about six miles south of 
the unit area. The cost estimate is based on laying a line to the Skelly 
system and purchasing relatively fresh water at a cost of about 5<£ per 
barrel. An alternative would be to d r i l l water supply wells to the Santa 
Rosa or to the San Andres formations, but the water quality would be i n 
ferior and would probably increase water treating and equipment corrosion 
problems. There is also a possibility that water might be purchased from 
the Reserve unit to the east or from other units located six to eight miles 
north i f any of them had a surplus water supply situation. 

The injection plant would be capable of delivering about 2,500 barrels per 
day at 1,500 psi. Input wells should be capable of accepting 300 to 500 
barrels per day i n i t i a l l y and 200 to 300 barrels per day after injection 
pressures build up, based on experience at other floods. The injection 
system lines to be installed would be cement lined and externally coated 
to nunimize corrosion problems and would be buried to protect from freezing 
or interfering with farming activities. 

The estimated investment also includes funds to construct a central tank 
battery and to provide for individual well testing so that performance of 
the flood can be monitored. In addition to d r i l l i n g and converting injectors, 
two temporarily abandoned wells are scheduled to be returned to production. 
After flood response becomes evident, the other producing wells would be 
cleaned out and possibly some wells deepened to achieve f u l l benefit from 
the water injection. 

Unitization 

The flood plan contemplates unitization of both royalty and working interests 
in the area to protect equities and to permit maximum operating f l e x i b i l i t y 
and efficiency. The edge properties of Dalport and Conoco are not included 
in the proposed unit because these operators are reported to have previously 
so requested. 

Table 2 l i s t s typical parameters frequently used for equity allocation. 
Table 3 l i s t s the reported working interest owners and their individual i n -
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terests in each lease. Since the future adjusted primary o i l production 
is small relative to the expected future o i l production with water flood
ing, an equitable single phase formula for unit participation appeexs to 
be practical. I t is recommended that a 550 foot interval beginning at the 
top of the Yates be unitized so that some wells can be deepened into the 
Seven Rivers i f necessary to take f u l l advantage of injection at tha ad
jacent Reserve project. 

Economics 

Cash flow projections for continued current operations and for water flood 
operation after January 1, 1977 are shown in Tables 4 and 5, respectively. 
Current operation includes some anticipated further favorable response on 
the Winters "C" lease from the accidental flood, as previously described. 
Incremental economics of the flood operation are shown in the Summary of 
Reserves and Economics table at the beginning of this report. The esti
mated flood investment of $910,000 would yield an undiscounted profit 
before Federal income tax to the working interest owners of nearly $10 
million with a 4.2 year payout and a 37% rate of return. 

The economic calculations assume that the current stripper o i l price of 
$13.51 per barrel increases 7% per year u n t i l i t reaches $20 per barrel, 
then remains constant. The current monthly operating expense of $350 per 
well (estimated $425 per well with water injection) was escalated about 
6% per year u n t i l future well abandonments begin to reduce total costs. 
Gas price was held constant at the existing values of 63<? per Mcf for 
casinghead gas and 770 per Mcf for gas well gas. A total wellhead tax 
rate of 7.0% was used. 
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TABLE 1 

ESTIMATED WATER FLOOD IjNVESTMENT 
PROPOSED MARALO JALMAT YATES UNIT 

LEA COUNTY, NEW MEXICO 

Develop Water Supply $200,000 

Install Injection Plant 80,000 

Install Injection Lines (20,000 Feet) 90,000 

Install Central Tank Battery And Connect Producing Wells 50,000 

Return 2 TA Wells To Production 10,000 

Convert 5 Wells To Injection 70,000 

D r i l l 5 New Injection Wells 300,000 

Clean Out And Possibly Deepen 7 Producing Wells 30,000 

Miscellaneous (10%) 80,000 

TOTAL $910,000 



TABLE 2 

TYPICAL PARAMETERS FOR PARTICIPATION 
'PROPOSED MARALO JALMAT YATES UNIT 

LEA COUNTY, NEW MEXICO 

HUMBLE 
WINTERS 

HUMBLE 
WINTERS "A" WINTERS "B" WINTERS "C" 

MAGGIE 
ROSE WELLS #1 TOTAL 

ACRES IN LEASE 
Percent 

USEABLE WELLS 
Percent 

80 

11.765 

2 

12.50 

80 

11.765 

2 

12.50 

160 
23.53 

4 
25.00 

160 
23.53 

4 
25.00 

160 
23.53 

3 
18.75 

40 
5.88 

1 
6.25 

680 
100.00 

16 
100.00 

CURRENT OIL PRCOUCTION 
(YEAR ENDED 10-1-76) 
Percent 

933 
3.99 

2,713 
11.61 

2,471 
10.57 

16,752 
71.66 

507 
2.17 

23,376 
100.00 

CURRENT GAS PRODUCTICN 
(YEAR ENDED 10-1-76) 
Percent 

18,895 
13.07 

37,696 
26.08 

22,414 
15.51 

15,620 
10.81 

49,910 
34.53 

CURRENT EQUIVALENT OIL PRODUCTION 
(YEAR ENDED 10-1-76) * 1,833 4,508 3,538 17,496 3,070 
Percent 6.02 14.81 11.62 57.47 10.08 

144,535 
100.00 

30,445 
100.00 

ADJUSTED CURRENT EQUIVALENT OIL 
PRODUCTION (YEAR ENDED 10-1-76)* 1,833 4,508 3,538 2,715 3,070 

Percent 11.70 28.78 22.59 17.33 19.60 
15,664 
100.00 

CUMULATIVE OIL PRODUCTION TO 
10-1-76 

Percent 
150,392 

11.71 
218,429 

17.02 
378,614 

29.50 
398,081 

31.01 
89,727 

6.99 
48,341 

3.77 
1,283,584 

100.00 

ADJUSTED CUMULATIVE OIL PRODUCTION 
TO 10-1-76 150,392 218,429 378,614 378,827 89,727 48,341 1,264,330 

Percent 11.89 17.28 29.95 29.96 7.10 3.82 100.00 

FUTURE ADJUSTED PRIMARY OIL 
PRODUCTION 

Percent 

FUTURE ADJUSTED EQUIVALENT OIL 
PRODUCTION 

Percent 

ADJUSTED ULTIMATE PRIMARY OIL 
PRODUCTION 

Percent 

2,667 
6.86 

5,599 
7.25 

153,059 
11.74 

11,277 
29.02 

19,446 
25.18 

229,706 
17.63 

13,428 
34.55 

20,457 
26.48 

392,042 
30.08 

8,340 
21.46 

11,788 
15.26 

387,167 
29.71 

3,150 
8.11 

19,951 
25.83 

92,877 
7.13 

48,341 
3.71 

38,862 
100.00 

77,241 
100.00 

1,303,192 
100.00 

FUTURE PRIMARY PLUS SECONDARY 
RESERVES ** 120,393 

Percent 11.63 
191,726 314,489 282,909 89,609 36,256 1,035,382 

18.52 30.37 27.32 8.66 3.50 100.00 

Considers 21 MCF casinghead gas and 17 MCF gas w e l l gas equ iva len t t o 1 BBL o i l . 
No. 10 plus 75% No. 11 (less 19,254 BBLS). 
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T. SCOTT HICKMAN 
CONSULTING ENGINEER 

416 BUILDING OF THE SOUTHWEST 

M I D L A N D , TEXAS 79701 
915-683-4391 

June 13, 1977 

Maralo, Inc. 
P. 0. Box 832 
Midland, TX 79702 

SB 

Attention: Mr. Jack Semon 

Gentlemen: 

Re: Proposed Water Flood Unit 
Jalmat Yates F i e l d 
Lea County, New Mexico 

At your request we have made additional studies concerning the 
captioned proposed u n i t . The purpose of t h i s supplement to our i n i t i a l 
report dated December 9, 1976 was: 

1. To analyze primary o i l recovery on a per-acre basis 
and secondary o i l recovery on a per-acre flooded basis. 

2. To investigate the economics of a 40-acre 5-spot pattern 
using d r i l l e d i n j e c t i o n wells. 

3. To investigate the economics of alternate sources of 
water f o r flooding. 

Table 1 shows primary o i l recoveries to January 1, 1977 by 
lease with the per-acre recoveries being based on 40 productive acres 
per w e l l . The revised u n i t area (excluding the south ha l f of the Maggie 
Rose Lease) has 14 o i l wells (560 acres) with average recovery of 2261 
barrels per acre. The t o t a l Yates reservoir, including five, other wells 
known to have Yates production, has 760 acres and 2081 barrels per acre 
average recovery. 

Table 2 shows ultimate primary recovery from the proposed u n i t 
w i l l be 1,303,200 barrels or 2,327 barrels per acre. This table also 
shows secondary recoveries of 2,103 barrels per acre flooded for the con
version plan (Fig. 1) and 2,150 barrels per acre flooded for the d r i l l 
plan (Fig. 2). The conversion plan i s the same as proposed i n our 

O i l Recoveries 
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December 1976 report except that cooperative i n j e c t i o n by Dalport has 
been eliminated. Secondary recovery by t h i s plan i s estimated at 75% of 
ultimate primary based on comparison with results from other floods i n the 
general area. Secondary recovery by the d r i l l plan i s estimated at 10%, 
more than by the conversion plan, or 82% of ultimate primary, because of 
the improved flood e f f i c i e n c y . The closer and more uniform w e l l spacing 
with t h i s plan w i l l give better pattern e f f i c i e n c y , and the greater 
number of d r i l l e d inputs w i l l give better completions w i t h improved i n 
j e c t i o n e f f i c i e n c y . The precise benefits of t h i s better e f f i c i e n c y can
not be calculated, but the 10% improvement over the conversion plan i s 
considered to be reasonable and could be conservative. 

Table 3 compares the two plans as to number of w e l l s , acres 
flooded, and water i n j e c t i o n rates and volumes. 

Economics 

Table 2 also gives a summary of estimated water flood costs f o r 
the conversion and d r i l l plans. Investment f o r the d r i l l plan i s about 
double that f o r the conversion plan, but operating expense i s less be
cause of the reduced l i f e of 15 years as compared to 22 years. Fig. 3 
shows a forecast of future o i l production rates with the two plans. 
The t o t a l investment plus operating cost increased $751,000 f o r the 
d r i l l plan which i s $8.94 per incremental net b a r r e l gained over the 
conversion plan. 

Tables 4 and 5 give cash flow projections for the two plans using 
o i l price increases of 7% per year to a maximum of $20 per b a r r e l and 
operating cost escalation of 6% per year. Gas price was held constant 
at the present 63c per MCF, and a 1% severance tax rate was used. Table 6 
gives a cash flow projection on the same basis f o r continued operations. 

Table 7 gives a comparison of reserves and economics f o r e x i s t i n g 
operations, f o r waterflood operations with the conversion and d r i l l plans, 
and the increases due to flooding. Total increased p r o f i t i s $321,000 
greater with the d r i l l plan, and the 8-1/2'i discounted p r o f i t i s $743,000 
greater because of the reduced operating l i f e . 

Water Supply 

Table 8 presents a cost comparison of three possible sources of 
i n j e c t i o n water for the proposed u n i t . F i r s t i s to lay six miles of 3" 
l i n e to the Skelly system as outlined i n the December 1976 report f o r a 
2500 BPD supply. A 4" l i n e would be required to deliver 5000 BPD for 
the d r i l l plan. I t was assumed that t h i s supply of r e l a t i v e l y fresh 
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water would cost the u n i t 5<? per b a r r e l at source plus l t i per b a r r e l 
power cost for pumping to the i n j e c t i o n plant s i t e . 

The second a l t e r n a t i v e i s to lay a 2-1/2 mile l i n e to a Union 
Texas lease north of the proposed u n i t and to purchase from Union Texas 
t h e i r presently inactive four-mile l i n e to the Jal Water System. I t 
was assumed that t h i s l a t t e r l i n e i s 4" size and might be purchased fo r 
salvage value. This fresh water supply i s reported to be available f o r 
4$ per b a r r e l plus the estimated l£ per b a r r e l pumping cost. 

The t h i r d possible water source i s to lay a three mile l i n e to 
three Maralo leases south of the proposed u n i t which now produce 1500 BPD 
water and to d r i l l Santa Rosa water source wells on the u n i t for the 
additional i n j e c t i o n requirements over 1500 BPD. I t was assumed that 
the Maralo-produced water could be delivered to the u n i t for the 1<? per 
barrel pumping cost, and that the Santa Rosa water could be l i f t e d and 
treated f o r 4<; per b a r r e l . The 600-foot depth Santa Rosa wells would 
cost an estimated $35,000 each to d r i l l and equip, and they would deliver 
an estimated sustained rate of 500 BPD each. Thus two source wells would 
be needed for a t o t a l u n i t supply of 2500 BPD and seven wells would be 
needed for the 5000 BPD supply. 

The t o t a l s of investment plus operating cost i n Table 8 indicate 
that the t h i r d a l t e r n a t i v e discussed above would be the most a t t r a c t i v e , 
but t h i s must be considered a preliminary analysis with several assump
tions needing further refinement. The p o t e n t i a l volume and q u a l i t y of 
water from the Santa Rosa wells could be less than estimated, based on 
reports of testing about 20 miles north of the proposed u n i t . D r i l l i n g 
and operation of addit i o n a l source wells could increase the cost of t h i s 
water supply s u b s t a n t i a l l y . 

Conclusions 

Tha main conclusions of these f u r t h e r analyses can be summarized 
as follows: 

1. Ultimate primary recovery from the proposed u n i t area i s 
2327 barrels per acre, and secondary recovery i s estimated 
to range from 2103 to 2150 barrels per acre flooded, de
pending upon the flood plan adopted. 

2. Either of the flood plans w i l l y i e l d a t o t a l p r o f i t im
provement of about $10 m i l l i o n over e x i s t i n g operations. 
The d r i l l plan has $321,000 more p r o f i t , but the conver
sion plan has more a t t r a c t i v e profit-to-investment r a t i o . 
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3. Substantial economic benefit may be possible by using 
available produced water and Santa Rosa wells as a com
bination source of i n j e c t i o n water. Further i n v e s t i g a t i o n 
of alternate source costs i s recommended before a f i n a l 
decision i s made, and the u n i t should consider d r i l l i n g 
and t e s t i n g one Santa Rosa w e l l as part of t h i s i n v e s t i 
gation. 

We are pleased to have the opportunity to conduct t h i s study 
fo r Maralo, and w i l l be happy to discuss these analyses with you. 

Yours very t r u l y , 

R. E. Hammond 

sm 
Attachments 
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TABLE 1 

COMPARISON OF LEASE PRIMARY RECOVERIES 
PROPOSED MARALO JALMAT YATES UNIT 

LEA COUNTY, NEW MEXICO 

1-1-77 
Cumulative 
Primary Oil 
Production Barrels 

Lease (Barrels) Acres per Acre 

Humble-Winters 150,552 80 1,882 
Humble-Winters "A" 219,070 80 2,738 
Winters "B" 379,282 160 2,370 
Winters "C" 379,283* 160 2,370 
Maggie Rose 89,856 40 2,246 

Maralo Total (13 wells) 1,218,043 520 2,342 
Average prod, per wel l 93,696 

WECO-Wells #1 48,341 40 1,208 

Proposed Unit (14 wells) 1,266,384 560 2,261 
Average per well 90,456 

Dalport-Winters "B", 2 wells 96,005 80 1,200 
Conoco-Sholes 4B 57,718 40 1,443 
Conoco-Sholes 6A 85,389 40 2,135 
Reserve-Winters 7 76,354 40 1,909 

Total (5 wells) 315,466 200 1,577 

Yates Sand Total (19 wells) 1,581,850 760 2,081 
Average per wel l 83,255 

"'Winters "C" actual comulative production of 404,550 barrels includes 
25,267 barrels attributed to the accidental flood which has affected 
this lease since January 1975. 



TABLE 2 

ESTIMATED OIL RECOVERIES AND WATER FLOODING COSTS 
PROPOSED MARALO JALMAT YATES UNIT 

LEA COUNTY, NEW MEXICO 

Primary Recovery 
Cumulative u n i t o i l production to 1-1-77, BBL 1,291,650 
Est. future production wi t h e x i s t i n g operations, BBL 139,550 
Ultimate recovery with e x i s t i n g operations, BBL 1,431,300 
Est. recovery from accidental flood, BBL 128,100 
Ultimate Primary Recovery, BBL 2,303,200 

per w e l l (14) 93,086 
per acre (560) 2,327 

Conversion D r i l l 
Secondary Recovery Plan Plan. 

Est. future prod, with WF, BBL 989,500 1,086,600 
Ultimate recovery with WF, BBL 2,281,100 2,378,200 
Increase over e x i s t i n g operations 849,800 946,900 
Increase over U l t . Primary, BBL 977,900 1,075,000 

Percent Ultimate Recovery 75 82 
Est. u n i t acres flooded 465 500 
Average water flood recovery per acre 2,103 2,150 

Est. Water Flood Costs 

Investment $ 910,000 $1,830,000 
Operating expense a f t e r 1-1-77 2,799,000 2,630,000 
Total $3,709,000 $4,460,000 
Total cost per WI net BBL $ 4.33 $ 4.75 

Increased t o t a l cost with D r i l l Plan $ 751,000 
Increased WI net BBL recovered 83,991 
Cost per increased net BBL $ 8.94 



TABLE 3 

ESTIMATED ACRES TO BE FLOODED ON EACH LEASE 
PROPOSED MARALO JALMAT YATES UNIT 

LEA COUNTY, NEW MEXICO 

Conversion D r i l l 
Plan Plan 

Number of converted inputs 5 1 
Number of D r i l l e d inputs __5 17. 
Total inputs 10 18 

Number of producing wells 10 14 

Acres Flooded 
Wells 5 8 
Winters "C" 145 150 
Winters "B" 140 160 
Humble-Winters "A" 55 71 
Humble-Winters 80 71 
Maggie Rose 40 40 
Total 465 500 

Est. Water I n j e c t i o n Rates 
I n i t i a l , BPD 2,500 5,000 
Aft e r f i l l - u p , BPD 1,800 3,000 

Est. l i f e of flood, Years 22 15 

Est. t o t a l i n j e c t i o n , BBL 14,500,000 16,000,000 
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TABLE 8 

WATER SUPPLY COST COMPARISON 
PROPOSED MARALO JALMAT YATES UNIT 

LEA COUNTY, NEW MEXICO 

2500 BPD 5000 BPD 

Investment 
6-mile Line to Skelly System 

2- 1/2 mile Line to Union Texas 
plus buy 4-mile l i n e to J a l 
Water System 

3- mile Line to Maralo leases 
plus Santa Rosa water wells 

$200,000 

115,000 

155,000 

$275,000 

150,000 

330,000 

Operating Expense 
Skelly - 6c per BBL ( i n c l . l o power) 

Jal - 5c per BBL ( i n c l . l c power) 

Maralo - 1500 BPD @ l e per BBL, 
Remainder @ 4c per BBL 

$700,000 

590,000 

210,000 

$710,000 

600,000 

280,000 

Total Water Cost 
Skelly 

Jal 

Maralo 

$900,000 

705,000 

365,000 

$985,000 

750,000 

610,000 



JALMAT YATES UNIT 
TYPICAL INJECTION WELL 

(TO BE DRILLED) 
IE 

/ 3 J« 

8 5 / 8 CSG, SET AT 
4 0 0 ' CEM W / 2 0 0 S X . 
(CEMENT WILL BE CIRC. 

TO SURFACE) 

2 3 / 8 PLASTIC LINED TUBING 

ooo 
ooo 
o o o 

K 

2 9 0 0 

3 0 5 0 

PKR AT A P P R O X . 2 8 5 0 

APPROXIMATE 
YATES INTERVAL. 

T.D. 3 6 0 0 
APPROX. 

4 1/2 SET AT 3 6 0 0 
CEM. W / 1000 SXS 
(CEMENT WILL BE CIRCULATED 

TO SURFACE) 
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BEFORE THE 
Ol iL CONSERVATION COMMISSION 

Sa^^a Fe, New Mexico 

Cas4 No. Exhibit No. £> /J 

Sub! /X? j* je / ) l -c> 

nq Date_ - / / • 7^^ 

I 

.69 68 

Hea 
Wells-US. » L 0 a s 

Cont I. 
I t » l i 

A 

JALMAT YATES UNIT 
LEA COUNTY, NEW MEXICO 

Tahoe Oil 

fi' 

3-A 

A R Co 

Tenneco 

1 7 

Wells-U.S. | 0 SWD 

s,nci. xf-/77777777 
0- K- '0 

/ O l o y d 

SWD / 

r 
/ 8 
/SineI Gloyd 

Sine I. I / v v. I 

Hanogan 

incl 2 

/Sincr Stephens 

* V '1 

/ 
/ 

t > 1 4 

Harrison 
Judy 

7 

|l 

Harrison 

WI 

SOUTH LAM 
Reserv 

8 

< * > 
wi 
Winters 

Contl. 

J 6 Maralo Inc. 

?/<?s - t7 S. 

II . II 
A 

Exxon-Winters 

Empire 0 8 G . 2-8 

Maralo 
" B " 

Lowe | 
0 

Empire 
0 6 6 . ^ | - B 

/ 
/ 
/ 
/ 

/Sincl. Crt U \0 
/Stephens ^ 0 

18 

- v26 

_X 9 - -1§ 
/J 

23 Maralo Inc. 24 / j | 
1 * A 

Exxon-Winters 

/ j i D a l p o r t i„p 

12 

J 

indley 

Antweil i 
ft 

So.Pe, h A 

Contl. 
I I - i t 
A 

i 2 9 

Maralo Inc. 

— 18 

*3 

J6-WI 

Maralo Inc. || 

20 

X31 

Sholes-U.S. 

Cont'l. Cont'l 

l-C 

•I . I I 

A 

i 

Rose 

Tex. Pac. I 

ll 
I 

Cont l . 

A 

/24-V 

Vosbi 

Cont'l. 
I I - H 

A 
_ _ 



MARALO 
r " \ ; i f~ O.U v. 

Jalmat Yates Unit; C - c ; 

Proposed Unit Well Numbers 

Unit Well Number Former Well Name and Number 

1 Winters "CM No. 2 

2 Winters MCM No. k 

3 To be d r i l l e d . 1550* FSL & 2500* FEL 
Sec 12 T-25-S R-36-E 

5 ^ To be d r i l l e d . 1575* FSL & 1050f FEL 
Sec 12 T-25-S R-36-E 

5 To be d r i l l e d . 1550• FSL & 70' FEL 

Sec 12 T-25-S R-36-E 

6 Winters "C" No. 1 

7 Winters MC M No. 3 

8 To be d r i l l e d . 350* FSL & 2500* FEL 
Sec 12 T-25-S R-36-E 

9 To be d r i l l e d . kOO' FSL & 1000' FEL 
Sec 12 T-25-S R-36-E 

10 To be d r i l l e d . bOO* FSL & 50* FEL 
Sec 12 T-25-S R-36-E 

11 To be d r i l l e d . 50" FNL & 1350* FWL 

Sec 18 T-25-S R-37-E 

12 Winters "BM No. 2 

13 Winters MB" No. 3 
l*r To be d r i l l e d . 1100» FNL &• 2530* FEL 

Sec 13 T-25-S R-36-E 

15 To be d r i l l e d . 1050' FNL & 1100* FEL 

Sec 13 T-25-S R-36-E 

16 Humble-Winters MA" No. 1 

17 Humble-Winters "AM No. 2 
18 To be d r i l l e d . 1300' FNL & 2580' FWL 

Sec 18 T-25-S R-37-E 



Unit V/ell Number Former Well Name and Number 

19 To be d r i l l e d . 1300* 
Sec 18 T-25-S R-37-E 

FNL & 1350' FWL 

20 To be d r i l l e d . 1250* 
Sec 18 T-25-S R-37-E 

FNL & 70* FWL 

21 Winters "B" No. 4 

22 Winters MB" No. 1 

23 Humble-Winters No. 1 

2k Humble-Winters No. 2 

25 ; To be d r i l l e d . 2500• 
Sec 18 T-25-S R-37-E 

FNL & 1550' FWL 

26 To be d r i l l e d . 2600* 
Sec 18 T-25-S R-37-E 

FNL & 50' FWL 

27 To be d r i l l e d . 2550* 
Sec 13 T-25-S R-36-E 

FNL & 1100' FEL 

28 To be d r i l l e d . 25̂ 0« 
Sec 13 T-25-S R-36-E 

FNL & 25306 FEL 

29 Rose No. 2 

30 Rose No. 3 

31 To be d r i l l e d . 1650' 
Sec 18 T-25-S R-37-E 

FSL & 1700" FWL 



Insert 

° 0 / o r ^ge/Photo 

Hen 



CONTINENTAL WELL A NO. 5 
660* FNL a I960' FEL 

SECTION 12 T - 2 5 - S , R - 3 6 - E 
(UNIT B) 

SHOT OFF 9 5/8 CSG 
AT 309 ' 

SHOT OFF 7 CSG AT 2321 

13 3 / 8 CSG. SET AT 
I50'.CEM. W/IOO SX. 
(CEM.CIRC.) 

9 5 /8 SET AT 
1668', CEM.W/600 SX. 

TOP CEM. 2325 

7 SET AT 3288 W / 4 0 0 SX 

T.D.35S8 



CONTINENTAL WELLS NO. 4 
990* FNL a 1680' FWL 

SECTION l 2 T - 2 5 ~ S , R - 3 6 - E 
(UNIT C) 

CEM. PLUG AT SURFACE l l 

SHOT OFF 9 5 / 8 AT 1514' 

SHOT OFF 7 CSG AT 1549' 

SPOT CEM. PLUG AT 1514 

SPOT CEM. 
PLUG AT 1549' 

31 6 5 
P.B.W. 
CEM. 

3 2 2 0 

P B . W / 
CEM. 

3 2 9 0 

A: 

P B . W / 
CEM. 

3 3 5 5 
P. B 

W/IOOSX. 

13 3 / 8 SET AT 
5 75'. CEM.W/500 SX. 
(CEM.CIRC.) 

9 5 / 8 CSG SET AT 
2766*. C E M . W / 3 5 0 SX. 
(TOP CEM 1844) 

TO CEM. 2 4 1 0 ' 

3310 

3 3 4 0 

7 CSG S E T AT 
3 3 8 5 ' CEM. W / 150 SX. 

T D . 3 4 4 9 



ATLANTIC (SINCLAIR REPOLLO) 
GLOYD NO. 2 

2310* F S L a 2310' F E L 
SECTION 12 T - 2 5 - S , R - 3 6 - E 

(UNIT J ) 
5 SX AT SURFACE 

15 1/2 7 0 CSG. SET AT 
7 8 ', CEM. W / 1 0 0 SX. 
(CEM. CIRC.) 

SHOT OFF 7 CSG AT 2218 

3 1 7 3 
RB .W/20SX 

3 2 7 5 
[ P B T O 3275 

W / 2 5 S X . 

10 3 / 4 4 5 CSG. SET AT 
1439', CEM. W / 7 0 0 SX 
(CEM.CALC. TO CIRC. UNABLE 

TO PULL ANY 10 3 / 4 " ) 

TOP CEM. 2 2 3 7 

•DV TOOL AT 2 8 6 0 

3185 

3 2 0 5 

7 2 6 CSG. SET AT 
3291 ' , CEM. W / 5 0 0 SX. 
( 3 0 0 AT SHOE 2 0 0 SX. AT 2 8 6 0 ) 

TTD73325' 



ATLANTIC (SINCLAIR REPOLO) 
W.F HANAGAN NO. 2 

2310' F S L S 2310* FWL 
SECTION 12 T - 2 5 - S , R - 3 6 - E 

(UNIT K) 
5 SX AT SURFACE ^ 

SHOT OFF 10 3 / 4 AT 150 

SHOT OFF 7 CSG AT 2190 

13 7 0 

SPOT 15 SX PLUGI 
AT 1400' 

1400 

2 9 0 0 
SPOT55 SX 
PLUG 

3182 
RB.TO 3182 
W/25 SX 

3263 
RB.TO 3263 
W/CEM. 

15 1/2 70 CSG. SET AT 
5 2 ' , CEM.W/ IOO.-SX 
(CEM. CIRC.) 

10 3 / 4 45 CSG. SET AT 
1450 ' , CEM. W / 6 0 0 SX 
(CEMENT CALCULATES TO 
CIRC.HOWEVER SHOT OFF 
AT 1 5 0 : ) 

TOP CEM. CALC. 2154 

3135 

3155 

3200 

3230 

7 26 CSG. SET AT 
3 3 2 ; CEMENTED W / 3 7 5 ' S X . 
(TOP CEM. CALC. 2154 ) 

T .D.3347 



ATLANTIC (SINCLAIR REPOLO) 
W.F HANAGAN NO. I 
330* F S L S 2 3 I 0 ' F W L 

SECTION 12 T - 2 5 - S . R - 3 6 - E 
UNIT N 

SX. AT SURFACE 

SHOT OFF 10 3 /4 
AT 87 ' 

CSG. 

1320' 
SPOT 15 SX 

PLUG 

15 1/2" 70*CSG SET AT 
5 4 ' C E M . W / 5 0 S X . 
(CEMENT CIRC) 

T350 

SHOT OFF 7 CSG.AT 2547 

10 3 / 4 " 45 CSG. SET AT 
1398', CEM.W/700 SX. 

(CEMENT CALCULATES TO CIRC.) 
(HOWEVER SHOT OFF AT 87 ' ) 

3076 
PB. W/ 
20 SX. 

3176 
RB.TO 3176 
W/15 SX. 

3 2 6 0 

ooj 
ool 
ooj 
o q 

DV TOOL AT 272 2 

3139 

R B.TO 3260 
W/50SX 

oo 
oo 
oo 
oc 

3150 

3224 

3244 

7" 2 4 
3275 ' 

4J= CSG SET AT 
CEM. W/375SX. 
( 2 2 5 SX. AT SHOE AND 

150 SX AT2722) 

T.D.3332 



5 S X . A T SUFACE 

ATLANTIC (SINCLAIR REPOLLO) 
GLOYD NO.I 

330' F S L S 2310' F E L 
SECTION 12 T - 2 5 - S . R - 3 6 - E 

(UNIT 0) 

SHOT OFF 10 3 / 4 AT 6 0 

9 7 0 ' 
SPOT 15 SX .PLUG 

A T 1000' 

1000 

SL 
SHOT OFF 7 "CSG AT 2450* 

fit 

3 0 0 8 
R B W/25 SXk 

3133 
PB. TO 3133 
W / 3 0 S X . 

3251 
RB.TO 3251 
W / 2 5 SX. 

I 5 1/2 7 0 CSG. SET AT 
6 8 ' , CEM. W / 50 SX 
(CEM.CIRC.) 

10 3 / 4 4 5 CSG. S E T AT 
1392' CEM. W / 7 0 0 SX. 
(CALCULATIONS INDICATE 

CEM. SHOULD CIRC. HOWEVER 
SHOT OFF AT GO'. ) 

oo 
o o 
oo 

3 0 3 8 

3125 

3251 

7 " 2 6 * CSG. SET AT 
3296 ' , CEM. W / 3 7 5 SX. 
{TOP CEM.CALC. 2 1 2 7 ' HOWEVER 

SHOT OFF"AT 2 4 5 0 ' ) 

T .D.3332 



ATLANTIC (SINCLAIR REPOLLO) 
STEPHENS A. NO. 2 

330' F N L & 2310'FEL 
SECTION 13 T - 2 5 - S R - 3 6 - E 

(UNIT B) 
5 SXS AT SURFACE r 

SHOT OFF 10 3 / 4 
CSG AT 4 6 0 ' 

1320 

1 

TOP CEMENT 112* ( C ) 

15 1/2" 70 CSG. SET AT 
4 7 2 ' CEMENTED W / 2 5 0 S X . 
(CALC. TOP CEMENT 112') 

SPOT 15 SX 
P L U G AT 1350 K 

1350 

SHOT OFF 7 CSG AT 2 4 0 7 

2931 
SPOT 6 5 
SX PLUG 

3 3 2 0 
P. B W / 
CEM. 

3 4 7 6 

10 3 / 4 " 45 CSG SET AT 
1360' CEMENTED W / 4 7 5 SX . 
(CEMENT CALCULATES TO CIRC.) 
HOWEVER SHOT OF AT 460 ' 

TOP CEM . 2491 (CALC. ) 

«l 3015 - 3 2 9 0 
OC 

TOP LINER AT 3212 
7 " 2 6 * CSG. SET AT 
3 2 7 0 ' CEM. W / 2 5 0 SX. 

3345 
5" LINE AT 3 4 4 8 ' ( 2 3 6 ) 
CEMENT. W / 3 2 SX. 
3355 



CONTINENTAL SHOLE BH3 NO.l 
I960'FNL S 660" FWL 

SECTION 13 T - 2 5 - S . R - 3 6 - E 
. (UNITE) 

CEM. PLUG IN SURF. 

SHOT OF 9 5 / 8 " C S G 
AT 5 29 

( 

SHOT OF 7"CSG AT 1795' 

CEM. PLUG 

CEM.PLUG 

3247 

SPOT 15 SX 

3 2 7 7 
P.B.W/CEM. 

12 1/2 SET AT 
5 0 5 ' C E M . W / 4 3 0 SX. 

(CEM.CIRC.) 

9 5 / 8 SET AT 
2844 ' . CEM. W / 4 5 0 SX 
(TOP CEM. 1695 ' ) 

TOP CEM. 2479 ' 

3 1 4 0 

3155 

3261* 

3 2 6 4 ' 
3274 
3 2 7 7 ' 

7 SET AT 

3 2 9 2 ' CEM. W/125 SX. 

T.,D.3370' 



CONTINENTAL SHOLES B-l3 NO. 3 
2310* FNL 6 2310'FWL 

SECTION 13 T - 2 5 - S . R - 3 6 - E 
(UNIT F ) 

SHOT OF 5 1/2" AT 2 5 7 0 ' 

13 3 / 8 SET AT 
8 4 ' CEM. W / 7 5 SX. 
( CEM.CIRC.) 

8 5 /8 SET AT 
1767'. CEM. W/ 1100 SX. 
(CEM. CIRC.) 

TOP CEM. 2 6 0 0 

5 1/2 SET AT 
3 2 4 2 ' . C E M . I 50 SX 

T.D. 3 2 5 4 



ATLANTIC (SINCLAIR REPOLLO) 
STEPHENS A. NO. I 

2310' FNL 8 2310' F E L 
SECTION 13 T - 2 5 - S , R - 3 6 - E 

SHOT OFF 10 3 / 4 " A T 2 0 ' 
10 SX PLUG AT 20* 
5 SX AT SURFACE 

v. 

(UNIT 6 ) 
TOP C E M . 6 4 ( CALC.) 

15 1/2 7 0 ^ CSG. SET AT 
4 6 7 ' CEM. W / 2 8 0 SX. 
( TOP CEM. CALC. 64'. ) 

SHOTOFF 7 CSG AT 1822 

1780 
15 SX 
1810 T 

2 8 7 4 
S P 0 T I 8 3 X 
AT 2 9 6 6 

2 9 6 6 
PB. TO 2966 

W/40SX. 
3 118 

P.B.TO 3118 
W/CEM. 

3160 
RB. TO 3160 

W / 2 0 S X . 
3 2 4 0 

P.B.TO 3240 
W / 4 2 SX. 

10 3 / 4 " 4 0 CSG SET AT 
1363 ' CEM. W / 6 0 0 SX 
(SHOULD HAVE C IRCULATED 

TOP OF CEMENT 2 3 2 4 (CALC.) 

2 8 7 0 

c o 
o o 
o o 

o o 
o o 

2950 
2985 

3045 

3130 

3155 

3165 

3233 

7 " 2 6 * CSG. SET AT 
3 2 5 9 ' C E M . W / 3 0 0 S X . 

TD.3325 



C I T I E S S E R V I C E ! EMPIRE OIL 8 GAS) 
LIDLEY B. NO. 2 

2310 FSL & 2310" FWL 
SECTION 13 T - 2 5 - S R - 3 6 - E 

( UNIT K ) 
CAPPED ACCORDING 

TO REGULATIONS 

SHOT OFF 9 5 / 8 CSG. 
AT 100' 

i l 

SHOT OFF 7 CSG. 
AT 1507! 

2936 
SPOT 55 sx. 
PLUG. 

B. R 

3212 

12 1/2 50 CSG. SET AT 
6 0 ' CEM. W / 5 0 SX 
( CEM.CALCULATED TO C IRC ) 

9 5 / 8 " 4 0 CSG. SET AT 
1426' CEM. W / 5 0 0 S X 
(CEM.CALC.TO CIRC.HOWEVER 

SHOT OFF AT 100.) 

CALC. TOP CEM. AT 2 0 2 5 ' 

2 9 2 0 

ooj 

3129 

3 2 4 5 

' 3 2 5 7 

7 " 2 4 * CSG. SET AT 
3272* C E M . W / 4 0 0 SX 

TD. 3 2 7 7 



EXXON-W.M. LINDLEY A. NO. 3 
1980' FSL 8 660' FWL 

SECTION 13 T - 2 5 - S R - 3 6 - E 
(UNIT L ) 

2 0 SX AT SURFACE 

SHOT OFF AT 9 5 / 8 CSG AT 

1479' 

SHOT OFF 7 " CSG. AT 2 0 4 7 ' ^ 2050 -r-
SPOT55 SX 
PLUG 

2150 

2 6 2 4 
SPOT 55 SX 
PLUG 

2 9 0 0 

3230 
SPOT 25 SX 
PLUG 

12 1/2" 56 CSG SET AT 
452',CEM.W/ 200 SX. 
( CEM CIRC.) 

TOP CEM. 1570 

9 5 / 8 36"""CSG. SET AT 
2 8 3 2 ' , C E M . W / 6 5 0 SX. 

TOP CEM.BEHIND 7"AT 2 2 0 0 ' 

7 24 CSG SET AT 
3314'CEM. W / 2 0 0 S X . 

T.D. 3358 

L • 



EXXON W.M. LINDLEY A NO. 2 
660* F S L S 660' FWL 

SECTION 13 T - 2 5 - S R - 3 6 - E 
(UNIT M) 

CEMENTED CELLAR 

4 0 2 ' 
SPOT 25 SX. PLUG 

4 5 0 ' 

7 " CSG SHOT OFF AT 1420* 

SHOT OFF 5 l /2"CSG AT 
2631 ' 

10 3 / 4 " CSG AT 
493 'CEM. W / 2 0 0 SX. 

SPOT CEM. PLUG 

AT 2 6 0 0 ' 

TOP CEM. 1794 ' 

7 " CSG SET AT 
2891 ; CEM. W / 2 0 0 SX 

5 1/2" CSG. SET AT 3 3 6 8 ' 
{ AMOUNT OF CEMENT NOT REPORTED) 

T.D. 3 4 0 0 ' 



MARALO W.M. LINDLE B. NO. I 
9 9 0 ' F S L a 2310'FWL 

SECTION I 3 T - 2 5 - S R - 3 6 - E 
(UNITN) 

CELLAR FILLED 
W/CEMENT 

CUT OF 5 1/2 CSG AT 1269 

1200 
SPOT 20 sx PLUG 

1260 

3 0 3 8 

/:• Mm. 

SPOT 20 
SX. AT 
BOTTOM 
OF HOLE 

10 3 /4 32 CSG SET AT 
6 1 8 ' , C E M W / 2 5 0 SX. 
(CEM.CIRC.) 

TOP CEMENT 1285, BY 

TEM SURVEY. 

TOP LINER AT 3 0 7 4 

1 5 . 5 * CSG. SET AT 
CEM. W / 3 6 5 SX 

T.D. 3 3 0 0 

5 1/2' 
3128', 

3269 

3275 

4 " 13*' LINER SET AT 
3 3 0 0 ' , ( 2 2 6 ' ) CEM. W / 5 0 S X 



CITIES SERVICE (EMPIRE OIL S G A S ) 
LINDLEY B. NO. I 
660' F S L 8 1980'FWL 

SECTION 13 T - 2 5 - S R~36~E 
(UNIT N) 

SPOT CEMENT 
FROM 3 0 0 ' TO 

SURFACE 

3 0 0 ' 

SHOT OFF 9 5 / 8 
A T 1697' 

CSG 

SHOT OFF 7 
2 3 3 9 ' 

CSG AT 

12 1 /2" SO^CSG SET AT 
5 0 0 ' C E M . W / I I O S X . 

1750 
SPOT 20 SXPLUG 

1800 

2 7 8 8 
S P 0 T 2 0 S X 
PLUG 2888 
DUMP 4 0 SX 
ON TOP OF 
B.R 

3 0 8 8 

B.P W / B P 

3165 
SQ 50 SX 
BELOW A 
RETAINER 

3215 
SQ 50 SX. 
BELOW A 
RETAINER 

3 2 6 5 

SQ 100 SX. 
BELOW A 
RETAINER 

9 5 / 8 " 4 0 * C S G SET AT 
2 7 4 5 ' CEM. W / 3 0 0 SX 

CALC. TOP OF CEM. AT 2 6 2 8 ' 

ool 

3076 

3 0 8 5 

3100 

3150 

3175 

3195 

3230 
3 2 3 5 
3250 
3258 

7 " 2 4 * CSG. SET AT 
3 2 8 3 ' CEM.W/ l iOSX. 

T.D. 3317 



ATLANTIC-WM.HARRISON NO. I 
660' FNL 8 660 ' FWL 

SECTION 7 T - 2 5 - S R - 3 7 - E 
(UNIT D) 

a SPOT 2 5 S.X.AT 199 
L9j£ 

13 3 / 8 4 8 CSG SET AT 
198', CEM. W / 125 SX. 
(CEM.CIRC. ) 

1380 

SHOT OFF 9 5 / 8 CSG 
AT 1413' 

SPOT 2 5 SX.AT 1413 

SHOT OFF 7 CSG AT 
2 8 1 6 ' 

SPOT 25 SX. 
PLUG AT 2728 

2 7 2 8 

2 7 8 5 
SPOT 25SX 
AT 2910 

' 2 9 1 0 

P B. 
3 3 O.O-': 

9 5 / 8 " 3 6 # CSG. SET AT 
2 7 2 7 ' W/751 SX. 

TOP CEMENT 2 8 2 0 

oo 
oo 
oo 

' . '. '(OO 

2870 

2 9 10 

7 " 2 4 * C S G . SET AT 
3 3 5 3 CEM. W / 100 SX. 

T. D . 3 5 5 8 



TEXAS PACIFIC GUTMAN 18 NO, I 
660' F S L S 1980' F E L 

SECTION 18 T - 2 5 - S . R - 3 7 - E 
(UNIT 0) 

/••••••:• 

10 SX. AT 
SURFACE 

2 5 2 0 

SPOT 2 5 SX 
ON TOP 

2 6 4 0 
C. I. B. P. 

P B.T. D. 
3 0 3 5 

- - i , -

* *". * 

9 5 / 8 36 CSG. SET AT 
3 0 3 ' CEM.W/125 S X . 

2 0 0 SX. THROUGH VALVE AT 
11 5 0 ^ ( CEM.CIRC.TO SURF.) 

7 20 CSG.SET AT 
2 7 0 0 ' CEM. W / 4 0 0 SX. 
( 2 0 0 SX_AT SHOE 2 0 0 SX AT I I50' . ) 

T.D. 3 5 6 9 
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MARALO JALMAT YATES UNIT 

LEA COUNTY, NEW MEXICO 

TRACT 1 

ROYALTY INTEREST OWNERS 

WINTER "C" SE/4 Section 12 T25S, R36E 

OWNERS 

Gwen H a l l 

C e c i l Frank Wilson 

Lee Roberts 

Mary Beth Wood 

E l i z a b e t h Greis McBirney Mason 

Roy G. Barton 

R. H. Venable E s t a t e , Robert A l l e n Venable, 

Executor & Trustee 

Dalco O i l Co. 

Ashland O i l & R e f i n i n g Company 

Robert R. Matthews 

Jeptha J. Matthews 

Myra Cruttenden 

Bradley Resources Corporation 

Wayne Cowden 

Irene H. Gibson 

Getty O i l Company 

Edwin M. Bedford 

Henry Degrafenried Bedford 

Charles F. Bedford 

Rachel Bedford Bowen 

E l l e n Ann Wallace W i l l i a m s 

General Crude O i l Company 

Onez Norman Rooney 
The F i r s t N a t i o n a l Bank of Denver, 

a/c J. M. Richardson Lyeth, J r . & 
Munro Longyear Lyeth, J o i n t l y 

A t l a n t i c R i c h f i e l d Company 

INTEREST 

.0005208 

.0002604 

.0002604-

.0002604 

.00195-3-1 

.0019531 

.0004 88 2 

.0004882 

.0014703' 

.0009765 

.0009765" 

. 0004882 

.0004882 

.0013020 

.0004882 

-rGl*17i-8 7^ 

.000 312 5 

.0003125 

.0003125 

.0003125 

.0003125-

.0117187 

.0070313 

.0070313 \ 

.0011841 

.0224975 



Page 2 

TRACT 1 WINTER "C SE/4 Section 12 T25S, R36E 

OWNERS 

B. A. Christmas, J r . 

Joyce C. Brown 

Joyce Ann Brown 

B. A. Christmas, J r . Trustee 

C. W. F l i n t , J r . 

Pauline F l i n t Kieve 

Joe & Jessie Crump Fund, Acct. No. 2 312 
c/o Ft. Worth N a t i o n a l Bank T r u s t Dept. 

The F i r s t N a t i o n a l Bank o f Midland, Texas and 
Jessie B l e v i n s Crump, Co-Trustees, 
Trust 1069 

Ske l l y O i l Company 

James F. Bryant 

James F. Bryant 

Ruby Slack 

INTEREST 

.0003253 

.-000 32 53-

.0001302 

.0005208 

.0002441 

-.0002441-

.0078125 

.0078125-

.0019531 

.0112837 

.0112837 

.0112 837 



TRACT 3 

10 
MARALO JALMAT YATES UNIT 

LEA COUNTY, NEW MEXICO 

ROYALTY INTEREST OWNERS 

HUMBLE-WINTERS L o t 1 , NE/4 NW/4 S e c t i o n 1 8 , 
T - 2 5 S , R-37E 

OWNERS INTEREST 

A t l a n t i c R i c h f i e l d Company 

A s h l a n d O i l & R e f i n i n g Company 

A t l a n t i c R i c h f i e l d Company 

Roy G. B a r t o n 

Charles F. Bedford 

Edwin M. Bedford 

Henry DeGrafenried Bedford 

Bradley Resources Corporation 

Joyce Ann Brown 

Joyce C. Brown 

Rachel Bedford Bowen 

James F. Bryant 

James F. Bryant 

E l i z a b e t h Greis McBirney Mason 

B. A. Christmas, J r . 

B. A. Christmas, J r . , Trustee 

Wayne Cowden 

The F i r s t N a t i o n a l Bank o f Midland, Texas 
and Jessie B l e v i n s Crump, Co-Trustees, 
T r u s t #1069 

Joe and Jessie Crump Fund, Acct. No. 2312 

Myra W. Cruttenden 

C. W. F l i n t , J r . 

Gwen G. H a l l 

General Crude O i l Company 

Getty O i l Company 

Irene H. Gibson j 

JQ22492S 

. 0O±^64F§" 

.0011841 

.0052083-

.0003125 

.0003125 

.0003125 

.0004883 

.0001302 

.0003256 

.-000 3125 

.0112847 

.•0112847 

.0019531" 

.0003255 

.0005208 

.0013021 

.0039063 

.0039062 

.0004 88-3 

.0002442 

.0002604 

.0117188 

.0117188 

.0004883 



Page 2 

TRACT 3 HUMBLE-WINTERS " A " L o t 1 , NE/4 NW/4 S e c t i o n 18 , T - 2 5 S , 
R-37E 

OWNERS INTEREST 

Gwen G. H a l l 

Da lco O i l Company 

P a u l i n e F l i n t K i e v e 

The F i r s t N a t i o n a l Bank o f D e n v e r , 
a / c J . M . R i c h a r d s o n L y e t h , J r . & 
Munro L o n g y e a r L y e t h , J o i n t l y 

J ep tha J . M a t t h e w s and R o b e r t R. Mat thews 

Lee R o b e r t s 

Onez Norman Rooney 

Ske l l y O i l Company 

Ruby Lee Slack 

R. H. Venable E s t a t e , Robert A l l e n Venable, 
Executor and Trustee 

E l l e n Anne W i l l i a m s 

C e c i l Frank Wilson 

Mary Beth Wood 

.0002604 

.0004883-

.0002441 

.0070313 

.0D19530 

.0002604 

.0070312 

.0019531 

.0112848-

.0004883-

T0003125-

. 0002604 

.•0002605 



MARALO JALMAT YATES UNIT 

LEA COUNTY, NEW MEXICO 

ROYALTY INTEREST OWNERS 

TRACT 4 HUMBLE-WINTERS Lot 2, SE/4 NW/4, Section 18, T2 5S, R3 7E 

OWNERS INTEREST 

A t l a n t i c R i c h f i e l d Company 

Ashland O i l & R e f i n i n g Company 

A t l a n t i c R i c h f i e l d Company 

Charles F. Bedford 

Edwin M. Bedford 

Henry DeGrafenried Bedford 

Gay Blanks Keahey 

Rachel Bedford Bowen 

Bradley Resources Corporation 

P e a r l Bryant 

James F. Bryant 

E l i z a b e t h Greis McBirney 

Mrs. Walter M. Burress, Dec'd. 
Commercial N a t i o n a l Bank, Shreveport 
I n d . Executor o f Estate E. Wi l l i a m s Burress 

The F i r s t N a t i o n a l Bank o f Midland, Texas and 
Jessie B l e v i n s Crump, Co-Trustees, 
T r u s t #1069 

Joe & Jessie Crump Fund, Acct. No. 2312 

Myra W. Cruttenden 

E. C. Edwards 

C. W. F l i n t , J r . 

General Crude O i l Company 

Getty O i l Company 

Ir e n e H. Gibson 

Dalco O i l 

Pauline F l i n t Kieve 

Kemper K i m b e r l i n 

.0224980 

70014650-

.0011840 

.-0003120 

.0003130 

.0003120 

.•0078130 

.0003130 

.0004880 

.0026040 

.0026040 

.0019530 

.0078130 

.0039060 

.0039060 

.0004880 

.0078120 

.0002440 

.0117190 

.0117190. 

.0004880 

.0004880 

.0002440 

.0078130 



Page 2 

TRACT 4 HUMBLE-WINTERS Lot 2, SE/4 NW/4, Section 18, T25S, R3 7E 

OWNERS INTEREST 

The F i r s t N a t i o n a l Bank o f Denver, .0070310 
a/c J. M. Richardson Lyeth, J r . & 
Munro Longyear Lyeth, J o i n t l y 

Jeptha J. Matthews and Robert R. Matthews .0019530 

Onez Norman Rooney .0070320 

S k e l l y O i l Company .-0019530 

Ruby Lee Slack .0026050 

R. H. Venable E s t a t e , Robert A l i e n Venable, ' .0004880 
Executor & Trustee 

E l l e n Anne W i l l i a m s - .0003120 



MARALO JALMAT YATES UNIT 

LEA COUNTY, NEW MEXICO 

ROYALTY INTEREST OWNERS 

TRACT 5 MAGGIE ROSE Lot 3, NE/4 SW/4, Section 18, T2 5S, R37E 

OWNERS 

Buttram Texhoma Company 

El a i n e Newby Shepherd, I n d i v i d u a l l y and as 
Att o r n e y i n Fact f o r Ruth Newby Jones, 
David Newby, and Rosemary Newby Mullen 

Gonzales R o y a l t i e s , I n c . 

George V. Holmes Trustee 

Lexington O i l Company 

E. B. Germany 

W. L. Pickens 

George Etz, Sr. T r u s t 

Alva N. Etz, I I & Jean W. Etz 

Robert W. Etz 

U n i v e r s i t y o f Oklahoma Foundation 

Ida M i l l e r , c/o Jean Gonz Agent 

Helen D. Pearlbrook Estate 
Chase Manhattan Bank 

The A t l a n t i c R i c h f i e l d Company 

C o l l Production, I n c . * 

L i l l i a n H i n k l e C o l l , Trustee* 

Edward Gait T r u s t , The Alamo N a t i o n a l Bank o f 
San Antonio, Trustee 

Mary D. Pearlbrook E s t a t e , Joan Ganz and 
Car l Ganz, Successor Trustees 

INTEREST 

.0322997 

.0021533 

.0026367. 

.0036476" 

.0025049 

.0014650 

.0014650 

.0156250 

.0078125 

.0078125 

.0109960 

.0003281 

r0032813'.. 

.0041015" 

.0779295 

.0117190 

.0039060 

. 0007220 

.0029531 

*Owned by the f o l l o w i n g i n equal shares: 
Charles H. C o l l 
James N. C o l l 
Jon F. C o l l 
May W. C o l l , I I 



MARALO JALMAT YATES UNIT 

ROYALTY COMMITTED TO UNIT 

Tract I - 94.5% of the r o y a l t y committed t o the t r a c t 

Tract I I - 94.8% o f the r o y a l t y committed t o the t r a c t 

Tract I I I - 94.3% o f the r o y a l t y committed t o the t r a c t 

T r act IV - 94.13% o f the r o y a l t y committed t o the t r a c t 

Tract V - 8 3.29% of the r o y a l t y committed t o the t r a c t 

There i s only one r o y a l t y owner uncommitted t o each o f the above 
t r a c t s . 

A t o t a l of 92.93% o f the r o y a l t y has been committed to the e n t i r e 
u n i t by r a t i f i c a t i o n agreements. 

V • > ' / o 



MARALO JALMAT YATES UNIT 

LEA COUNTY, NEW MEXICO 

TRACT 2 

ROYALTY INTEREST OWNERS 

WINTERS "B1 

NE/4 Section 13, T2 5S, R36E 

OWNERS INTEREST 

Gwen H a l l 

C e c i l Frank Wilson 

Lee Roberts 

Mary Beth Wood 

E l i z a b e t h Greis McBirney Mason 

Dalco O i l Co. 

Roy G. Barton 

Ashland O i l & R e f i n i n g Company 

Robert R. Matthews 

Jeptha J. Matthews 

Myra Cruttenden 

Bradley Resources Corpora t i o n 

Wayne Cowden 

Ir e n e H. Gibson 

Getty O i l Company 

Edwin M. Bedford 

Henry DeGrafenried Bedford 

Chas. F. Bedford 

Rachel Bedford Bowen 

E l l e n Ann Wallace W i l l i a m s 

General Crude O i l Company 

S k e l l y O i l Company 

Onez Norman Rooney 

The F i r s t N a t i o n a l Bank o f Denver, 
a/c J. M. Richardson Lyeth, J r . & 
Munro Longyear Lyeth, J o i n t l y 

A t l a n t i c R i c h f i e l d Company 

.0005208. 

.0002604 

.0002604 

.0002604 

.0019531 

.0004882 

.0019 531-

T0014703 

.0009765 

.0009765 

.0004882 

.0004882 

.0013020 

.0004882 

:0117187 

.0003125 

.0003125 

.0003125 

.0003125 

.000312 5 

."0117187 

.-0019531-

.0070313 

.0070313 

.0129028 

.0224975 
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TRACT 2 WINTERS "B NE/4 Section 13, T25S, R36E 

OWNERS INTEREST 

B. A. Christmas, J r . .'0003253 

Joyce C. Brown .0003253 

Joyce Ann Brown .0001302 

B. A. Christmas, J r . , Trustee .0005208 

C. W. F l i n t , J r . .0002441' 

Pauline F l i n t Kieve .0002441 

Joe & Jessie Crump Fund, Acct. No. 2312 .0078125 

The F i r s t N a t i o n a l Bank o f Midland, Texas .0078125 
and Jessie B l e v i n s Crump, Co-Trustees, 
T r u s t 10 69 

R. H. Venable E s t a t e , Robert A l l e n Venable, .0004 882-
Executor & Trustee 

James F. Bryant .0086792 

James F. Bryant .0086792 

Ruby Slack .0086792 
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UNIT AGREEMENT 
MARALO JALMAT YATES UNIT 
LEA COUNTY, NEW MEXICO 

THIS AGREEMENT, entered i n t o as o f the 17th day o f October 

1977, by the p a r t i e s who have signed the o r i g i n a l o f t h i s i n s t r u m e n t , 

a c o u n t e r p a r t t h e r e o f , or other instrument agreeing t o be bound by th e 

p r o v i s i o n s h e r e t o ; 

WITNESSETH: 

WHEREAS, i n t h e i n t e r e s t of the p u b l i c w e l f a r e and t o promote 

c o n s e r v a t i o n and increase the u l t i m a t e recovery o f o i l , gas, and asso

c i a t e d m i nerals from the Jalmat ( O i l ) F i e l d i n Lea County, S t a t e o f 

New Mexico, and t o p r o t e c t t h e r i g h t s o f the owners o f i n t e r e s t s t h e r e i n 

i t i s deemed necessary and d e s i r a b l e t o ente r i n t o t h i s agreement t o 

u n i t i z e t he O i l and Gas Rights i n and t o the U n i t i z e d Formation i n o r d e r 

t o conduct a secondary recovery, pressure maintenance, o r o t h e r r e 

covery program as h e r e i n provided; 

NOW, THEREFORE, i n c o n s i d e r a t i o n o f the premises and o f t h e 

mutual agreements h e r e i n contained, i t i s agreed as f o l l o w s : 

ARTICLE 1 

DEFINITIONS 

As used i n t h i s agreement the terms h e r e i n container! s h a l l 

have the f o l l o w i n g meaning: 

1.1 UNIT AREA means t h e lands described by Tr a c t s i n 

E x h i b i t A and shown on E x h i b i t B as t o which t h i s agreement becomes 

e f f e c t i v e o r t o which i t may be extended as h e r e i n p r o v i d e d . 

1.2 UNITIZED FORMATION means a l l formations o r zones ex

ten d i n g from the t o p o f the Yates Formation down t o one hundred (100) 

f e e t below t h e base o f the Queen Formation u n d e r l y i n g the U n i t i z e d Land; 

s a i d i n t e r v a l having been h e r e t o f o r e found t o occur i n t h e Maralo, I n c . 

Humble-Winters "A" lease, w e l l #2; o r i g i n a l l y d r i l l e d by Humble O i l and 

R e f i n i n g Company as t h e i r E. C. Winters "C", w e l l #2 ( l o c a t e d 660' 

FNL and 1980' FWL o f Section 18, Township 25 South, Range 37 East, 

Lea County, New Mexico) a t an i n d i c a t e d depth o f from 2848' t o one 

hundred (100) f e e t below the base o f the Queen Formation as i n d i c a t e d on 

the h e r e i n a f t e r described l o g . The base o f s a i d Queen Formation i s 



estimated t o occur two hundred e i g h t y (280) f e e t below the t o t a l d r i l l e d 

depth QZ 3400 f e e t as recorded on the P e r f o r a t i n g Guns A t l a s Corporation's 

Simultaneous R a d i a t i o n Log dated January 19, 1954, s a i d l o g being 

measured from one (1) f o o t above a r o t a r y t a b l e e l e v a t i o n of 3137 f e e t 

above sea l e v e l . 

1.3 UNITIZED SUBSTANCES means 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 

associated and c o n s t i t u e n t l i q u i d or l i q u e f i a b l e hydrocarbons w i t h i n 

or produced from the U n i t i z e d Formation. 

1.4 WORKING INTEREST means an i n t e r e s t i n U n i t i z e d Substances 

by v i r t u e o f a lea s e , o p e r a t i n g agreement, fee t i t l e , o r 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 o f produc t i o n or o t h e r 

wise, 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 t h e 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 Sub

stances which i s a Working I n t e r e s t as o f the date the owner t h e r e o f 

executes or r a t i f i e s 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 o f t h i s agreement. 

1.5 ROYALTY INTEREST means 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 o f t h e U n i t i z e d Substances o r proceeds t h e r e o f other than a 

Working I n t e r e s t . 

1.6 ROYALTY OWNER means a p a r t y hereto who owns a Royalty 

I n t e r e s t . 

1.7 WORKING INTEREST OWNER means a p a r t y hereto who owns 

a Working I n t e r e s t . The owner o f o i l and gas r i g h t s t h a t are f r e e o f 

lease or othe r instrument conveying t h e Working I n t e r e s t t o another 

s h a l l be regarded as a Working I n t e r e s t Owner t o the ext e n t o f seven-

e i g h t s (7/8) o f h i s i n t e r e s t i n U n i t i z e d Substances, and as a. Royalty 

Owner w i t h r e s p e c t t o h i s remaining one-eighth (1/8) i n t e r e s t , t h e r e i n . 

1.8 TRACT means each p a r c e l o f land described as such and 

given a T r a c t number i n E x h i b i t A. 

1.9 UNIT OPERATING AGREEMENT means the agreement e n t i t l e d 

" U n i t O p e r a t i n g Agreement, MARALO JALMAT YATES UNIT, Lea County, New 

Mexico" o f the same e f f e c t i v e date as the e f f e c t i v e date o f t h i s 

agreement, and which i s entered i n t o by Working I n t e r e s t Owners. 
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1.10 UNIT OPERATOR means the Working I n t e r e s t Owner d e s i g 

nated by Working I n t e r e s t Owners under the U n i t Operating Agreement t o 

develop and operate the U n i t i z e d Formation, a c t i n g as operator and not 

as a Working I n t e r e s t Owner. 

1.11 TRACT PARTICIPATION means the percentage shown on 

E x h i b i t A 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 Tr a c t d u r i n g Phase I 

and Phase I I under t h i s agreement. 

1.12 UNIT PARTICIPATION of each Working I n t e r e s t Owner means 

the sum o f 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 

o f such Working I n t e r e s t Owner 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 

o f such T r a c t i n a p p l i c a b l e Phase I and Phase I I . 

1.13 OUTSIDE SUBSTANCES means a l l substances obtained from 

any source o t h e r than t h e U n i t i z e d Formation and which are i n j e c t e d 

i n t o t he U n i t i z e d Formation. 

1.14 OIL AND GAS RIGHTS means t h e r i g h t t o e x p l o r e , develop, 

and operate lands 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 p r o d u c t i o n so obtained or the proceeds 

t h e r e o f . 

1.15 UNIT OPERATIONS means a l l o p e r a t i o n s conducted by 

Working I n t e r e s t Owners or U n i t Operator pursuant t o t h i s agreement and 

the U n i t Operating Agreement f o r or on account o f t h e development 

and o p e r a t i o n o f the U n i t i z e d Formation f o r t h e p r o d u c t i o n o f U n i t i z e d 

Substances. 

1.16 UNIT EQUIPMENT means 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 othe r f a c i l i t i e s and equipment taken over 

or o t h e r w i s e acquired f o r the j o i n t account f o r use i n U n i t Operations. 

1.17 UNIT EXPENSE means a l l c o s t , expense, or indebtedness 

i n c u r r e d by Working I n t e r e s t Owners or U n i t Operator 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. 

1.18 Unless the c o n t e x t otherwise c l e a r l y i n d i c a t e s , words 

used i n the s i n g u l a r i n c l u d e the p l u r a l , t h e p l u r a l i n c l u d e the 

s i n g u l a r , and the neuter gender i n c l u d e the masculine and th e feminine. 
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ARTICLE 2 

EXHIBITS 

2.1 EXHIBITS. The f o l l o w i n g e x h i b i t s which are attached 

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

2.1.1 EXHIBIT A, which i s a schedule t h a t describes 

each T r a c t i n the U n i t Area and shows i t s T r a c t P a r t i c i p a t i o n 

under Phase I and Phase I I . 

2.1.2 EXHIBIT B, which i s a map t h a t shows the boundary 

l i n e s of t h e U n i t Area and the Tra c t s t h e r e i n . 

2.2 REFERENCE TO EXHIBITS. When referen c e h e r e i n i s made 

t o an e x h i b i t , the ref e r e n c e 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 t h e l a t e s t r e v i s i o n . 

2.3 EXHIBITS CONSIDERED CORRECT. An e x h i b i t s h a l l be con

s i d e r e d 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^ 

2.4 CORRECTING ERRORS. The shapes and d e s c r i p t i o n s o f the 

r e s p e c t i v e T r a c t s have been e s t a b l i s h e d by using t h e best i n f o r m a t i o n 

a v a i l a b l e . I f i t subsequently appears t h a t any T r a c t , because o f 

d i v e r s e r o y a l t y or working i n t e r e s t ownership on t h e e f f e c t i v e date 

h e r e o f , should be d i v i d e d i n t o more than one T r a c t , o r t h a t any mechanical 

m i s c a l c u l a t i o n has been made, U n i t Operator, w i t h t h e approval o f 

Working I n t e r e s t Owners, may c o r r e c t the mistake by r e v i s i n g t h e e x h i b i t s 

t o conform t o the f a c t s . The r e v i s i o n s h a l l not i n c l u d e any r e e v a l u a t i o n 

o f e n g i n e e r i n g or g e o l o g i c a l i n t e r p r e t a t i o n s used i n de t e r m i n i n g 

T r a c t P a r t i c i p a t i o n . Each such r e v i s i o n o f an e x h i b i t s h a l l be e f f e c t i v e 

a t 7:00 a.m. on t h e f i r s t day o f the calendar month next f o l l o w i n g t he 

f i l i n g f o r r e c o r d o f t h e r e v i s e d e x h i b i t o r on such o t h e r date as may be 

determined by Working I n t e r e s t Owners and s e t f o r t h i n t h e r e v i s e d 

e x h i b i t . 

2.5 FILING REVISED EXHIBITS. I f an e x h i b i t i s r e v i s e d 

pursuant t o t h i s agreement, U n i t Operator s h a l l c e r t i f y and f i l e t h e 

r e v i s e d e x h i b i t f o r r e c o r d i n Lea County, New Mexico. 

ARTICLE 3 

CREATION AND EFFECT OF UNIT 

3.1 OIL AND GAS RIGHTS UNITIZED. Subject t o the p r o v i s i o n s 

o f t h i s agreement, a l l O i l and Gas Rights o f Royalty Owners i n and t o 
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t h e lands described i n E x h i b i t A, and a l l O i l and Gas Rights of Working 

I n t e r e s t Owners i n and t o s a i d lands, are hereby u n i t i z e d i n s o f a r as t h e 

r e s p e c t i v e O i l and Gas Rights p e r t a i n t o the U n i t i z e d Formation, so 

t h a t o p e r a t i o n s may be conducted as i f t h e U n i t i z e d Formation had been 

in c l u d e d i n a s i n g l e lease executed by a l l Royalty Owners, as l e s s o r s , 

i n favor o f a l l Working I n t e r e s t Owners, as lessees, and as i f the lease 

had been s u b j e c t t o a l l o f the p r o v i s i o n s o f t h i s agreement. 

3.2 PERSONAL PROPERTY EXCEPTED. Working I n t e r e s t Owners 

have each i n d i v i d u a l l y h e r e t o f o r e placed i n or on t h e i r w e l l s and i n 

or on lands a f f e c t e d by t h i s agreement, v a r i o u s items o f personal 

p r o p e r t y which are lease and v/ell equipment, as t o a l l o f which Working 

I n t e r e s t Owners have the r i g h t , as p r o v i d e d i n t h e i r r e s p e c t i v e leases, 

t o remove such p r o p e r t y from the premises and a l l o f which i n s t a l l a t i o n s 

were made w i t h t h e i n t e n t i o n and understanding t h a t a l l o f the same 

would be and remain personal p r o p e r t y and t h a t no p a r t t h e r e o f would be 

or become a p a r t o f the r e a l t y . Working I n t e r e s t Owners except from 

the terms and p r o v i s i o n s o f t h i s agreement, and hereby sever from s a i d 

lands, f o r a l l purposes, a l l such lease and w e l l equipment which may 

be or may h e r e a f t e r become l o c a t e d i n or on the lands or i n the w e l l s 

on t h e lands a f f e c t e d hereby. To conform t h e i r r e s p e c t i v e investments 

i n such equipment, Working I n t e r e s t Owners have made a separate agree

ment w i t h each o t h e r w i t h respect t h e r e t o . 

3.3 AMENDMENT OF LEASES AND OTHER AGREEMENT. The p r o v i s i o n s 

o f the v a r i o u s leases, agreements, d i v i s i o n and t r a n s f e r o r ders, or 

o t h e r instruments c o v e r i n g the r e s p e c t i v e T r a c t s or the p r o d u c t i o n 

t h e r e f r o m are amended t o the e x t e n t necessary t o make them conform 

t o the p r o v i s i o n s o f t h i s agreement, but otherwise s h a l l remain i n 

e f f e c t . N o t w i t h s t a n d i n g anything t o t h e c o n t r a r y h e r e i n , i t i s e x p r e s s l y 

agreed t h a t t h i s U n i t Agreement s h a l l not l i m i t , r e s t r i c t , or modify 

o r be construed t o l i m i t , r e s t r i c t , or modify, the expressed or i m p l i e d 

covenants i n t h e o i l and gas leases and assignments of o i l and gas 

leases c o n t r i b u t e d t o the u n i t created hereby, except i n s o f a r as the 

same may be a p p l i c a b l e t o the U n i t i z e d Formation. 

3.4 CONTINUATION OF LEASES AND TERM ROYALTIES. Operations, 

i n c l u d i n g d r i l l i n g o p e r a t i o n s , conducted w i t h respect t o the U n i t i z e d 
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Formation on any p a r t of the U n i t Area, o r pro d u c t i o n from any p a r t o f 

th e u n i t i z e d Formation, except f o r the purpose o f determining payments 

t o Royalty Owners, s h a l l be considered as operations upon or p r o d u c t i o n 

from each T r a c t , and such operations or p r o d u c t i o n s h a l l continue i n 

e f f e c t each lease or term r o y a l t y i n t e r e s t as t o a l l lands covered 

thereby j u s t as i f such o p e r a t i o n s had been conducted and a w e l l had 

been d r i l l e d on and was producing from each T r a c t . 

3.5 TITLES UNAFFECTED BY UNITIZATION. Nothing h e r e i n s h a l l 

be construed t o r e s u l t i n the t r a n s f e r o f t i t l e t o the O i l and Gas 

Rights by any p a r t y hereto t o any ot h e r p a r t y or t o Un i t Operator. 

The i n t e n t i o n i s t o provide f o r the cooperative development and opera

t i o n o f t h e T r a c t s and f o r the s h a r i n g o f U n i t i z e d Substances as h e r e i n 

provided. 

3.6 INJECTION RIGHTS. Royalty Owners hereby grant unto 

Working I n t e r e s t Owners the r i g h t t o i n j e c t i n t o the U n i t i z e d Forma

t i o n any substances i n whatever amounts Working I n t e r e s t Owners deem 

expedient f o r U n i t Operations, t o g e t h e r w i t h t h e r i g h t t o d r i l l , use 

and m a i n t a i n i n j e c t i o n w e l l s on the U n i t Area and t o use f o r i n j e c t i o n 

purposes any producing, non-producing or abandoned w e l l s or dry holes 

f o r such purposes. 

3.7 DEVELOPMENT OBLIGATION. Nothing h e r e i n s h a l l r e l i e v e 

Working I n t e r e s t Owners from the o b l i g a t i o n t o develop reasonably 

as a whole the lands and leases committed hereto. 

ARTICLE 4 

PLAN OF OPERATIONS 

4.1 UNIT OPERATOR. Working I n t e r e s t Owners are, as o f the 

e f f e c t i v e date o f t h i s agreement, e n t e r i n g i n t o the U n i t Operating 

Agreement, d e s i g n a t i n g MARALO, INC. as U n i t Operator. 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 t o conduct U n i t Operations. The opera

t i o n s s h a l l conform t o the p r o v i s i o n s o f t h i s agreement, and the 

U n i t Operating Agreement. I f t h e r e i s any c o n f l i c t between such 

agreements, t h i s agreement s h a l l govern. 

4.2 OPERATING METHODS. To the end t h a t the q u a n t i t y o f 

U n i t i z e d Substances u l t i m a t e l y recoverable may be increased and waste 

prevented, Working I n t e r e s t Owners s h a l l , w i t h d i l i g e n c e and i n 
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accordance w i t h good engineering and p r o d u c t i o n p r a c t i c e s , engage i n 

the secondary recovery o p e r a t i o n i n t h e U n i t i z e d Formation. 

4.3 CHANGE OF OPERATING METHODS. Nothing h e r e i n s h a l l p r e 

vent Working I n t e r e s t Owners from d i s c o n t i n u i n g o r changing i n whole 

or i n p a r t any method o f o p e r a t i o n which, i n t h e i r o p i n i o n , i s no lon g e r 

i n accord w i t h good engineering or p r o d u c t i o n p r a c t i c e s . Other methods 

o f o p e r a t i o n may be conducted or changes may be made by Working I n t e r e s t 

Owners from time t o time i f determined by them t o be f e a s i b l e , necessary, 

or d e s i r a b l e t o increase the u l t i m a t e recovery of U n i t i z e d Substances. 

ARTICLE 5 

TRACT PARTICIPATION 

5.1 TRACT PARTICIPATION. Beginning a t 7:00 a.m. on th e 

e f f e c t i v e date hereof the T r a c t P a r t i c i p a t i o n o f each T r a c t s h a l l be 

as shown on E x h i b i t A and s h a l l be determined from the f o l l o w i n g 

formula: 

PHASE I 

T o t a l T r a c t P a r t i c i p a t i o n Percentage equals 100%. 

A 4- B 
C + D 

Where: A equals s e v e n t y - f i v e (75) percent o f the q u a n t i t y o f 

o i l p r o d u c t i o n p l u s the e q u i v a l e n t o i l volume o f gas p r o 

d u c t i o n produced from the U n i t i z e d Formation u n d e r l y i n g 

each such t r a c t by primary recovery o p e r a t i o n s from 

7:00 a.m. 10-1-75 t o 7:00 a.m. 10-1-76. 

Where: B equals t w e n t y - f i v e (25) percent o f the estimated q u a n t i t y 

o f remaining primary o i l p r o d u c t i o n p l u s t h e e q u i v a l e n t 

o i l volume o f estimated remaining primary gas p r o d u c t i o n 

produced from t h e U n i t i z e d Formation u n d e r l y i n g each 

such t r a c t by primary recovery o p e r a t i o n s . 

Where: C equals the summation o f s e v e n t y - f i v e (75) percent o f 

th e q u a n t i t y o f o i l p r o d u c t i o n p l u s t h e e q u i v a l e n t o i l 

volume o f gas p r o d u c t i o n produced from U n i t i z e d Formation 

u n d e r l y i n g a l l such t r a c t s by primary recovery o p e r a t i o n s 

from 7:00 a.m. 10-1-75 t o 7:00 a.m. 10-1-76. 

Where: D equals t w e n t y - f i v e (25) percent o f the estimated q u a n t i t y 

of remaining primary o i l p r o d u c t i o n p l u s t h e e q u i v a l e n t o i l 

volume o f estimated remaining primary gas p r o d u c t i o n p r o 

duced from the U n i t i z e d Formation u n d e r l y i n g a l l such t r a c t s 



by primary recovery o p e r a t i o n s . 

For purposes of Phase I formula the e q u i v a l e n t o i l volume of gas 

considers 21 MCF casinghead gas and 17 MCF gas w e l l gas as being 

e q u i v a l e n t t o one (1) b b l o i l . 

PHASE I I 

T o t a l T r a c t P a r t i c i p a t i o n Percentage equals 100%. 

E 
F 

Where: E equals t h e estimated q u a n t i t y o f o i l u l t i m a t e l y 

r e c o v e r a b l e from t h e U n i t i z e d Formation u n d e r l y i n g 

each such t r a c t by primary recovery o p e r a t i o n s . 

Where: F equals t h e summation o f estimated q u a n t i t y o f o i l 

u l t i m a t e l y r e c o v e r a b l e from t h e U n i t i z e d Formation 

u n d e r l y i n g a l l such t r a c t s by primary recovery 

o p e r a t i o n s . 

Phase I I s h a l l become e f f e c t i v e on t h e f i r s t day o f t h e month 

f o l l o w i n g t h e month i n which 39,000 b b l s o f o i l have been 

produced a f t e r 10-1-76 from t h e U n i t i z e d Formation. 

5.1.1 PERIODS OF APPLICABILITY. Phase I T r a c t Par

t i c i p a t i o n s h a l l be a p p l i c a b l e from the e f f e c t i v e date u n t i l 

7:00 a.m. on the f i r s t day o f t h e month a f t e r the time t h e 

c u m u l a t i v e p r o d u c t i o n o f o i l , from and a f t e r 7:00 a.m. on 

10-1-76, from the subsurface i n t e r v a l used i n t h e d e f i n i t i o n 

o f U n i t i z e d Formation, through w e l l s on the T r a c t s shown on 

t h e o r i g i n a l E x h i b i t A, t o t a l s 39,000 b a r r e l s . T h e r e a f t e r , 

Phase I I T r a c t P a r t i c i p a t i o n s h a l l be a p p l i c a b l e . 

5.2 RELATIVE TRACT PARTICIPATIONS. I f t h e U n i t Area i s 

e n l a r g e d o r reduced, t h e r e v i s e d T r a c t P a r t i c i p a t i o n s o f t h e T r a c t s 

remaining i n t h e U n i t Area and which were w i t h i n t h e U n i t Area p r i o r 

t o t h e enlargement or r e d u c t i o n s h a l l remain i n the same r a t i o one 

t o another. 

ARTICLE 6 

ALLOCATION OF UNITIZED SUBSTANCES 

6.1 ALLOCATION TO TRACTS. A l l U n i t i z e d Substances produced 

and saved s h a l l be a l l o c a t e d t o the s e v e r a l T r a c t s i n accordance w i t h 

t h e 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 s e f f e c t i v e d u r i n g t h e p e r i o d t h a t 
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t h e U n i t i z e d Substances were produced. The amount of U n i t i z e d Sub

stances a l l o c a t e d t o each T r a c t , regardless of whether i t i s more or 

l e s s than t h e a c t u a l p r o d u c t i o n of U n i t i z e d Substances from the w e l l 

o r w e l l s , i f any, on such T r a c t , s h a l l be deemed f o r a l l purposes 

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

6.2 DISTRIBUTION WITHIN TRACTS. 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 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 t h e same manner, i n the same p r o p o r t i o n s , and upon the same con

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 pr o d u c t i o n 

from such T r a c t , o r 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 e f f e c t . I f any O i l and Gas 

Rights i n a T r a c t are now or 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 o f an agreement 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 t h e proceeds t h e r e o f , i n p r o p o r t i o n t o the surface acreage o f 

t h e i r r e s p e c t i v e p a r t s o f the T r a c t . 

6.3 TAKING UNITIZED SUBSTANCES IN KIND. The U n i t i z e d Sub

stances a l l o c a t e d t o each T r a c t 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 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 o f the ownership o f 

O i l and Gas Rights t h e r e i n or by purchase from such owners. Such 

p a r t i e s 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 w i t h i n 

t h e U n i t Area a l l necessary f a c i l i t i e s f o r t h a t purpose, provided 

t h a t they are so c o n s t r u c t e d , maintained, and operated as not t o i n t e r 

f e r e w i t h U n i t Operations. Any e x t r a expenditures i n c u r r e d by U n i t 

Operator by reason o f the d e l i v e r y i n k i n d o f 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 r e c e i v i n g p a r t y . I f a 

Royalty Owner has the r i g h t t o take i n k i n d a share o f U n i t i z e d Sub

stances and f a i l s t o do so, the Working I n t e r e s t Owner whose Working 

I n t e r e s t i s s u b j e c t t o such Royalty I n t e r e s t s h a l l be e n t i t l e d t o 

take i n k i n d such share o f the U n i t i z e d Substances. 
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6.4 FAILURE TO TAKE IN KIND. I f any p a r t y f a i l s t o take 

i n k i n d or s e p a r a t e l y dispose o f i t s share of U n i t i z e d Substances, Unit-

Operator s h a l l have the r i g h t , but not the o b l i g a t i o n , f o r the time 

being and s u b j e c t t o r e v o c a t i o n a t w i l l by the p a r t y owning the share, 

t o purchase f o r i t s own account, or s e l l t o others, such a t not l e s s than 

the market p r i c e p r e v a i l i n g i n the area and not l e s s than the p r i c e 

U n i t Operator r e c e i v e s f o r i t s share of U n i t i z e d Substances; provided 

t h a t , a l l c o n t r a c t s o f sale by U n i t Operator o f any other p a r t y ' s 

share of U n i t i z e d Substances s h a l l be o n l y f o r such reasonable per i o d s 

o f time as are c o n s i s t e n t w i t h the minimum needs o f the i n d u s t r y under 

the circumstances, but i n no event s h a l l any such c o n t r a c t be f o r a 

pe r i o d i n excess o f one year. The proceeds o f 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 p a i d t o a payee who s h a l l d i s 

t r i b u t e such proceeds 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 , such payee being 

the Working I n t e r e s t Owners o f each a f f e c t e d Tract or a p a r t y designated 

by such Working I n t e r e s t Owners under an agreement between such p a r t y 

and such Working I n t e r e s t Owners. Notwithstanding the f o r e g o i n g , U n i t 

Operator s h a l l not make a sale i n t o I n t e r s t a t e Commerce o f any other 

p a r t y ' s share o f gas pr o d u c t i o n w i t h o u t f i r s t g i v i n g such other p a r t y 

s i x t y (60) days' n o t i c e o f such intended s a l e . 

6.5 RESPONSIBILITY FOR ROYALTY SETTLEMENTS. Any p a r t y 

r e c e i v i n g i n k i n d or sep a r a t e l y d i s p o s i n g of a l l or p a r t o f the U n i t i z e d 

Substances a l l o c a t e d t o any Tra c t or r e c e i v i n g the proceeds t h e r e f r o m 

s h a l l be r e s p o n s i b l e f o r the payment t h e r e o f t o the persons e n t i t l e d 

t h e r e t o , and s h a l l indemnify a l l p a r t i e s hereto, i n c l u d i n g U n i t Operator, 

a g a i n s t any l i a b i l i t y f o r a l l r o y a l t i e s , o v e r r i d i n g r o y a l t i e s , p r o d u c t i o n 

payments, and a l l o t h e r payments chargeable a g a i n s t or payable out of 

such U n i t i z e d Substances or the proceeds therefrom. 

6.6 ROYALTY ON OUTSIDE SUBSTANCES. I f any Outside Substance 

c o n s i s t i n g o f n a t u r a l gases i s i n j e c t e d i n t o t h e U n i t i z e d Formation, 

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 the r o y a l t y - f r e e 

recovery o f such substances out of s e v e n t y - f i v e percent (75%) o f the 

f i r s t day o f any such l i k e substances contained i n U n i t i z e d Substances 

subsequently produced and s o l d or used f o r any purpose o t h e r than 

o p e r a t i o n s hereunder. I f extraneous g a s - l i q u i d products (LPG) are 

i n j e c t e d f o r purposes of i n c r e a s i n g u l t i m a t e o i l recovery, the Working 
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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 the r o y a l t y - f r e e recovery o f these 

extraneous products out of s e v e n t y - f i v e percent (75%) o f the f i r s t o f 

such l i k e products recovered i n a ga s o l i n e p l a n t or other f a c i l i t y 

wherein g a s - l i q u i d products may be recovered and s o l d or used f o r any 

purpose o t h e r than operations hereunder. When gas from more than one 

u n i t i s processed i n a common g a s o l i n e p l a n t or o t h e r common f a c i l i t y , 

t h e 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 the r o y a l t y - f r e e 

recovery o f extraneous g a s - l i q u i d products out o f s e v e n t y - f i v e percent 

(75%) o f the f i r s t o f such l i k e products a l l o c a t e d t o the U n i t and 

s o l d o r used f o r any purpose o t h e r than operations hereunder. 

ARTICLE 7 

PRODUCTION AS OF THE EFFECTIVE DATE 

7.1 OIL IN LEASE TANKS. U n i t Operator s h a l l gauge a l l 

lease and o t h e r tanks w i t h i n t h e U n i t Area t o a s c e r t a i n t h e amount o f 

merchantable o i l produced from t h e U n i t i z e d Formation i n such tanks, 

above the p i p e l i n e connections, as o f 7:00 a.m. on the e f f e c t i v e date 

h e r e o f . The o i l t h a t i s a p a r t o f the p r i o r a l l o w a b l e o f the w e l l s 

from which i t was produced s h a l l remain the p r o p e r t y of the p a r t i e s 

e n t i t l e d t h e r e t o t h e same as i f t h e U n i t had not been formed. Any 

such o i l n o t promptly removed may be s o l d by the U n i t Operator f o r the 

account o f the p a r t i e s e n t i t l e d t h e r e t o , s u b j e c t t o the payment o f a l l 

r o y a l t i e s , o v e r r i d i n g r o y a l t i e s , p r o d u c t i o n payments, and a l l o t h e r pay

ments under the 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 o t h e r c o n t r a c t s . 

The o i l t h a t i s i n excess o f the p r i o r a l l o w a b l e o f t h e w e l l s from, 

which i t was produced s h a l l be regarded as U n i t i z e d Substances produced 

a f t e r e f f e c t i v e date hereof. 

7.2 OVERPRODUCTION. 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 w e l l s 

on t h a t T r a c t and the amount o f ove r p r o d u c t i o n has been s o l d o r o t h e r 

wise disposed o f , such o v e r p r o d u c t i o n s h a l l be regarded as a p a r t o f 

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

s h a l l be charged t o 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 t o 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 . 

-11-



ARTICLE 8 

USE OR LOSS OF UNITIZED SUBSTANCES 

8.1 USE OF UNITIZED SUBSTANCES. Working I n t e r e s t Owners 

may use as much o f t h e U n i t i z e d Substances as they deem necessary f o r 

U n i t Operations, i n c l u d i n g but not l i m i t e d t o the i n j e c t i o n t h e r e o f i n t o 

the U n i t i z e d Formation. 

8.2 ROYALTY PAYMENTS. No r o y a l t y , o v e r r i d i n g r o y a l t y , pro

d u c t i o n , o r ot h e r payments s h a l l be payable upon, or w i t h respect t o , 

U n i t i z e d Substances used or consumed i n U n i t Operations, or which o t h e r 

wise may be l o s t o r consumed i n the p r o d u c t i o n , h a n d l i n g , t r e a t i n g , 

t r a n s p o r t a t i o n , o r s t o r i n g o f U n i t i z e d Substances. 

ARTICLE 9 

TRACTS TO BE INCLUDED IN UNIT 

9.1 QUALIFICATION OF TRACTS. On and a f t e r the e f f e c t i v e 

date hereof and u n t i l the enlargement or r e d u c t i o n t h e r e o f , t h e U n i t 

Area s h a l l be composed o f t h e Tracts l i s t e d i n E x h i b i t A t h a t corner 

or have a common boundary (Tracts separated o n l y by a p u b l i c highway 

o r a r a i l r o a d r i g h t - o f - w a y s h a l l be considered t o have a common boundary), 

and t h a t o t h e r w i s e q u a l i f y as f o l l o w s : 

9.1.1 Each T r a c t as t o which Working I n t e r e s t Owners 

owning one hundred percent (100%) o f the Working I n t e r e s t 

have become p a r t i e s t o t h i s agreement and as t o which Royalty 

Owners owning e i g h t y - f i v e percent (85%) or more o f the Royalty 

I n t e r e s t have become p a r t i e s t o t h i s agreement. 

9.1.2 Each T r a c t as t o which Working I n t e r e s t Owners 

owning one hundred percent (100%) o f the Working I n t e r e s t 

have become p a r t i e s t o t h i s agreement, and as t o which 

Royalty Owners owning l e s s than e i g h t y - f i v e percent: (85%) 

o f the Royalty I n t e r e s t have become p a r t i e s t o t h i s agreement, 

and as t o which (a) a l l Working I n t e r e s t Owners i n such 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 s i o n o f such T r a c t i n 

the U n i t Area, and as t o which (b) Working I n t e r e s t Owners 

having a s i x t y - f i v e percent (65%) or more o f the combined 

v o t i n g i n t e r e s t i n a l l T r a c t s t h a t meet the requirements o f 
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Section 9.1.1 have voted i n favor o f the i n c l u s i o n o f such 

T r a c t . For the purpose o f t h i s Section 9.1.2, 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 s h a l l be equal t o the 

r a t i o t h a t i t s Phase I I 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 q u a l i f y .under Section 9.1.1 bears t o the t o t a l 

Phase I I U n i t P a r t i c i p a t i o n o f 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 Tracts t h a t q u a l i f y under Section 9.1.1. 

9.1.3 Each Tract as t o which Working I n t e r e s t Owners 

owning l e s s than one hundred percent (100%) o f the Working 

I n t e r e s t have become p a r t i e s t o t h i s agreement, re g a r d l e s s 

of the percentage o f Royalty I n t e r e s t t h e r e i n t h a t i s committed 

t h e r e t o , and as t o which (a) the Working I n t e r e s t Owner who 

operates the Tract and a l l o f the other 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 t h i s agree

ment have j o i n e d i n a request f o r i n c l u s i o n of such T r a c t i n 

the U n i t Area, and have executed and d e l i v e r e d an indemnity 

agreement indemnifying and agreeing t o h o l d harmless the o t h e r 

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, a g a i n s t a l l claims and demands t h a t may be made by 

the owners of Working I n t e r e s t i n such Tract who are not p a r t i e s 

t o the agreement and which a r i s e out o f the i n c l u s i o n of t h e 

T r a c t i n the U n i t Area; and as t o which (b) s i x t y - f i v e per

cent (65%) o f the combined v o t i n g i n t e r e s t o f the Working 

I n t e r e s t Owners i n a l l T r a c t s t h a t meet the requirements o f 

Section 9.1.1 and 9.1.2 have voted i n favor of t h e i n c l u s i o n 

o f such T r a c t and t o accept the indemnity agreement. For the 

purposes o f t h i s Section 9.1.3, the v o t i n g i n t e r e s t o f each 

Working I n t e r e s t Owner s h a l l be equal t o the r a t i o t h a t 

i t s Phase I I 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 

q u a l i f y under Sections 9.1.1 and 9.1.2 bears t o the t o t a l 

Phase I I U n i t P a r t i c i p a t i o n o f 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 T r a c t s t h a t q u a l i f y under Sections 9.1.1 

and 9.1.2. Upon the i n c l u s i o n o f such a Tract i n the U n i t 

Area, t h e 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 t h e nonsubscribing owners o f the Working I n t e r e s t i n such 
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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 T r a c t 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 . 

9.2 SUBSEQUENT COMMITMENT OF INTEREST TO UNIT. A f t e r the 

e f f e c t i v e date o f t h i s agreement, the commitment of any i n t e r e s t i n any 

Tr a c t w i t h i n t h e U n i t Area s h a l l be upon such terms as may be n e g o t i a t e d 

by Working I n t e r e s t Owners and the owner of such i n t e r e s t . 

9.3 REVISION OF EXHIBITS. I f any of the Tracts described i n 

o r i g i n a l E x h i b i t A f a i l t o q u a l i f y f o r i n c l u s i o n i n the U n i t Area, 

U n i t Operator s h a l l recompute, using t h e o r i g i n a l basis o f computation, 

the T r a c t P a r t i c i p a t i o n o f each o f t h e q u a l i f y i n g t r a c t s , and s h a l l 

r e v i s e E x h i b i t s A and B a c c o r d i n g l y . The r e v i s e d e x h i b i t s s h a l l be 

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

ARTICLE 10 

TITLES 

10.1 REMOVAL OF TRACT FROM UNIT AREA. I f a Tr a c t ceases t o 

have s u f f i c i e n t Working I n t e r e s t Owners o r Royalty Owners committed 

t o t h i s agreement t o meet the c o n d i t i o n s o f A r t i c l e 9 because o f f a i l u r e 

o f t i t l e o f any p a r t y h e r e t o , such T r a c t s h a l l be removed from t h e U n i t 

Area e f f e c t i v e as o f the f i r s t day o f t h e calendar month i n which t h e 

f a i l u r e o f t i t l e i s f i n a l l y determined; however, the T r a c t s h a l l not 

be removed from t h e U n i t Area i f , w i t h i n n i n e t y (90) days o f the date 

o f f i n a l d e t e r m i n a t i o n o f the f a i l u r e o f t i t l e , the T r a c t r e q u a l i f i e s 

under a Se c t i o n o f A r t i c l e 9. 

10.2 REVISION OF EXHIBITS. I f a T r a c t i s removed from 

t h e U n i t Area because o f the f a i l u r e o f t i t l e , U n i t Operator, s u b j e c t 

t o S e ction 5.2, s h a l l recompute t h e T r a c t P a r t i c i p a t i o n o f each o f the 

T r a c t s remaining i n the U n i t Area and s h a l l r e v i s e E x h i b i t s A and B 

ac c o r d i n g l y . The r e v i s e d e x h i b i t s s h a l l be e f f e c t i v e as o f the f i r s t 

day o f the calendar month i n which such f a i l u r e o f t i t l e i s f i n a l l y 

determined. 

10.3 WORKING INTEREST TITLES. I f t i t l e t o a Working I n t e r e s t 

f a i l s , t h e r i g h t s and o b l i g a t i o n s o f Working I n t e r e s t Owners by reason 

o f t h e f a i l u r e o f t i t l e s h a l l be governed by the U n i t Operating Agreement. 

-14-



10.4 ROYALTY OWNER TITLES. I f t i t l e t o a Royalty I n t e r e s t 

f a i l s , but the T r a c t t o which i t r e l a t e s i s not removed from the Unit 

Area, the p a r t y whose t i t l e f a i l e d s h a l l not be e n t i t l e d t o share here

under w i t h respect t o such i n t e r e s t . 

10.5 PRODUCTION WHERE TITLE IS IN DISPUTE. I f the t i t l e 

or r i g h t o f any p a r t y c l a i m i n g the r i g h t t o receive i n k i n d a l l of any 

p o r t i o n o f the U n i t i z e d Substances a l l o c a t e d t o a Tra c t i s i n d i s p u t e , 

U n i t Operator a t the d i s c r e t i o n o f Working I n t e r e s t Owners s h a l l e i t h e r : 

(a) r e q u i r e t h a t the p a r t y t o whom such U n i t i z e d Sub

stances are d e l i v e r e d or t o whom the proceeds t h e r e o f 

are p a i d , f u r n i s h s e c u r i t y f o r the proper accounting 

t h e r e f o r t o the r i g h t f u l owner i f the t i t l e or r i g h t of 

such p a r t y f a i l s i n whole or i n p a r t , or 

(b) w i t h h o l d and market the p o r t i o n o f U n i t i z e d Sub

stances w i t h respect t o which t i t l e or r i g h t i s i n d i s 

pute, and impound the proceeds t h e r e o f u n t i l such time as 

the t i t l e o r r i g h t t h e r e t o i s e s t a b l i s h e d by a f i n a l 

judgment o f a c o u r t o f competent j u r i s d i c t i o n or oth e r 

wise t o the s a t i s f a c t i o n of Working I n t e r e s t Owners, 

whereupon the proceeds so impounded s h a l l be pai d w i t h 

out i n t e r e s t t o the p a r t y r i g h t f u l l y e n t i t l e d t h e r e t o . 

10.6 PAYMENT OF TAXES TO PROTECT TITLE. The owners o f (1) 

the s u r f a c e r i g h t s t o lands w i t h i n the U n i t Area, (2) the severed 

m i n e r a l o r Royalty I n t e r e s t s i n the lands, and (3) the improvements 

l o c a t e d on the lands n o t u t i l i z e d f o r U n i t Operations, s h a l l i n d i v i d u a l l y 

by r e s p o n s i b l e f o r the r e n d i t i o n and assessment- f o r ad valorem ta x 

purposes o f a l l such p r o p e r t y , and f o r the payment o f such taxes, except 

as o t h e r w i s e p r o v i d e d i n any c o n t r a c t or agreement between such owners 

and a Working I n t e r e s t Owner. I f any ad valorem taxes are not p a i d by 

such Owner re s p o n s i b l e t h e r e f o r when due, Unit Operator may, w i t h 

approval o f Working I n t e r e s t Owners, a t any time p r i o r t o tax s a l e , 

o r e x p i r a t i o n o f p e r i o d of redemption a f t e r t a x s a l e , pay the same, 

redeem such p r o p e r t y , and discharge such tax l i e n s as may a r i s e through 
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nonpayment. Any such payment s h a l l be t r e a t e d as an item o f Un i t 

Expense. U n i t Operator, s h a l l i f p o s s i b l e , w i t h h o l d from any proceeds 

d e r i v e d from the sale o f U n i t i z e d Substances otherwise due t o any 

de l i n q u e n t taxpayer or taxpayers an amount s u f f i c i e n t t o defray the 

c o s t s o f such payment or redemption, such w i t h h o l d i n g t o be c r e d i t e d t o 

t h e j o i n t account. Such w i t h h o l d i n g s h a l l be w i t h o u t p r e j u d i c e t o any 

ot h e r remedy, e i t h e r a t law o r i n e q u i t y , which may be a v a i l a b l e f o r 

e x e r c i s e by the U n i t Operator or by the Working I n t e r e s t Owners. 

ARTICLE 11 

EASEMENTS OF USE OF SURFACE 

11.1 GRANT OF EASEMENTS. The p a r t i e s h e r e t o , t o the e x t e n t 

o f t h e i r r i g h t s and i n t e r e s t s , hereby grant t o Working I n t e r e s t Owners 

the r i g h t t o use as much o f the surface o f the land w i t h i n t h e U n i t Area 

as may reasonably be necessary f o r U n i t Operations; p r o v i d e d t h a t , 

n o t h i n g h e r e i n s h a l l be construed as l e a s i n g or oth e r w i s e conveying t o 

Working I n t e r e s t Owners a s i t e f o r a water, gas i n j e c t i o n , processing 

o r o t h e r p l a n t , o r camp s i t e . 

11.2 USE OF WATER. Working I n t e r e s t Owners s h a l l have f r e e 

use o f water from the U n i t Area f o r U n i t Operations, except water from 

any w e l l , l a k e , pond, o r i r r i g a t i o n d i t c h o f a Royalty Owner.. 

11.3 SURFACE DAMAGES. Working I n t e r e s t Owners s h a l l pay 

the owner f o r damages t o growing crops, t i m b e r , fences, improvement, 

and s t r u c t u r e s on the U n i t Area t h a t r e s u l t from U n i t Operations i n 

accordance w i t h and as s p e c i f i e d i n the leases s u b j e c t t o t h i s agreement. 

ARTICLE 12 

ENLARGEMENTS OF UNIT AREA 

12.1 ENLARGEMENTS OF UNIT AREA. The U n i t Area may be 

enlarged t o i n c l u d e acreage reasonably proved t o be p r o d u c t i v e , upon 

such terms as may be determined by Working I n t e r e s t Owners, i n c l u d i n g 

but not l i m i t e d t o , t h e f o l l o w i n g : 

12.1.1 The acreage s h a l l q u a l i f y under a Section o f 

A r t i c l e 9. 

12.1.2 The p a r t i c i p a t i o n t o be a l l o c a t e d t o the acreage 

s h a l l be reasonable, f a i r , and based on a l l a v a i l a b l e i n f o r 

mation . 

12.1.3 There s h a l l be no r e t r o a c t i v e a l l o c a t i o n o r 

adjustment o f U n i t Expense o r o f i n t e r e s t s i n t h e U n i t i z e d 
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Substances, produced or proceeds t h e r e o f ; however, t h i s 

l i m i t a t i o n s h a l l not prevent an adjustment o f investment by 

reason o f the enlargement. 

12.2 DETERMINATION OF TRACT PARTICIPATION. U n i t Operator, 

s u b j e c t t o Section 5.2, s h a l l 'determine the T r a c t P a r t i c i p a t i o n o f each 

T r a c t w i t h i n t h e U n i t Area as enlarged, and s h a l l r e v i s e E x h i b i t s A 

and B a c c o r d i n g l y . 

12.3 EFFECTIVE DATE. The e f f e c t i v e date o f any enlargement 

o f t h e Un i t Area s h a l l be 7:00 a.m. on the f i r s t day o f the calendar 

month f o l l o w i n g compliance w i t h c o n d i t i o n s f o r enlargement as s p e c i f i e d 

by Working I n t e r e s t Owners, approval o f the enlargement by the appro

p r i a t e governmental a u t h o r i t y , i f r e q u i r e d , and the f i l i n g f o r r e c o r d 

o f r e v i s e d E x h i b i t s A and B i n the records o f Lea County, New Mexico. 

ARTICLE 13 

CHANGE OF TITLE 

13.1 COVENANT RUNNING WITH THE LAND. 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 o f , the 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 o f the 

p a r t i e s h e r e t o , 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. 

13.2 NOTICE OF TRANSFER. Any conveyance o f a l l or any p a r t 

o f any i n t e r e s t owned by any p a r t y h e r e t o w i t h respect t o any Tr a c t 

s h a l l be made expressly s u b j e c t t o t h i s agreement. No change, o f 

t i t l e s h a l l be b i n d i n g on the U n i t Operator, or upon any p a r t y hereto 

o t h e r than t h e p a r t y so t r a n s f e r r i n g , u n t i l the f i r s t day o f t h e calendar 

month next succeeding t h e date o f r e c e i p t by U n i t Operator o f a photo

copy o r a c e r t i f i e d copy o f the recorded instrument evidencing such 

change i n ownership. 

13.3 WAIVER OF RIGHTS TO PARTITION. Each p a r t y hereto 

covenants t h a t , d u r i n g t h e existen c e o f t h i s agreement, i t w i l l n o t 

r e s o r t t o any a c t i o n t o p a r t i t i o n the U n i t Area or t h e U n i t Equipment, 

and t o t h a t e x t e n t waives t h e b e n e f i t s o f a l l laws a u t h o r i z i n g such par

t i t i o n . 
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ARTICLE 14 

RELATIONSHIP OF PARTIES 

14.1 NO PARTNERSHIP. The d u t i e s , o b l i g a t i o n s , and l i a b i l i t i e s 

o f the p a r t i e s hereto are intended t o be several and not j o i n t or 

c o l l e c t i v e . This agreement i s not intended t o create, and s h a l l not be 

construed t o c r e a t e , an a s s o c i a t i o n or t r u s t , or t o impose a p a r t n e r 

s h i p d u t y , o b l i g a t i o n , or l i a b i l i t y w i t h regard t o any one or more o f 

the p a r t i e s hereto. Each p a r t y hereto s h a l l be i n d i v i d u a l l y r e s p o n s i b l e 

f o r i t s own o b l i g a t i o n s as h e r e i n provided. 

14.2 NO SHARING OF MARKET. This agreement i s n o t intended 

t o p r o v i d e , and s h a l l not be construed t o pr o v i d e , d i r e c t l y or i n d i r e c t l y , 

f o r any c o o p e r a t i v e r e f i n i n g , j o i n t s a l e , o r marketing o f U n i t i z e d 

Substances. 

14.3 ROYALTY OWNERS FREE OF COSTS. This agreement i s n o t 

intended t o impose, and s h a l l n ot be construed t o impose, upon any 

Royalty Owner any o b l i g a t i o n t o pay f o r U n i t Expense unless such Royalty 

Owner i s o t h e r w i s e so o b l i g a t e d . 

14.4 INFORMATION TO ROYALTY OWNERS. Each Royalty Owner, 

upon w r i t t e n request t h e r e f o r , s h a l l be e n t i t l e d t o a l l i n f o r m a t i o n 

i n possession o f Un i t Operator t o which such Royalty Owner i s e n t i t l e d 

by an e x i s t i n g agreement w i t h any Working I n t e r e s t Owner. 

ARTICLE 15 

LAWS AND REGULATIONS 

15.1 LAWS AND REGULATIONS. This agreement s h a l l be s u b j e c t 

t o t he c o n s e r v a t i o n laws o f t h e State o f New Mexico; t o t h e v a l i d 

r u l e s , r e g u l a t i o n s , and orders o f the New Mexico O i l Conservation 

Commission; and t o a l l other a p p l i c a b l e f e d e r a l , s t a t e , and m u n i c i p a l 

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

ARTICLE 16 

FORCE MAJEURE 

16.1 FORCE MAJEURE. A l l o b l i g a t i o n s imposed by t h i s agree

ment on each p a r t y , except f o r t h e payment o f money, s h a l l be suspended 

w h i l e compliance i s prevented, i n whole o r i n p a r t , by a s t r i k e , f i r e , 
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war, c i v i l d i s t u r b a n c e , a c t of God; by f e d e r a l , s t a t e , or mu n i c i p a l 

laws; by any r u l e , r e g u l a t i o n or order o f a governmental agency, by 

i n a b i l i t y t o secure m a t e r i a l s ; or by any othe r cause or causes beyond 

reasonable c o n t r o l o f the p a r t y . No p a r t y s h a l l be r e q u i r e d against 

i t s w i l l t o a d j u s t or s e t t l e any la b o r d i s p u t e . The p a r t y c l a i m i n g 

f o r c e majeure s h a l l g i v e prompt n o t i c e t h e r e o f t o a l l Working I n t e r e s t 

Owners. Ne i t h e r t h i s agreement nor any lease or ot h e r instrument s u b j e c t 

hereto s h a l l be te r m i n a t e d by reason o f suspension o f U n i t Operations 

due t o any one or more o f the causes set f o r t h i n t h i s A r t i c l e . 

ARTICLE 17 

EFFECTIVE DATE 

17.1 EFFECTIVE DATE. This agreement s h a l l become b i n d i n g 

upon each p a r t y as o f t h e date such p a r t y signs t h e i n s t r u m e n t by which 

i t becomes a p a r t y h e r e t o , and, unless sooner t e r m i n a t e d as provided 

i n Section 17.2, 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 T r a c t s 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 Operators i n Lea County, New Mexico. The c e r t i f i c a t e s h a l l a l s o 

r e c i t e the percentage o f the U n i t Area represented by the T r a c t s q u a l i f i e d 

under A r t i c l e 9, the book and page i n which a c o u n t e r p a r t of t h i s 

agreement has been recorded. 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 t h e f o l l o w i n g requirements have been met: 

17.1.1 T r a c t s comprising e i g h t y percent (8 0%) or more 

of the U n i t Area as shown on the o r i g i n a l E x h i b i t B have 

q u a l i f i e d under the p r o v i s i o n s o f A r t i c l e 9. 

17.1.2 A t l e a s t one c o u n t e r p a r t of t h i s agreement 

has been f i l e d f o r r e c o r d by U n i t Operator i n Lea County, 

New Mexico. 

17.1.3 This agreement has been approved by the New 

Mexico O i l Conservation Commission. 

17.2 IPSO FACTO TERMINATION. I f the requirements o f Section 

17.1 are not accomplished on or before January 1, 1979, t h i s agreement 

s h a l l i p s o f a c t o t e r m i n a t e on t h a t date ( h e r e i n a f t e r c a l l e d " t e r m i n a t i o n 

date") and t h e r e a f t e r be o f no f u r t h e r e f f e c t , unless p r i o r t h e r e t o 

Working I n t e r e s t Owners owning a combined Phase I I U n i t P a r t i c i p a t i o n 
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o f a t l e a s t s e v e n t y - f i v e percent (75%) have become p a r t i e s t o t h i s 

agreement, and a t l e a s t seventy percent (70%) o f the combined v o t i n g 

i n t e r e s t o f such s i g n a t o r y p a r t i e s have decided t o extend t h e t e r m i n 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. I f t h e t e r m i n a 

t i o n date i s so extended and the requirements o f Section 17.1 are n o t 

accomplished on o r before the extended t e r m i n a t i o n date, t h i s agree

ment s h a l l ipso f a c t o t e r m i n a t e on the extended t e r m i n a t i o n date and 

t h e r e a f t e r be o f no f u r t h e r e f f e c t . For the purpose o f t h i s s e c t i o n , 

U n i t P a r t i c i p a t i o n s h a l l be as shown on the o r i g i n a l E x h i b i t C a t t a c h e d 

t o the U n i t Operating Agreement. 

ARTICLE 18 

TERM 

18.1 TERM. The term of t h i s agreement s h a l l be f o r t h e time 

t h a t U n i t i z e d Substances are produced i n paying q u a n t i t i e s and as l o n g 

t h e r e a f t e r as U n i t Operations are conducted w i t h o u t a c e s s a t i o n o f 

more than n i n e t y (90) consecutive days, unless sooner t e r m i n a t e d by 

Working I n t e r e s t Owners i n t h e manner h e r e i n provided. 

18.2 TERMINATION BY WORKING INTEREST OWNERS. Thi s agreement 

may be t e r m i n a t e d by Working I n t e r e s t Owners having a combined Phase I I 

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 n i n e t y percent (-90%) whenever such 

Working I n t e r e s t Owners determine t h a t U n i t Operations are no l o n g e r 

p r o f i t a b l e or f e a s i b l e and U n i t Operator s h a l l f i l e an a f f i d a v i t s t a t i n g 

such f a c t and the date t h e r e o f i n t h e records o f Lea County, New Mexico. 

18.3 EFFECT OF TERMINATION. Upon t e r m i n a t i o n o f t h i s agree

ment, the f u r t h e r development and o p e r a t i o n o f the U n i t i z e d Formation 

as a u n i t s h a l l be abandoned, U n i t Operations s h a l l cease, and t h e r e 

a f t e r t h e p a r t i e s s h a l l be governed by t h e p r o v i s i o n s o f t h e leases 

and o t h e r i n s t r u m e n t s a f f e c t i n g t h e separate T r a c t s . 

18.4 SALVAGING EQUIPMENT UPON TERMINATION. I f not. o t h e r w i s e 

granted by t h e leases or o t h e r instruments a f f e c t i n g each T r a c t 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 o f s i x (6) months a f t e r the date o f t e r m i n a t i o n of t h i s 

agreement w i t h i n which t o salvage and remove U n i t Equipment. 
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ARTICLE 19 

BORDER AGREEMENTS 

19.1 The U n i t Operator upon t h e concurrence of a t l e a s t t h r e e 

Working I n t e r e s t Owners owning a t l e a s t s e v e n t y - f i v e percent (75%) o f Un 

P a r t i c i p a t i o n which i s i n e f f e c t a t the time the vote i s taken may ente r 

i n t o a b o r d e r - 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 o f lands adjacent t o the committed Tracts w i t h r e s p e c t 

t o the op e r a t i o n s i n the border area f o r t h e maximum u l t i m a t e recovery, 

c o n s e r v a t i o n purposes and proper p r o t e c t i o n o f the p a r t i e s and i n t e r e s t s 

ARTICLE 20 

EXECUTION 

20.1 ORIGINAL, COUNTERPART, OR OTHER INSTRUMENT. A person 

may become a p a r t y t o t h i s agreement by s i g n i n g t h e o r i g i n a l o f t h i s 

i n s t r u m e n t , a c o u n t e r p a r t t h e r e o f , or othe r instrument agreeing t o be 

bound by the p r o v i s i o n s hereof. The s i g n i n g o f any such instrument 

s h a l l have the same e f f e c t as i f a l l t h e p a r t i e s had signed the same 

instr u m e n t . 

2 0.2 JOINDER IN DUAL CAPACITY. Execution as h e r e i n p r o v i d e d 

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 t h a t may be owned or c o n t r o l l e d by such p a r t y . 

ARTICLE 21 

GENERAL 

21.1 AMENDMENTS AFFECTING WORKING INTEREST OWNERS. Amend

ments here t o r e l a t i n g w h o l l y t o Working I n t e r e s t Owners may be made i f 

signed by a l l Working I n t e r e s t Owners. 

21.2 ACTION BY WORKING INTEREST OWNERS. Any a c t i o n or 

approval r e q u i r e d by Working I n t e r e s t Owners hereunder s h a l l be i n 

accordance w i t h t h e p r o v i s i o n s o f the U n i t Operating Agreement. 

21.3 LIEN OF UNIT OPERATOR. U n i t Operator s h a l l have a l i e n 

upon the i n t e r e s t s o f Working I n t e r e s t Owners i n t h e Un i t Area t o the 

e x t e n t p r o v i d e d i n the U n i t Operating Agreement. 

IN WITNESS WHEREOF, the p a r t i e s h e r e t o have executed t h i s 

agreement on t h e dates opposite t h e i r r e s p e c t i v e s i g n a t u r e s . 



WORKING INTEREST OWNERS 

ATTEST: 

Secretary 

ATTEST: 

MARALO, INC, 

/ November 25, 1977 
~" ^' Date" 

Erma Lowe 
December 10, 1977 

Date~ 

CITIES SERVICE OIL COMPANY 

Date 
ATTEST: FLUOR OIL AND GAS CORPORATION 

Date 

ATTEST: MOBIL OIL CORPORATION 

Date 

T- J. Brown, Independent Date 
Executor o f the Estate of 
R. DeChicchis, Deceased 

Dawson George, Independent Date 
Executor o f t h e Estate o f R. S. 
Brennand, J r . , Deceased 

Robert Watson, Independent Date 
Executor o f t h e Estate o f 
R. S. Brennand, J r . , Deceased 
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STATE OF Texas 

COUNTY OF Blanco 

) 
) ss. 
) 

The foregoing instrument was acknowledged before me t h i s 
25th day of November , 1977, by Mary Ralph Lowe , 
President of MARALO, INC., a corporation, on behalf of 

said corporation. 

Notary Publ i d m and f o r (\ 
Blanco County, Texas 

My Commission Expires: 

October 31, 1978 

STATE OF Texas ) 
) ss. 

COUNTY OF Blanco ) 

The foregoing instrument was acknowledged before me t h i s 
10th day of December , 1977, by ERMA LOWE. 

Notary Public i n and fo(r 
Blanco g County, Texas. 

My Commission Expires 

October 31, 1978 
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UNIT OPERATING AGREEMENT 

MARALO JALMAT YATES UNIT 
Lea County, New Mexico 

THIS AGREEMENT, entered i n t o as o f the 17th day o f October 

197 7, by the p a r t i e s who have signed the o r i g i n a l o f t h i s i n strument, 

a c o u n t e r p a r t t h e r e o f , or othe r instrument agreeing t o be bound by 

the p r o v i s i o n s hereof; 

WITNESSETH: 

WHEREAS, the p a r t i e s hereto as Working I n t e r e s t Owners have 

executed, as o f the date hereof, an agreement e n t i t l e d , " U n i t Agreement, 

Maralo Jalmat Yates U n i t , Lea County, New Mexico", h e r e i n r e f e r r e d t o 

as " U n i t Agreement", which, among oth e r 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 prov i d e f o r 

t h e development and o p e r a t i o n o f t h e U n i t Area as t 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 o f the mutual agreements 

h e r e i n s e t 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 UNIT AGREEMENT. The U n i t Agreement i s 

hereby confirmed and by re f e r e n c e 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 o f t h i s 

agreement. I f t h e r e i s any c o n f l i c t between t h e U n i t Agreement and 

t h i s agreement, t h e U n i t Agreement s h a l l govern. 

ARTICLE 2 

EXHIBITS 

2.1 EXHIBITS. The f o l l o w i n g e x h i b i t s are 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 : 

2.1.1 EXHIBITS A AND B o f the U n i t Agreement. 

2.1.2 EXHIBIT C, attached h e r e t o , which i s a schedule 

showing the Working I n t e r e s t o f each Working I n t e r e s t Owner 

i n each T r a c t , t h e percentage o f t o t a l 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 each such i n t e r e s t , and t h e t o t a l 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. Phase I and 

Phase I I U n i t P a r t i c i p a t i o n s s h a l l be a p p l i c a b l e f o r the 

r e s p e c t i v e p e r i o d s o f time provided i n Sec t i o n 5.1.1 



o f the U n i t Agreement except where a d i f f e r e n t phase Tr a c t 

P a r t i c i p a t i o n , U n i t P a r t i c i p a t i o n o r v o t i n g i n t e r e s t i s h e r e i n 

s t a t e d . E x h i b i t C, or a r e v i s i o n t h e r e o f , s h a l l not be con

c l u s i v e 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 s o f the Working I n t e r e s t 

Owners f o r purposes o f t h i s agreement u n t i l shown t o be i n 

e r r o r or i s 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 EXHIBIT D, attached h e r e t o , which i s t h e Accounting 

Procedure a p p l i c a b l e t o Unit Operations. I f t h e r e 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 D, t h i s agreement 

s h a l l govern. 

2.1.4 EXHIBIT E, attached h e r e t o , which contains 

insurance p r o v i s i o n s a p p l i c a b l e t o U n i t Operations. 

2.2 REVISION OF EXHIBITS. Whenever E x h i b i t s A and B are 

r e v i s e d , E x h i b i t C 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 o f 

the same date. U n i t Operator s h a l l a l s o r e v i s e E x h i b i t C from time t o 

time as r e q u i r e d t o conform t o changes i n ownership o f which U n i t 

Operator has been n o t i f i e d as provided i n t h e U n i t Agreement. 

ARTICLE 3 

SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS 

3.1 OVERALL SUPERVISION. Working I n t e r e s t Owners s h a l l 

e x e r c i s e 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 o f a l l matters p e r t a i n i n g t o 

U n i t Operations pursuant t o t h i s agreement and t h e U n i t Agreement. I n 

t h e e x e r c i s e o f 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 

a c t s o l e l y i n i t s own b e h a l f i n t h e c a p a c i t y o f an i n d i v i d u a l owner 

and not on behal f o f the owners as an e n t i r e t y . 

3.2 SPECIFIC AUTHORITIES AND DUTIES. The matters w i t h respect 

t o which t h e 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 , t he f o l l o w i n g : 

3.2.1 METHOD OF OPERATION. The method o f o p e r a t i o n , 

i n c l u d i n g any type o f pressure maintenance, secondary 

recovery, or o t h e r recovery program t o be employed. 

3.2.2 DRILLING OF WELLS. The d r i l l i n g o f any w e l l 

whether f o r p r o d u c t i o n o f 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 , o r f o r o t h e r purposes. 
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3.2.3 WELL RECOMPLETIONS AND CHANGE OF STATUS. The 

recomp l e t i o n , abandonment, or change o f s t a t u s o f any w e l l i n 

the U n i t Area, or t h e use o f any w e l l f o r i n j e c t i o n or othe r 

purposes, except f o r w e l l s e r v i c i n g or s t i m u l a t i o n work cn 

the e x i s t i n g completion i n t e r v a l n ot exceeding U n i t O p e r a t o r 1 s 

a u t h o r i t y f o r s i n g l e expenditures. 

3.2.4 EXPENDITURES. The making o f any s i n g l e expenditure 

i n excess o f F i f t e e n Thousand D o l l a r s ($15,000.00); provided 

t h a t , approval by Working I n t e r e s t Owners o f the d r i l l i n g , 

r e working, deepening, or plu g g i n g back o f any w e l l 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 c ompleting, tes. Ing, and equipping t h e same, i n c l u d i n g 

necessary f l o w l i n e s , separators, and lease tankage. 

3.2.5 DISPOSITION OF UNIT EQUIPMENT. The s e l l i n g o r 

otherwise d i s p o s i n g o f any major i t e m o f surplus U n i t Equip

ment, i f t h e c u r r e n t l i s t p r i c e o f new equipment s i m i l a r 

t h e r e t o i s Five Thousand D o l l a r s ($5,000.00) or more. 

3.2.6 APPEARANCE BEFORE A COURT OR REGULATORY AGENCY. 

The d e s i g n a t i n g o f a r e p r e s e n t a t i v e t o appear bef o r e any 

c o u r t o r 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; prov i d e d t h a t , such d e s i g n a t i o n s h a l l not prevent 

any Working I n t e r e s t Owner from appearing i n person or from 

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 b e h a l f . 

3.2.7 AUDITS. The a u d i t i n g o f the accounts o f U n i t 

Operator p e r t a i n i n g t o U n i t Operations hereunder; p r o v i d e d 

t h a t , the a u d i t s s h a l l 

(a) not be conducted more than once a year except 

upon t h e r e s i g n a t i o n or removal o f U n i t Operator, 

(b) be made a t the expense o f a l l Working I n t e r e s t 

Owners o t h e r than t h e Working I n t e r e s t Owner designated 

as U n i t Operator, 

(c) be made upon not l e s s 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, and 

(d) be conducted i n accordance w i t h t h e Accounting 

Procedure, E x h i b i t D, attached h e r e t o . 
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3.2.8 INVENTORIES. The t a k i n g o f p e r i o d i c i n v e n t o r i e s 

under the terms o f E x h i b i t D. 

3.2.9 TECHNICAL SERVICES. The a u t h o r i z i n g o f charges 

t o the j o i n t account f o r s e r v i c e s by co n s u l t a n t s or U n i t 

Operator's t e c h n i c a l personnel not covered by the overhead 

charges provi d e d by E x h i b i t D. 

3.2.10 ASSIGNMENTS TO 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 o f U n i t Operator and the s e l e c t i o n 

o f a successor. 

3.2.12 The enlargement o f the U n i t Area. 

3.2.13 The adjustment and readjustment o f investments. 

3.2.14 The t e r m i n a t i o n o f the 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 w r i t i n g i n f o r m U n i t Operator o f t h e names and addresses 

o f 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 a u t h o r i z e d t o represent 

and b i n d 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 o r 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 o f 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 o f 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 o f 

not l e s s than Three Percent ( 3 % ) . No meeting s h a l l be c a l l e d on l e s s 

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 a t t a c h e d . Working I n t e r e s t Owners who a t t e n d t h e meeting s h a l l 

not be prevented from amending items i n c l u d e d i n the agenda or from 

d e c i d i n g t h e amended i t e m or o t h e r items presented a t the meeting. 

The r e p r e s e n t a t i v e s of U n i t Operator s h a l l be chairman o f each meeting. 

4.3 VOTING PROCEDURE. Working I n t e r e s t Owners s h a l l decide 

a l l m a t t e r s coming before them as f o l l o w s : 

4.3.1 VOTING INTEREST. 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 
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based upon t h e Phase i n e f f e c t a t the time o f v o t i n g . 

4.3.2 VOTE REQUIRED. Except as may otherwise be provided 

h e r e i n or i n the U n i t Agreement, Working I n t e r e s t Owners s h a l l 

a c t upon and determine a l l matters coming be f o r e them by the 

a f f i r m a t i v e vote o f t h r e e or more Working I n t e r e s t Owners 

having a t o t a l of 75 percent (75%) or more o f the t o t a l v o t i n g 

i n t e r e s t i n the u n i t ; provided t h a t i f any one 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 o f more than t h i r t y - f i v e percent 

( 3 5 % ) , i t s negative vote or f a i l u r e t o vote s h a l l n o t de f e a t 

the matter being voted on i f such matter i s supported by a 

m a j o r i t y of the v o t i n g i n t e r e s t unless such Working I n t e r e s t 

Owner i s supported by t h e vote of one or more o t h e r Working 

I n t e r e s t Owners having a t o t a l v o t i n g i n t e r e s t o f a t l e a s t 

t h r e e percent ( 3 % ) , and such r e s u l t i n g vote s h a l l be b i n d i n g 

on a l l p a r t i e s . 

4.3.3 VOTE AT MEETING BY NONATTENDING WORKING INTEREST 

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 

addressed t o t h e r e p r e s e n t a t i v e o f the U n i t Operator i f i t s 

v o t e i s r e c e i v e d p r i o r t o the vote on the i t e m , p r o v i d e d such 

nonattending Working I n t e r e s t Owner's vote s h a l l n ot be 

counted i n t h e vote taken on any i t e m t h a t was amended or 

a l t e r e d a t the meeting. 

4.3.4 POLL VOTES. Working I n t e r e s t Owners may vote 

on and decide, by l e t t e r or telegram, any m a t t e r 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 pro v i d e d i n Section 4.2, w i t h i n seven (7) 

days a f t e r the 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 g i v e prompt n o t i c e o f the r e s u l t s 

o f t he v o t i n g t o a l l Working I n t e r e s t Owners. 

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 

r e s e r ve t o themselves a l l t h e i r r i g h t s , except as ot h e r w i s e p r o v i d e d i n 

t h i s agreement and the Un i t Agreement. 
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5.2 SPECIFIC 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 TO UNIT AREA. Access t o the Unit Area 

a t such Working I n t e r e s t Owner's own r i s k a t a l l reasonable 

times t o i n s p e c t 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 r e c e i v e from U n i t Operator, 

upon w r i t t e n r e quest, copies o f a l l r e p o r t s t o any governmental 

agency, r e p o r t s o f 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 o t h e r i n f o r m a t i o n p e r t a i n i n g t o Unit 

Operations. The c o s t 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 n i s h e d 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 t h e i n f o r m a t i o n . 

ARTICLE 6 

UNIT OPERATOR 

6.1 INITIAL UNIT OPERATOR. MARALO, INC. i s hereby designated 

as U n i t Operator. 

6.2 RESIGNATION OR REMOVAL. "Uni t Operator may r e s i g n a t 

any time. Working I n t e r e s t Owners may remove U n i t Operator a t any time 

by the a f f i r m a t i v e v o t e o f a t l e a s t 75% o f the v o t i n g i n t e r e s t remaining 

a f t e r e x c l u d i n g t h e v o t i n g i n t e r e s t o f the U n i t Operator. A Un i t 

Operator t h a t r e s i g n s o r i s removed s h a l l n o t be released from i t s 

o b l i g a t i o n s hereunder f o r a p e r i o d o f t h r e e (3) months a f t e r the r e s i g 

n a t i o n or discharge, unless a successor U n i t Operator has taken over 

u n i t o p e r a t i o n s p r i o r t o the e x p i r a t i o n o f such p e r i o d . " 

6.3 SELECTION OF SUCCESSOR. "Upon r e s i g n a t i o n or removal 

o f a U n i t Operator, a successor U n i t Operator s h a l l be selec t e d by 

Working I n t e r e s t Owners. I f t h e U n i t Operator t h a t i s removed votes 

o n l y t o succeed i t s e l f , t h e successor U n i t Operator may be selec t e d by 

t h e a f f i r m a t i v e v o t e o f a t l e a s t 75% o f the v o t i n g i n t e r e s t remaining 

a f t e r e x c l u d i n g t h e v o t i n g i n t e r e s t o f the U n i t Operator t h a t was 

removed." 

-6-



ARTICLE 7 

AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7.1 EXCLUSIVE RIGHT TO OPERATE UNIT. Subject t o the p r o v i s i o n s 

o f 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 o b l i g a t e d t o conduct 

U n i t Operations. 

7.2 WORKMANLIKE CONDUCT. U n i t Operator s h a l l conduct U n i t 

Operations i n a good and workmanlike manner as would a prudent o p e r a t o r 

under the same o r 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 o f a l l 

matters which U n i t Operator, i n the e x e r c i s e o f i t s best judgment, 

considers i m p o r t a n t . 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 t h e U n i t Area f r e e from a l l l i e n s £tnd 

encumbrances occasioned by U n i t Operations, except the l i e n o f U n i t 

Operator granted hereunder. 

7.4 EMPLOYEES. The number o f employees used by Un 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 o f 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 t h e employees o f 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 Un i t Operations. 

7.6 REPORTS TO WORKING INTEREST OWNERS. U n i t Operator s h a l l 

f u r n i s h t o Working I n t e r e s t Owners monthly r e p o r t s o f U n i t Operations 

as p r e s c r i b e d by the Working I n t e r e s t Owners. 

7.7 REPORTS TO GOVERNMENTAL AUTHORITIES. 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 t h e 

duty t o make as U n i t Operator. 

7.8 ENGINEERING AND GEOLOGICAL INFORMATION. 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 o f the l o g and o t h e 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. 
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7.9 EXPENDITURES. U n i t Operator i s a u t h o r i z e d t o make s i n g l e 

expenditures not i n excess o f F i f t e e n Thousand D o l l a r s ($15,000.00) 

w i t h o u t p r i o r approval o f 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. Uni 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 , t h e nature o f the emergency and the a c t i o n taken. 

7.10 WELLS DRILLED BY UNIT OPERATOR. A l l w e l l s d r i l l e d by 

Un i t Operator s h a l l be a t the usual r a t e s and under usual c o n d i t i o n s 

p r e v a i l i n g i n t h e area. U n i t Operator may employ i t s own t o o l s and 

equipment under terms and c o n d i t i o n s approved by Working I n t e r e s t Owners. 

ARTICLE 8 

TAXES 

8.1 AD VALOREM TAXES. Beginning w i t h t h e f i r s t o f the calendar 

year a f t e r the e f f e c t i v e date hereof. U n i t Operator a f t e r c o n s u l t i n g 

w i t h Working I n t e r e s t Owners, s h a l l make and f i l e f o r ad valorem t a x 

purposes a l l necessary r e n d i t i o n s and r e t u r n s w i t h t h e proper t a x i n g 

a u t h o r i t i e s o f governmental s u b d i v i s i o n s c o v e r i n g a l l p r o p e r t y of each 

Working I n t e r e s t Owner w i t h i n t he U n i t Area and used i n connection w i t h 

the development and o p e r a t i o n o f the U n i t Area. Any Working I n t e r e s t 

Owner d i s s a t i s f i e d w i t h any proposed r e n d i t i o n or assessment o f i t s 

i n t e r e s t i n p r o p e r t y s h a l l have the r i g h t , a t i t s ' own expense, t o pro

t e s t and r e s i s t t h e same. A l l such ad valorem taxes due and payable on 

account o f r e a l and personal p r o p e r t y o f each Working I n t e r e s t Owner 

l o c a t e d w i t h i n t h e U n i t Area and used i n connection w i t h Unit, operations 

s h a l l be p a i d by t h e U n i t Operator f o r the j o i n t account i n t h e same 

manner as o t h e r costs and expenses o f U n i t Operations; provided t h a t , 

i f t he i n t e r e s t o f a Working I n t e r e s t Owner i s s u b j e c t t o a sep a r a t e l y 

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, o r ot h e r 

i n t e r e s t i n excess o f a 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 

be given c r e d i t f o r the r e d u c t i o n i n taxes p a i d 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 p a i 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 

imposed upon o r i n respect o f the p r o d u c t i o n or han d l i n g o f i t s share 

o f U n i t i z e d Substances. 
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ARTICLE 9 

INSURANCE 

9.1 INSURANCE. U n i t Operator, w i t h respect t o U n i t Opera

t i o n s , s h a l l do th e f o l l o w i n g : 

9.1.1 Comply w i t h t h e Workmen's Compensation Law of 

the State o f New Mexico. 

9.1.2 Carry Employer's L i a b i l i t y and other insurance as 

r e q u i r e d by t h e laws o f the State o f New Mexico. 

9.1.3 Carry other insurance as set f o r t h i n E x h i b i t E. 

ARTICLE 10 

ADJUSTMENT OF INVESTMENTS 

10.1 PERSONAL PROPERTY TAKEN OVER. Upon the E f f e c t i v e Date 

hereof, Working I n t e r e s t Owners s h a l l d e l i v e r t o Un 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 t h e 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 w e l l , the wellhead connections, thereon, and 

a l l o t h e r lease and o p e r a t i n g equipment t h a t i s used i n the 

o p e r a t i o n o f such w e l l s . 

10.1.3 RECORDS. A copy of a l l p r o d u c t i o n and w e l l records 

t h a t p e r t a i n t o such w e l l s . 

10.2 INVENTORY AND EVALUATION OF PERSONAL PROPERTY. Working 

I n t e r e s t Owners s h a l l a t U n i t Expense, as o f the e f f e c t i v e date hereof, 

or as soon t h e r e a f t e r as f e a s i b l e , i n v e n t o r y and evaluate i n accordance 

w i t h t h e p r o v i s i o n s o f E x h i b i t D the personal p r o p e r t y taken over under 

Sec t i o n 10.1.2, except t h a t casing s h a l l be given no value. No meeting 

f o r such i n v e n t o r y and e v a l u a t i o n s h a l l be c a l l e d on le s s 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 . Such i n v e n t o r i e s 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 o f 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 COPAS B u l l e t i n No. 6, M a t e r i a l C l a s s i f i c a t i o n Manual - 1967, and 

o t h e r items as agreed upon by the Working I n t e r e s t Owners may be 

i n c l u d e d on the i n v e n t o r i e s i n order t o ins u r e a more e q u i t a b l e a d j u s t 

ment of investments. A l l other n o n - c o n t r o l l a b l e items o f lease and w e l l 

equipment i n s t a l l e d w i t h i n the Uni t Area t h a t are r e q u i r e d i n Un i t 
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Operations, although excluded from the i n v e n t o r i e s , s h a l l nevertheless 

be taken over by the U n i t Operator. Immediately f o l l o w i n g completion 

o f 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 the p r o v i s i o n s o f Section IV, 

Paragraph 2 o f E x h i b i t D, Accounting Procedure, or a t an appraised 

v a l u e as determined by the Working I n t e r e s t Owners, which p r i c i n g s h a l l 

be performed under the s u p e r v i s i o n o f , by t h e 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 o t h e r 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 h e l p as may be a v a i l a b l e and necessar 

10.3 INVESTMENT ADJUSTMENT. Upon approval by Working 

I n t e r e s t Owners o f 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 o f 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 o f 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 . I f the charge a g a 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 n et charge s h a l l be an it e m o f 

U n i t Expense chargeable a g a i n s t such Working 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 g r e a t e r than the amount clutrged 

a g a i n s t 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 

p a i d t o such Working I n t e r e s t Owner by U n i t Operator out o f funds 

r e c e i v e d by i t i n s e t t l e m e n t of the net charges described above. 

10.4 GENERAL FACILITIES. 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 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 

owners t h e r e o f and U n i t Operator, s u b j e c t t o the approval of Working 

I n t e r e s t Owners. There s h a l l be no adjustment f o r lease roads o r 

appurtenances t h e r e t o . 

10.5 OWNERSHIP OF PERSONAL PROPERTY AND FACILITIES. 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 

und i v i d e d 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 

p ersonal p r o p e r t y and f a c i l i t i e s taken over o r otherwise acquired by 

U n i t Operator pursuant t o t h i s agreement. 



ARTICLE 11 

UNIT EXPENSE 

11.1 BASIS OF CHARGES TO WORKING INTEREST OWNERS. Un i t 

Operator i n i t i a l l y s h a l l pay and discharge a l l costs and expenses 

i n c u r r e d i n the development and 'operation o f the U n i t Area. A l l i n v e s t 

ments i n accountable equipment, Outside Substances, d r i l l i n g , develop

ment, i n s t a l l a t i o n o f f a c i l i t i e s and cos t s i n c i d e n t t o such i n s t a l l i n g 

or c o n s t r u c t i o n and a l l other costs o t h e r than c u r r e n t o p e r a t i n g 

expenses s h a l l be charged t o and owned by each Working I n t e r e s t Owner 

i n p r o p o r t i o n 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 . Current o p e r a t i n g 

expenses and overhead w i l l be charged t o each Working I n t e r e s t Owner i n 

p r o p o r t i o n t o such Working I n t e r e s t Owner's Percentage of P a r t i c i p a t i o n 

i n e f f e c t a t the t i m e . For purposes o f t h i s p r o v i s i o n , c u r r e n t o p e r a t i n g 

expenses s h a l l i n c l u d e o n l y those expenditures which are i n c u r r e d i n 

the day-to-day o p e r a t i o n s o f the u n i t . Working I n t e r e s t Owners s h a l l 

reimburse U n i t Operator f o r a l l such costs and expenses, and a l l 

charges, c r e d i t and accounting f o r costs and expenses s h a l l be i n 

accordance w i t h E x h i b i t D. 

11.2 BUDGETS. Before o r 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 hereof, 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 o f the calendar year, and, on or before 

the f i r s t day o f each August t h e r e a f t e r , s h a l l prepare such a budget 

f o r the ensuing calendar year. Such 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 estimates o n l y , 

and s h a l l be a d j u s t e d o r 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 o f 

each budget and a d j u s t e d budget s h a l l promptly be f u r n i s h e d t o each 

Working I n t e r e s t Owner. 

11.3 ADVANCE BILLINGS. U n i t Operator s h a l l have the r i g h t 

t o r e q u i r e Working I n t e r e s t Owners t o advance t h e i r r e s p e c t i v e share 

o f estimated U n i t Expense by s u b m i t 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 it e m i z e d 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 t h e r e a f t e r , each Working I n t e r e s t Owner s h a l l 

pay t o U n i t Operator i t s share of such e s t i m a t e . 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 
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Ovmers s h a l l be adjusted a c c o r d i n g l y . 

11.4 COMMINGLING OF FUNDS. Funds received by Un i t Operator 

under t h i s agreement need not be segregated or maintained by i t as 

a separate fu n d , but may be commingled w i t h i t s own funds. 

11.5 LIEN OF UNIT OPERATOR. Each Working I n t e r e s t Owner 

gr a n t s t o U n i t Operator a l i e n upon i t s O i l and Gas Rights, except, 

r o y a l t y i n t e r e s t s , i n each T r a c t , i t s share o f U n i t i z e d Substances 

when produced, and i t s i n t e r e s t i n a l l U n i t Equipment as s e c u r i t y f o r 

payment of i t s share o f U n i t Expense, to g e t h e r w i t h i n t e r e s t thereon a t 

the r a t e of twelve percent (12%) per annum. U n i t Operator s h a l l have 

the r i g h t t o b r i n g s u i t t o enforce c o l l e c t i o n o f such indebtedness w i t h 

or w i t h o u t seeking f o r e c l o s u r e o f the l i e n . 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 o f i t s share o f U n i t 

Expense, U n i t Operator s h a l l have th e r i g h t 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 of 

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, p l u s i n t e r e s t as a f o r e s a i d , has been p a i d . 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 concerning 

the amount of any d e f a u l t . 

11.6 UNPAID UNIT EXPENSE. I f any Working I n t e r e s t Owner f a i l s 

t o pay i t s share o f 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 

o f 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 o f 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 o f U n i t Expense 

o f 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 amounts so p a i d , p l u s 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 o f 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 o f U n i t Expenses 

s h a l l be subrogated t o the l i e n and r i g h t s h e r e i n granted U n i t Operator. 

11.7 UNCOMMITTED ROYALTY. Should an owner o f a 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 t o 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 payments w i t h 

respect t o such Tract are more or l e s s than the Royalty I n t e r e s t pay-

ments 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 
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t o such T r a c t under t h e U n i t Agreement, the d i f f e r e n c e s h a l l be borne 

by o r i n u r e t o the b e n e f i t o f 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 s a t the time the u n i t i z e d sub

stances were produced; however, the d i f f e r e n c e t o be borne by or i n u r e 

t o t h e b e n e f i t of Working I n t e r e s t Owners s h a l l not exceed an amount 

computed on the basis o f one-eighth (1/8) o f t h e d i f f e r e n c e between 

t h e 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 Sub

stance produced from t h e 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. 

11.8 CARVED-OUT INTEREST. I n the event any Working I n t e r e s t 

Owner s h a l l , a f t e r e x e c u t i n g t h i s agreement, create any 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 p r o f i t s , o r c a r r i e d i n t e r e s t , o r any 

ot h e r i n t e r e s t o u t o f i t s Working I n t e r e s t then s u b j e c t t o t h i s agree

ment, such carved-out i n t e r e s t s h a l l be s u b j e c t t o the terms and pro

v i s i o n s o f 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 , 

S e c t i o n 11.5 hereof, e n t i t l e d "Lien o f U n i t Operator". I n the event 

t h e Itforking 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 costs o r expenses 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 o f U n i t i z e d Substance 

a c c r u i n g t o the c r e d i t o f 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, o r (b) withdraws from t h i s agreement under the terms 

and p r o v i s i o n s o f A r t i c l e 17 hereof, t h e 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 o f a l l costs and expenses 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 o t h e r r i g h t s granted i n 

s a i d S ection 11.5 f o r t h e purpose o f c o l l e c t i n g the costs and expenses 

chargeable t o s a i d carved-out i n t e r e s t . 

ARTICLE 12 

NON-UNITIZED FORMATIONS 

12.1 RIGHT TO OPERATE. Any Working I n t e r e s t Owner t h a t now 

has o r 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 ot h e r m i n e r a l s , from a fo r m a t i o n u n d e r l y i n g the u n i t area other than 

t h e U n i t i z e d Formation, s h a l l have t h e r i g h t t o do so n o 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 t h e r i g h t , however, 
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t h e Working I n t e r e s t Owner s h a l l exercise reasonable p r e c a u t i o n 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 Owner 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 o r 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 t h e 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 p r 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 t h e p r o d u c t i o n o f U n i t i z e d Substances w i l l not be a f f e c t e d 

adversely. 

ARTICLE 13 

TITLES 

13.1 WARRANTY AND INDEMNITY. Each Working I n t e r e s t Owner 

represents and warrants t h a t i t i s the owner o f the r e s p e c t i v e working 

i n t e r e s t s s e t f o r t h o p p o site i t s name i n E x h i b i t C, and hereby agrees 

t o indemnify and h o l d harmless t h e o t h e r Working I n t e r e s t Owners from 

any l o s s due t o f a i l u r e , i n whole or i n p a r t , o f i t s t i t l e t o any such 

i n t e r e s t , except f a i l u r e o f t i t l e a r i s i n g because o f U n i t Operations; 

p r o v i d e d t h a t , such indemnity s h a l l be l i m i t e d t o an amount equal t o 

th e net value t h a t has been received from the s a l e o r r e c e i p t o f 

U n i t i z e d Substances a t t r i b u t e d t o the i n t e r e s t as t o which t i t l e f a i l e d . 

Each f a i l u r e o f t i t l e w 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 o f t h e f i r s t day o f t h e calendar month i n 

which 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 o f 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 o f 

U n i t i z e d Suhstances or t h e proceeds t h e r e f r o m , as a r e s u l t o f t i t l e 

f a i l u r e . 

13.2 FAILURE BECAUSE OF UNIT OPERATIONS. The f a i l u r e o f 

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 by reason o f 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 t h e 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 t h e U n i t P a r t i c i p a t i o n s o f t h e o t h e r Working I n t e r e s t Owners 

a t the time o f t i t l e f a i l u r e . 

ARTICLE 14 

LIABILITY, CLAIMS, AND SUITS 

14.1 INDIVIDUAL LIABILITY. 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 o f Working I n t e r e s t Owners s h a l l be s e v e r a l 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 contained s h a l l ever be construed as 
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creating a partnership of any kind, j o i n t venture, association, or t r u s t 

among Working I n t e r e s t Owners. 

14.2 SETTLEMENTS. Unit Operator may s e t t l e any single 

damage claim or s u i t i n v o l v i n g Unit Operations but not i n v o l v i n g an 

expenditure i n excess of Four Thousand Dollars ($4,000.00) provided 

t h a t the payment i s i n complete settlement of such claim or s u i t . 

I f the amount required f o r settlement exceeds the above s p e c i f i e d 

amount, Working I n t e r e s t Owners s h a l l assume and take over the f u r t h e r 

handling of the claim or s u i t unless such a u t h o r i t y i s expressly dele

gated to Unit Operator. A l l costs and expense of handling, s e t t l i n g , 

or otherwise discharging such claim or s u i t s h a l l be an item of Unit 

Expense. I f a claim i s made against any Working I n t e r e s t Owner or 

i f any Working I n t e r e s t Owner i s sued on account of any matter a r i s i n g 

from Unit Operations and 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 

Ovmers and Unit Operator by t h i s agreement and the Unit Agreement, the 

Working I n t e r e s t Owner s h a l l immediately n o t i f y the Unit Operator, 

and the claim or s u i t s h a l l be treated as any other claim or s u i t 

i n v o l v i n g Unit Operations. 

ARTICLE 15 

INTERNAL REVENUE PROVISION 

15.1 INTERNAL REVENUE PROVISION. Notwithstanding any pro

visions herein, t h a t the r i g h t s and l i a b i l i t i e s of the p a r t i e s hereunder 

are several and not j o i n t or c o l l e c t i v e , or t h a t t h i s agreement and the 

operations hereunder s h a l l not c o n s t i t u t e a partnership, i f f o r Federal 

income tax purposes t h i s agreement and the operations hereunder are 

regarded as a partnership, then each of the p a r t i e s hereto hereby elects 

to be excluded from the a p p l i c a t i o n of a l l of the provisions of Sub-

Chapter K, Chapter 1, S u b t i t l e A of the I n t e r n a l Revenue Code of 1954, 

as permitted and authorized by Section 761 of the said Code and the 

reg u l a t i o n promulgated thereunder. Operator i s hereby authorized and 

directed t o execute on behalf of each of the p a r t i e s hereto such evidence 

of t h i s e l e c t i o n as may be required by the Secretary of the Treasury 

of the United States or the Federal I n t e r n a l Revenue Service, 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 retu r n s , s t a t e -
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merits and data r e q u i r e d by Federal Regulations 1.761.1(a). Should 

the r e by 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 o t h e r evidence as may be r e q u i r e d by the Federal I n t e r n c t 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 giv e any n o t i c e s or take any other a c t i o n 

i n c o n 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 o r f u t u r e 

income t a x laws o f the s t a t e o r s t a t e s i n which th e p r o p e r t y covered 

by t h i s agreement i s l o c a t e d , o r any f u t u r e income tax law o f t h e U n i t e d 

S t a t e s , c o n t a i n , or s h a l l h e r e a f t e r c o n t a i n , p r o v i s i o n s s i m i l a r t o those 

contained i n Sub-Chapter K, Chapter 1, S u b t i t l e A o f the I n t e r n a l 

Revenue Code o f 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 p r o v i d e d 

by Section 761 o f s a i d Sub-Chapter K i s p e r m i t t e d , each o f the p a r t i e s 

h e r e t o hereby makes such e l e c t i o n o r agrees t o make such e l e c t i o n as 

may be p e r m i t t e d by such laws. I n making t h i s e l e c t i o n each o f t h e 

p a r t i e s h e r e t o hereby s t a t e s t h a t the income d e r i v e d by him from t h e 

o p e r a t i o n s under t h i s agreement can be adequately determined w i t h o u t 

t h e computation o f p a r t n e r s h i p t a x a b l e income. 

ARTICLE 16 

NOTICES 

16.1 NOTICES. 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 o r telegram t o the address o f the r e p r e s e n t a t i v e o f 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 i t h A r t i c l e 4. 

ARTICLE 17 

WITHDRAWAL OF WORKING INTEREST OWNER 

17.1 WITHDRAWAL. A Working I n t e r e s t Owner may withdraw 

from t h i s agreement by t r a n s f e r r i n g , w i t h o u t warranty o f t i t l e , e i t h e r 

expressed o r i m p l i e d , t o the o t h e r Working I n t e r e s t Owners who do n o t 

d e s i r e t o withdraw, a l l i t s O i l and Gas Rights t o g e t h e r 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 s a i d 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 the d e l i v e r y o f the t r a n s f e r , 

which d e l i v e r y may be made t o U n i t Operator as Agent f o r the t r a n s f e r e e s . 

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 
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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 abandoned and plugged 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 Unit 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 o f 

by U n i t Operator i n accordance w i t h i n s t r u c t i o n s o f Working I n t e r e s t 

Owners, and (c) t h e r e has been a f i n a l accounting. 

ARTICLE 20 

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 OIL AND GAS RIGHTS. O i l and Gas Rights i n and 

t o each separate Tract s h a l l no longer be a f f e c t e d by t h i s 

agreement, and t h e r e a f t e r the p a r t i e s s h a l l be governed 

by t h e terms and p r o v i s i o n s o f t h e leases, c o n t r a c t s , and 

o t h e r instruments a f f e c t i n g the separate T r a c t s . 

20.1.2 RIGHT TO OPERATE. Working I n t e r e s t Owners of 

any T r a c 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 t o the j o i n t account, the net salvage value o f 

the c a s i n g and the equipment i n and on the w e l l s taken 

over as determined by Working I n t e r e s t Owners, and by 

agreeing t o p l u g p r o p e r l y 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 a t such time as i t i s 

abandoned. 

20.1.3 SALVAGING WELLS. U n i t Operator s h a l l salvage 

as much o f the casing and equipment i n o r on w e l l s not taken 

over by Working I n t e r e s t Owners o f separate T r a c t s as can 

economically and reasonable 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 SALVAGING. Working I n t e r e s t Owners 

s h a l l share the c o s t o f s a l v a g i n g , l i q u i d a t i o n or o t h e r 

d i s t r i b u t i o n of assets and p r o p e r t i e s used i n U n i t Operation i n 
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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 then i n 

e f f e c t i n which such s a l v a g i n g , l i q u i d a t i o n o r o t h e r d i s t r i 

b u t i o n accurs. 

ARTICLE 21 

EXECUTION 

21.1 ORIGINAL COUNTERPART, OR OTHER INSTRUMENT. A p a r t y 

may become a p a r t y t o t h i s agreement by s i g n i n g the o r i g i n a l o f t h i s 

i n s t r u m e n t , a c o u n t e r p a r t t h e r e o f , or othe r instrument agreeing t o be 

bound by t h e p r o v i s i o n s hereof. The s i g n i n g o f any such i n s t r u m e n t 

s h a l l have t h e same e f f e c t as i f a l l the p a r t i e s had signed the same 

in s t r u m e n t . 

covenants r u n n i n g w i t h t h e lands, leases, and i n t e r e s t s covered hereby, 

and s h a l l 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 o f t h e 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 o f th e 

p a r t i e s h e r e t o . 

IN WITNESS WHEREOF, t h e p a r t i e s hereto have executed t h i s 

agreement on t h e dates opposite t h e i r r e s p e c t i v e s i g n a t u r e s . 

MARALO, INC. A 

ARTICLE 22 

SUCCESSORS AND ASSIGNS 

22.1 SUCCESSORS AND ASSIGNS. The p r o v i s i o n s hereof s h a l l be 

^BSs^srJsaHfccSecretary 

November 25, 1977 
Date 

ERMA LOWE 

December 10, 1977 
Date 
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STATE OF Texas 

COUNTY OF Blanco 

) 
) ss, 
) 

The foregoing instrument was acknowledged before me t h i s 25th 
day of November , 1977, by Mary Ralph Lowe t President 

of MARALO , INC. , a corporation, 
on behalf of said corporation.. 

cl I* tx i .«--«_ 
Notary Public QJti and f o r (J 

Blanco County, Texas. 

My Commission Expires: 

October 31 , 1978 

STATE OF Texas 

COUNTY OF Blanco 

) 
) ss. 
) 

day of December 
The foregoing instrument was acknowledged before me t h i s 10th 

1977, by ERMA LOWE. 

My Commission Expires: 

October 31, 1978 

Notary Publicf i n and' f o r (J 
Blanco County, Texas. 
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EXHIBIT "C" 
ATTACHED TO UNIT OPERATING AGREEMENT 

MARALO JALMAT YATES UNIT 
LEA COUNTY, NEW MEXICO 

SUMMARY 

UNIT PARTICIPATION 
WORKING INTEREST OWNER TRACT NO. (PERC ENT) 

PHASE I PHASE I I 

MARALO, INC. 1 17.03806 10.96750 
2 5.65152 11.10560 
3 5.73065 5.83290 
4 2.11157 3.95014 
5 5.10355 3.23813 

35.63535 35.09427 

Erma Lowe 1 17.03807 10.96750 
2 5.65151 11.10560 
3 5.73065 5.83290 
4 2.11157 3.95014 
5 5.10355 3.23813 

35.63535 35.09427 

R. DeChicchis E s t a t e 1 4.86803 3.13357 
2 1.61472 3.17303 
3 .84600 .86109 
4 .23878 .44669 
5 1.45816 .92518 

9.02569 8.53956 

C i t i e s Service O i l Co. 1 2.99570 1.92835 
2 .99367 1.95263 
3 1.12403 1.14409 
4 .40751 .76234 

5.52091 5.78741 

F l u o r O i l and Gas Corporation 1 2.99570 1.92835 
2 .99367 1.95263 
3 1.12403 1.14409 
4 .40751 .76234 

5.52091 5.78741 

Mobil O i l C o r p o r a t i o n 1 2.99570 1.92835 
2 .99367 1.95263 
3 1.12403 1.14409 
4 .40751 .76234 

5.52091 5.78741 

Estate o f R. S. Brennand, J r . 3 2.30516 2.34628 
4 .83572 1.56339 

3.14088 3.90967 

TOTAL 100.00000 100.00000 
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EXHIBIT " D " 

Attached to and made a part of U n i t Opera t ing Agreement 
.MAJ^LO..._JALMAT YATES UNIT, Lea_County,New Mexico 

Recommended by t h e 
Counci l o f Petroteum 
Accoun tan t s Societies o f 
N o r t h A m e r i c a 

ACCOUNTING 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 
Procedure is attached. 

"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 

''Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
Operations and which are to be shared by the Parties. 

"Operator" shall mean the party designated to conduct the Joint Operations. 

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

"Parties" shall mean Operator and Non-Operators. 

"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi
tions and problems for the benefit of the Joint Property. 

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

''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. Statement and Billings 

Operator shall bi l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account for the preceding month. Such bills wi l l be accompanied by statements which identify the author
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of i n 
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep
arately identified and ful ly described in detail. 

3. Advances and Payments by Non-Operators 

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

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. I f payment is not 
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (32%) per 
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with 
the collection of unpaid amounts. 

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any 
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following 
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes 
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall 
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent 
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V. 

5. Audits 

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the 
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 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 wi l l result in a minimum of inconvenience to the Opera
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

6. Approval by Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains 
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and 
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera
tors. 
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I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Rentals and Royalties 

Lease rentals and royalties paid by Operator for the Joint Operations. 
2. Labor 

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct 
of Joint Operations. 

(2) Salaries of First Level Supervisors in the field. 

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are 
excluded from the Overhead rates. 

Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by "percentage as
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . If percentage assessment is used, the rate shall be based on the Operator's cost experience. 

Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of th's Sec
tion I I . 

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

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, re
tirement, stock purchase, thrift , bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed twenty per cent (20%). 

4. Material 

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only 
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use 
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur
plus stocks shall be avoided. 

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following Iimita-^ 
tions: 

A. I f Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall 
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store, 
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed 
to by the Parties. 

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, recognized barge 
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties. 

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

6. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con
tract services of technical personnel directly engaged on the Joint Property i f such charges are excluded from the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not d i 
rectly engaged on the Joint Property shall not be charged to the Joint Account unless pi-eviously agreed to by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%) 
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

B. . In iieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in 
the immediate area of the Joint Property less 2Qc,'c. For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. 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 dam
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's 
gross negligence or wi l l fu l misconduct. Operator shail furnish Non-Operator written notice of damages or losses 
incurred as soon as practicable after a report thereof has been received by Operator. 

9. Legal Expense 
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or 
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. A l l other legal 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 

— 2 — 
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10. Taxes 

Al l taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the 
Parties. 

11. Insurance 

Net premiums paid for insurance required to' be carried for the Joint Operations for the protection of the Par
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work
men's Compensation and/or Employers Liability under the respective state's laws, Operator may, at its election, 
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator's 
cost not to exceed manual rates. 

12. Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section I I I , 
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations. 

I I I . OVERHEAD 

Overhead - Drilling and Producing Operations 

i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 
drilling and producing operations on either: 

( x ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A, Section I I . The cost and expense of services from outside sources in connection with 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided for in the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
services and contract services of technical personnel directly employed on the Joint Property shall (X ) shall 
not ( ) be covered by the Overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the following rates per well per month: 
Drilling Well Rate $ 1 , 0 0 0 . 0 0 
Producing Well Rate $ 1 5 0 . 0 0 

(2) Application of Overhead - Fixed Rate Basis shall be as follows: 

(a) Drilling Well Rate 

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

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment 
arrives on location and terminate on the date the drilling or completion equipment moves off loca
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen
sion of drilling operations for fifteen (15) or more consecutive days 

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for 
the period from date workover operations, with rig, commence through date of rig release, except 
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive 
days. 

(b) Producing Well Rates 

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

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

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc
tion shall be considered as a one-well charge providing the gas well is directly connected to a per
manent sales outlet. 

[4] A one-well charge may be made for the month in which plugging and abandonment operations 
are completed on any well. 

[5] A l l other inactive wells (including but not limited to inactive wells covered by unit allowable, 
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of the first day of Apr i l each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by mul t i 
plying 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 calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus the computed adjustment. 



B. Overhead - Percentage Basis 

(1) Operator shall charge the Joint Account at the following rates: 

(a) Development 

Percent ( % ) of the cost of Development of the Joint Property exclusive of costs 

provided under Paragraph 9 of Section I I and all salvage credits. 

(b) Operating 

. Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided 
under Paragraphs 1 and 9 of Section I I , all salvage credits, the value of injected substances purchased 
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min
eral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , de
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures 
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction as dei.ned in 
Paragraph 2 of this Section I I I . A l l other costs shall be considered as Operating. 

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall 
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess 
o f s 2 5 , 0 0 0 . 0 0 : 

A. 5 % of total costs if such costs are more than $ 2 5 , 0 0 0 . OOput less than $ 5 0 0 , 0 0 0 . 0 0 . p l u s 

B. 5 % of total costs in excess of $ 500 , 0 0 0 . 00 but less than $1,000,000; plus 
C. 3 % of total costs in excess of $1,000,000. 

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

3. Amendment of Rates 

The Overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition 
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in 
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera
tor shall be agreed to by the Parties. The a u t h o r i t y o f O p e r a t o r t o d i s p o s e o f i d l e 
lP^ulcrlas^s1113 m a t e r i a l s h a l l be revocab le a t t he w i l l o f the Non-Opera tor . 

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

2. Transfers and Dispositions 

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

A. New Material (Condition A) 

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

(2) Line Pipe 

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

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para
graph 2A (1) of this Section IV. 

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is normally 
available. 

B. Good Used Material (Condition B) 
Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved to the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV. 

(2) Material moved from the Joint Property 
(a) At seventy-five percent (75% ) of current new price, as determined by Paragraph 2A. of this Section IV, 

if Material was originally charged to the Joint Account as new Material, or 

__4 
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section 
IV, i f Material was originally charged to the Joint Account as good used Material at seventy-five per
cent (75%) of current new price. 

The cost of reconditioning, if any, shall be absorbed by the transferring property. 

C. Other Used Material (Condition C and D) 

(1) ' Condition C 

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

(2) Condition D ; 

A l l other Material, including junk, shall be priced at a value commensurate with its use or at prevailing 
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be 
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators. 

D. Obsolete Material 

Material which is serviceable and usable for its original function but condition and/or value of such Material 
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by 
the Parties. Such price should result in the Joint Account being charged with the value of the service ren
dered by such Material. 

E. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (150) per 
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

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

3. Premium Prices 

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

4. Warranty of Material Furnished by Operator 

Operator does not warrant the Material furnished. In case of defective Material, credit shall net be passed to the 
Joint Account until adjustment has been received by Operator from the manufacturers or their agents. 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material. 
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven
tory is to begin so that Non-Operators may be represented 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. 

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 
Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall 
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes 
place. In such cases, both the seller and the purchaser shall be governed by such inventory. 

4. Expense of Conducting Periodic Inventories 

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the 
Parties. 

— 5 — 



EXHIBIT "E" 
ATTACHED TO UNIT OPERATING AGREEMENT 

MARALO JALMAT YATES UNIT 
LEA COUNTY, NEW MEXICO 

INSURANCE PROVISIONS 

Unit Operator, during the term of the Unit Operating Agreement, s h a l l 
carry insurance f o r the bene f i t and at the expense of the pa r t i e s hereto 
as f o l l o w s : 

(1) Employers L i a b i l i t y Insurance with l i m i t of not less 
than $100,000.00 per employee. 

(2) Public L i a b i l i t y and Property Damage Insurance w i t h 
l i m i t s of not less than 
$100,000.00 f o r i n j u r i e s t o or death of one person and 
$300,000.00 f o r i n j u r i e s or deaths i n one accident, and 
$100,000.00 f o r property damage i n one accident 

(3) Automobile Public L i a b i l i t y and Property Damage Insurance 
w i t h l i m i t s of not less than 
$100,000.00 f o r i n j u r i e s t o or death of one person and 
$300,000.00 f o r i n j u r i e s or deaths i n one accident and 
$100,000.00 f o r property damage i n one accident 

Except as authorized by A r t i c l e 9 and by t h i s E x h i b i t "E", Unit Operator 
s h a l l not make any charge to the j o i n t account f o r insurance premiums. 
Losses not covered by Unit Operator's insurance (or by insurance required 
by t h i s Unit Operating Agreement to be carried f o r the b e n e f i t and a t 
the expense of the pa r t i e s hereto) s h a l l be charged t o the j o i n t account. 



RATIFICATION OF AGREEMENTS ENTITLED 
"UNIT AGREEMENT" AND "UNIT OPERATING AGREEMENT" 

MARALO JALMAT YATES UNIT 
LEA COUNTY, NEW MEXICO 

KNOW ALL MEN BY THESE PRESENTS: 

WHEREAS, the undersigned owner (whether one or more) o f r o y a l t y i n t e r e s t s 
hereby acknowledge r e c e i p t of a t r u e copy o f the "Unit Agreement, Maralo 
Jalmat Yates U n i t Area, Lea County, New Mexico", dated October 17th , 
1977, h e r e i n a f t e r r e f e r r e d t o as t h e U n i t Agreement, and th e undersigned 
owner (whether one o r more) o f working i n t e r e s t s hereby acknowledges 
r e c e i p t o f a t r u e copy o f s a i d U n i t Agreement and a t r u e copy o f t h e 
"Uni t Operating Agreement, Maralo Jalmat Yates Uni t Area, Lea County, 
New Mexico", dated October 17th , 1977, h e r e i n a f t e r r e f e r r e d t o 
as the U n i t Operating Agreement; and 

WHEREAS, E x h i b i t s "A" and "B", attached t o s a i d U n i t Agreement, i d e n t i f y 
th e t r a c t s which may become a p a r t of the Maralo Jalmat Yates U n i t 
Area as i n i t i a l l y c o n s t i t u t e d , depending upon whether such t r a c t s 
q u a l i f y f o r i n c l u s i o n t h e r e i n as provided i n s a i d agreement; and 

WHEREAS, t h e undersigned represents t h a t i t i s a Royalty Owner or Working 
I n t e r e s t Owner, or bot h , as d e f i n e d i n s a i d U n i t Agreement, i n one o r 
more o f t h e T r a c t s i d e n t i f i e d by s a i d E x h i b i t s . 

NOW, THEREFORE, the undersigned owner o f r o y a l t y i n t e r e s t s o n l y d e s i r e s 
t o and does hereby r a t i f y and c o n f i r m s a i d U n i t Agreement and the under
signed owner o f working i n t e r e s t only or th e owner o f both working 
i n t e r e s t s and r o y a l t y i n t e r e s t s d e s i r e s t o and does hereby r a t i f y and 
c o n f i r m s a i d U n i t Agreement and s a i d U n i t Operating Agreement, w i t h 
r e spect t o a l l o f i t s i n t e r e s t i n a l l o f the Tracts i d e n t i f i e d by s a i d 
E x h i b i t s . 

IN WITNESS WHEREOF, each o f the undersigned p a r t i e s has executed t h i s 
i n s t r u m e n t on t h e date s e t f o r t h below opposite i t s s i g n a t u r e . 

DATED: January 5, 19?8 

By: : __.„;, ..... 

Assistant Secretary ' ) j ) \ 



(INDIVIDUAL) 

STATE OF ) 
) ss 

COUNTY OF ) 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day o f 1977, by 

Notary P u b l i c i n and f o r 
County, 

My Commission Expir e s : 

(JOINT) 

STATE OF ) 
) ss 

COUNTY OF ) 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day o f , 1977, by _____ 
and , h i s w i f e . 

Notary P u b l i c xn and f o r 
County, 

My Commission E x p i r e s : 

(CORPORATE) 

STATE OF TEXAS ) 

COUNTY'OF MIDLAND ] 

\ \ • 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 
5th day o f January , 197 8, by Leroy Esterak 

Vie^TResident o f Fluor O i l and Gas Corporation / 
a c o r p e 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 . 

C.L.Ware N o t a r y P u b l i c i n and f o r 
Midland C o u n t y , Texas 

My Commission E x p i r e s : 5-31-79 

(PARTNERSHIP) 

STATE OF ) 
) SS . 

COUNTY OF ) 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day of , 1977, by 

p a r t n e r ( s ) on behal f o f ^ , p a r t n e r s h i p . 

MriT-;=iT-v Public 
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RATIFICATION OF AGREEMENTS ENTITLED 
UNIT AGREEMENT" AND "UNIT OPERATING AGREEMENT 

MARALO JALMAT YATES UNIT 
LEA COUNTY, NEW MEXICO 

II 

KNOW ALL MEN BY THESE PRESENTS: 

WHEREAS, the undersigned owner (whether one or more) o f r o y a l t y i n t e r e s t s 
hereby acknowledge r e c e i p t o f a t r u e copy o f th e "Unit Agreement, Maralo 
Jalmat Yates U n i t Area, Lea County, New Mexico", dated October 17th 
1977, h e r e i n a f t e r r e f e r r e d t o as t h e U n i t Agreement, and the undersigned 
owner (whether one or more) o f working i n t e r e s t s hereby acknowledges 
r e c e i p t o f a t r u e copy o f s a i d U n i t Agreement and a t r u e copy o f th e 
"U n i t Operating Agreement, Maralo Jalmat Yates U n i t Area, Lea County, 
New Mexico", dated October I 7 t h , 1977, h e r e i n a f t e r r e f e r r e d t o 
as t h e U n i t Operating Agreement; and 

WHEREAS, E x h i b i t s "A" and "B", attached t o s a i d U n i t Agreement, i d e n t i f y 
t h e t r a c t s which may become a p a r t of the Maralo Jalmat Yates U n i t 
Area as i n i t i a l l y c o n s t i t u t e d , depending upon whether such t r a c t s 
q u a l i f y f o r i n c l u s i o n t h e r e i n as provide d i n s a i d agreement; and 

WHEREAS, t h e undersigned represents t h a t i t i s a Royalty Owner or Working 
I n t e r e s t Owner, or bo t h , as def i n e d i n s a i d U n i t Agreement, i n one o r 
more o f th e T r a c t s i d e n t i f i e d by s a i d E x h i b i t s . 

NOW, THEREFORE, the undersigned owner o f r o y a l t y i n t e r e s t s only d e s i r e s 
t o and does hereby r a t i f y and co n f i r m s a i d U n i t Agreement and the under
signed owner o f working i n t e r e s t only o r the owner o f both working 
i n t e r e s t s and r o y a l t y i n t e r e s t s d e s i r e s t o and does hereby r a t i f y and 
c o n f i r m s a i d U n i t Agreement and s a i d U n i t Operating Agreement, w i t h 
respect t o a l l o f i t s i n t e r e s t i n a l l o f the Tra c t s i d e n t i f i e d by s a i d 
E x h i b i t s . -

IN WITNESS WHEREOF, each o f the undersigned p a r t i e s has executed t h i s 
i n s t r u m e n t on t h e date s e t f o r t h below-ppposite i t s s i g n a t u r e . 

DATED: January 9, 1978 

Robert Watson 

Dawson George 

INDEPENDENT EXECUTORS OF THE ESTATE QF 
R« S. BRENNAND, JR., DECEASED 



I 

(INDIVIDUAL) 

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 acknowledged b e f o r e me t h i s 
9th flay 0 f January, 1978 •', xkSS^x, by Robert Watson aid Dawson George, 
I n d e p e n d e n t E x e c u t o r s of the Estate of R. S. Brennand, J r . , Deceased. 

V3^Y /i&^s_ ^<S^~t<L-

N o t a r y P u b l i c i n and f o r 
Midland C o u n t y , Texas 

My Commiss ion E x p i r e s 

(JOINT) 

STATE OF 

COUNTY OF 

) 

) ss 
) 

day o f 
and 

The f o r e g o i n g instrument was acknowledged b e f o r e me t h i s 
, 1977, by 

, h i s w i f e . 

Notary P u b l i c i n and f o r 
County, 

My Commission E x p i r e s : 

(CORPORATE) 

STATE OF ) 
) ss. 

COUNTY OF ) 

The f o r e g o i n g instrument was acknowledged b e f o r e me t h i s 
_____ day o f , 1977, by , 

of 
a c o r p o r a t i o n , on behal f o f s a i d c o r p o r a t i o n . 

Notary P u b l i c i n and f o r 
County, 

My Commission E x p i r e s : 

(PARTNERSHIP) 

STATE OF ) 
) ss. 

COUNTY OF ) 

The f o r e g o i n g instrument was acknowledged bef o r e me t h i s 
day o f , 1977, by 

p a r t n e r (s) on b e h a l f o f , p a r t n e r s h i p . 



RATIFICATION OF AGREEMENTS ENTITLED 
UNIT AGREEMENT" AND "UNIT OPERATING AGREEMENT 

MARALO JALMAT YATES UNIT 
LEA COUNTY, NEW MEXICO 

rt 

KNOW ALL MEN BY THESE PRESENTS: 

WHEREAS, the undersigned owner (whether one or more) o f r o y a l t y i n t e r e s t s 
hereby acknowledge r e c e i p t of a t r u e copy o f the "Unit Agreement, Maralo 
Jalmat Yates U n i t Area, Lea County, New Mexico", dated October 17th , 
1977, h e r e i n a f t e r r e f e r r e d t o as t h e U n i t Agreement, and the undersigned 
owner (whether one or more) o f working i n t e r e s t s hereby acknowledges 
r e c e i p t o f a t r u e copy o f sa i d U n i t Agreement and a t r u e copy o f t h e 
"Unit Operating Agreement, Maralo Jalmat Yates Uni t Area, Lea County, 
New Mexico", dated October 17th , 1977, h e r e i n a f t e r r e f e r r e d t o 
as t h e U n i t Operating Agreement; and 

WHEREAS, E x h i b i t s "A" and "B", attached t o s a i d U n i t Agreement, i d e n t i f y 
t h e t r a c t s which may become a p a r t of the Maralo Jalmat Yates U n i t 
Area as i n i t i a l l y c o n s t i t u t e d , depending upon whether such t r a c t s 
q u a l i f y f o r i n c l u s i o n t h e r e i n as pr o v i d e d i n s a i d agreement; and 

WHEREAS, t h e undersigned represents t h a t i t i s a Royalty Owner or Working 
I n t e r e s t Owner, or both, as d e f i n e d i n s a i d U n i t Agreement, i n one o r 
more o f t h e T r a c t s i d e n t i f i e d by s a i d E x h i b i t s . 

NOW, THEREFORE, the undersigned owner o f r o y a l t y i n t e r e s t s o n l y d e s i r e s 
t o and does hereby r a t i f y and c o n f i r m s a i d U n i t Agreement and the under
signed owner o f working i n t e r e s t o n l y or the owner o f both working 
i n t e r e s t s and r o y a l t y i n t e r e s t s d e s i r e s t o and does hereby r a t i f y and 
c o n f i r m s a i d U n i t Agreement and s a i d U n i t Operating Agreement, w i t h 
r e spect t o a l l o f i t s i n t e r e s t i n a l l o f the Tracts i d e n t i f i e d by s a i d 
E x h i b i t s . 

IN WITNESS WHEREOF, each o f the undersigned p a r t i e s has executed t h i s 
i n s t r u m e n t on t h e date s e t f o r t h below opposite i t s s i g n a t u r e . 

DATED : 1 " "2- H " 1 ft 

T. J. Brown, Independent Executor, 

Estate o f R. DeChicchis 



(INDIVIDUAL) 

STATE OF TEXAS ) 
) ss 

COUNTY OF MIDLAND ) 

The f o r e g o i n g instrument was acknowledged before me t h i s 
.„ day o f Q_, „ < y ', 1977, by T. J. Brown, Executor 

/ / /~" ' 

v.' ;'.-/. /* 

My Commission -Expires 

Notary Publie in and for 
s*>,.-JS County, ^'S^/e 

STATE OF ) 
) ss 

COUNTY OF ) 

(JOINT) 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day o f , 1977, by ; 
and , h i s w i f e . 

Notary P u b l i c i n and f o r 
County, 

My Commission E x p i r e s : 

(CORPORATE) 

STATE OF ) 
) ss. 

COUNTY OF ) 

The f o r e g o i n g instrument was acknowledged before me t h i s 
______ day o f , 1977, by 

of 
a c o r p o r a t i o n , on behalf of s a i d c o r p o r a t i o n , 

Notary P u b l i c i n and f o r 
County, 

My Commission E x p i r e s : 

(PARTNERSHIP) 

STATE OF ) 
) ss. 

COUNTY OF ) 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day of , 1977, by 

p a r t n e r ( s ) on b e h a l f o f , p a r t n e r s h i p . 



RATIFICATION OF AGREEMENTS ENTITLED 
UNIT AGREEMENT" AND "UNIT OPERATING AGREEMENT" 

MARALO JALMAT YATES UNIT 
LEA COUNTY, NEW MEXICO 

KNOW ALL MEN BY THESE PRESENTS: 

WHEREAS, the undersigned owner (whether one or more) o f r o y a l t y i n t e r e s t s 
hereby acknowledge r e c e i p t o f a t r u e copy o f the "Unit Agreement, Maralo 
Jalmat Yates Unit Area, Lea County, New Mexico", dated October 17th , 
1977, h e r e i n a f t e r r e f e r r e d t o as th e U n i t Agreement, and the undersigned 
owner (whether one o r more) o f working i n t e r e s t s hereby acknowledges 
r e c e i p t o f a t r u e copy o f s a i d U n i t Agreement and a t r u e copy o f t h e 
"Un i t Operating Agreement, Maralo Jalmat Yates U n i t Area, Lea County, 
New Mexico", dated October 17th , 1977, h e r e i n a f t e r r e f e r r e d t o 
as the U n i t Operating Agreement; and 

WHEREAS, E x h i b i t s "A" and "B", attached t o s a i d U n i t Agreement, i d e n t i f y 
t h e t r a c t s which may become a p a r t of the Maralo Jalmat Yates U n i t 
Area as i n i t i a l l y c o n s t i t u t e d , depending upon whether such t r a c t s 
q u a l i f y f o r i n c l u s i o n t h e r e i n as provided i n s a i d agreement; and 

WHEREAS, th e undersigned represents t h a t i t i s a Royalty Owner or Working 
I n t e r e s t Owner, or both, as def i n e d i n s a i d U n i t Agreement, i n one or 
more o f th e Tracts i d e n t i f i e d by s a i d E x h i b i t s . 

NOW, THEREFORE, the undersigned owner o f r o y a l t y i n t e r e s t s o n l y d e s i r e s 
t o and does hereby r a t i f y and c o n f i r m s a i d U n i t Agreement and the under
signed owner o f working i n t e r e s t only or the owner o f both working 
i n t e r e s t s and r o y a l t y i n t e r e s t s desires t o and does hereby r a t i f y and 
c o n f i r m s a i d U n i t Agreement and s a i d U n i t Operating Agreement, w i t h 
r e s p e c t t o a l l o f i t s i n t e r e s t i n a l l o f the Tracts i d e n t i f i e d by s a i d 
E x h i b i t s . 

IN WITNESS WHEREOF, each o f the undersigned p a r t i e s has executed t h i s 
i n s t r u m e n t on th e date s e t f o r t h below opposite i t s signature.. 

DATED: January 26, 1978 Mobil Oil Corporation 

ATTORNEY;- IN 'F.ACI 



(INDIVIDUAL) 

STATE OF ) 
) ss 

COUNTY OF ) 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day o f _____ _, 1977, by 

Notary P u b l i c i n and f o r 
County, 

My Commission Expires 

(JOINT) 

STATE OF ) 
) ss 

COUNTY OF ) 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day o f , 1977, by 
and , h i s w i f e . 

Notary Public i n and f o r 
County, 

My Commission Expires 

(CORPORATE) 

STATE OF TEXAS 

COUNTY OF HARRIS 

) 
) S S , 

) 

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 
26th day o f January , 1973 , by P. E. Harrison 

o f At torney- in-Fact MOBIL OIL 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 . 

Jh ~2 
N o t a r y P u b l i c i n l a n d f o r 

Harr is C o u n t y , Texas 

My Commiss ion E x p i r e s : 
DOTTI H. JONES 

Notary Public in and for Harris County, Texas 
My Commission Expires ,*,....,„,.« 

June 7, 1979 

(PARTNERSHIP) 

STATE OF ) 
) ss. 

COUNTY OF ) 

The f o r e g o i n g instrument was acknowledged bef o r e me t h i s 
day o f , 1977, by 

p a r t n e r (s) on behal f o f , p a r t n e r s h i p . 
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RATIFICATION OF AGREEMENTS ENTITLED 
UNIT AGREEMENT" AND "UNIT OPERATING AGREEMENT 

MARALO JALMAT YATES UNIT 
LEA COUNTY, NEW MEXICO 

II 

KNOW ALL MEN BY THESE PRESENTS: 

WHEREAS, the undersigned owner (whether one or more) of r o y a l t y i n t e r e s t s 
hereby acknowledge receipt of a true copy of the "Unit Agreement, Maralo 
Jalmat Yates.Unit Area, Lea County, New Mexico", dated October 17th , 
1977, h e r e i n a f t e r r e f e r r e d to as the Unit Agreement, and the undersigned 
owner (whether one or more) of working i n t e r e s t s hereby acknowledges 
r e c e i p t of a tr u e copy of said Unit Agreement and a true copy of the 
"Unit Operating Agreement, Maralo Jalmat Yates Unit Area, Lea County, 
New Mexico", dated October I 7 t h , 1977, hereinafter r e f e r r e d t o 
as the Unit Operating Agreement; and 

WHEREAS, Ex h i b i t s "A" and "B", attached to said Unit Agreement, i d e n t i f y 
the t r a c t s which may become a pa r t of the Maralo Jalmat Yates Unit 
Area as i n i t i a l l y c o n s t i t u t e d , depending upon whether such t r a c t s 
q u a l i f y f o r i n c l u s i o n t h e r e i n as provided i n said agreement; and 

WHEREAS, tho undersigned represents t h a t i t i s a Royalty Owner or Working 
I n t e r e s t Owner, or both, as defined i n said Unit Agreement, i n one or 
more of the Tracts i d e n t i f i e d by said E x h i b i t s . 

NOW, THEREFORE, the undersigned owner of r o y a l t y i n t e r e s t s only desires 
to and does hereby r a t i f y and confirm said Unit Agreement and the under
signed owner of working i n t e r e s t only or the owner of both working 
i n t e r e s t s and r o y a l t y i n t e r e s t s desires t o and does hereby r a t i f y cind 
confirm said Unit Agreement and said Unit Operating Agreement, w i t h 
respect t o a l l of i t s i n t e r e s t i n a l l of the Tracts i d e n t i f i e d by said 
E x h i b i t s . • 

IN WITNESS WHEREOF, each of the undersigned parties has executed t h i s 
instrument on the date set f o r t h below opposite i t s signature. 

C i t i e ^ Service Company 

DATED: Feb rua ry 6, 1978 
VTce-pres iden t , Energy Resources Group 



(INDIVIDUAL) 

STATE OP ) 
) SS 

COUNTY OF ) 

The f o r e g o i n g instrument was acknowledged before me t h i s 
day o f 1977, by 

Notary P u b l i c i n and f o r 
County, 

My Commission Expires 

(JOINT) 

STATE OF ) 
) SS 

COUNTY OF ) 

The f o r e g o i n g i n s t r u m e n t was acknowledged be f o r e me t h i s 
day o f , 1977, by 
and , h i s w i f e . 

Notary P u b l i c i n and f o r 
County, 

My Commission Expires: 

(CORPORATE) 

STATE OF OKLAHOMA 

COUNTY OF TULSA 

) 

) ss. 
) 

6 t h 
The f o r e g o i n g i n s t r u m e n t was acknowledged before me t h i s 

day o f February , 197 8, by David A. Hentschel 
Vice P r e s i d e n t , Energy Resources Group o f C i t i e s Service Company, 
a c o r p o r a t i o n , on behalf o f s a i d c o r p o r a t i o n . 

Notary P u b l i c i n and f o r 
Tulsa County, Oklahoma 

My Commission Expires 

March 8, 1978 

(PARTNERSHIP) 

STATE OF ) 
) ss. 

COUNTY OF ) 

The fo r e g o i n g instrument was acknowledged before me t h i s 
day o f , 1977, by 

p a r t n e r ( s ) on behalf o f , p a r t n e r s h i p , 


