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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION OF THE 

SOUTH LUCKY LAKE QUEEN UNIT 
CHAVES COUNTY, NEW MEXICO 

THIS AGREEMENT, e n t e r e d i n t o as of the 1st day of Nov., 
1983, bv and between the p a r t i e s s u b s c r i b i n g , r a t i f y i n g or 
co n s e n t i n g h e r e t o , and h e r e i n r e f e r r e d t o as " P a r t i e s 
h e r e t o " " 

WITNESSETH: 

WHEREAS, the p a r t i e s h e r e t o a re the owners of w o r k i n g , 
r o y a l t y or o t h e r o i l or gas i n t e r e s t s i n the u n i t area 
s u b j e c t t o t h i s agreement? and 

WHEREAS, the M i n e r a l Leasing Act of February 25, 1920, 
(41 S t a t . 437, as Amended 30 U.S.C S e c t i o n s 181 e t seq.) 
a u t h o r i z e s f e d e r a l lessees and t h e i r r e p r e s e n t a t i v e s t o u n i t e 
w i t h each o t h e r , or j o i n t l y or s e p a r a t e l y w i t h o t h e r s i n 
c o l l e c t i v e l y a d o p t i n g and o p e r a t i n g a u n i t p l a n of development 
or o p e r a t i o n of any o i l or gas p o o l , f i e l d , or l i k e area, or 
any p a r t t h e r e o f f o r the purpose of more p r o p e r l y c o n s e r v i n g 
the n a t u r a l r e s o u r c e s t h e r e o f whenever determined and 
c e r t i f i e d by the S e c r e t a r y Of The I n t e r i o r t o be necessary 
or a d v i s a b l e i n the p u b l i c i n t e r e s t " and 

WHEREAS, the Commissioner of P u b l i c Lands of the S t a t e 
of New Mexico i s a u t h o r i z e d by an Act of the L e g i s l a t u r e 
(Sec. 3, Chap. 88, Laws 1943 as amended by S e c t i o n I of Chap. 
162, Laws of 1951, Chap. 7, A r t 11, Sec. 39, N.M.S. 1953 
Ann.) t o consent t o or approve t h i s Agreement on b e h a l f of 
the S t a t e of New Mexico, i n s o f a r as i t covers and i n c l u d e s 
lands and m i n e r a l i n t e r e s t s of the S t a t e of New Mexico, and 

WHEREAS, the Commissioner of P u b l i c Lands of the S t a t e 
of New Mexico i s a u t h o r i z e d by an Act of the L e g i s l a t u r e 
(Sec. 3, Chap. 88, Laws of 1943, as amended by Sec. 1, Chap. 
162, Laws of 1951, Chap. 7, A r t . 11, Sec. 4 1 , N.M.S. and 
1953 Ann.) t o amend w i t h the approval of the les s e e , any 
o i l and gas lease embracing S t a t e lands so t h a t t h e l e n g t h of 
the term of s a i d lease may c o i n c i d e w i t h the term of such 
u n i t i z e d development and o p e r a t i o n of S t a t e l a n d s , and 

WHEREAS, the O i l C o n s e r v a t i o n Commission of the S t a t e 
of New Mexico i s a u t h o r i z e d bv law (Chap. 72, Laws of 1935, 
as amended by Chap. 193, Laws of 1937, Chap. 166, Laws of 
1941, and Chap. 168, Laws of 1949) t o approve t h i s agreement, 
and the c o n s e r v a t i o n p r o v i s i o n s h e r e o f ; and 



WHEREAS, the p a r t i e s h e r e t o h o l d s u f f i c i e n t i n t e r e s t s 
i n the South Lucky Lake Queen U n i t c o v e r i n g the land 
h e r e i n a f t e r d e s c r i b e d t o g i v e r e a s o n a b l y e f f e c t i v e c o n t r o l 
of o p e r a t i o n t h e r e i n ? and 

WHEREAS:, i t i s the purpose of the p a r t i e s t o conserve 
n a t u r a l r e s o u r c e s , t o pre v e n t waste and secure the other-
b e n e f i t s o b t a i n a b l e t h r o u g h development and o p e r a t i o n of 
the area s u b j e c t t o t h i s Agreement under the terms, con
d i t i o n s and l i m i t a t i o n s h e r e i n s e t f o r t h . 

NOW, THEREFORE, i n c o n s i d e r a t i o n of the premises 
h e r e i n c o n t a i n e d , t h e p a r t i e s h e r e t o commit t o t h i s Agree
ment t h e i r r e s p e c t i v e i n t e r e s t s i n the u n i t i z e d f o r m a t i o n 
of t h e below d e f i n e d U n i t Area, and agree s e v e r a l l y among 
themselves as f o l l o w s ? 

SECTION 1. ENABLING ACT AND REGULATIONS. The Mi n e r a l 

L e a sing Act of February 25, 1920, as amended, supra, and 
a l l v a l i d p e r t i n e n t r e g u l a t i o n s , i n c l u d i n g o p e r a t i n g and 
u n i t p l a n r e g u l a t i o n s , h e r e t o f o r e i s s u e d t h e r e u n d e r and 
v a l i d , p e r t i n e n t and reasonable r e g u l a t i o n s hereafter-
issued t h e r e u n d e r a re accepted and made a p a r t of t h i s 
Agreement as t o Federal l a n d s , p r o v i d e d such r e g u l a t i o n s 
are not i n c o n s i s t e n t w i t h t h e terms of t h i s agreement; and 
as t o non-Federal l a n d s , the o i l and gas o p e r a t i n g r e g u l a 
t i o n s i n e f f e c t as of the e f f e c t i v e date hereof g o v e r n i n g 
d r i l l i n g and pr o d u c i n g o p e r a t i o n s , not i n c o n s i s t e n t w i t h 
the terms hereof or the laws of the S t a t e i n which the 
non-Federal l a n d i s l o c a t e d , are hereby accepted and made 
a p a r t of t h i s Agreement. 

SECTION 2. UNIT AREA AND DEFINITIONS. For the pur

pose of t h i s Agreement, t he f o l l o w i n g terms and exp r e s s i o n s 
as used h e r e i n s h a l l mean: 

(a) " U n i t Area" i s d e f i n e d as those lands d e s c r i b e d 
i n E x h i b i t "B" and d e p i c t e d on E x h i b i t "A" he r e o f , and such 
land i s hereby d e s i g n a t e d and re c o g n i z e d as c o n s t i t u t i n g 
the U n i t Area, c o n t a i n i n g 880 acr e s , more or l e s s , i n 
Chaves County, New Mexico. 

<b> "Land Commissioner" i s d e f i n e d as the Commissioner-
of P u b l i c Lands of the S t a t e of New Mexico. 

( c ) "Commission" i s d e f i n e d as the O i l C o n s e r v a t i o n 
Commission of the S t a t e of New Mexico. 

(d> " D i r e c t o r " i s d e f i n e d as the bureau of Land 
Management. 



(e) " S e c r e t a r y " i s d e f i n e d as the S e c r e t a r y of the 
I n t e r i o r of the U n i t e d S t a t e s of America, or h i s duly-
a u t h o r i z e d d e l i s a t e . 

( f ) "Department" i s d e f i n e d as the Department of the 
I n t e r i o r of the U n i t e d S t a t e of America. 

(g) " A u t h o r i z e d O f f i c e r " i s d e f i n e d as D i s t r i c t Manager 
of the Bureau of Land Management f o r the area i n which the 
U n i t Area i s s i t u a t e d . 

(h) " U n i t i z e d F o r m a t i o n " s h a l l mean t h a t subsurface 
p o r t i o n of the U n i t Area commonly known as the "Queen 
Form a t i o n , and which i s the same f o r m a t i o n t h a t was en
c o u n t e r e d between the logged depths of 1750" (subsea 
e l e v a t i o n of +2105'") and 1800" (subsea e l e v a t i o n of +2055") 
i n D a l p o r t O i l C o r p o r a t i on" s .Jones Federal #2 as shown on 
the Western Company Gamma Neutron 1os of s a i d w e l l dated 
A p r i l 12, 1976, which w e l l i s l o c a t e d 990" FSL and 330" 
FWL of S e c t i o n 22, T-15-S, R-29-E, Chaves County, New 
Mexi co. 

( i ) " U n i t i z e d Substances" are a l l o i l , gas, gaseous 
substances, s u l p h u r c o n t a i n e d i n gas, condensate, d i s 
t i l l a t e and a l l a s s o c i a t e d and c o n s t i t u e n t l i q u i d or 
l i q u e f i a b l e hydrocarbons w i t h i n and produced from the 
U n i t i z e d F o r m a t i o n , of the U n i t i z e d Land. 

( j ) " T r a c t " i s each p a r c e l of land d e s c r i b e d as 
such and g i v e n a T r a c t number i n E x h i b i t "B". 

( k ) " T r a c t P a r t i c i p a t i o n " i s d e f i n e d as the p e r 
centage of p a r t i c i p a t i o n shown on E x h i b i t "C" fer
a l l o c a t i n g U n i t i z e d Substances t o a T r a c t under t h i s 
Agreement. 

(1) " U n i t P a r t i c i p a t i o n " i s the sum of the percentages 
o b t a i n e d by m u l t i p l y i n g the Working I n t e r e s t Owner i n each 
T r a c t bv the T r a c t P a r t i c i p a t i o n of such T r a c t . 

(rn) "Working I n t e r e s t " i s the r i g h t t o search f o r , p r o 
duce and a c q u i r e U n i t i z e d Substances whether h e l d as an i n c i 
dent of ownership of m i n e r a l fee simple t i t l e , under an o i l 
and gas l e a s e , or o t h e r w i s e h e l d , which i n t e r e s t i s charge
a b l e w i t h and o b l i g a t e d t o pay or bear, e i t h e r i n cash or out 
of p r o d u c t i o n , or o t h e r w i s e , a l l or a p o r t i o n of the cost of 
d r i l l i n g , d e v e l o p i n g and p r o d u c i n g the U n i t i z e d Substances 
from the U n i t i z e d Formation and o p e r a t i o n s t h e r e o f hereunder. 
Pr o v i d e d t h a t any r o y a l t y i n t e r e s t c r e a t e d out of a working 
i n t e r e s t subsequent t o the e x e c u t i o n of t h i s Agreement by the 
owner of the w o r k i n g i n t e r e s t s h a l l c o n t i n u e t o he s u b j e c t 
t o such w o r k i n g i n t e r e s t burdens and o b l i g a t i o n s . 



< n) "Work i n s I n t e r e s t Owner" i s anv p a r t y h e r e t o owning 
a Working I n t e r e s t , i n c l u d i n g a c a r r i e d w o r k i n g i n t e r e s t 
owner, h o l d i n g an i n t e r e s t i n U n i t i z e d Substances bv v i r t u e 
of a l e a s e , o p e r a t i n g agreement, fee t i t l e or o t h e r w i s e . 
The owner of O i l and Gas R i g h t s t h a t are f r e e of lease or-
o t h e r i n s t r u m e n t c r e a t i n g a Working I n t e r e s t i n another s h a l l 
be regarded as a Working I n t e r e s t Owner t o the e x t e n t of 
sev e n - e i g h t h s (7/8) of 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 R o y a l t y Owner w i t h r e s p e c t t o h i s r e m a i n i n g one-
e i g h t h (1/8) i n t e r e s t t h e r e i n . 

(o) " R o y a l t y I n t e r e s t " or " R o y a l t y " i s an i n t e r e s t r e 
served t o the o r i g i n a l l e s s o r or o t h e r p a r t y i n or r i g h t t o 
r e c e i v e a p o r t i o n of the U n i t i z e d Substances or the proceeds 
t h e r e o f , but does not i n c l u d e any o v e r r i d i n g r o y a l t y i n t e r e s t , 
o i l payment i n t e r e s t , net p r o f i t c o n t r a c t s , or anv other-
payments or burdens which does not c a r r y w i t h i t the r i g h t t o 
search f o r and produce U n i t i z e d Substances. 

(p) " R o y a l t y Owner" i s the owner of a R o y a l t y I n t e r e s t . 

(=i) " U n i t O p e r a t i n g Agreement" i s the agreement e n t e r e d 
i n t o bv and between the U n i t Operator and the Working I n 
t e r e s t owners as p r o v i d e d i n s e c t i o n 9, i n f r a , and s h a l l be 
s t v l e d " U n i t O p e r a t i n g Agreement, South Lucky Lake Queen 
U n i t , Chaves Csuntv, New Mexico". 

( r ) " O i l and Gas R i g h t s " i s the r i g h t t o e x p l o r e , dev
e l o p and o p e r a t e lands w i t h i n the U n i t Area f o r the produc
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 
o b t a i n e d or the proceeds t h e r e o f . 

( s ) "Outside Substances" i s anv substance o b t a i n e d from 
anv source o t h e r than the U n i t i z e d Formation and i n j e c t e d 
i n t o the U n i t i z e d F o r mation. 

( t ) " U n i t Manager" i s anv person or c o r p o r a t i o n ap
p o i n t e d bv Working I n t e r e s t Owners t o p e r f o r m the d u t i e s of 
U n i t Operator u n t i l t h e s e l e c t i o n and q u a l i f i c a t i o n of a 
successor U n i t Operator as p r o v i d e d f o r i n S e c t i o n 7 h e r e o f . 

(u) " U n i t Operator" i s the p a r t y d e s i g n a t e d bv Working 
I n t e r e s t Owners under the U n i t O p e r a t i n g Agreement t o conduct 
U n i t O p e r a t i o n s . 

( v ) " U n i t O p e r a t i o n s " i s any o p e r a t i o n conducted pur
suant t o t h i s Agreement and the U n i t O p e r a t i n g Agreement. 

(w) U n i t Equipment" i s 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 o t h e r f a c i l i t i e s and e q u i p 
ment taken over or o t h e r w i s e a c q u i r e d f o r the J o i n t account 
f o r use i n U n i t O p e r a t i o n s . 



( x ) " U n i t Expense" i s a l l c o s t , expense, or i n d e b t e d 
ness i n c u r r e d pursuant t o t h i s Agreement and the U n i t Operat
i n g Agreement f o r or on account of U n i t O p e r a t i o n s . 

(v) " O v e r r i d i n g R o v a l t v I n t e r e s t " i s an i n t e r e s t i n or 
r i g h t t o r e c e i v e a p o r t i o n of the U n i t i z e d Substances or the 
proceeds t h e r e f r o m as an o v e r r i d i n g r o v a l t v i n t e r e s t , o i l 
Payment i n t e r e s t , net p r o f i t s c o n t r a c t s , or anv o t h e r payment 
or burden, e x c l u s i v e of a R o y a l t y I n t e r e s t , which does not 
c a r r y w i t h i t the r i g h t t o search f o r or produce U n i t i z e d 
Substances. 

SECTION 3. EXHIBITS. E x h i b i t "A" a t t a c h e d h e r e t o i s 

a map showing the U n i t Area and the boundaries and i d e n t i t y 
of t r a c t s and leases i n s a i d U n i t Area t o the e x t e n t known t o 
the U n i t Operator. E x h i b i t "B" a t t a c h e d h e r e t o i s a schedule 
showing, t o the e x t e n t known t o the U n i t Operator, the 
acreage c o m p r i s i n g each T r a c t , percentages and k i n d of owner
s h i p of o i l and gas i n t e r e s t s i n a l l land i n the U n i t Area. 
E x h i b i t "C" a t t a c h e d h e r e t o shows the T r a c t P a r t i c i p a t i o n 
of each T r a c t i n the U n i t Area. However, n o t h i n g h e r e i n or-
i n s a i d schedule or map s h a l l be c o n s t r u e d as a r e p r e s e n t a 
t i o n br any p a r t y h e r e t o as t o the ownership of any i n t e r e s t 
o t h e r than such i n t e r e s t or i n t e r e s t s as are shown i n s a i d 
map or schedule as owned by such p a r t y . E x h i b i t "D" a t t a c h e d 
h e r e t o i s the p r o v i s i o n s of paragraphs 1 t h r o u g h 7 of S e c t i o n 
202 of E x e c u t i v e Order 11246 as amended. E x h i b i t s , "A", "B", 
and "C" s h a l l be r e v i s e d bv the U n i t Operator whenever 
changes i n the U n i t Area render such r e v i s i o n necessary or 
when requeste d by the A u t h o r i z e d O f f i c e r , and copies of such 
r e v i s i o n s h a l l be f i l e d w i t h the Land Commissioner, and not 
l e s s than f i v e c o p i e s s h a l l be f i l e d w i t h the A u t h o r i z e d O f f i c e r 
The shapes and d e s c r i p t i o n s of 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 bv u s i n g t h e best i n f o r m a t i o n a v a i l a b l e . Each 
Working I n t e r e s t Owner i s r e s p o n s i b l e f o r s u p p l y i n g U n i t 
Operator w i t h a c c u r a t e i n f o r m a t i o n r e l a t i n g t o each Working 
I n t e r e s t Owner's I n t e r e s t . I f i t s u b s e q u e n t l y appears t h a t 
anv T r a c t , because of d i v e r s e r o y a l t y or w o r k i n g i n t e r e s t 
ownership on the 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 , or when anv r e v i s i o n i s requested 
bv the A u t h o r i z e d O f f i c e r , or any c o r r e c t i o n of anv error-
o t h e r than mechanical m i s c a l c u l a t i o n s or c l e r i c a l i s needed, 
then the U n i t O p e r a t o r , w i t h the approval of the Working 
I n t e r e s t owners, may c o r r e c t the mistake bv r e v i s i n g 
the 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 of 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 d e 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 of an e x h i b i t made prior- t o t h i r t y <30) 
davs a f t e r the E f f e c t i v e Date s h a l l be e f f e c t i v e as of 
the E f f e c t i v e Date. Each o t h e r such r e v i s i o n of 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 the f i r s t day of the 



c a l a n d a r month next f o l l o w i n g the f i l i n g f o r r e c o r d of 
the r e v i s e d e x h i b i t or on such o t h e r date as mav be 
determined by Working I n t e r e s t Owners and set f o r t h i n the 
r e v i s e d e x h i b i t . Copies of such r e v i s i o n s h a l l be f i l e d 
w i t h the Land Commissioner, and not l e s s than f o u r copies 
s h a l l be f i l e d w i t h the A u t h o r i s e d O f f i c e r . I n any such 
r e v i s i o n , t h e r e 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 or 
a d justment of U n i t Expense or of i n t e r e s t s i n the U n i t i z e d 
Substances produced, or proceeds t h e r e o f . 

SECTION 4. EXPANSION. The above d e s c r i b e d U n i t Area 

may when p r a c t i c a b l e be expanded t o i n c l u d e t h e r e i n anv add
i t i o n a l T r a c t or T r a c t s regarded as r e a s o n a b l y necessary 
or a d v i s a b l e f o r the purposes of t h i s Agreement. Such 
expansion s h a l l be e f f e c t e d i n the f o l l o w i n g manner: 

(a) The Working I n t e r e s t Owner or Owners of a T r a c t or 
T r a c t s d e s i r i n g t o b r i n g such T r a c t or T r a c t s i n t o t h i s u n i t , 
s h a l l f i l e an a p p l i c a t i o n t h e r e f o r w i t h U n i t Operator r e q u e s t 
in g such admission. 

(b) U n i t Operator s h a l l c i r c u l a t e a n o t i c e of the p r o 
posed expansion t o each Working I n t e r e s t Owner i n the U n i t 
Area and i n t h e T r a c t proposed t o be i n c l u d e d i n the U n i t , 
s e t t i n g out the b a s i s f o r a d mission, the T r a c t P a r t i c i p a t i o n 
t o be assigned t o each T r a c t i n the e n l a r g e d U n i t Area and 
o t h e r p e r t i n e n t data. A f t e r n e g o t i a t i o n ( a t Working I n t e r e s t 
Owner's meeting or o t h e r w i s e ) i f a t l e a s t t h r e e Working I n 
t e r e s t Owners having i n the aggregate s e v e n t y - f i v e percent 
(757.) U n i t P a r t i c i p a t i o n then i n e f f e c t have agreed t o i n 
c l u s i o n of such T r a c t or T r a c t s i n the U n i t Area, the U n i t 
Operator s h a l 1 : 

(1) A f t e r o b t a i n i n g p r e l i m i n a r y concurrence bv the 
D i r e c t o r , or h i s a u t h o r i z e d o f f i c e r and the Land Commissioner 
prepare a n o t i c e of proposed expansion d e s c r i b i n g the contemp
l a t e d changes i n the boundaries of the U n i t Area, the reason 
t h e r e f o r , the b a s i s f o r admission of the a d d i t i o n a l T r a c t or 
T r a c t s , the T r a c t P a r t i c i p a t i o n t o be assigned t h e r e t o and 
the proposed e f f e c t i v e date t h e r e o f ; and 

(2) D e l i v e r copies of s a i d n o t i c e t o the Land Commis
s i o n e r , the A u t h o r i z e d o f f i c e r , each Working I n t e r e s t Owner and t o 
the lessee and l e s s o r whose i n t e r e s t s are a f f e c t e d , a d v i s i n g 
such p a r t i e s t h a t t h i r t y (30) davs w i l l be a l l o w e d f o r 
submission t o the U n i t Operator of any o b j e c t i o n to such 
proposed expansion; and 

(3) F i l e , upon the e x p i r a t i o n of s a i d t h i r t y (30) day 
p e r i o d as s e t out i n (2) i m m e d i a t e l y above w i t h the Land 
Commissioner and A u t h o r i z e d O f f i c e r the f o l l o w i n g : (a) Evidence 
of m a i l i n g or d e l i v e r i n g copies of s a i d n o t i c e of expansion; 



(b) An a p p l i c a t i o n f o r approval of such expansion; ( c ) An 
in s t r u m e n t c o n t a i n i n g the a p p r o p r i a t e j o i n d e r s i n compliance 
w i t h the p a r t i c i p a t i o n r e q u i r e m e n t s of S e c t i o n 14? and Sec
t i o n 32* i n f r a ; and (d) A COPY of a l l o b j e c t i o n s r e c e i v e d 
along w i t h the o p e r a t o r s response t h e r e t o . 

The expansion s h a l l , a f t e r due c o n s i d e r a t i o n of a l l 
p e r t i n e n t i n f o r m a t i o n and approval bv the Land Commissioner 
and the A u t h o r i z e d O f f i c e r , become e f f e c t i v e as of the date p r e 
s c r i b e d i n the n o t i c e t h e r e o f , p r e f e r a b l y the f i r s t day of a 
month subsequent t o the date of n o t i c e . The 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 of the r e s p e c t i v e T r a c t s i n c l u d e d w i t h i n the 
U n i t Area p r i o r t o such enlargement s h a l l remain the same 
r a t i o one t o ano t h e r . 

SECTION 5. UNITIZED LAND. A l l land committed t o t h i s 

Agreement as t o the U n i t i z e d Formation s h a l l c o n s t i t u t e land 
r e f e r r e d t o h e r e i n as " U n i t i z e d Land" or "Land s u b j e c t t o 
t h i s Agreement". N o t h i n g h e r e i n s h a l l be con s t r u e d t o 
u n i t i z e , p o o l , or i n any war a f f e c t the o i l , gas and ot h e r 
m i n e r a l s c o n t a i n e d i n or t h a t may be produced from anv f o r 
mation o t h e r than the U n i t i z e d Formation as d e f i n e d i n 
S e c t i o n 2 <h) of t h i s Agreement. 

SECTION 6. UNIT OPERATOR. Burk R o y a l t y Co. i s hereby 

d e s i g n a t e d the U n i t Operator, and by s i g n i n g t h i s i n s t r u m e n t 
as U n i t Operator agrees and consents t o accept the d u t i e s 
and o b l i g a t i o n s of U n i t Operator f o r the o p e r a t i o n , develop
ment and p r o d u c t i o n of U n i t i z e d Substances as h e r e i n p r o v i d e d . 
Whenever r e f e r e n c e i s made h e r e i n t o the U n i t Operator, such 
r e f e r e n c e means the U n i t Operator a c t i n g i n t h a t c a p a c i t y and 
not as an owner of i n t e r e s t s i n U n i t i z e d Substances, when 
such i n t e r e s t s are owned by i t and the term "Working I n t e r e s t 
Owner" when used h e r e i n s h a l l i n c l u d e or r e f e r t o the U n i t 
Operator as the owner of a Working I n t e r e s t when such an i n 
t e r e s t i s owned bv i t . 

The i n t e r e s t of Working I n t e r e s t Owners and the U n i t 
Operator i n the U n i t Area s h a l l be s u b j e c t t o a r e c i p r o c a l 
l i e n and s e c u r i t y i n t e r e s t t o the e x t e n t p r o v i d e d i n the U n i t 
O p e r a t i n g Agremeent. 

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. 

U n i t Operator s h a l l have the r i g h t t o r e s i g n a t any ti m e , but 
such r e s i g n a t i o n s h a l l not become e f f e c t i v e so as t o r e l e a s e 
U n i t Operator from the d u t i e s and o b l i g a t i o n s of U n i t Opera
t o r and t e r m i n a t e U n i t Operator's r i g h t s as such f o r a p e r i o d 
of s i x (6) months a f t e r w r i t t e n n o t i c e of i n t e n t i o n t o r e s i g n 
has been g i v e n by U n i t Operator t o a l l Working I n t e r e s t Owners, 
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the Land Commissi oner and the A u t h o r i z e d O f f i c e r unless a new 
U n i t Operator s h a l l have taken over and assumed the d u t i e s 
and o b l i g a t i o n s of U n i t Operator p r i o r t o the e x p i r a t i o n of 
s a i d p e r i o d . The r e s i g n a t i o n or removal of U n i t Operator-
s h a l l not r e l e a s e U n i t Operator from anv l i a b i l i t y for- any 
d e f a u l t by i t hereunder o c c u r r i n g prior- t o the e f f e c t i v e date 
of i t s r e s i g n a t i o n or removal. 

The U n i t Operator s h a l l be s u b j e c t t o removal by Working 
I n t e r e s t Owners having i n the aggregate seventy percent < 70"/.) 
or- more U n i t P a r t i c i p a t i o n then i n e f f e c t e x c l u s i v e of the 
Working I n t e r e s t Owner who i s the U n i t Operator. Such r e 
moval s h a l l be e f f e c t i v e upon n o t i c e t h e r e o f t o the Land 
Commissioner and the S u p e r v i s o r . 

I n a l l such i n s t a n c e s of e f f e c t i v e r e s i g n a t i o n or- r e 
moval, u n t i l a successor t o U n i t Operator i s s e l e c t e d and ap
proved as h e r e i n a f t e r p r o v i d e d , the Working I n t e r e s t Owners 
s h a l l be j o i n t l y r e s p o n s i b l e f o r the performance of the 
d u t i e s of the U n i t Operator and s h a l l , not late r - than t h i r t y 
(30) davs b e f o r e such r e s i g n a t i o n or removal becomes e f f e c 
t i v e , a p p o i n t a U n i t Manager t o r e p r e s e n t them i n any a c t i o n 
t o be taken hereunder. 

The r e s i g n a t i o n or removal of U n i t Operator- under t h i s 
Agreement s h a l l not te m i n a t e i t s r i g h t , t i t l e or- i n t e r e s t as 
the owner of a Working I n t e r e s t or- o t h e r i n t e r e s t i n U n i t i z e d 
substances, but upon the r e s i g n a t i o n or removal of U n i t 
Operator becoming e f f e c t i v e , such U n i t Operator s h a l l d e l i v e r 
possession of a l l w e l l s , equipment, books and r e c o r d s , mat
e r i a l s , appurtenances and any other- a s s e t s used i n co n n e c t i o n 
w i t h the U n i t O p e r a t i o n s and owned by the Working I n t e r e s t 
Owners t o the new d u l y q u a l i f i e d successor U n i t Operator 
or t o the U n i t Manager i f no such new U n i t Operator i s 
e l e c t e d , t o be used f o r the pur-pose of c o n d u c t i n g U n i t 
O p e r a t i o n s hereunder. Not h i n g h e r e i n s h a l l be const r u e d as 
a u t h o r i z i n g the removal of any m a t e r i a l , equipment or ap
purtenances needed f o r the p r e s e r v a t i o n of any w e l l s . 
N o t h i n g h e r e i n c o n t a i n e d s h a l l be co n s t r u e d t o r e l i e v e or 
di s c h a r g e any U n i t Operator or U n i t Manager who r e s i g n s or
i s removed hereunder from any l i a b i l t i v or d u t i e s a c c r u i n g 
or performab1e by i t p r i o r t o the e f f e c t i v e date of such 
r e s i g n a t i o n or removal. 

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

Operator s h a l l t ender i t s r e s i g n a t i o n as U n i t Operator- or 
s h a l l be removed as hereinabove p r o v i d e d , the Working I n t e r 
e s t Owners s h a l l s e l e c t a successor U n i t Operator as h e r e i n 
p r o v i d e d . Such s e l e c t i o n s h a l l not become e f f e c t i v e u n t i l 
(a) a U n i t Operator so s e l e c t e d s h a l l accept i n w r i t i n g 
the d u t i e s and r e s p o n s i b i l i t i e s of U n i t Operator, and (b> 



the s e l e c t i o n s h a l l have been approved bv the Land Commis
s i o n e r and the A u t h o r i s e d O f f i c e r . I f no successor U n i t Operat 
or U n i t Manager i s s e l e c t e d and q u a l i f i e d as h e r e i n p r o v i d e d , 
the Land Commissioner and/or the D i r e c t o r , a t t h e i r e l e c t i o n , 
mav d e c l a r e t h i s Agreement t e r m i n a t e d . 

I n s e l e c t i n g a successor U n i t Operator the a f f i r m a t i v e 
v o t e of 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 s i x t y - f i v e p e r c e n t (657.) or more of the t o t a l U n i t P a r t i 
c i p a t i o n s h a l l p r e v a i l ; p r o v i d e d t h a t i f anv one Working 
I n t e r e s t Owner has a U n i t P a r t i c i p a t i o n of more than t h i r t y -
f i v e p e r c e n t (357.), i t s n e g a t i v e v o t e or f a i l u r e t o vote 
s h a l l not be regarded as s u f f i c i e n t unless supported bv the 
v o t e 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 U n i t P a r t i c i p a t i o n of a t l e a s t f i v e percent (57.). 
I f the U n i t Operator who i s removed v o t e s o n l y t o succeed 
i t s e l f or f a i l s t o v o t e , the successor U n i t Operator may
be s e l e c t e d bv the a f f i r m a t i v e v o t e of the owners of a t 
s e v e n t v - f i v e p e r c e n t (75%) of the U n i t P a r t i c i p a t i o n remain
i n g a f t e r e x c l u d i n g the U n i t P a r t i c i p a t i o n of U n i t Operator 
so removed. 

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING 

AGREEMENT. Cost and expenses i n c u r r e d bv U n i t Opera

t i o n s hereunder s h a l l be p a i d , a p p o r t i o n e d among and borne bv 
the Working I n t e r e s t Owners i n accordance w i t h the U n i t Oper
a t i n g Agreement. Such U n i t O p e r a t i n g Agreement s h a l l a l s o 
p r o v i d e the manner i n which the Working I n t e r e s t Owners s h a l l 
be e n t i t l e d t o r e c e i v e t h e i r - r e s p e c t i v e p r o p o r t i o n a t e and 
a l l o c a t e d share of the b e n e f i t s a c c r u i n g h e r e t o i n c o n f o r m i t y 
w i t h t h e i r u n d e r l y i n g o p e r a t i n g agreements, leases or other-
c o n t r a c t s and such o t h e r r i g h t s and o b l i g a t i o n s as between 
U n i t Operator and the Working I n t e r e s t Owners as mav be 
agreed upon bv the U n i t Operator and the Working I n t e r e s t 
Owners; however, no such U n i t O p e r a t i n g Agreement s h a l l be 
deemed e i t h e r t o m odify anv of the terms and c o n d i t i o n s of 
t h i s Agreement or t o r e l i e v e the U n i t Operator- of anv r i g h t 
or o b l i g a t i o n e s t a b l i s h e d under t h i s Agreement, and i n case 
of anv i n c o n s i s t e n c y of c o n f l i c t between t h i s Agreement and 
the U n i t O p e r a t i n g Agreement, t h i s Agreement s h a l l p r e v a i l . 
Copies of anv U n i t O p e r a t i n g Agreement executed pursuant t o 
t h i s S e c t i o n s h a l l be f i l e d w i t h the Land Commissioner and 
w i t h the A u t h o r i z e d O f i c e r as r e q u i r e d p r i o r t o approval of 
t h i s Agreement. 

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. 

Except as o t h e r w i s e s p e c i f i c a l l y p r o v i d e d h e r e i n the e x c l u 
s i v e r i g h t , p r i v i l e g e and duty of e x e r c i s i n g anv and a l l 
r i g h t s of the p a r t i e s h e r e t o which are necessary or convert-



i e n t f o r p r o s p e c t i n g f o r , p r o d u c i n g , s t o r i n g , a l l o c a t i n g and 
d i s t r i b u t i n g the U n i t i z e d Substances are hereby d e l e g a t e d t o 
and s h a l l be e x e r c i s e d by the U n i t Operator as h e r e i n p r o 
v i d e d . Upon r e q u e s t , a c c e p t a b l e evidence of t i t l e t o s a i d 
r i g h t s s h a l l be d e p o s i t e d w i t h s a i d U n i t Operator, and t o 
g e t h e r w i t h t h e Agreement, s h a l l c o n s t i t u t e and d e f i n e the 
r i g h t s , p r i v i l e g e s and o b l i g a t i o n s of U n i t Operator. Nothing 
h e r e i n , however, s h a l l be c o n s t r u e d t o t r a n s f e r t i t l e t o 
any land or t o any lease or o p e r a t i n g agreement, i t being un
de r s t o o d t h a t under t h i s Agreement t he U n i t Operator, i n i t s 
c a p a c i t y as U n i t Ope r a t o r , s h a l l e x e r c i s e t he r i g h t s of 
possession and use ve s t e d i n the p a r t i e s h e r e t o o n l y f o r 
the purposes h e r e i n s p e c i f i e d . 

SECTION 11. PLAN OF OPERATIONS. I t i s recognized and 

agreed bv the par-ties h e r e t o t h a t a l l of the land s u b j e c t 
t o t h i s Agreement i s reasonably proved t o be p r o d u c t i v e 
of U n i t i z e d Substances and t h a t t h e o b j e c t and pur-pose of 
t h i s Agreement i s t o f o r m u l a t e and t o put i n t o e f f e c t an 
improved r e c o v e r y p r o j e c t i n order t o e f f e c t a d d i t i o n a l 
r e c o v e r y of U n i t i z e d Substances, p r e v e n t waste and conserve 
n a t u r a l r e s o u r c e s . The p a r t i e s h e r e t o asree t h a t the U n i t 
Operator may, s u b j e c t t o the consent and approval of a Plan 
of O p e r a t i o n by the Working I n t e r e s t Owners, the A u t h o r i z e d 
O f f i c e r t h e Land Commissioner and the Commission, i n j e c t i n t o 
the U n i t i z e d F o r m a t i o n , t h r o u g h any w e l l or w e l l s completed 
t h e r e i n , b r i n e , w ater, a i r , gas, o i l , l i q u e f i e d petroleum 
gases and any one or more o t h e r substances or combina t i o n of 
substances whether produced from the U n i t i z e d Land or n o t , and 
t h a t the l o c a t i o n of i n p u t w e l l s and the r a t e s of i n j e c t i o n 
t h e r e i n s h a l l be governed by standards of good g e o l o g i c and 
pet r o l e u m e n g i n e e r i n g p r a t i c e s and c o n s e r v a t i o n methods. 
S u b j e c t t o l i k e a p p r o v a l the Plan of O p e r a t i o n mav be r e v i s e d 
as c o n d i t i o n s may w a r r a n t . 

The i n i t i a l Plan of O p e r a t i o n s h a l l be f i l e d w i t h the 
A u t h o r i z e d O f f i c e r , t h e Land Commissioner and the Commission 
concurrently w i t h t h e f i l i n g of t h i s Agreement for- f i n a l ap
p r o v a l . Said i n i t i a l Plan of O p e r a t i o n and a l l r e v i s i o n s t h e r e 
s h a l l be as complete and adequate as the A u t h o r i z e d O f f i c e r , t h 
Land Commissioner and the Commission may determine t o be 
necessary f o r t i m e l y o p e r a t i o n c o n s i s t e n t h e r e w i t h . Upon 
approval o f t h i s Agreement and the i n i t i a l p l a n by the 
A u t h o r i z e d O f f i c e r and Commissioner, s a i d p l a n , and a l l sub-
suquent1v approved plans s h a l l c o n s t i t u t e t h e o p e r a t i n g o b l i g a 
t i o n s of the U n i t Operator under t h i s Agreement f o r the 
p e r i o d s p e c i f i e d t h e r e i n . T h e r e a f t e r , from time t o time 
b e f o r e the e x p i r a t i o n of any e x i s t i n g p l a n , t he U n i t 
Operator s h a l l submit f o r l i k e a p p r o v a l a pl a n f o r an ad
d i t i o n ! s p e c i f i e d p e r i o d of o p e r a t i o n . A f t e r such opera
t i o n s are commenced, reasonable d i l i g e n c e s h a l l be e x e r c i s e d 



by the U n i t Operator i n complying w i t h the o b l i g a t i o n s of 
the approved Plan of O p e r a t i o n . 

N o t w i t h s t a n d i n g a n y t h i n g t o the c o n t r a r y h e r e i n c o n t a i n 
ed should t he U n i t Operator f a i l t o commence o p e r a t i o n of an 
improved r e c o v e r y p r o j e c t i n c o r p o r a t i n g the i n j e c t i o n of 
water w i t h i n one (1) year a f t e r the e f f e c t i v e date of t h i s 
Agreement, or any e x t e n s i o n t h e r e o f approved by the Author-is 
O f f i c e r and the Land Commissioner , t h i s Agreement s h a l l 
t e r m i n a t e a u t o m a t i c a l l y as of the date of d e f a u l t . 

SECTION 12. USE OF SURFACE AND USE OF WATER. The 

p a r t i e s have t o the e x t e n t of t h e i r r i g h t s and i n t e r e s t s , 
hereby g r a n t e d t o U n i t Opetator- the r i g h t t o use as much of 
the s u r f a c e of the U n i t i z e d Land as may reasonably be nec
essary 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 c o n s t r u e d as l e a s i n g or o t h e r w i s e conveying t o the 
the U n i t Operator a s i t e for- water, gas i n j e c t i o n or other-
p l a n t s or camp s i t e . 

U n i t Operator s h a l l have f r e e use of water or- b r i n e 
or both from the U n i t i z e d Land f o r U n i t O p e r a t i o n s , except 
water from any w e l l , l a k e , pond or- i r r i g a t i o n d i t c h of a 
Surface Owner, unless approval f o r such use i s g r a n t e d 
by the Surface Owner. 

U n i t Operator s h a l l pay the Owner f o r damages t o 
growing c r o p s , t i m b e r , fences, improvements and s t r u c t u r e s 
on the U n i t i z e d Land t h a t r e s u l t from U n i t O p e r a t i o n s . 

SECTION 13, TRACT PARTICIPATION. T r a c t P a r t i c i p a t i o n 

was determined by the f o l l o w i n g f o r m u l a : 

1/3 A/B + 1/3 C/D + 1/3 E/F 

A = Acre-Feet of o r i g i n a l l y p r o d u c t i v e o i l r e s e r v o i r 
from each T r a c t . 

B = Acre-Feet of o r i g i n a l l y p r o d u c t i v e o i l r e s e r v o i r 
from U n i t Area. 

C = Cumulative o i l p r o d u c t i o n from each t r a c t t hrough 
the rn o n t h o f J u n e , 1982. 

D = Cumulative o i l p r o d u c t i o n from u n i t t h r u the month 
of .June 1982. 

E = Present o i l p r o d u c t i o n from each t r a c t f o r the f i r s 



F = Present o i l p r o d u c t i o n from u n i t f o r 1st s i x months 
of 1982. 

SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and 

a f t e r the E f f e c t i v e Date hereof the T r a c t s w i t h i n the U n i t 
Area which s h a l l be e n t i t l e d t o p a r t i c i p a t i o n i n the produc
t i o n of U n i t i z e d Substances s h a l l be those T r a c t s more 
p a r t i c u l a r ! Y d e s c r i b e d i n E x h i b i t "B" t h a t corner or have 
a common boundary ( T r a c t s separated o n l y by a p u b l i c highway 
or a r a i l r o a d r i g h t of war s h a l l be c o n s i d e r e d t o have a com
mon 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 : 

(a) Each T r a c t as t o which Working I n t e r e s t Owners 
owning one hundred p e r c e n t (1007.) of 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 R o v a l t r 
Owners owning s e v e n t v - f i v e p e r c e n t (757.) or more of the 
R o v a l t v I n t e r e s t have become p a r t i e s t o t h i s agreement. 

(b> Each T r a c t as t o which Working I n t e r e s t Owners 
owning one hundred p e r c e n t (1007.) of 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 
R o y a l t y Owners owning l e s s than s e v e n t y — f i v e p e r c e n t (757.) 
of the R o v a l t v I n t e r e s t have become p a r t i e s t o t h i s Agree
ment, and as t o which (1) Working I n t e r e s t Owners, i n c l u d i n g 
the Working I n t e r e s t Owner who operates the T r a c t , owning a 
t o t a l of s e v e n t y — f i v e p e r c e n t (757.) or more or the Working 
I n t e r e s t i n such T r a c t t h a t i s committed t o t h i s agreement 
have J o i n e d i n a r e q u e s t f o r the 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 as t o which (2) Working I n t e r e s t Owners 
having s e v e n t - i — f i v e p e r c e n t (757.) or more of the combined 
U n i t P a r t i c i p a t i o n i n a l l T r a c t s t h a t meet the r e q u i r e m e n t s 
of S e c t i o n 14 (a) above have vo t e d i n f a v o r of the i n c l u s i o n 
of such t r a c t . ( 3 ) As t o leases issued bv the U n i t e d 
S t a t e s of America the j o i n d e r t o t h i s Agreement bv the 
lessee of r e c o r d s h a l l s u p p l a n t J o i n d e r of the R o v a l t v 
I n t e r e s t . 

( c ) Each T r a c t as t o which Working I n t e r e s t Owners own
in g l e s s than one hundred percent (1007.) of 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, r e g a r d l e s s of 
the percentage of R o v a l t v I n t e r e s t t h e r e i n t h a t i s committed 
h e r e t o , and as t o which (1) Working I n t e r e s t Owners, i n c l u d 
i n g the Working I n t e r e s t Owner who operates the T r a c t , owning 
a t o t a l of s e v e n t v - f i v e p e r c e n t (757.) or more of the Working 
I n t e r e s t i n such T r a c t t h a t i s committed t o t h i s Agreement 
have J o i n e d i n a reques t 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 , or o b l i g a t e d 
themselves t o execute and d e l i v e r , an i n d e m n i t y agreement 
i n d e m n i f y i n g and a g r e e i n g 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 as
s i g n s , a g a i n s t a l l c l a i m s and demands t h a t mav be made bv 



the owners of Working I n t e r e s t i n such T r a c t who are not 
p a r t i e s t o t h i s Agreement , and which a r i s e out of the i n 
c l u s i o n of the T r a c t i n the U n i t Area; and as t o which 
(2) Working I n t e r e s t Owners having s e v e n t v - f i v e percent 
(757.) or more of the U n i t P a r t i c i p a t i o n i n a l l T r a c t s t h a t 
meet the r e q u i r e m e n t s of S e c t i o n 14 (a) and 14 (b) have vot e d 
i n f a v o r of the i n c l u s i o n of such t r a c t and t o accept the 
in d e m n i t y agreement. Upon the i n c l u s i o n of such a T r a c t i n 
the U n i t Area? the T r a c t P a r t i c i p a t i o n s which would have been 
a t t r i b u t e d t o the n o n - s u b s c r i b i n g owners of Working I n t e r e s t 
i n such T r a c t , had thev become p a r t i e s t o t h i s Agreement 
and the U n i t O p e r a t i n g 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, and Joi n e d i n the i n d e m n i t y agreement, i n 
p r o p o r t i o n t o t h e i r r e s p e c t i v e Working I n t e r e s t s i n the 
t r a c t . 

I f on the E f f e c t i v e Date of t h i s Agreement t h e r e i s anv 
T r a c t or T r a c t s which have not been e f f e c t i v e l y committed t o 
or made s u b j e c t t o t h i s Agreement bv q u a l i f y i n g as above p r o 
v i d e d , then such T r a c t or T r a c t s s h a l l not be e n t i t l e d t o 
p a r t i c i p a t e hereunder. U n i t Operator s h a l l , when s u b m i t t i n g 
t h i s Agreement f o r f i n a l a pproval bv the Land Commissioner-
arid the A u t h o r i z e d O f f i c e r , f i l e t h e r e w i t h a schedule of those 
t r a c t s which have been committed and made s u b j e c t t o t h i s Agreement 
and are e n t i t l e d t o p a r t i c i p a t e i n U n i t i z e d Substances. Said 
schedule s h a l l s et f o r t h o p p o s i t e each such committed T r a c t 
the lease number or assignment number, the owner of r e c o r d of 
the l e a s e , and the percentage p a r t i c i p a t i o n of such T r a c t 
which s h a l l be computed a c c o r d i n g t o the p a r t i c i p a t i o n f o r 
mula set out i n S e c t i o n 13 ( T r a c t P a r t i c i p a t i o n ) above. 
T h i s schedule of p a r t i c i p a t i o n s h a l l be r e v i s e d E x h i b i t "C" 
and upon approval t h e r e o f bv the Land Commi s i soner- and the 
A u t h o r i z e d O f f i c e r s h a l l become a p a r t of t h i s Agreement and 
s h a l l govern t he a l l o c a t i o n of p r o d u c t i o n of U n i t i z e d Substances 
u n t i l a new schedule i s approved bv the Land Commissioner 
and A u t h o r i z e d O f f i c e r . 

SECTION 15. ALLOCATION OF UNITIZED SUBSTANCES. A l l 

U n i t i z e d Substances produced and saved ( l e s s , save and except 
anv p a r t of such U n i t i z e d Substances used i n c o n f o r m i t y w i t h 
good o p e r a t i n g p r a c t i c e s on u n i t i z e d land f o r d r i l l i n g , oper
a t i n g , camp and o t h e r p r o d u c t i o n or development pur-poses and 
f o r i n j e c t i o n or unavo i d a b l e l o s s i n accordance w i t h a Plan 
of O p e r a t i o n approved bv the S u p e r v i s o r ) s h a l l be a p p o i n t e d 
among and a l l o c a t e d t o the q u a l i f i e d T r a c t s i n accordance 
w i t h the r e s p e c t i v e T r a c t P a r t i c i p a t i o n s e f f e c t i v e hereunder 
d u r i n g t h e r e s p e c t i v e p e r i o d s such U n i t i z e d Substances were 
produced, as s e t f o r t h i n the schedule of p a r t i c i p a t i o n i n 
E x h i b i t "C". The amount of U n i t i z e d Substances so a l l o c a t e d 
t o each T r a c t , and o n i v t h a t amount, ( r e g a r d l e s s of whether 



i t be more or l e s s than the amount of the 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 or w e l l s , i f anv, on 
such T r a c t ) s h a l l , f o r a l l i n t e n t s , uses and purposes, be 
deemed t o have been produced from such T r a c t . 

The U n i t i z e d Substances a l l o c a t e d t o each T r a c t s h a l l be 
d i s t r i b u t e d among, or accounted f o r , t o the Far-ties 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 T r a c t i n the same man
ner, i n the same p r o p o r t i o n s , and upon the same c o n d i t i o n s , 
as they would have p a r t i c i p a t e d and shared i n the p r o d u c t i o n 
from such T r a c t s , or i n the proceeds t h e r e o f , had t h i s Agree
ment not been e n t e r e d i n t o " and w i t h the same l e g a l f o r c e and 
e f f e c t . 

No T r a c t committed t o t h i s 
p a r t i c i p a t i o n as above p r o v i d e d 
ed from p a r t i c i p a t i o n hereunder 
U n i t i z e d Substances. 

Agreement and q u a l i f i e d for-
s h a l l be s ubsequently e x c l u d -
on account of dep1et i o n of 

I f t he Working I n t e r e s t and/or the R o y a l t y I n t e r e s t i n 
anv T r a c t are d i v i d e d w i t h r e q u e s t t o separate p a r c e l s or 
p o r t i o n s of such T r a c t and owned now or h e r e a f t e r i n sever
a l t y bv d i f f e r e n t persons, the T r a c t P a r t i c i p a t i o n , i n the 
absence of a r e c o r d a b l e i n s t r u m e n t executed bv a l l owners and 
f u r n i s h e d t o U n i t Operator f i x i n g the d i v i s i o n s of ownership, 
be d i v i d e d among such p a r c e l s or p o r t i o n s i n p r o p o r t i o n t o 
the number of s u r f a c e acres i n each. 

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 e l i v e r e d i n k i n d t o the r e s p e c t i v e Working I n t e r e s t Owners and 
par-ties e n t i t l e d t h e r e t o by v i r t u e of the ownership of O i l 
and Gas R i g h t s t h e r e i n . Each Working I n t e r e s t Owner and the 
p a r t i e s e n t i t l e d t h e r e t o s h a l l have the c o n t i n u i n g r i g h t t o 
r e c e i v e such p r o d u c t i o n i n k i n d a t a common p o i n t w i t h i n the 
U n i t Area and t o s e l l or dispose of the same as i t sees f i t , , 
Each such p a r t y s h a l l have the r i g h t t o c o n s t r u c t , m a i n t a i n 
and operate a l l necessary f a c i l i t i e s f o r t h a t purpose on 
u n i t i z e d l a n d , p r o v i d e d the same are so c o n s t r u c t e d , m a i n t a i n 
ed and operated as not t o i n t e r f e r e w i t h o p e r a t i o n s c a r r i e d 
on pursuant h e r e t o . S u b j e c t t o S e c t i o n 17 h e r e o f , any e x t r a 
e x p e n d i t u r e i n c u r r e d by U n i t Operator by reason of the 
d e l i v e r y i n k i n d of any p o r t i o n of the U n i t i z e d Substances 
s h a l l be borne by the p a r t y r e s p o n s i b l e t h e r e f o r - under the 
c o n t r o l l i n g lease or c o n t r a c t . I n the event any I n t e r e s t 
Owner s h a l l f a i l t o take or o t h e r w i s e a d e q u a t e l y dispose 
of i t s p r o p o r t i o n a t e share of the p r o d u c t i o n from the U n i t 
i z e d Formation c u r r e n t l y as and when produced, then so long 
as such c o n d i t i o n c o n t i n u e s , U n i t O p e r a t o r , for- the account 
and a t the expense of the Working I n t e r e s t Owner- of the 
T r a c t or T r a c t s concerned, and i n o r d e r t o a v o i d c u r t a i l i n g 
t he o p e r a t i o n of t h e U n i t Area, mar, but s h a l l not be r e 
q u i r e d t o , s e l l or o t h e r w i s e dispose of such p r o d u c t i o n 
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t o i t s e l f or t o o t h e r s on a day-to-day b a s i s , p r o v i d e d t h a t 
a l l c o n t r a c t s of s a l e bv U n i t Operator of any o t h e r 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 reason
a b l e p e r i o d s of 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 circumsances, but i n no 
event s h a l l anv such c o n t r a c t be f o r a p e r i o d i n excess of 
one year, and a t not l e s s than the p r e v a i l i n g market p r i c e i n 
the area f o r l i k e p r o d u c t i o n , and the account of such Working 
I n t e r e s t Owner s h a l l be charged t h e r e w i t h as having r e c e i v e d 
such p r o d u c t i o n . The net proceeds, i f any, of the U n i t i z e d 
Substances so disposed o f by U n i t Operator s h a l l be p a i d t o 
the Working I n t e r e s t Owner of the T r a c t or T r a c t s concerned. 
N o t w i t h s t a n d i n g t h e f o r e g o i n g , U n i t Operator s h a l l not make a 
sal e i n t o i n t e r s t a t e commerce of any Working I n t e r e s t Owner's 
share of gas p r 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 Working 
I n t e r e s t Owner s i x t y (60) days n o t i c e of such i n t e n d e d s a l e . 

Any Working I n t e r e s t Owner r e c e i v i n g i n k i n d or separ
a t e l y d i s p o s i n g of a l l or any p a r t of the U n i t i z e d Substances 
a l l o c a t e d t o any T r a c t or r e c e i v i n g the proceeds t h e r e f r o m 
i f t h e same i s s o l d or purchased bv U n i t Operator, s h a l l be 
r e s p o n s i b l e f o r the payment of a l l r o v a l t v , o v e r r i d i n g r o y a l t y 
and p r o d u c t i o n payments due t h e r e i n , and each such p a r t y shal1 
h o l d each o t h e r Working I n t e r e s t Owner harmless a g a i n s t a l l 
c l a i m s , demands and causes of a c t i o n by owners of such 
r o y a l t y , o v e r r i d i n g r o y a l t y and p r o d u c t i o n payments. 

I f , a f t e r t h e E f f e c t i v e Date of t h i s Agreement, t h e r e 
i s any T r a c t or T r a c t s t h a t are su b s e q u e n t l y committed h e r e 
t o , as p r o v i d e d i n S e c t i o n 4 (Expansion) h e r e o f , or anv T r a c t 
or T r a c t s w i t h i n the U n i t Area not committed he r e t o as of 
the E f f e c t i v e Date hereof but which are subsequ e n t l y com
m i t t e d h e r e t o under the p r o v i s i o n s of S e c t i o n 14 ( T r a c t s 
Q u a l i l f i e d f o r P a r t i c i p a t i o n ) and S e c t i o n 32 ( N o n j o i n d e r 
and Subsequent J o i n d e r ) , or i f any T r a c t i s excluded from 
t h i s Agreement as p r o v i d e d f o r i n S e c t i o n 31 (Loss of T i t l e ) , 
t h e schedule of p a r t i c i p a t i o n as shown i n E x h i b i t "C" s h a l l 
be r e v i s e d bv the U n i t Operator; and the r e v i s e d E x h i b i t "C", 
upon approval by the Land Commissioner and the S u p e r v i s o r , 
s h a l l govern t he a l l o c a t i o n of p r o d u c t i o n on and a f t e r t h e 
e f f e c t i v e date t h e r e o f u n t i l a r e v i s e d schedule i s approved 
as hereinabove p r o v i d e d . I n anv such r e v i s e d E x h i b i t "C", 
pursuant t o t h i s paragraph, the T r a c t P a r t i c i p a t i o n of the 
p r e v i o u s l y q u a l i f i e d T r a c t s s h a l l remain i n the same r a t i o 
o n e t o the o t h e r . 

SECTION 16. OUTSIDE SUBSTANCES. I f gas o b t a i n e d from 

f o r m a t i o n s not s u b j e c t t o t h i s Agreement i s i n t r o d u c e d i n t o 
the U n i t i z e d Formation f o r use i n r e p r e s s u r i n g , s t i m u l a t i n g 
of p r o d u c t i o n or i n c r e a s i n g u l t i m a t e r e c o v e r y which s h a l l 
be i n c o n f o r m i t y w i t h a Plan of O p e r a t i o n f i r s t approved 



bv the Land Commissioner, the Commission, and the A u t h o r i s e d 
O f f i c e r , a l i k e amount of sas w i t h a p p r o p r i a t e d e d u c t i o n f o r 
l o s s or d e p l e t i o n from anv cause mav be withdrawn from u n i t 
w e l l s completed i n the U n i t i z e d Formation r o v a l t v f r e e as t o 
drv gas, but not r o v a l t v f r e e as t o the p r o d u c t s e x t r a c t e d t h e r e 
from? p r o v i d e d t h a t such w i t h d r a w a l s h a l l be a t such time as 
mav be p r o v i d e d i n the approved Plan of O p e r a t i o n or as 
o t h e r w i s e mav be consented t o or p r e s c r i b e d bv the Land 
Commissioner, the Commission, and the A u t h o r i z e d O f f i c e r as 
conforming t o good p e t r o l e u m e n g i n e e r i n g p r a c t i c e s and p r o v i d e d 
f u r t h e r t h a t such r i g h t of w i t h d r a w a l s h a l l t e r m i n a t e on the 
t e r m i n a t i o n date of t h i s Agreement. 

SECTION 17. ROYALTY SETTLEMENT. The S t a t e of New Mexico 

and U n i t e d S t a t e s of America and a l l R o v a l t v Owners who, 
under an e x i s t i n g c o n t r a c t , are e n t i t l e d t o take i n k i n d a 
share of the substances produced from anv T r a c t u n i t i z e d 
hereunder, s h a l l c o n t i n u e t o be e n t i t l e d t o such r i g h t t o 
take i n k i n d t h e i r share of the U n i t i z e d Substances a l l o c a t e d 
t o such T r a c t , and U n i t Operator s h a l l make d e l i v e r i e s of 
such R o v a l t v share taken i n k i n d i n c o n f o r m i t y w i t h the 
a p p l i c a b l e c o n t r a c t s , laws and r e g u l a t i o n s . S e t t l e m e n t f o r 
R o v a l t v not taken i n k i n d s h a l l be made bv Working I n t e r e s t 
Owners r e s p o n s i b l e t h e r e f o r under e x i s t i n g c o n t r a c t s , laws 
and r e g u l a t i o n s on or b e f o r e the l a s t dav of each month f o r 
U n i t i z e d Substances produced d u r i n g the p r e c e d i n g calendar-
month; p r o v i d e d , however, t h a t n o t h i n g h e r e i n c o n t a i n e d s h a l l 
o p e r a t e t o r e l i e v e the lessees of anv land from t h e i r r e 
s p e c t i v e lease o b l i g a t i o n s f o r the payment of any R o v a l t v 
due under t h e i r l e a s e s , except t h a t such R o v a l t v s h a l l be 
computed on U n i t i z e d Substances as a l l o c a t e d t o each T r a c t 
i n accordance w i t h the terms of t h i s Agreement. With r e s p e c t 
t o Federal leases committed h e r e t o on which the r o v a l t v r a t e 
depends upon t h e d a i l v average p r o d u c t i o n per w e l l , such 
average p r o d u c t i o n s h a l l be determined i n accordance w i t h the 
o p e r a t i n g r e g u l a t i o n s p e r t a i n i n g t o Federal leases as though 
the committed T r a c t s were i n c l u d e d i n a s i n g l e c o n s o l i d a t e d 
1 ease. 

I f t he amount of p r o d u c t i o n or the proceeds t h e r e o f ac
c r u i n g t o anv R o v a l t v Owner (except the U n i t e d S t a t e s of 
America) i n a T r a c t depends upon the average p r o d u c t i o n per 
w e l l or the average p i p e l i n e runs per w e l l from such T r a c t 
d u r i n g any p e r i o d of t i m e , then such p r o d u c t i o n s h a l l be d e t 
ermined from and a f t e r the e f f e c t i v e date hereof bv d i v i d i n g 
t he q u a n t i t y of U n i t i z e d Substances a l l o c a t e d hereunder t o 
such T r a c t d u r i n g such p e r i o d of time bv the number of w e l l s 
l o c a t e d t h e r e o n capable of p r o d u c i n g U n i t i z e d Substances as 
of the E f f e c t i v e Date h e r e o f , p r o v i d e d t h a t anv T r a c t not 
having anv w e l l so capable of p r o d u c i n g U n i t i z e d Substances 
on the E f f e c t i v e Date hereof s h a l l be c o n s i d e r e d as having 
one such w e l l f o r t h e pur-pose of t h i s p r o v i s i o n . 



A l l R o v a l t v due the S t a t e of New Mexico and the U n i t e d 
S t a t e s of America and the o t h e r R o v a l t v Owners hereunder 
s h a l l he computed and p a i d on the b a s i s of a l l U n i t e d Sub
stances a l l o c a t e d t o the r e s p e c t i v e T r a c t or T r a c t s commit
t e d h e r e t o , i n l i e u of a c t u a l p r o d u c t i o n from such T r a c t 
or T r a c t s . 

Each R o v a l t v Owner ( o t h e r than t h e S t a t e of New Mexico 
and the U n i t e d S t a t e s o f America) t h a t executes t h i s 
Agreement r e p r e s e n t s and w a r r a n t s t h a t i t i s the owner of a 
R o v a l t v I n t e r e s t i n a T r a c t or T r a c t s w i t h i n t h e U n i t Area as 
i t s i n t e r e s t appears i n E x h i b i t "B" a t t a c h e d h e r e t o . I f anv 
R o v a l t v I n t e r e s t i n a T r a c t or T r a c t s should be l o s t bv 
f a i l u r e or o t h e r w i s e i n whole or i n p a r t , d u r i n g the term of 
t h i s Agreement, then the R o v a l t v I n t e r e s t of the p a r t y r e 
p r e s e n t i n g h i m s e l f t o be the owner t h e r e o f s h a l l be reduced 
p r o p o r t i o n a t e l y and the i n t e r e s t s of a l l p a r t i e s s h a l l be 
a d j u s t e d a c c o r d i n g l y . 

SECTION 18. RENTAL SETTLEMENT. Re n t a l s or minimum 

R o y a l t i e s due on leases committed h e r e t o s h a l l be pai d by 
Working I n t e r e s t Owners r e s p o n s i b l e t h e r e f o r under e x i s t i n g 
c o n t r a c t s , laws and r e g u l a t i o n s 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 
c o n t a i n e d s h a l l o p e r a t e t o r e l i e v e t h e lessees of anv land 
from t h e i r r e s p e c t i v e lease o b l i g a t i o n s f o r t h e payment of 
anv r e n t a l or minimum R o v a l t v i n l i e u t h e r e o f , due under 
t h e i r l e a s e s . Rental f o r lands of the S t a t e of new Mexico 
s u b j e c t t o t h i s Agreement s h a l l be p a i d a t the r a t e s p e c i f i e d 
i n t h e r e s p e c t i v e leases from the S t a t e of New Mexico. 
Rental or minimum R o v a l t v f o r lands of the U n i t e d S t a t e s of 
America s u b j e c t t o t h i s Agreement s h a l l be p a i d a t the r a t e 
s p e c i f i e d i n the r e s p e c t i v e leases from the U n i t e d S t a t e s of 
America, unless such r e n t a l or minimum R o v a l t v i s waived, 
suspended or reduced bv law or bv approval of the S e c r e t a r y 
or h i s d u l y a u t h o r i z e d r e p r e s e n t a t i v e . 

SECTION 19. CONSERVATION. Op e r a t i o n s hereunder and 

P r o d u c t i o n o f U n i t i z e d Substances s h a l l be conducted t o p r o 
v i d e f o r t h e most economical and e f f i c i e n t r e c o v e r y of s a i d 
substances w i t h o u t waste, as d e f i n e d bv or pursuant t o 
Federal and S t a t e laws and r e g u l a t i o n s . 

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

a p p r o p r i a t e and adequate measures t o pr e v e n t drainage of 
U n i t i z e d Substances from u n i t i z e d l a n d bv w e l l s on land not 
s u b j e c t t o t h i s Agreement. 

The U n i t O p e r a t o r , upon approval bv the Working I n 
t e r e s t Owners, the A u t h o r i z e d O f f i c e r and the Land Commissioner, 
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i s hereby empowered t o e n t e r i n t o a border l i n e agreement or 
agreements w i t h w o r k i n g i n t e r e s t owners of a d j o i n i n g lands 
not s u b j e c t t o t h i s Agreement w i t h r e s p e c t t o o p e r a t i o n i n 
the border area f o r the maximum economic r e c o v e r y , conserva
t i o n purposes and p rope r p r o t e c t i o n of the p a r t i e s and i n t e r 
e s t a f f e c t e d . 

SECTION 21. LEASES AND CONTRACTS CONFORMED AND EXTENDED 

The terms, c o n d i t i o n s and p r o v i s i o n s of a l l leases, subleases 
and o t h e r c o n t r a c t s r e l a t i n g t o e x p l o r a t i o n , d r i l l i n g , d e v e l 
opment or o p e r a t i o n f o r o i l or gas on lands committed t o t h i s 
Agreement are hereby e x p r e s s l y m o d i f i e d and amended t o the 
e x t e n t necessrv t o make the same conform t o the p r o v i s i o n s 
h e r e o f , but o t h e r w i s e t o remain i n f u l l f o r c e and e f f e c t , and 
the p a r t i e s h e r e t o hereby consent t h a t t h e S e c r e t a r y and the 
Land Commissioner, r e s p e c t i v e l y , s h a l l and bv t h e i r a pproval 
h e r e o f , or bv t h e app r o v a l hereof bv t h e i r d u l y a u t h o r i s e d 
r e p r e s e n t a t i v e s , do hereby e s t a b l i s h , a l t e r , change or 
revoke t he d r i l l i n g , p r o d u c i n g , r e n t a l , minimum R o v a l t v and 
R o v a l t v r e q u i r e m e n t s of Federal and S t a t e leases committed 
h e r e t o and the r e g u l a t i o n s i n r e s p e c t t h e r e t o t o conform s a i d 
r e q u i r e m e n t s t o the p r o v i s i o n s of t h i s Agreement. 

Without l i m i t i n g t h e g e n e r a l i t y of the f o r e g o i n g , a l l 
leases sub-leases and c o n t r a c t s are p a r t i c u l a r l y m o d i f i e d i n 
accordance w i t h the f o l l o w i n g : 

(a) The development and o p e r a t i o n of lands s u b j e c t t o 
t h i s Agreement under t he terms hereof s h a l l be deemed f u l l 
performance of a l l o b l i g a t i o n s f o r development and o p e r a t i o n 
w i t h r e s p e c t t o each p a r t or s e p a r a t e l y owned T r a c t s u b j e c t 
t o t h i s Agreement, r e g a r d l e s s of whether t h e r e i s anv d e v e l 
opment of anv p a r t i c u l a r p a r t or T r a c t of the U n i t Area, 
n o t w i t h s t a n d i n g a n y t h i n g t o the c o n t r a r y i n anv lease, operat 
in g agreement or o t h e r c o n t r a c t bv and between the p a r t i e s 
h e r e t o , or t h e i r r e s p e c t i v e predecessors i n i n t e r e s t , or anv 
o f them. 

(b) D r i l l i n g , p r o d u c i n g or improved r e c o v e r y o p e r a t i o n s 
performed hereunder sha l 1 be deemed t o be performed upon and 
f o r the b e n e f i t of each T r a c t , and no lease s h a l l be deemed 
to e x p i r e bv reason of f a i l u r e t o d r i l l or produce w e l l s 
s i t u a t e d on the land t h e r e i n embraced. 

(c ) Suspension of d r i l l i n g or p r o d u c i n g o p e r a t i o n s on 
a l l u n i t i z e d lands pursuant t o d i r e c t i o n or consent of the 
Land Commissioner and the S e c r e t a r y , or t h e i r d u l y a u t h o r i z e d 
r e p r e s e n t a t i v e s , s h a l l be deemed t o c o n s t i t u t e such suspen
s i o n pursuant t o such d i r e c t i o n or consent as t o each T r a c t 
of u n i t i z e d l a n d s . 



(d) Each l e a s e , sublease, or c o n t r a c t r e l a t i n g t o the 
e x p l o r a t i o n * d r i l l i n g , development or o p e r a t i o n f o r o i l and 
gas which bv i t s terms might e x p i r e p r i o r t o the t e r m i n a t i o n 
of t h i s Agreement, i s hereby extended beyond any such term 
so p r o v i d e d t h e r e i n , so t h a t i t s h a l l be c o n t i n u e d i n f u l l 
f o r c e and e f f e c t f o r and d u r i n g t he term of t h i s Agreement. 

(e) Any lease embracing lands of the S t a t e of New 
Mexico which i s made s u b j e c t t o t h i s Agreement s h a l l c o n t i n u e 
i n f o r c e beyond the term p r o v i d e d t h e r e i n as t o the lands 
committed h e r e t o u n t i l t h e t e r m i n a t i o n h e r e o f . 

( f ) Any lease embracing lands of the S t a t e of New 
Mexico having o n l y a p o r t i o n of i t s l a n d committed h e r e t o 
s h a l l be segregated as t o t h a t p o r t i o n committed and t h a t 
not committed, and the terms of such lease s h a l l apply-
s e p a r a t e l y t o such segregated p o r t i o n s commencing as of 
the e f f e c t i v e date h e r e o f . P r o v i d e d , however, t h a t n o t 
w i t h s t a n d i n g any of the p r o v i s i o n s of t h i s Agreement t o 
the c o n t r a r y , such lease s h a l l c o n t i n u e i n f u l l f o r c e and 
e f f e c t beyond the term p r o v i d e d t h e r e i n as t o a l l lands em
braced i n such lease i f o i l or gas i s , or has h e r t o f o r e been 
d i s c o v e r e d i n p a r i n g q u a n t i t i e s on some p a r t of the lands 
embraced i n such lease committed t o t h i s Agreement o r , so 
long as a p o r t i o n of the U n i t i z e d Substances produced from 
the U n i t Area i s , under t he terms of t h i s Agreement, a l l 
ocated t o t h e p o r t i o n of the lands covered bv such lease 
committed t o t h i s Agreement, o r , a t any time d u r i n g the 
term h e r e o f , as t o any lease t h a t i s then v a l i d and sub
s i s t i n g and upon which the lessee or the U n i t Operator i s 
then engaged i n bona f i d e d r i l l i n g , r e w o r k i n g , or improved 
r e c o v e r y o p e r a t i o n s on anr p a r t of the lands embraced i n 
such l e a s e , then t he same as t o a l l lands embraced t h e r e i n 
s h a l l remain i n f u l l f o r c e and e f f e c t so long as such 
o p e r a t i o n s a r e d i l i g e n t l y p r o s e c u t e d , and i f they r e s u l t i n 
the p r o d u c t i o n of o i l or gas, s a i d lease s h a l l c o n t i n u e i n 
f u l l f o r c e and e f f e c t as t o a l l of the lands embraced t h e r e 
i n , so long t h e r e a f t e r as o i l or gas i n p a r i n g q u a n t i t i e s i s 
being produced from any p o r t i o n of s a i d l a n d s. 

(g> The s e g r e g a t i o n of any Federal lease committed t o 
t h i s Agreement i s governed by the f o l l o w i n g p r o v i s i o n i n the 
f o u r t h paragraph of S e c t i o n 17 ( j ) of the M i n e r a l Leasing 
A c t , as amended by the Act of September 2, I960, (74 S t a t . 
781-734): "Any ( F e d e r a l ) lease h e r e t o f o r e or hereafter-
committed t o anr such ( u n i t ) p l a n embracing lands t h a t are 
i n p a r t w i t h i n and i n p a r t o u t s i d e of the area covered br 
anr such p l a n s h a l l be segregated i n t o s e parate leases as t o 
the lands committed and the lands not committed as of the 
E f f e c t i v e Date of u n i t i z a t i o n ; p r o v i d e d , however, t h a t anr 
such lease as t o t h e n o n u n i t i z e d p o r t i o n s h a l l c o n t i n u e i n 
f o r c e and e f f e c t for- t he term t h e r e o f but f o r not l e s s than 



two r e a r s from t he date of such s e g r e g a t i o n and so long 
t h e r e a f t e r as o i l or gas i s produced i n P a r i n g Q u a n t i t i e s . " 

SECTION 22. COVENANTS RUN WITH LAND. The covenants 

h e r e i n s h a l l be c o n s t r u e d t o be covenants r u n n i n g w i t h the 
land w i t h r e s p e c t t o the i n t e r e s t of the p a r t i e s h e r e t o and 
t h e i r successors i n i n t e r e s t u n t i l t h i s Agreement t e r m i n a t e s , 
and arrr g r a n t , t r a n s f e r or conveyance of i n t e r e s t i n land or 
leases s u b j e c t h e r e t o s h a l l be and hereby i s c o n d i t i o n e d 
upon the assumption of a l l p r i v i l e g e s and o b l i g a t i o n s here
under by the g r a n t e e , t r a n s f e r e e or o t h e r successor i n i n 
t e r e s t . No assignment or t r a n s f e r of anr Working I n t e r e s t 
s u b j e c t h e r e t o s h a l l be b i n d i n g upon U n i t Operator u n t i l 
the f i r s t day of the calen d a r month a f t e r U n i t Operator i s 
f u r n i s h e d w i t h the o r i g i n a l , or a c c e p t a b l e p h o t o s t a t i c 
or c e r t i f i e d copy of the recorded i n s t r u m e n t or t r a n s f e r , 
and no assignment or t r a n s f e r or any R o y a l t y I n t e r e s t sub
j e c t h e r e t o s h a l l be b i n d i n g upon the Working I n t e r e s t 
Owner r e s p o n s i b l e t h e r e f o r u n t i l the f i r s t day of the 
calenda r month a f t e r s a i d Working I n t e r e s t Owner i s f u r 
n ished w i t h t h e o r i g i n a l , or a c c e p t a b l e p h o t o s t a t i c or 
c e r t i f i e d copy, of the recorded i n s t r u m e n t or t r a n s f e r . 

SECTION 23. EFFECTIVE DATE AND TERM. Thi s Agreement 

s h a l l become b i n d i n g upon each p a r t y who executes or r a t i f i e s 
i t as of t h e date of e x e c u t i o n or r a t i f i c a t i o n bv such p a r t y 
and s h a l l become e f f e c t i v e on the f i r s t day of the calendar 
month next f o l l o w i n g t h e approval of t h i s Agreement br the 
A u t h o r i z e d O f f i c e r , t h e Land Commissioner and the Commission, 
and the f i l i n g of t h i s Agreement or n o t i c e t h e r e o f i n the O f f i c 
of t h e County C l e r k of the County i n which the U n i t Area i s 
s i t u a t e d . 

I f t h i s Agreement does not become e f f e c t i v e on or be f o r e 
November 1, 1985, i t s h a l l i p s o f a c t o e x p i r e on s a i d date 
( h e r e i n a f t e r c a l l e d " e x p i r a t i o n d a t e " ) and t h e r e a f t e r be of 
no f u r t h e r f o r c e or e f f e c t , u n l e s s p r i o r t h e r e t o t h i s Agree
ment has been executed or r a t i f i e d br Working I n t e r e s t Owners 
owning a combined Phase P a r t i c i p a t i o n of a t l e a s t e i g h t y p e r 
cent (80"/.) and a t l e a s t s e v e n t v - f i v e p e r c e n t (757.) of such Work 
in g i n t e r e s t committed t o t h i s Agreement have decided t o extend 
s a i d e x p i r a t i o n date f o r a p e r i o d not t o exceed s i x months 
( h e r e i n a f t e r c a l l e d "extended e x p i r a t i o n d a t e " ) . I f s a i d 
e x p i r a t i o n date i s so extended and t h i s Agreement does not 
become e f f e c t i v e on or b e f o r e s a i d extended e x p i r a t i o n d a t e , 
i t s h a l l i p s o f a c t o e x p i r e on s a i d extended e x p i r a t i o n date 
and t h e r e a f t e r be of no f u r t h e r f o r c e or e f f e c t . 

U n i t Operator s h a l l f i l e f o r r e c o r d w i t h i n t h i r t y (30) 
davs a f t e r t h e E f f e c t i v e Date of t h i s Agreement, i n the 



o f f i c e where a cou n t e r p a r t of t h i s Agreement i s recorded, a 
c e r t i f i c a t e t o the e f f e c t t h a t t h i s Agreement has become 
e f f e c t i v e a c c o r d i n g t o i t s terms and s t a t i n g f u r t h e r t h e 
e f f e c t i v e date. 

The term o f t h i s Agreement s h a l l be f o r and d u r i n g the 
time t h a t U n i t i z e d Substances are produced from the u n i t i z e d 
land and so long t h e r e a f t e r as d r i l l i n g , r e w o r k i n g or other-
o p e r a t i o n s ( i n c l u d i n g secondary r e c o v e r y o p e r a t i o n s ) are 
prosecuted t h e r e o n w i t h o u t c e s s a t i o n of more than n i n e t y 
(90) c o n s e c u t i v e days unless sooner t e r m i n a t e d as h e r e i n 
p r o v i d e d . 

T h i s Agreement ma-.- be t e r m i n a t e d w i t h t h e approval of 
the Land Commissioner and the A u t h o r i z e d O f f i c e r by Working 
I n t e r e s t Owners owning e i g h t y p e r c e n t (80%) of the U n i t Par
t i c i p a t i o n then i n e f f e c t whenever such Working I n t e r e s t Owners 
determine t h a t U n i t O p e r a t i o n s a re no lo n g e r p r o f i t a b l e , or i n the 
i n t e r e s t of c o n s e r v a t i o n . Upon a p p r o v a l , such t e r m i n a t i o n 
s h a l l be e f f e c t i v e as of the f i r s t day of the month aft e r -
s a i d Working I n t e r e s t Owners'" d e t e r m i n a t i o n . N o t i c e of any-
such t e r m i n a t i o n s h a l l be f i l e d bv U n i t Operator i n the o f 
f i c e of the County C l e r k of Chaves County, New Mexico, w i t h i n 
t h i r t y (30) days of the e f f e c t i v e date of t e r m i n a t i o n . 

Upon t e r m i n a t i o n of t h i s Agreement, t he p a r t i e s h e r e t o 
s h a l l be governed by the terms and p r o v i s i o n s of the leases 
and c o n t r a c t s a f f e c t i n g the separate T r a c t s J u s t as i f t h i s 
Agreement had never been e n t e r e d i n t o . 

I f not o t h e r w i s e p r o v i d e d br the leases u n i t i z e d under 
t h i s Agreement, R o y a l t y Owners hereby g r a n t Working I n t e r e s t 
Owners a p e r i o d of s i x months a f t e r t e r m i n a t i o n of t h i s 
Agreement i n which t o salvage, s e l l , d i s t r i b u t e or o t h e r w i s e 
dispose of the personal p r o p e r t y and f a c i l i t i e s used i n con
n e c t i o n w i t h U n i t O p e r a t i o n s . 

SECTION 24. RATE OF PROSPECTING, DEVELOPMENT AND 

PRODUCTION. A l l p r o d u c t i o n and the d i s p o s a l hereof 

s h a l l be i n c o n f o r m i t y w i t h a l l o c a t i o n s and quotas made or 
f i x e d b r any d u l y a u t h o r i z e d person or regulator-.- body under 
an-.- Federal or S t a t e s t a t u t e . The D i r e c t o r i s hereby v e s t e d 
w i t h a u t h o r i t y t o a l t e r or modify from time t o t i m e , i n h i s 
d i s c r e t i o n , t h e r a t e of p r o s p e c t i n g and development and w i t h 
i n t h e l i m i t s made or f i x e d br the Commisison t o a l t e r or 
modify t he q u a n t i t y and r a t e of p r o d u c t i o n under t h i s Agree
ment, such a u t h o r i t y being hereby l i m i t e d t o a l t e r a t i o n or 
m o d i f i c a t i o n i n the p u b l i c i n t e r e s t , t h e purpose t h e r e o f and 
the p u b l i c i n t e r e s t t o be served t h e r e b y t o be s t a t e d i n the 
order of a l t e r a t i o n or m o d i f i c a t i o n " p r o v i d e d , f u r t h e r , t h a t 
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no such a l t e r a t i o n or m o d i f i c a t i o n s h a l l be e f f e c t i v e as t o 
anv la n d of the S t a t e of New Mexico as t o the r a t e of p r o 
s p e c t i n g and development i n the absence of the s p e c i f i c w r i t 
t e n a p p r o v a l t h e r e o f bv the Land Commissioner and as t o anv 
lands of the S t a t e of new Mexico or p r i v a t e l y - o w n e d lands 
s u b j e c t t o t h i s Agreement or t o the q u a n t i t y and r a t e of 
p r o d u c t i o n from such lands i n the absence of s p e c i f i c w r i t t e n 
a p p r o v a l t h e r e o f bv the Commission. 

Powers i n t h i s S e c t i o n v e s t e d i n the D i r e c t o r s h a l l o n i v 
be e x e r c i s e d a f t e r n o t i c e t o U n i t Operator and o p p o r t u n i t y 
f o r h e a r i n g t o be h e l d not l e s s than f i f t e e n (15) davs from 
n o t i c e , and t h e r e a f t e r s u b j e c t t o a d m i n i s t r a t i v e appeal be
f o r e becoming f i n a l . 

SECTION 25. NONDISCRIMINATION. U n i t Operator i n con

n e c t i o n w i t h t h e performance of work under t h i s Agreement r e 
l a t i n g t o leases of the U n i t e d S t a t e s agrees t o comply w i t h 
t he clauses set f o r t h i n E x h i b i t "D" a t t a c h e d h e r e t o and made 
a p a r t h e r e o f . 

SECTION 26. APPEARANCES. U n i t Operator s h a l l have the 

r i g h t t o appear f o r or on b e h a l f of anv i n t e r e s t s a f f e c t e d 
hereby b e f o r e t he Land Commissioner, the Department, and the 
Commission, and t o appeal from anv ord e r issued under the 
r u l e s and r e g u l a t i o n s of the Land Commissioner, the Depart
ment or the Commission, or t o a p p l y f o r r e l i e f from any of 
s a i d r u l e s and r e g u l a t i o n s or i n any proceedings r e l a t i v e t o 
o p e r a t i o n s b e f o r e t he Land Commissioner, t he Department or 
the Commission or anv o t h e r l e g a l l y c o n s t i t u t e d a u t h o r i t y ; 
p r o v i d e d , however, t h a t anv o t h e r i n t e r e s t e d p a r t y s h a l l a l s o 
have the r i g h t a t h i s or i t s own expense t o be heard i n 
anv such pro c e e d i n g . 

SECTION 27. NOTICES. A l l n o t i c e s , demands, o b j e c t i o n s 

or statements r e q u i r e d hereunder t o be g i v e n or rendered t o 
the p a r t i e s h e r e t o s h a l l be deemed f u l l y g i v e n i f made i n 
w r i t i n g and p e r s o n a l l y d e l i v e r e d t o the p a r t y or p a r t i e s or 
sent bv p o s t p a i d c e r t i f i e d or r e g i s t e r e d m a i l , addressed t o 
such p a r t v or p a r t i e s a t t h e i r r e s p e c t i v e addresses set f o r t h 
i n c o n n e c t i o n w i t h t h e s i g n a t u e s h e r e t o or t o the r a t i f i c a 
t i o n or consent hereof or t o such o t h e r address as any such 
p a r t y or p a r t i e s mav have f u r n i s h e d i n w r i t i n g t o the p a r t v 
sending t h e n o t i c e , demand or state m e n t . 

SECTION 28. NO WAIVER OR CERTAIN RIGHTS. No t h i n g i n 

t h i s Agreement c o n t a i n e d s h a l l be c o n s t r u e d as a waiver bv 
anv p a r t y h e r e t o of the r i g h t t o a s s e r t anv l e g a l or c o n s t i t u -



t i o n a l r i g h t or defense as t o the v a l i d i t y or i n v a l i d i t y o f 
any law of t h e S t a t e wherein s a i d U n i t i z e d Lands are l o c a t e d 
or r e g u l a t i o n s i s s u e d t h e r e u n d e r i n an-.- way a f f e c t i n g such 
p a r t y , or as a waiver b r anr such part-.- of anr r i g h t beyond 
h i s or i t s a u t h o r i t y t o waive? p r o v i d e d , however, each p a r t y 
h e r e t o covenants t h a t i t w i l l not r e s o r t t o an-.- a c t i o n t o 
p a r t i t i o n the u n i t i z e d land or the U n i t Equipment. 

SECTION 29. EQUIPMENT AND FACILITIES NOT FIXTURES 

ATTACHED TO REALTY. Each Working I n t e r e s t Owner has 

h e r e t o f o r e p l a c e d and used on i t s T r a c t or T r a c t s committed 
t o t h i s Agreement v a r i o u s w e l l and lease equipment and o t h e r 
p r o p e r t y , equipment and f a c i l i t i e s . I t i s a l s o r e c o g n i z e d 
t h a t a d d i t i o n a l equipment and f a c i l i t i e s mar h e r e a f t e r be 
placed and used upon t he U n i t i z e d Land as now or hereafter-
c o n s t i t u t e d . T h e r e f o r e , f o r a l l purposes of t h i s Agreement 
an-.- such equipment s h a l l be co n s i d e r e d t o be personal p r o 
p e r t y and not f i x t u r e s a t t a c h e d t o r e a l t y . A c c o r d i n g l y , 
s a i d w e l l and lease equipment and personal p r o p e r t y i s 
hereby severed from the m i n e r a l e s t a t e s a f f e c t e d b r t h i s 
Agreement, and i t i s agreed t h a t anr such equipment and 
personal p r o p e r t y s h a l l be and remain personal p r o p e r t y 
of the Working I n t e r e s t Owners f o r a l l purposes. 

SECTION 30. UNAVOIDABLE DELAY. A l l o b l i g a t i o n s under 

t h i s Agreement r e q u i r i n g the U n i t Operator t o commence or 
c o n t i n u e improved r e c o v e r y o p e r a t i o n s or t o operate on or 
produce U n i t i z e d Substances from any of the lands covered 
br t h i s Agreement s h a l l be suspended w h i l e , but o n l y so long 
as, the U n i t Ope r a t o r , d e s p i t e t h e e x e r c i s e of due care and 
d i l i g e n c e , i s prevente d from complying w i t h such o b l i g a t i o n s 
i n whole or i n p a r t , bv s t r i k e s , a c t s of God, F e d e r a l , 
S t a t e or m u n i c i p a l law or asencv, unav o i d a b l e a c c i d e n t , un
c o n t r o l l a b l e d e l a y s i n t r a n s p o r t a t i o n , i n a b i l i t y t o o b t a i n 
necessary m a t e r i a l s i n open market, or o t h e r m a t t e r s beyond 
the reasonable c o n t r o l of the U n i t Operator whether s i m i l a r 
t o m a t t e r s h e r e i n enumerated or n o t . 

SECTION 31 . LOSS OF TITLE. I n the event t i t l e t o an-,-

T r a c t of U n i t i z e d Land s h a l l f a i l so as t o render the T r a c t 
i n o p e r a b l e under t h i s Agreement and the t r u e owner cannot 
be induced t o J o i n t h i s Agreement, such T r a c t s h a l l be 
a u t o m a t i c a l l y regarded as not committed h e r e t o as of the 
f i r s t day of the cal e n d a r month i n which t he f a i l u r e of t i t l 
i s determined and t h e r e s h a l l be such r e a d j u s t m e n t of f u t u r e 
c o s t s and b e n e f i t s as may be r e q u i r e d on account of the l o s s 
of such t i t l e . I n the event of a d i s p u t e as t o t i t l e as t o 
anr R o y a l t y , Working I n t e r e s t or o t h e r i n t e r e s t s u b j e c t 



t h e r e t o , payment or d e l i v e r y on account t h e r e o f mar be w i t h 
h e l d w i t h o u t l i a b i l l i t v or i n t e r e s t u n t i l the d i s p u t e i s 
f i n a l l y s e t t l e d ; p r o v i d e d , t h a t as t o S t a t e or Federal land 
or l e a s e , no payments of funds due the S t a t e of New Mexico 
or the U n i t e d S t a t e s of America s h a l l be w i t h h e l d , but such 
funds s h a l l be d e p o s i t e d as d i r e c t e d br the Land Commissioner 
and/or the A u t h o r i z e d O f f i c e r (as the case mar b e ) , t o be h e l d 
as unearned money pending f i n a l s e t t l e m e n t of the t i t l e d i s p u t e , 
and then a p p l i e d as earned or r e t u r n e d i n accordance w i t h 
such f i n a l s e t t l e m e n t . 

U n i t Operator as such i s r e l i e v e d from anr r e s p o n s i b i 
l i t y f o r anr d e f e c t or f a i l u r e of anr t i t l e hereunder. 

SECTION 32. NONJOINDER AND SUBSEQUENT JOINDER. 

J o i n d e r br any R o y a l t y Owner, a t any t i m e , must be accom
panied by a p p r o p r i a t e j o i n d e r of the c o r r e s p o n d i n g Working 
I n t e r e s t Owner i n or d e r f o r the i n t e r e s t of such R o v a l t v 
Owner t o be regarded as e f f e c t i v e l y committed. J o i n d e r 
t o t h i s Agreement br a Working I n t e r e s t Owner, a t anr t i m e , 
must be accompanied br a p p r o p r i a t e J o i n d e r t o the U n i t 
O p e r t i n s Agreement i n order f o r such i n t e r e s t t o be r e g a r d 
ed as e f f e c t i v e l y committed t o t h i s Agreement. 

Anr o i l or gas i n t e r e s t i n the U n i t i z e d Formations not 
committed h e r e t o p r i o r t o submission of t h i s Agreement t o the 
Land Commissioner and the A u t h o r i z e d O f f i c e r f o r f i n a l approval 
mar t h e r e a f t e r be committed h e r e t o upon compliance w i t h the ap
p l i c a b l e p r o v i s i o n s of t h i s S e c t i o n and of S e c t i o n 14 ( T r a c t s 
Q u a l i f i e d f o r P a r t i c i p a t i o n ) h e r e o f , a t anr time UP t o the 
e f f e c t i v e date hereof on the same b a s i s of p a r t i c i p a t i o n as 
p r o v i d e d i n s a i d S e c t i o n 14, br the owner or owners t h e r e o f 
s u b s c r i b i n g , r a t i f y i n g , or c o n s e n t i n g i n w r i t i n g t o t h i s 
Agreement and, i f the i n t e r e s t i s a Working I n t e r e s t , bv 
the owner of such i n t e r e s t s u b s c r i b i n g a l s o t o the U n i t 
O p e r a t i n g Agreement. 

I t i s understood an agreed, however, t h a t from and a f t e r 
the E f f e c t i v e Date he r e o f the r i g h t of subsequent J o i n d e r 
as p r o v i d e d i n t h i s S e c t i o n s h a l l be s u b j e c t t o such r e q u i r e 
ments or a p p r o v a l s and on such b a s i s as mar be agreed upon bv 
Working I n t e r e s t Owners owning not l e s s than s i x t y - f i v e per
cent (65%) of the U n i t P a r t i c i p a t i o n then i n e f f e c t , and 
approved br the Land Commissioner and S u p e r v i s o r . Such sub
sequent J o i n d e r by a proposed Working I n t e r e s t Owner must be 
evidenced br h i s e x e c u t i o n or r a t i f i c a t i o n of t h i s Agree
ment and the U n i t O p e r a t i n g Agreement and, where S t a t e or 
Federal land i s i n v o l v e d , such J o i n d e r must be approved bv 
the Land Commissioner or A u t h o r i z e d O f f i c e r . Such J o i n d e r 
bv a proposed R o v a l t v Owner must be evidenced bv h i s e x e c u t i o n , 
r a t i f i c a t i o n or consent of t h i s Agreement and must he con-



sented t o i n w r i t i n g bv the Working I n t e r e s t Owner respon
s i b l e f o r t h e payment of anv b e n e f i t s t h a t may accrue here
under i n b e h a l f of such proposed R o y a l t y Owner, Except as 
mar be o t h e r w i s e h e r e i n p r o v i d e d , subsequent j o i n d e r t o 
t h i s Agreement s h a l l be e f f e c t i v e as of the f i r s t day of 
the month f o l l o w i n g t h e f i l i n g w i t h the Land Commissioner 
and t he A u t h o r i s e d O f f i c e r of d u l y executed c o u n t e r p a r t s of 
any and a l l documents necessary t o e s t a b l i s h e f f e c t i v e commit 
ment of any T r a c t or i n t e r e s t t o t h i s Agreement, unless 
o b j e c t i o n t o such J o i n d e r by the Land Commissioner or 
the A u t h o r i z e d O f f i c e r i s d u l y made s i x t y (60) davs a f t e r 
such f i 1 i n g . 

SECTION 33. COUNTERPARTS. Thi s Agreement mav be ex

ecuted i n anv number of c o u n t e r p a r t s , no one of which needs 
to be executed by a l l p a r t i e s and may be r a t i f i e d or con
sented t o be separate i n s t r u m e n t i n w r i t i n g , s p e c i f i c a l l y r e 
f e r r i n g h e r e t o , and s h a l l be b i n d i n g upon a l l those p a r t i e s 
who have executed such a c o u n t e r p a r t , r a t i f i c a t i o n or 
consent h e r e t o w i t h the same f o r c e and e f f e c t as i f a l l 
p a r t i e s had signed t h e same document, and r e g a r d l e s s of 
whether or not i t i s executed by a l l o t h e r p a r t i e s owning 
or c l a i m i n g an i n t e r e s t i n the land w i t h i n the above 
d e s c r i b e d U n i t Area. 

SECTION 34. -JOINDER IN DUAL CAPACITY. E x e c u t i o n as 

h e r e i n p r o v i d e d by any p a r t v as e i t h e r a wo r k i n g I n t e r e s t 
Owner of a R o y a l t y Owner s h a l l commit a l l i n t e r e s t s owned 
or c o n t r o l l e d bv such p a r t y , p r o v i d e d , t h a t i f the p a r t v i s 
the owner of a Working I n t e r e s t , he must a l s o execute the 
U n i t O p e r a t i n g Agreement. 

SECTION 35. TAXES. Each p a r t v h e r e t o s h a l l , f o r i t s 

own account, render and pav i t s share of anv taxes l e v i e d 
a g a i n s t or measured bv the amount of value of the U n i t i z e d 
Substances produced from the u n i t i z e d land" p r o v i d e d , how
ever, t h a t i f i t i s r e q u i r e d or i f i t be determined t h a t 
t he U n i t Operator or the s e v e r a l Working I n t e r e s t Owners must 
pav or advance s a i d taxes f o r the account of the p a r t i e s 
h e r e t o , i t i s hereby e x p r e s s l y agreed t h a t the p a r t i e s so 
paving or advancing s a i d taxes s h a l l be reimbursed t h e r e f o r e 
bv the p a r t i e s h e r e t o , i n c l u d i n g R o v a l t v Owners, who mav be 
r e s p o n s i b l e f o r t h e taxes on t h e i r r e s p e c t i v e a l l o c a t e d 
share of s a i d U n i t i z e d Substances. No taxes s h a l l be charged 
t o the U n i t e d S t a t e s or t o the S t a t e of New Mexico, nor t o 
anv l e s s o r who has a c o n t r a c t w i t h a lessee which r e q u i r e s 
h i s lessee t o pav such t a x e s . 



SECTION 36. 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 of the p a r t i e s h e r e t o are i n t e n d e d t o 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 . T his Agreement i s 
not i n t e n d e d t o c r e a t e , and s h a l l not be c o n s t r u e d 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 v , o b l i g a t i o n or l i a b i l i t y w i t h r e g a r d t o any one or more 
of the p a r t i e s h e r e t o . Each p a r t y h e r e t o 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 p r o 
v i d e d . 

SECTION 37. PRODUCTION AS OF THE EFFECTIVE DATE. U n i t 

Operator s h a l l make a proper and t i m e l y gauge of a l l leases 
and o t h e r tanks w i t h i n the U n i t i z e d Area i n order t o a s c e r 
t a i n t h e amount of merchantable o i l above the pipe l i n e 
c o n n e c t i o n i n such tanks as of the e f f e c t i v e date h e r e o f . 
A l l such o i l which has then been produced i n accordance w i t h 
e s t a b l s h e d a l l o w a b l e s s h a l l be and remain the p r o p e r t y of the 
Working I n t e r e s t Owner e n t i t l e d t h e r e t o , the same as i f the 
u n i t had not been formed, and the r e s p o n s i b l e Working I n t e r 
e s t Owner s h a l l p r o m p t l y remove s a i d o i l from the U n i t i z e d 
Land. Any such o i l not so removed s h a l l be s o l d bv U n i t 
Operator f o r t h e account of such Working I n t e r e s t Owners, 
s u b j e c t t o the payment of a l l R o y a l t y t o R o y a l t y Owners 
under t he terms h e r e o f . The o i l t h a t i s i n excess of the 
p r i o r a l l o w a b l e of the 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 h e r e o f . 

I f , as of the E f f e c t i v e Date h e r e o f , any T r a c t i s over
produced w i t h r e s p e c t t o the a l l o w a b l e of the w e l l s on t h a t 
T r a c t and the amount of o v e r - p r o d u c t i o n has been s o l d or 
o t h e r w i s e 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 of the U n i t i z e d Substances produced a f t e r the 
E f f e c t i v e Date hereof and 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 . 

IN WITNESS WHEREOF, the p a r t i e s h e r e t o have caused t h i s 
Agreement t o be executed and have s e t o p p o s i t e t h e i r r e p r e 
s e n t a t i v e names the date of e x e c u t i o n . 

BURK ROYALTY CO. 
U n i t Operator and Working 



STATE OF TEXAS 3 

COUNTY OF WICHITA 3 

The forego i ne instrument, was acknowledged before me on 
t h i s ^ ssLC-zzL dav of / - l l ^ u - i ' - i : , bv 

: A c . ^ j i ^ i i i _ ^ . v : L l , -L^£i._jWxJliiljr< 
fo r Burk Rovaltv Co., a Texas Corporation, on behalf of said 
cor-porat i o n . 

t. | • ,. \ J.V-- *»' "«--.-..3' 

Mv Commisison Expires: 
Notary F'ub 1 i c 
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EXHIBIT "C" 

Schedule of Tract P a r t i c i p a t i o n 

TRACT #1 Yates Petroleum Corp. D.H. Federal .12949000 

TRACT #2 Burk Royalty Co. /Dalport 
Jones Federal .25775000 

TRACT #3 Burk Royalty Co. , /Dalport 
Todhunter Federal .24327000 

TRACT #4 Bison Petroleum Corp. Owen Federal .10558000 

TRACT #5 Read & Stevens, e t a l South Lucky Lake Fed. .01245000 

TRACT #6 Read & Stevens, e t a l Lucky Lake .15272500 

and #8 

TRACT #7 Read & Stevens, e t a l H a r r i s State .09479500 

and #7A 

Unleased 
Kimes Federal . 00394000 

TRACT #9 Unleased 
Kimes Federal 



EXHIBIT "D" 

PROVISIONS or src.Ti«>N or 
F.xramvr 0*01* 11246 

" ( I ) Th* rnMtacfcvr will MX divxriauauMe against any employee or applicant (or ert>pl'>y'n*n« because of 
rate, color, religion, xs nr national origin. The ronuMtor will talc affirmative action to ensure that applicants are 
employe.!. *tnl »hj« fm|<4<>rces are treated Ju/tng tmpUtymeat, aitftnut regard to ito.r rare, color, religion, sex or na-
iMiftjl i.'.igi*). Suth action stall include but not be liatitcd to ihe following: employment, upgrading, demotion, or 
transfer; leriuitroent or miyiinvni advertiving; layoff or trrmiruium, rates oi par or other forms of oxnpcntaoiin; and 
selection for (raining, including apf«c»ricc*hip. Tto contractor agrees to post in conspicuous plain available 10 emplofrri 
and acf-wants l°* r«r4oTiwM. notices lo to provided to ito contracting officer setting forth tto provisions of <hi» 
•OAdiKiim-Mio* clause. 

**(2) The coruraoor will, in all solk.tatioeis Of advertisements for employed placed by or on behalf of lh» 
contractor. Mate that all qualified applicants will receive consideration for employment without regard to race, color, 
rciigioo, *e« or national origin. 

"(3) The contractor will tend to each labor union or representative of workers with which he has a collec
tive bargaining agreement or other contract or understanding, a notice, to be provided br the agency contacting officer, 
advising the labor union or workers' representative of the contractor's commitments under Section 202 of Executive 
Order No. 11246 of September 24, 196), and shall post copies of the notice in conspicuous places available to em
ployees and applicants for employment. 

"(4) The contractor will comply with all provisions of Executive Order No. 11246 of Sept. 24, 196), and 
of the rules, regulations, and relevant orders of the Secretary of Labor. 

"(5) The contractor will furnish all information and reports required by Executive Order No. 11246 of 
September 24, 196), ami by the rules, regulations, and orders of the Secretary of Labor, or pursuint thereto, and wil. 
permit access to his books, records, and accounts by the contracting agency and the Secretary of Labor for purposes ct 
investigation to ascertain compliance with such rules, regulations, and orders. 

"(6) In the event of the contractor's noncompliance with the nondiscrimination clauses of this contract or 
vith any of such rules., regulations, -oe orders, this contract may be cancelled, terminated or suspended in whole or in 
part and the contractor may to declared ineligible for further Government contracts in accordance with procedures 
awrhorized in Executive OrJer No. 11246 of Sept. 24, 196), and such other sanctions may be imposed and remedies 
invoked as provided in Executive Order No. 11246 of September 24, 196), or by rule, regulation, or order of the 
Secretary of Labor, or as otherwise provided by Law. 

**(7) The contractor will include tto previsions of Paragraphs (1) through (7) in every subcontract or pur
chase order unless exempted by rules, regulations, or orders of the Secretary of Labor issued pursuant to Section 204 
of Executive Order No. 11246 of Sept. 24, 196), so that such provisions will be binding upon each subcontractor or 
vendor. The contractor "ill take such action with respect, to any subcontract or purchase order as the contracting agency 
may direct as • means of enforcing such provisions including sanctions for noncompliance: Provided, however, that in 
the event the contractor becomes involved in, or is threatened with, litigation with • subcontractor or vendor as a result 
of such direction by the contracting agency, the contractor may request tto United States ro enter into such litigation to 
protect the interests of tto United States." 

Contractor sha l l also abide by the r e f l a t i o n s of Executive Order 11598, 
Occupational Snfcty nnd Health Act and by Executive Order 11640, Veterans 
JU re Herniation, which orders ore Inserted herein by reference. 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

Date 

Leon Lampert 
1134 The 600 Bldg. 
Corpus C h r i s t i , Texas 78473 

STATE OF /^-X -̂S" X 

COUNTY OF ~yLA-^-e--*-&<^ X 

The foregoing instrument was acknowledged before me t h i s / S~ day 

My Commission Expires: 
Notary Public 

MAXINE SHELTON 
Notary Public, in and for Nueces County, TexH 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

August 16, 1985 
Date 

STATE OF TEXAS X 

COUNTY OF MIDLAND X 

The foregoing instrument was acknowledged before me t h i s 16tbday 
of August , 1985, by Helen Jones . 

Notary Public 
My Commission Expires: 

2706 "A" North Pecos Street 
Midland, Texas 79705 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

Date 

Hanson-McBride Petroleum Company 
P.O. Box 1515 
Roswell, NM 88 201 

STATE OF j ^ ^ W ^ 

COUNTY OF ( U u U ^ g J X 

The foregoing instrument was acknowledged before me this /"y day 

for Han sfjAn-McB ride Petroleum Company & 

Notary Public 
'My Commission Expires: ly 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 

O v e r r i d i n g Royal ty I n t e r e s t Owner 

Donna Jean Moody 
15 R ive r s ide Dr ive 
Roswel l , NM 88201 

STATE OF /[/GUJ/W&yCfCQ \ 

COUNTY OF O/^/jUCZ I 

The f o r e g o i n g ins t rument was acknowledged b e f o r e me t h i s day 
o f / l l / T , 1985, by D OA/A/A <J<*̂ W / f t o o A J . 

My Commission Exp i re s : 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

August 15, 1985 

Date 

Charles B. Read Trust "A" 
P.O. Box 1518 
Roswell, NM 88201 
Brian Copple, Trustee 

#9 

STATE OF New Mexico 

COUNTY OF Chaves 

The foregoing instrument was acknowledged before me t h i s 15th day 
of August , 1985, by Brian Copple , Trustee f o r the 
Charles B. Read Trust "A" #9. 

Notary Public 
My Commission Expires: 

8-11-86 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

August 15, 1985 
Date 

ATTEST t 

Ade^Tde^f. Tucker^ Secretary 

STATE OF New Mexico \ 

P.O. Box 1 

' r 2 £ J k ^ S y ^ C a r l e s B. 

F i r s t Century O i l , Inc. 
518 
NM 88201 

Read, President 

COUNTY OF Chaves X 

The foregoing instrument was acknowledged before me t h i s 15th day 
of August • 198 5, by Charles B. Read - • - — 
for F i r s t Century O i l , Inc. 

My Commission Expires: 
8-11-86 

t President 

V^jjS P. U 
Notary Publ ic 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

August 20, 1985 
Date 

Irwin Rubenstein 
77 Sedgwick Place 
Inglewood, Colorado 80110 

STATE OF COLORADO j 

COUNTY OF ARAPAHOE ^ 

The foregoing instrument was acknowledged before me t h i s c u ' n day 

of August , 1985, by Irwin Rubenstein 

Notary Public 
My Commission Expires: 

10/20/86 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date (J 

Overriding Royalty Interest Owner 

David S. Harle 
105 West 3rd Street 
Roswell, NM 88201 

STATE OF 

COUNTY OF 

of 
\The foregoing instrument was»acknowledg«d before me t h i s fax) day 

, 1985, by rJ)(XAfldi ̂  ~<4AAJX • 
A Tne roKec 

Mv Commission Exnires: 
Notary Public 



U.S. Lease No. NM-023568 

IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

Alpha Hotchkiss 
4949 Van Ness Boulevard 
Fresno, CA 93704 

Aligns t 19. 198 S 
Date 

STATE OF Cal i f o r n i a I 

COUNTY OF Fresno X 

The foregoing instrument was acknowledged before me t h i s 1 9 t h day 
of August , 1985, by Alpha L. Hotchkiss. 

My Commission Expires: 
Notary Public 

OFFICIAL SEAL 
T E R R I L - MCDONALD 

NOTARY PUBLIC-CALIFORN'A 
l & & f } PR'NCIPAL OFFICE IN ' 
<&x*+v/ FRESNO COUNTY 

My Commission Expires Feb. 2, 1988 



ff 

IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

Rutter-^Wllbanks Corp. 
P.O. Box 3186 
Midland, Texas 79702 

STATE OF j-iwin I 

COUNTY OF MIDLAND y 

The foregoing instrument was acknowledged before me t h i s 22nd ^ a y 
of August , 1985, by S. L. Wilbanks , President 
of Rutter and Wilbanks Corporation. 

My Commission Expires: 

8/4/88 : 

August 22, 1985 

Date 

v 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

Date -,,( ^ — 

Robert S. BS^aRL'^vlARKS & 'NC 
7 7 W A T E R S T R E E T 

Address: N E W Y O R K , ,M Y . 1O0O5 

STATE OF 

COUNTY OF 

The foregoing instrument wajSn acknowledged before me this day 
of O k o V U ^ J t 1985, by 

My Commission Expires: EUGENIA STURMS 
NOTARY PUBLIC, State of New York 

No. 03-9233525 
QuairfM in Bronx County 

Commission Expires March 3Q, 19^7 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 

Overriding Royalty Interest Owner 

Keith M c K a m e y i f 
105 West 3rd Street 
Roswell, NM 88201 

STATE OF (-YJpyUjjH&UMnl 

COUNTY OF 

he foregoing instrument was acknowledged before me t h i s /Q^p ^— day 1?L 
, 1985, bi 

Notary Public 
•My Commission Expires: 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 

Overriding Royalty Interest Owner 

tsuzartne Short 
2638 Fairwood Drive 
Pepper Pike, Ohio 44124 

STATE OF Oh\Q 

COUNTY OF C i J ^ C \ \ \ c ^ C \ X 

o f 
The f o r e g o i n g in s t rumen t was acknowledged be fo re me t h i s 

My Commission E x p i r e s : 

FRANCINE MADIAS, Notary Public 
STATE OF OHIO 

My Commission Expires Nov. 17,1987 

Notary Pub l i c 

day 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

Date 

36nald E. Cooper 
1005 Upland 
M i d l a n d , Texas 79701 

STATE OF ) e X A S I 

COUNTY OF M I [ > A . A r V r > X 

The f o r e g o i n g ins t rument was acknowledged b e f o r e me t h i s 2 . d a y 
o f A u r j l f < i - f - / 1985, by D w 6~. (2<ro . 

N6tary Pub l i c ~ ~ p a j l / > 7 ^ 6 - s 
My Commission E x p i r e s : 7 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

Date 

Houston, Texas 77056 

STATE OF T e X a S I 

COUNTY OF X 

21 
The foregoing instrument was acknowledged before me t h i s day 

of August , 1985, by James M. Cur ran 

My Commission Expires 

k/1/86 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

9 
Date 

Overriding Royalty Interest Owner 

K.D. Owen 

Jane Owen 

Executive Plaza, Suite 800 
4615 Southwest Freeway 
Houston, Texas 77027 

STATE OF TEXAS X 

COUNTY OFg^ 2 f- 2 ±*J__X 

The foregoing instrument was acknowledged before me t h i s 
of ^ £ c hJ3 , 1985, by K.D. and Jane pwen. 

My Commission Expires: 

3 day 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty Interest Owner 

William H. Short, Jr. S 
1605 Main Street 
Suite 810 
Sarasota, Florida 33577 

STATE OF <^ ' *> f t X 

COUNTY OF ^rtsZ-sO &*> 

The foregoing instrument was'acknowledged before me t h i s / day 
o f S"y^* 1985, by u,,//*** (J -S/toesJ.&e. , 

Notary P u b l i c 
My Commission E x p i r e s : 

KATHLEEff CASPER .ITotary Publ ic 
Tha Stata o f FLORIDA at Larga 
My Commission'Expires 03-25-87 



IN WITNESS WHEREOF, the p a r t i e s hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Overriding Royalty I n t e r e s t Owner 
Working I n t e r e s t Owner 

Asst. Secretary 

STATE OF New Mexico I 

COUNTY OF Chaves X 

The foregoing instrument was acknowledged before me t h i s 15th day 
of August - 1985, by Norman L. Stevens, I I I , as Vice-President 
f o r Fisco, Inc. 

Notary Public 
My Commission Expires: 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

August 15, 1985 
Date 

Working Interest Owner 

New Mexico^Oil Corporation 
L. C. HARRIS, President 

Address: P.O. Box 1714 \ 
Roswell, NM 88201 

STATE OF _NEW MEXICO j 

COUNTY OF Chaves X 

The foregoing instrument was acknowledged before 
August f 1985, by L . C . HARRIS me 

of 
fo r New Mexico O i l Corporation. 

My Commission Expires: 
J u l y 15 , 1986 

this 15th d a y 

President 

No^ 

OFFICIAL SEA 

EUZABrTH B. GORMAN 5 

£ NOTARY 8ON0 FtlED WtTH SECRETARY O f STATE jp 

£ My CommlMlen Expires ^.•^/..6?.z:.f?.£> ^ 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Working Interest Owner 

Date 

" Bison Petroleum Corporation 
203 W. 8th Street 
Amarillo, Texas 79101 

STATE OF d ^ ^ J i X ^ o ^ \ 

COUNTY OF / ^ e ^ t g ^ . X 

The foregoing instrument was acknowledged before me t h i s day 

f o r Eh'sorr Petroleum Corporation. 

Notary Public 
My Commission Expires: 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Working Interest Owner 

Date 

r David M. Home, Agent and A t t o r n e y - i n - F a c t 
Address: P.O. Box 17689 

San A n t o n i o , TX 78217 

STATE OF TEXAS X 

COUNTY OF BEXAR X 

The f o r e g o i n g in s t rumen t was acknowledged b e f o r e me t h i s 16th day 
o f August / 1985, by David M. Home ,Agent and A t t o r n e y - i n -
f o r SPG E x p l o r a t i o n Corp . Fact 

Notary Pub l i c 
My Commission E x p i r e s : 

SUSAN EILEEN F.CKFN3Q.H 
NOTARY PUBLIC STATE OF TEXAS 
COMMISSION EXPIRES 4 - 4 - 8 9 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

August 15, 1985 

Date 

Working Interest Owner 

Dalport Oil Corporation 
3471 I n t e r F i r s t One 
Dallas, Texas 75202 

President 

STATE OF _ 

COUNTY OF 

TEXAS 

DALLAS 

The foregoing instrument was acknowledged before me t h i s 15th day 
of August , 1985, by W. L. Todd, Jr. , President 
for Dalport O i l Corporation. 

My Commission Expires: 
12/31/88 

Notary Public 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 

Working Interest Owner 

R & M 

Address 

nterprises 

STATE OF 

COUNTY OF x 

of 
The foregoing instrument was acknowledged before me t h i s day 

/ f r s4 iu£ t 1985, by ^ J / J J . $ J ^ 4 + ^ L • 

Notary P u b l i c / 
My Commission Expires: 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 

Working Interest Owner 

STATE OF NEW MEXICO 

COUNTY OF BERNALILLO 

The foregoing instrument was acknowledged before me t h i s 20th 
of August , 1985, by George L. Clark . 

day 

Notary Public 
My Commission Expires: 

12-30-87 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 

Working Interest Owner 

(3 
Bruce Stubbs 

Address: #W ffsAft-Sd*) JJ/L 

STATE OF ^Ifw /f/aVlCO I 

COUNTY OF ClcwVL- X 

The foregoing instrument was acknowledged before me this day 
of JLJMT / 1985, by ft^vzjp S-J-Q)>JS 

Notary Public 
My Commission Expires: 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Working Interest Owner 

August 15, 1985 
Date 

Norman L. Stevens, Jr. 
P.O. Box 1518 
Roswell, NM 88201 

STATE OF New Mexico X 

COUNTY OF Chaves X 

The foregoing instrument was acknowledged before me t h i s 15th day 
of August ' 1985, by Norman L. Stevens, Jr, 

My Commission Expires: 
8-11-86 

Notary- Public 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Working Interest Owner 

August 15, 1985 
Date 

Charles B. Read 
P.O. Box 1518 
Roswell, NM 88201 

STATE OF New Mexico I 

COUNTY OF Chaves X 

The foregoing instrument was acknowledged before me t h i s 15th a a v 

of August , 1985, by Charles B. Read . 

Notary Public 
My Commission Expires: 
3-11-86 



Ci 

IN WITNESS WHEREOF, the par t i e s hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 

Working Inte^e-slp Owner 

Joe"M. W i g l e ^ ^ ^ - ^ 
sp.O. Box 
Roswe l l , NM 88201 

STATE OF /Vpuy flfWrtO X 

COUNTY OF X 

The foregoing instrument was acknowledged before me this )S~f^i day 
of /Ljpirf / 1985, by Jfc/ /H). u / ' f l d f i 

My Commission Exp i r e s : 
•Notary P u b l i c 

V,. 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Working Interest Owner 

Date 

STATE OF 

Claudia Baker 

Address: / p . & / P dTX- 6-3 V 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s j p y day 
o f C / ^ s s ^ l 1985, by ~ 7 2 ^ A , s 6 t L M * J • 

My Commission Expires: 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 
X f l i t 

Working Interest Owner 

Wilfred E. Blesing, Trustee 

Victor F. Bogard, 
Address: Roy /</''/'D 

stee 

STATE OF (' j f ^ ^ ^ - ^ A ^ I 

COUNTY OF,, 

The foregoing instrument was acknowledged before me t h i s ~X-\sy/- day 

My Commission Expires: 
*7-.X r^Yt,, 

Notary Public (/ 

OFFICIAL SEAL 
HELEN R CAMPILLI 

W ^ A x U NOTARY PUBLIC - CALIFORNIA 
SANTA CRUZ COUNTY 

My comm. expires JUL 28, 1986 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 

Working Interest Owner 

Brian Egbert tf^ 

Address: 9 J L / S j . 

STATE OF (fl \XAAM{ Al.- I 

COUNTY OF 

U o n ^ 
/\The foregoing instrument was acknowledged-before me t h i s cyi I d; 

of | j \ \ , ^vU/Lf t 1985, by A /TXA/lv OjM^JC . 

Notary Public 
My-^Commission Expires: 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 

Working Interest Owner 

Paul F. Glenn 

Address: 

STATE OF ^ f t H F y n M l f t x 

COUNTY OF f f i l W * ft^Gft^y 

Tna roregoing instrument was acknowledged b " ' x 

o f / t -O^ucrf- . 1985, by T f W L t~- G l £ 
7?y 

Tha foregoing instrument was acknowledged before me t h i s U- 1 day 

N A) . 

Notary Public 
My Commission Expires: 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Working Interest Owner 

STATE OF New Mexico X 

COUNTY OF Chaves X 

The foregoing instrument was acknowledged before me t h i s 15th day 
of August , 1985, by Norman L. Stevens,- Jr, Vice-President 
for Read & Stevens, Inc. a New Mexico Corporation. 

Notary Public 
My Commission Expires: 

8-11-86 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 

Working Interest Owner 

Jazfiei A. Clark 

Address: P.O. Box 1518 
Roswell, NM 88 201 

STATE OF / r f o J f g X 

COUNTY OF C/c>^M4-— X 

The foregoing instrument was acknowledged before me this /j*^ day 
of <^pk^Ul , 1985, by J(j^io. ^/{MJ" 

Mv Commission Expires: 
Notary Public 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signature. 

Date 

Date 

Date 

<Asp-l ^ U , 1^.1 
Date 

STATE OF NEW MEXICO 

COUNTY OF EDDY 

Working Interest Owner 

YATES PETRCLEUM CORPORATION 

The foregoing instrument was acknowledged before me on this c^}(_p fk^ 
d a Y o f C ^ L j \n, JHv, 1985, by U i ^ i n Y \ I \aJcJUO , A t t o r n e y 

fATE i n - F a c t f o r YATES PETROLEUM CORPORATION, ' L ^ i x | $CTV\ ( l<\£iiS\ 
A t t o r n e y - i n - F a c t f o r YATES DRILLING COMPANY, by V g L \ A /y(l L ) (_ \ Q -\ j / y , 
A t t o r n e y - i n - F a c t f o r MYCO INDUSTRIES, INC. , and by ^ j c y f i ^ u 7 \ Q T ; ^ ", 
A t t o r n e y - i n - F a c t f o r ABO PETROLEUM CORPORATION, a l l New Mexico (Corporations, 
on beh la f o f s a id c o r p o r a t i o n s . 

My Commission Expires: 
Notary Public 



IN WITNESS WHEREOF, the parties hereto have executed t h i s Agreement 
on the date opposite t h e i r respective signatures. 

WORKING INTEREST OWNER 

Date 

/ / Uo 
Date 1 

^ 4 

John A. Yates / 

/ ) / , 

S.P. Yates 

Date 
ESTATE OF MARTIN YATES I I I 
LILLIE M. YATES 

9& 

Frank Yates, as Attorney-in-Fact 
for L i l l i e M. Yates, i n d i v i d u a l l y 
and, with Frank Yates and S.P. 
Yates, Personal Representatives 
of the Estate of Martin Yates 
I I I . 

STATE OF NEW MEXICO ) 
ss 

COUNTY OF EDDY } 

The foregoing instrument was acknowledged before me t h i s ••T-
day of yise^UL^-^LeA J , 19 , by JOHN A. YATES,' S.P. 
YATES, and by FRANK YATES, as Attorney-in-Fact for L i l l i e M. Yates, i n d i v i d u a l l y , 
and, with Frank Yates and S.P. Yates,Personal Representatives of the Estate 

of Martin Yates I I I . 

My commission expires: /~) a^-^) z$ Ubjls~u(-fits' 
Notary Public 



IN REPLY 
REFER TO: 

3180 (065) 

United States Department of the Interior 
BUREAU OF LAND MANAGEMENT 

Roswell District Office 
P. O. Box 1397 

Roswell, New Mexico 88201 

NOV 211985 

Burk Royalty Company 
Attention: Al Norris 
P. 0. Box BRC 
Wichita F a l l s , Texas 76307 

Gentlemen: 

One approved copy of the South Lucky Lake Queen Unit Agreement, Chaves County, 
r 

New Mexico, f i l e d on behalf of Burk Royalty Company, is enclosed. Such 

agreement has been assigned No. NM061P35-86U321 and i s effective as approved 

the same date of t h i s l e t t e r . 

Sincerely, 

Francis R. Cherry, 
D i s t r i c t Manager 

Enclosure 



CK RTIFICATTON—DETERMINATION 

Pursuant to the authority vested in the Secretary of the Interior, the act 

approved February 25, 1920, 41 Stat- 437, as anended, 30 U.S.C., sees. 131, et 

seq., and delegated to the District Manager, Bureau of Land Hanageraent, I do 

hereoy: 

A. Approve the attached agreement for the development and operation of 

the South Lucky Lake Queen unit area, Chaves County, State of New 

Mexico. 

B. Certify and determine that the unit plan of development aad operation 

contemplated in the attached agreeisent is necessary and advisable in 

the public interest for the purpose of more properly conserving the 

natural resources* 

C. Certify and determine that the drilling, producing, rental, minisnua 

royalty, and royalty requirements of a l l Federal leases committed to 

said agreeraent are hereby established, altered, changed, or revoked 

to conforra with the terns and conditions of this agreement. 

NOV % 11985 
Dated 

Qrlg. Sgd. Francis % £jbe«r£ I& 

Distr ic t Manager, 
Bureau of Land Management 

NMC61P35-364321 
Contract So. 



United States Department of the Interior 
BUREAU OF LAND MANAGEMENT 

NEW MEXICO STATE OFFICE 
Pott Office *nd Federal Building 

P.O. Box 1449 
Sann Fe. New Mexico 87504-1449 

R K M wrt* TO; 

3120 (943C-r 

DETAILED NOTICE OF COMPETITIVE OIL 
AND GAS LEASE SALE 

NEW MEXICO, OKLAHOMA, and KANSAS 

JANUARY 22, 1986 

Rio Arriba, Sandoval, San Juan, Eddy, Chaves and Lea Counties, Nev Mexico 
Canadian, Woods, Kay and Roger Mills Counties, Oklahoma 

Edwards, Clark, Meade and Greeley Counties, Kansas 

UNITED STATES DEPARTMENT OF THE INTERIOR, BUREAU OF LAND MANAGEMENT, STATE 
OFFICE, SANTA FE, NEW MEXICO. Notice is hereby given that 68 parcels of 
public and acquired lands totaling 10,605.77 acres within the known geological 
structures of certain fields in the above counties in New Mexico, Oklahoma and 
Kansas are offered for oil and gas leasing through sealed bids on the terns 
hereinafter specified to qualified bidders of the highest bonus for the 
privilege of leasing the lands under Section 17 of the Mineral Leasing Act of 
February 25, 1920, (41 Stat. 437; 30 U.S.C. 181) as amended and the Mineral 
Leasing Act for Acquired Lands of August 7, 1947 (61 Stat. 913; 30 U.S.C. 
Sec. 351). 

THERE WILL BE A MINIMUM BONUS OF $25.00 PER ACRE FOR EACH NEW MEXICO AND 
OKLAHOMA PARCEL OFFERED AND A MINIMUM BONUS OF $5.00 PER ACRE FOR EACH KANSAS 
PARCEL OFFERED. I t is the practice of the Department of the Interior to seek 
to obtain Fair Market Value (FMV) in the sale, exchange, or other disposition 
of pubMc lands and resources (Viking Resources Corp., 80 IBLA 245 (1984)). 
Towards that end, the Bureau of Land Management (a) establishes an 
administrative minimum price per acre for parcels being offered for lease sale 
and (b) assesses (estimates) the market value of those parcels. "No bid will 
be accepted unless i t is at or above the administrative minimum pricj per acre 
and is also at or above the Government's estimate of the market value of the 
parcel on which the bid was entered. The Government's estimate of value used 
in bid acceptance should not be confused vith the administrative minimum price 
per acre published In this lease offering. In the majority of leases the 
Government's estimate of value is higher than the administrative minimum price 
per acre." 

LANDS OFFERED: The lands to be offered are shown on attached Exhibit "A". 
(Each parcel number has been assigned a new serial number). 

WHEN AND WHERE TO SUBMIT BIDS: All bids must be submitted on or befoi<? 
4:00 p.m., Local Time, January 21, 1986, to the Bureau of Land Managenent, 
Cashier's Office, Room 313-E, P. 0. Box 1449, Santa Fe, NM 87504-1449. 



Bids received after 4:00 p.m., January 21, 1986, will not be considered. Bids 
will be opened at 9:00 a.m., Local Time, January 22, 1986, in the Conference 
Room 109-B of the Main Post Office Building, located at 120 South Pederal 
Place, Santa Fe, New Mexico. 

BIDDING REQUIREMENTS: Separate bids must be submitted on aach parcel. Each 
bid must be submitted on Form 3000-2 and must be accompanied by Form 1140-6, 
"Independent Price Determination Certificate", to the effect that the bid was 
arrived at by the bidder independently, and was tendered without collusion 
with any other bidder. The bid form oust be originally executed, and 
accompanied by the following: 

A bid deposit of one-fifth of the total amount bid, together with a certified 
or cashier's check or money order, made payable to The Department of the 
Interior - BLM. 

The bid envelope must be plainly marked that it is not to be opened before the 
date and hour of the bid-opening, and must show the parcel number and the name 
of the field. Bids may not be modified or withdrawn unless the modifications 
or withdrawals are received prior to 4:00 p.m., Local Time, January 21, 1986. 

SPECIAL INFORMATION: The bid form shall Bpecify the total amount bid. The . 
total amount bid, not a per acre amount, will be the basis for determining the 
bonus bid. The deposits of other bidders will be returned upon acceptance of 
the successful bid. The Department reserves the right to reject any and a l l 
bids. Any bonus bid considered as inadequate on the basis of the estimated 
value of the parcel will be rejected and the deposit returned. If a bidder, 
after being awarded a lease, fails to execute the lease or otherwise comply 
with the applicable regulations, his deposit will be forfeited. 

In the event of a tie of the highest bids, the tying bidders shall be allowed 
to submit within 15 days of notice, additional sealed bids to break the tie. 
The additional bids shall include any additional amount necessary to bring the 
total amount tendered to one-fifth of the total bonus bid. 

The successful bidder shall certify compliance with Subpart 3102 prior to 
issuance of the lease. 

Bidders are warned against violation of 18 U.S.C. 1860, prohibiting unlawful 
combination or intimidation of bidders. < 

PAYMENTS REQUIRED: Prior to issuance of a lease, the successful bidder will 
be required to furnish the remainder of the bonus bid, the first year's rental 
and his proportionate share of publication costs. The successful bidder's 
share of publication cost shall be that proportion of the total publication 
cost that the number of parcels awarded to him bears to the number of parcels 
awarded. 

RENTAL AND ROYALTY: Any lease issued as a result of this offer will provide 
for payment of annual rental of $2.00 per acre or fraction thereof, and a 
royalty payable to the United States at the rate of 12^ percent to 25 percent 
for o i l , and 12^ percent to 16-2/3 percent for gas, in accordance with Form 
3120-9, Schedule "B" which will be made a part of any lease issued. 

-2-



BOND INFORMATION: A general lease and d r i l l i n g bond in the amount of not less 
than $10,000, conditioned upon compliance with a l l term6 and conditions of the 
lease must be furnished p r i o r to entry and commencement of geophysical 
exploration or d r i l l i n g operations by the lessee or his operator. I f the 
successful bidder has an approved f u l l statewide or nationwide bond for public 
and acquired lands i n the States of New Mexico, Oklahoma, and Kansas no 
additional bonds w i l l be required. 

REIMBURSEMENT FOR COST OF PRIVATE SURVEY: 

The legal descriptions for the parcels l i s t e d below were compiled by private 
survey at the expense of the i n i t i a t i n g party. Prior to lease issuance, the 
successful bidder must reimburse the company or individual for the f u l l price 
of the survey as shown and provide such evidence to t h i s o f f i c e . This 
evidence w i l l be requested by the Bureau of Land Management from the 
successful bidder at the time that the decision i s rendered accepting the high 
bid . The name and address of the party that i n i t i a t e d the survey w i l l be 
shown on such decision. THE COST OF THE SURVEY CANNOT BE APPLIED TO THE LEASE 
BONUS. I f the successful bidder i s also the same party who paid for the 
private survey costs, such party must bear the required cost. I f the l i s t e d 
parcels are deleted from the sale or i f the high bids are rejected for any 
reason, the Bureau of Land Management w i l l not be l i a b l e for reimbursement of 
such costs and they must be assumed by the party who i n i t i a t e d the survey: 

PARCEL NO COST 
59 5 154.00 
60 $1,727.66 

SPECIAL STIPULATIONS REQUIRED: 

Parcels 1-9 are subject to the Canada Ojitos Unit. Prior to issuance of the 
leases, the successful bidders must j o i n the Unit Agreement No. 
14-08-0001-8526. The Operator i s Benson-Montin-Grier D r i l l i n g Corporation. 

Parcel 11 i s subject to the Bureau of Indian A f f a i r s , Navajo Indian I r r i g a t i o n 
Project, Special Stipulation as follows: 

"No o i l or gas f a c i l i t i e s w i l l be i n s t a l l e d that w i l l unduly interefere 
w i t h the construction or development of the area for a g r i c u l t u r a l purposes 
i n connection with the Navajo Indian I r r i g a t i o n Project. The lessee must 
clear with the Navajo Indian I r r i g a t i o n Project Manager pri o r to the 
i n s t a l l a t i o n of any o i l and gas equipment so that modification or 
relocation at a l a t e r date might be avoided. I f the surface i s being 
u t i l i z e d by an in d i v i d u a l Navajo land user, compensation fo r a l l surface 
damages and the loss of grazing area due to exploration and development 
a c t i v i t y i s required." 

Parcels 12-16 and 23 are subject to Important Cave Area Special S t i p u l a t i o n , 
Roswell 5. 

Parcels 42, A3 and 57 are subject to Important Seasonal W i l d l i f e Habitat (Tice 
Restriction) Special S t i p u l a t i o n , Roswell 2. 



Parcels 21 and 22 are subject to Bureau of Reclamation Special Stipulation 
Form 3109-1 and additional special stipulations and "NO SURFACE OCCUPANCY" 
stipulation. 

Parcel 26 is subject to the South Lucky Lake Queen Unit. Prior to issuance of 
the lease, the successful bidder must join the Unit Agreement No. NM 
061P35-86U321. The operator i s Burk Royalty Company. 

Parcels 2°, 44, 45, 46, 47 and 48 are subject to Special Potash Stipulation, 
Form 3100-13 (June 1984). 

Parcels 59 and 60 are subject to Special Stipulation, Oklahoma 1, regarding 
periodic flooding. 

Parcel 60 is subject to Communitization Agreement MC 776. Prior to issuance 
of the lease, the successful bidder must join the Communitization Agreement. 
The operators are Tuthill and Barbee and Woodruff Drilling Company. 

Parcel 61 is subject to the Corps of Engineers Stipulation Form 3109-2 and 
additional special stipulations. 

Parcels 62 and 63 are subject to the United States Department of Agriculture, 
Forest Service Stipulation as follows: 

The licensee/permittee/lessee must comply with a l l the rules and 
regulations of the Secretary of Agriculture set forth at T i t l e 36, Chapter 
I I , of the Code of Federal Regulations governing the use and management of 
the National Forest System (NFS) when not inconsistent with the rights 
granted by the Secretary of the Interior in the license/prospecting 
permit/lease. The Secretary of Agriculture's rules and regulations must 
be complied with for (1) a l l use and occupancy of the NFS prior to 
approval of a permit/operation plan by the Secretary of the Interior, (2) 
uses of a l l existing improvements, such as Forest development roads, 
within and outside the area licensed, permitted or leased by the Secretary 
of the Interior, and (3) use and occupancy of the NFS not authorized by a 
permit/operating plan approved by the Secretary of the Interior. 

All matters related to this stipulation are to be addressed 

to Forest Supervisor 
Cibola Natioanl Forest 

at 10308 Candelaria N.E. 
Albuquerque, NM 87112 

Telephone No. (505) 766-2185 
who is the authorized representative of the Secretary of Agriculture. 

ADDITIONAL INFORMATION, REQUIRED FORMS AND COPIES OF ALL STIPULATIONS MAY BE 
OBTAINED PROM THE BUREAU OF LAND MANAGEMENT, P. 0. BOX 1449, 
SANTA FE, NEW MEXICO 87504-1449. 

THE LIST SHOWING THE RESULTS OF THE SALE MAY BE PURCHASED AT A COST OF £5.00 
FROM THE CASHIER, NEW MEXICO STATE OFFICE, P. 0. BOX 1449, 
SAVTA PE, NEW MEXICO 87504-1449. 
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^ -eel No. 24 - 40.11 Total Acres 
8 S.t R. 28 E., NMPM 

Sec. 5: Lot 4 
Chaves County - Undefined Field 
NM 65395 

Parcel No. 25 - 40.07 Total Acres 
I , 8 S., R. 28 E., NMPM 
Sec. 6: Lot 1 
Chaves County - Undefined Field 
NM 65396 

Parcel No. 26 - 80.00 Total Acres 
T. 15 S., R. 29 E. t NMPM 
Sec. 28: E*NEi 
Chaves County - Undefined Field 
NM 65397 

Parcel No. 27 - 120.00 Total Acres 
T. 15 S., R. 29 E. t NMPM 
Sec. 28: W*NEi, NE£SEi 
Chaves County - Undefined Field 
NM 65398 

Parcel No. 28 - 80.00 Total Acres 
* 16 S., R. 29 E., NMPM 
Sec. 23: N±NW± 
Eddy County - Undefined Field 
NM 65399 

Parcel No. 29 - 399.36 Total Acres 
T. 24 S., R.-29 E., NMPM 
Sec. 1: Lots 2, 3, 4, SWiNEi, 

SiNW£, swi 
Eddy County - Undefined Field 
NM 65400 

Parcel No. 30 - 279.88 Total Acres 
T. 24 S., R. 29 E.. NMPM 
Sec. 5: Lot 1, SE|NE£, Sisi, 

NEiSEi 
Eddy County - Undefined Field 
NM 65401 

Parcel No. 31 - 120.00 Total Acres 
T. 24 S., R. 29 E.. NMPM 
Sec. 8: SiNE£, NWiSEt 
Eddy County - Undefined Field 
NM 65402 

F ^ e l No. 32 - 240.00 Total acres 
T . 24 S . , R. 29 E . , NMPM 
Sec. 11: NiSWt, Sit 
Eddy County - Undefined F i e l d 
NM 65403 

Parcel No. 33 - 160.00 Total Acres 
T. 24 S. , R. 29 E., NMPM 
Sec. 12: NWi 
Eddy County - Undefined Field 
NM 65404 

Parcel No. 34 - 320.00 Total Acres 
T. 24 S. , R. 29 E. t NMPM 
Sec. 13: W* ~~ 
Eddy County - Undefined Field 
NM 65405 

Parcel No. 35 - 80.00 Total Acres 
T. 24 S., R. 29 E., NMPM 
Sec. 18: E*NEt 
Eddy County - Undefined Field 
NM 65406 

Parcel No. 36 - 120.00 Total Acres 
T. 24 S. , R. 29 E., NMPM 
Sec. 23: E*SEi, SV£SEJ 
Eddy County - Undefined Field 
NM 65407 

Parcel No. 37 - 400.00 Total Acres 
T. 24 S., R. 29 E., NMPM 
Sec. 25: NE±, NiNWi, SÊ NWi, 

NEiSWi, NiSEi 
Eddy County - Undefined Field 
NM 65408 

Parcel No. 38 - 120.00 Total Acres 
T. 24 S., R. 29 E. t NMPK 
Sec. 26: NiNEt, NEtNWi 
Eddy County - Undefined Field 
NM 65409 

Parcel No. 39 - 40.00 Total Acres 
T. 24 S., R. 29 E., NMPM 
Sec. 29: NEtNE£ 
Eddy County - Undefined Field 
NM 65410 

Parcel No. 40 - 40.00 Total Acres 
T. 24 S., R. 29 E., NMPM 
Sec. 33: SWjSEt 
Eddy County - Undefined Field 
NM 65411 

Parcel No. 41 - 40.00 Total Acres 
T. 24 S., R. 29 E., NMPM 
Sec. 34: SWjSEi 
Eddy County - Undefined Field 
NM 65412 



TO ALL WORKING INTEREST OWNERS: 

RE: South Lucky Lake Waterflood Unit 
Chaves County, New Mexico 

Gentlemen: 

Burk Royalty Co. hereby requests and agrees that the above Unit 
Agreement should be extended f o r an additional six months from 
November 1, 1985. 

Sincerely, 

BURK ROYALTY CO. 

Al Norris 
Land Department 

AN/cr 

1 COO PETROLEUM BUILDING P. 0. BOX BRC WICHITA FALLS. TEXAS 76307 (817)322-5421 



DALPORT OIL CORPORATION 
3471 INTERFERST ONE 
DALLAS, TEXAS 75202 

January 14, 1986 

Burk Royalty Company 
Post Office Box BRC 
Wichita F a l l s , Texas 76307 

RE: Expiration of South Lucky Lake Waterflood Unit, 
Chaves County, New Mexico 

Gentlemen: 

Dalport O i l Corporation requests and agrees to the 
extension of the above Unit Agreement for s i x (6) months from 
November 1, 1985. 

Yours very t r u l y , 

DALPORT OIL CORPORATION 
V 

W. L. Todd, Jr. , P r e s i d e ^ 

WLTJr/fm 



BISON 
PETROLEUM 
CORPORATION 

5809 South Western, Suite 200 
Amarilio, Texas 79110-3607 

Phone: 806/358-0181 

Burk Royalty Company 
P.O. Box BRC 
Wichita Fa l l s , TX 76307 
A t t n : Mr. Al Norr is 

Re: Explorat ion South Lucky Lake 
Water Flood Unit 
Chaves County, New Mexico 

January 15, 1986 

Gentlemen: 

Bison Petroleum Corporation requests and agrees to the extension of 
the subject Unit Agreement fo r s ix months from November 1 , 1985. 

Yours very truly, A 

Bruce 0. Barthel 
President 

BOB/1j 



U N I T E D B A N K P L A Z A P H O N E 5 0 5 6 2 2 - 3 

AOO N. PENN. SUITE LOOO 

CHARLES 8 • READ L/(y€<Kt <K *J l&V&nA iSWC. 
P R E S I D E N T ' 

J R M A N L. S T E V E N S . J R . 

VICE-PRESIDENT ^ V. Woe 1518 

0L«*M, J/e»> JLucc S8g01 

January 15, 1986 

Burk Royalty Company 
Post Office Box BRC 
Wichita F a l l s , Texas 76307 

Attention: A l Norris 

Re: South Lucky Lake Water Flood 
Unit Agreement Extension 

Gentlemen: 

This l e t t e r i s to n o t i f y you and a l l interested parties that Read & Stevens, 
Inc. does agree to the extension of the u n i t agreement fo r s i x months from 
November 1, 1985, not only on i t s own behalf but also on behalf of a l l of those 
par t i e s which obtained t h e i r i n t e r e s t i n t h i s Unit through Read & Stevens, Inc., 
be i t overriding r o y a l t y owners or working i n t e r e s t owners. I f we can be of 
fur t h e r assistance please advise. 

Sincerely, 

READ S STEVENS, INC. 

JW:arw 



S P. YATES 

PETROLEUM 
CDRPDRRT1DN 

2 0 7 S O U T H F O U R T H S T R E E T 

ARTESIA. NEW MEXICO 8 8 2 lO 

TELEPHONE (505) 7*8-1331 

January 16, 1986 

PRESIDENT 

M A R T I N Y A T E S . I l l 

V I C E P R E S I D E N T 

J O H N A. YATES 

VICE PRESIDENT 

B. W. HARPER 
S E C . - T R E A S 

Burk Royalty Company 
1000 Petroleum Building 
P.O. Box BRC 

Wichita Falls, Texas 76307 

Attention: Mr. Al Norris 
RE: Expiration South Lucky Lake 

Waterflood Unit 
Chaves County, New Mexico 

Gentlemen: 

Yates Petroleum Corporation, Yates Drilling Company, Myco Industries, 
Inc., Abo Petroleum Corporation, John A. Yates, S.P. Yates, Estate 
of Martin Yates I I I , and Lillie M. Yates all request and agree to 
the extention of the above Unit Agreement for six months from 
November 1, 1985. 

Very truly yours, 

YATES PETROLEUM CORPORATION 
YATES DRILLING COMPANY 
MYCO INDUSTRIES, INC. 
ABO PETROLEUM CORPORATION 
JOHN A. YATES 
S.P. YATES 
ESTATE OF MARTIN YATES I I I 
LILLIE M. YATES 

JB/kg 
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UNIT OPERATING AGREEMENT 

SOUTH LUCKY LAKE QUEEN UNIT 

CHAVES COUNTY, NEW MEXICO 

THIS AGREEMENT, entered i n t o as of the 1st day of .July, 
1984 by and between the p a r t i e s who have signed t h * o r i g i n a l of 
t h i s instrument, a counterpart thereof, or other instrument 
agreeing to become a par t y hereto. 

W I T N E S S E T H : 

WHEREAS, the p a r t i e s hereto as Working I n t e r e s t Owners 
have executed, as of the date hereof, an Agreement e n t i t l e d 
"Unit Agreement,South Lucky Lake Queen Unit Chaves County, New 
Mexico", herein r e f e r r e d to as "Unit Agreement", which, among 
other t h i n g s , provides f o r a separate agreement to be entered 
i n t o by Working I n t e r e s t Owners to provide f o r Unit Operations 
as t h e r e i n defined. 

NOW, THEREFORE, i n cons i d e r a t i o n of the mutual agreements 
herein set f o r t h , i t i s agreed as f o l l o w s : 

ARTICLE 1 

CONFIRMATION OF UNIT AGREEMENT 

1.1 Confirmation of Unit Agreement. The Unit Agreement i s 

hereby confirmed and bv reference made a part of t h i s Agreement. 
The d e f i n i t i o n s i n the Unit Agreement are adopted f o r a l l 
purposes of t h i s Agreement, I f there i s any c o n f l i c t between 
the Unit Agreement and t h i s Agreement, the Unit Agreement s h a l l 
severn. 

ARTICLE 2 

EXHIBITS 

2.1 Exh i b i t s . 

2.1.1 E x h i b i t s A, B, C, and D of the Unit Agreement 

are incorporated herein bv reference. 



2.1.2 E x h i b i t E, a t t a c h e d h e r e t o , i s a schedule she w i n g 

the U n i t P a r t i c i p a t i o n of each Work i n s I n t e r e s t Owner. E x h i b i t 
E> or a r e v i s i o n t h e r e o f , s h a l l not be c o n 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 mav be used as showing the U n i t 
P a r t i c i p a t i o n s shown t o be i n e r r o r or r e v i s e d as h e r e i n a u t h o r i s e d . 

2.1.3 E x h i b i t F, a t t a c h e d h e r e t o , i s the A c c o u n t i n g Procedure 

a p p l i c a b l e t o U n i t O p e r a t i o n s . I f t h e r e i s anv c o n f l i c t between t h i s 
Agreement and E x h i b i t F, t h i s Agreement s h a l l govern. 

2.1.4 E x h i b i t G, a t t a c h e d h e r e t o , c o n t a i n s i n s u r a n c e 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 O p e r a t i o n s . 

2.2 R e v i s i o n of E x h i b i t s . Whenever E x h i b i t s A, B or C are 

r e v i s e d , E x h i b i t E s h a l l be r e v i s e d a c c o r d i n g l y and be e f f e c t i v e 
as of the same da t e . 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 E from 
t i m e t o t i m e as r e q u i r e d t o conform t o changes i n ownership of which 
U n i t O p e r a t o r has been n o t i f i e d as p r o v i d e d i n t h e U n i t Agreement. 

2.3 Reference t o E x h i b i t s . When r e f e r e n c e i s made h e r e i n t o an 

e x h i b i t , i t i s t o t h e e x h i b i t as o r i g i n a l l y a t t a c h e d or, i f r e v i s e d ' 
t o the l a s t r e v i s i o n . 

ARTICLE 3 

SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS 

3.1 O v e r a l l S u p e r v i s i o n . Working I n t e r e s t Owners s h a l l ex

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 of a l l m a t t e r s p e r t a i n i n g t o 
U n i t O p e r a t i o n s p u r s u a n t t o t h i s Agreement and the U n i t Agreement. 
I n t h e e x e r c i s e of such a u t h o r i t y , each Working I n t e r e s t Owner s h a l l 
a c t s o l e l y i n i t s own b e h a l f i n the c a p a c i t y of an i n d i v i d u a l owner 
and not on b e h a l f of t h e owners as an e n t i r e t y . 

3.2 S p e c i f i c A u t h o r i t i e s and D u t i e s . The m a t t e r s w i t h r e s p e c t 

t o which Working I n t e r e s t Owners s h a l l d e c i de and take a c t i o n s h a l l 
i n c l u d e , but not be l i m i t e d t o , the f o l l o w i n g : 

3.2.1 Method of O p e r a t i o n . The method of o p e r a t i o n , i n c l u d 

i n g the t y p e or t y p e s of p r e s s u r e maintenance, secondary r e c o v e r y , or 
o t h e r r e c o v e r y program t o be employed. 

3.2.2 D r i l l i n g o f W e l l s . The d r i l l i n g of anv w e l l whether f o r 



p r o d u c t i o n of U n i t i z e d Substances, f o r use as an i n j e c t i o n w e l l , or 
f o r o t h e r purposes. 

3.2.3 Well Recompletions and Change of S t a t u s . The recomple

t i o n , abandonment, or permanent change of s t a t u s of any w e l l , or the 
use of any w e l l f o r i n j e c t i o n or o t h e r purposes. 

3.2.4 E x p e n d i t u r e s . The making of anv s i n g l e e x p e n d i t u r e i n 

excess of Seven Thousand F i v e Hundred D o l l a r s ($7,500.00); however, 
a p p r o v a l by Working I n t e r e s t Owners of t h e d r i l l i n g , r e w o r k i n g , deep
e n i n g , or p l u g g i n g back of anv w e l l s h a l l i n c l u d e a p p r o v a l of a l l 
necessary e x p e n d i t u r e s r e q u i r e d t h e r e f o r , and f o r c o m p l e t i n g , t e s t i n g , 
and e q u i p p i n g t h e w e l l , i n c l u d i n g necessary f l o w l i n e s , s e p a r a t o r s , 
and l e a s e tankage. 

3.2.5 D i s p o s i t i o n of U n i t Equipment. The s e l l i n g or o t h e r w i s e 

d i s p o s i n g of any major i t e m of s u r p l u s U n i t Equipment, i f t h e c u r r e n t 
p r i c e of new equipment s i m i l a r t h e r e t o i s F i v e Thousand D o l l a r s 
($5,000,00) o r mo r e . 

3.2.6 Appearance Before a Court or R e g u l a t o r y Agency. The 

d e s i g n a t i n g of a r e p r e s e n t a t i v e t o appear b e f o r e anv c o u r t or r e g u l a 
t o r y agency i n m a t t e r s p e r t a i n i n g t o U n i t O p e r a t i o n s ; however, such 
d e s i g n a t i o n s h a l l not p r e v e n t any Working I n t e r e s t Owner from appear
i n g i n person or from d e s i g n a t i n g a n o t h e r 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 A u d i t s . The a u d i t i n g of t h e accounts of U n i t Operator-

p e r t a i n i n g t o U n i t O p e r a t i o n s hereunder; however, t h e 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 of U n i t Oper
a t o r , and 

(b) be made upon t h e ap p r o v a l o f t h e owner or owners 
of a m a j o r i t y o f Working I n t e r e s t o t h e r than t h a t 
of U n i t O p e r a t o r , a t the expense of a l l Working 
I n t e r e s t Owners o t h e r than U n i t O p e r a t o r , or 

(c ) be made a t the expense of those Working I n t e r e s t 
Owners r e q u e s t i n g such a u d i t , i f owners of l e s s 
t h a n a m a j o r i t y of Working I n t e r e s t , o t h e r than 
t h a t of U n i t O p e r a t o r , r e q u e s t such an a u d i t , and 

<d) 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 O p e r a t o r . 



3.2.8 I n v e n t o r i e s . The t a k i n g of p e r i o d i c i n v e n t o r i e s under 

the terms of E x h i b i t F. 

3.2.9 T e c h n i c a l S e r v i c e s . The a u t h o r i z i n g of charges t o the 

•Joint Account f o r s e r v i c e s bv c o 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 bv the overhead charges p r o v i d e d bv E x h i b i t F. 

3.1.10 Assignments t o Committees. The appointment of committe 

t o s t u d v anv problems i n c o n n e c t i o n w i t h U n i t O p e r a t i o n s . 

3.1.11 The removal of U n i t Operator and the s e l e c t i o n of a 
successor. 

3.2.12 The enlargement o f t h e U n i t Area. 

3.3.13 The a d j u s t m e n t and r e a d j u s t m e n t of i n v e s t m e n t s . 

3.2.14 The t e r m i n a t i o n of t h e U n i t Agreement. 

3.2.15 Border L i n e Agreements. 

ARTICLE 4 

MANNER OF EXERCISING SUPERVISION 

4.1 D e s i g n a t i o n of R e p r e s e n t a t i v e s . Each Working I n t e r e s t Owner-

s h a l l i n f o r m U n i t Operator i n w r i t i n g of the names and addresses of 
the r e p r e s e n t a t i v e and a l t e r n a t e who are a u t h o r i z e d t o r e p r e s e n t and 
b i n d such Working I n t e r e s t Owner w i t h r e s p e c t t o U n i t O p e r a t i o n s . The 
R e p r e s e n t a t i v e or a l t e r n a t e mav be changed from t i m e t o time bv w r i t 
t e n n o t i c e t o U n i t O p e r a t o r . 

4.2 Meetings. A l l meetings of Working I n t e r e s t Owners s h a l l be 

c a l l e d bv U n i t O p e r a t o r upon i t s own motion or a t the r e q u e s t of two 
(2) 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 
t h e n i n e f f e c t of not l e s s t h e n t e n pe r c e n t (10"/.). 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) davs-' advance w r i t t e n n o t i c e , 
w i t h agenda f o r t h e 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 he meeting mav amend items i n c l u d e d i n the agenda and mav 
a c t upon an amended i t e m or o t h e r items p r e s e n t e d a t the meeting. 
The r e p r e s e n t a t i v e o f U n i t Operator s h a l l be chairman of each 
me e t i n g. 

4.3 V o t i n g Procedure. Working I n t e r s t Owners s h a l l decide 

a l l m a t t e r s coming b e f o r e them as f o l l o w s : 



4.3.1 V o t i n g I n t e r e s t . Each Working I n t e r e s t Owner s h a l l have 

a v o t i n g i n t e r e s t equal t o i t s U n i t P a r t i c i p a t i o n i n e f f e c t a t t h e 
time of the v o t e . 

4.3.2 Vote Required. Unless o t h e r w i s e p r o v i d e d h e r e i n or i n 

t h e U n i t Agreement, Working I n t e r e s t Owners s h a l l determine a l l 
m a t t e r s bv the a f f i r m a t i v e v o t e of f o u r or more Working I n t e r e s t 
Owners ha v i n g a combined v o t i n g i n t e r e s t of a t l e a s t s i x t y p e r c e n t 
( 6 0 % ) ; however, sh o u l d anv one Working I n t e r e s t Owner have more 
then t h i r t v - f i v e p e r c e n t (35%) v o t i n g i n t e r e s t , i t s n e g a t i v e 
v o t e or f a i l u r e t o v o t e s h a l l not d e f e a t a m o t i o n , and such motion 
s h a l l pass i f approved bv Working I n t e r s t Owners having a m a j o r i t y 
v o t i n g i n t e r e s t , u n l e s s t h r e e or more Working I n t e r e s t Owners ha v i n g 
a combined v o t i n g i n t e r e s t of a t l e a s t t e n p e r c e n t (10%) l i k e w i s e 
v o t e a g a i n s t t h e motion or f a i l t o v o t e 

4.3.3 Vote a t Meeting bv N o n a t t e n d i n g Working I n t e r e s t Owner. 

Anv Working I n t e r e s t Owner who i s not r e p r e s e n t e d a t a meeting mav 
v o t e on anv agenda i t e m bv l e t t e r or t e l e g r a m addressed t o the r e 
p r e s e n t a t i v e of 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 
v o t e a t the m e e t i n g , p r o v i d e d t h e agenda items are not amended. 

4.3.4 P o l l Votes. Working I n t e r e s t Owners mav v o t e on and de

c i d e , by l e t t e r or t e l e g r a m , anv m a t t e r s u b m i t t e d 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 r e q u e s t e d , as p r o v i d e d 
i n s e c t i o n 4.2, w i t h i n seven (7) davs a f t e r a w r i t t e n p roposal 
i s sent t o Working I n t e r e s t Owners, the v o t e taken by l e t t e r or 
t e l e g r a m 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 of t h e r e s u l t s of such v o t i n g t o a l l Working I n t e r e s t 
Owners. 

ARTICLE 5 

INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 

5.1 R e s e r v a t i o n of R i g h t s . Working I n t e r e s t Owners s e v e r 

a l l y r e s e r v e t o themselves a l l t h e i r r i g h t s , except as o t h e r w i s e 
p r o v i d e d i n t h i s Agreement and the U n i t Agreement. 

5.2 S p e c i f i c R i g h t s . Each Working I n t e r e s t Owner s h a l l have 

among o t h e r s , t h e f o l l o w i n g s p e c i f i c r i g h t s : 

5.2.1 Access t o U n i t Area. Access t o the U n i t Area a t a l l 

r e a s o n a b l e t i m e s t o i n s p e c t U n i t O p e r a t i o n s , a l l w e l l s , and the 
r e c o r d s 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 to receive from Unit Operator, 

upon w r i t t e n request? copies of a l l r e p o r t s to anv governmental 
agency, r e p o r t s of crude o i l runs and stocks, inventory r e p o r t s , 
and a l l other i n f o r m a t i o n p e r t a i n i n g to Unit Operations. The 
cost of gathering and f u r n i s h i n g i n f o r m a t i o n not o r d i n a r i l y f u r 
nished by Unit Operator to a l l Working I n t e r e s t Owners s h a l l be 
charged to the Working I n t e r e s t Owner t h a t requests the i n f o r -
ma t i o n . 

ARTICLE 6 

UNIT OPERATOR 

6.1 Unit Operator. Burk Royalty Co. i s hereby designated as the 

i n i t i a l Unit Operator. 

6.2 Resignation or Removal and Se l e c t i o n of Successor. The r e 

s i g n a t i o n or removal of Unit Operator- and the s e l e c t i o n of a successo 
s h a l l be governed by the provisions of the Unit Agreement. 

ARTICLE 7 

AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7.1 Exclusive Right to Operate U n i t . Subject to the p r o v i s i o n s 

of t h i s Agreement and to i n s t r u c t i o n s from Working I n t e r e s t Owners, 
Unit Operator s h a l l have the ex c l u s i v e r i g h t and be ob l i g a t e d to 
conduct Unit Operations. 

7.2 Workmanlike Conduct. Unit Operator s h a l l conduct Unit 

Operations i n a good and workmanlike manner as would a prudent op
er a t o r under the same or s i m i l a r circumstances.. Unit Operator s h a l l 
f r e e l y consult w i t h Working I n t e r e s t Owners and keep them informed of 
a l l matters which Unit Operator, in the exercise of i t s best Judge
ment, considers important, Unit Operator s h a l l not be l i a b l e to 
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. Unit Operator s h a l l endeavor-

to keep the lands and leases i n the Unit Area and Unit Equipment 
f r e e from a l l l i e n s and encumbrances occasioned by Unit Operations, 
except the l i e n and s e c u r i t y i n t e r e s t of Unit Operator and Working 
I n t e r e s t Owners granted hereunder. 



7.4 Empl OY«*S . The number of employees used br U n i t Operator 

i n c o n d u c t i n g U n i t Operation's, t h e i r s e l e c t i o n , hours of l a b o r , 
and compensation s h a l l be determined by U n i t Operator. Such 
employees s h a l l be t h e employees of U n i t Operator. 

7.5 Records. U n i t Operator s h a l l keep c o r r e c t books, a c c o u n t s , 

and r e c o r d s of U n i t O p e r a t i o n s . 

7.6 Reports t o Working I n t e r e s t Owners. U n i t Operator s h a l l 

f u r n i s h Working I n t e r e s t Owners p e r i o d i c r e p o r t s of U n i t Oper
a t i o n s . 

7.7 Reports t o Governmental A u t h o r i t i e s . U n i t Operator s h a l l 

make a l l r e p o r t s t o governmental a u t h o r i t i e s t h a t i t has the duty 
t o make as U n i t O p e r a t o r . 

7.8 E n g i n e e r i n g and G e o l o g i c a l I n f o r m a t i o n . U n i t Operator s h a l l 

f u r n i s h t o a Working I n t e r e s t Owner, upon w r i t t e n r e q u e s t , a COPY 
of a l l l o g s and o t h e r e n g i n e e r i n g and g e o l o g i c a l data F 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 O p e r a t i o n s . 

7.9 E x p e n d i t u r e s . U n i t O perator i s a u t h o r i s e d t o make s i n g l e 

e x p e n d i t u r e s not i n excess of Seven Thousand F i v e Hundred D o l l a r s 
($7,500.00) w i t h o u t p r i o r a p p r o v a l o f Working I n t e r e s t Owners. I f 
an emergency o c c u r s , U n i t Operator may i m m e d i a t e l y make or i n c u r 
such e x p e n d i t u r e s 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 t h e 
emergency. U n i t O perator s h a l l r e p o r t t o Working I n t e r e s t Owners, 
as p r o m p t l y as p o s s i b l e , t h e n a t u r e of t h e emergency and the a c t i o n 
t a k e n . 

7.10 W e l l s D r i l l e d br U n i t O p e r a t o r . A l l w e l l s d r i l l e d br U n i t 

O p erator s h a l l be a t the usual r a t e s p r e v a i l i n g i n the area. U n i t 
Operator mar employ i t s own t o o l s and equipment, but the charge t h e r e 
f o r s h a l l not exceed t h e usual r a t e s p r e v a i l i n g i n the area, and the 
work s h a l l be performed by U n i t O p e r a t o r under- the same terms and 
c o n d i t i o n s as are usual i n the area i n c o n t r a c t s of independent 
c o n t r a c t o r s d o i n g work of a s i m i l a r n a t u r e . 

ARTICLE S 

TAXES 

S. 1 Ad Valorem Taxes. B e g i n n i n g w i t h t h e f i r s t c a l e n d a r year-

a f t e r t h e E f f e c t i v e Date h e r e o f , U n i t Operator s h a l l make and f i l e 
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a l l necessarv ad va l o r e m t a x r e n d i t i o n s and r e t u r n s w i t h the proper-
t a x i n g a u t h o r i t i e s w i t h r e s p e c t t o a l l p r o p e r t y of each Working 
I n t e r e s t Owner used or h e l d bv U n i t Operator f o r U n i t O p e r a t i o n s . 
U n i t Operator- s h a l l s e t t l e assessments a r i s i n g t h e r e f r o m . A l l 
such ad v a l o r e m t a x e s s h a l l be p a i d bv U n i t Operator and charged 
t o the J o i n t a c c o u n t ; however, i f t h e i n t e r e s t of a Working I n t e r e s t 
Owner i s s u b j e c t t o a s e p a r a t e l y assessed o v e r r i d i n g r o v a l t v i n t e r e s t 
p r o d u c t i o n payment, or other- i n t e r e s t i n excess of a on e - e i g h t h (1/8) 
r o v a l t v , such Working I n t e r e s t Owner s h a l l n o t i f y U n i t 
Operator of such i n t e r e s t p r i o r t o t h e r e n d i t i o n date and s h a l l be 
g i v e n c r e d i t f o r t h e 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 t h e r e f r o m . 

8.2 Other Taxes. Each Working I n t e r e s t Owner s h a l l pav 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 o t h e r taxes 
imposed upon or w i t h r e s p e c t t o the p r o d u c t i o n or h a n d l i n g of i t s 
share of U n i t i z e d Substances. 

ARTICLE 9 

INSURANCE 

9.1 I n s u r a n c e . U n i t O p e r a t o r , w i t h r e s p e c t t o U n i t Operations-

s h a l 1 : 

(a) comp-lv w i t h t h e Workmen's Compensation Laws 
of t h e S t a t e , 

( b ) c a r r y Employer's L i a b i l i t y and other- i n s u r a n c e 
r e q u i r e d by the laws of the. S t a t e , and 

( c ) p r o v i d e o t h e r i n s u r a n c e as s e t f o r t h i n E x h i b i t G. 

ARTICLE 10 

ADJUSTMENT OF INVESTMENTS 

10.1 Personal P r o p e r t y Taken Over. Upon E f f e c t i v e Date, 

Working I n t e r e s t Owners s h a l l d e l i v e r - t o U n i t Operator the f o l l o w i n g ; 

10.1.1 W e l l s . A l l w e l l s completed i n t h e U n i t i z e d F o r m a t i o n 

10.1.2 Well and Lease Equipment. The c a s i n g and t u b i n g i n 

each w e l l , t h e w e l l h e a d c o n n e c t i o n s t h e r e o n , 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 of such w e l l s 
which Working I n t e r e s t Owners determine i s necessarv or d e s i r a b l e 
f o r c o n d u c t i n g U n i t O p e r a t i o n 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 r e c o r d s f o r 

such w e l l s . 

10.2 I n v e n t o r y and E v a l u a t i o n of Personal P r o p e r t y . Working 

I n t e r e s t Owners s h a l l a t U n i t Expense i n v e n t o r y and e v a l u a t e , as 
determined br Working I n t e r e s t Owners, the personal p r o p e r t y t a k e n 
over. Such i n v e n t o r y s h a l l i n c l u d e and be l i m i t e d t o those items 
of equipment c o n s i d e r e d c o n t r o l l a b l e under E x h i b i t "F" e x c e p t , 
upon d e t e r m i n a t i o n o f Working I n t e r e s t Owners, items c o n s i d e r e d 
n o n c o n t r o l 1 a b l e mar be i n c l u d e d i n the i n v e n t o r y i n order-
t o i n s u r e a more e q u i t a b l e a d j u s t m e n t of i n v e s t m e n t . Casing s h a l l 
be i n c l u d e d i n the i n v e n t o r y f o r r e c o r d purposes, but s h a l l be ex
cluded from e v a l u a t i o n and i n v e s t m e n t a d j u s t m e n t . 

10.3 I n v e s t m e n t Adjustment. Upon a p p r o v a l br Working I n t e r e s t 

Owners of t h e i n v e n t o r y and e v a l u a t i o n , i n v e s t m e n t s s h a l l be ad_ 
J u s t e d as f o l l o w s : 

10.3.1 I n i t i a l Adjustment of I n v e s t m e n t s . 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 t h e v a l u e , as determined i n 
accordance w i t h S e c t i o n 10.2 above, of i t s i n t e r e s t i n a l l personal 
p r o p e r t y taken over by U n i t Operator under S e c t i o n 10.1.2 and charged 
w i t h an amount equal t o t h a t o b t a i n e d by m u l t i p l y i n g the t o t a l v a l u e 
of a l l such p e r s o n a l p r o p e r t y taken over br U n i t Operator under 
S e c t i o n 10.1.2 br such Working I n t e r e s t Owner's U n i t P a r t i c i p a t i o n , 
as shown i n E x h i b i t "E". I f t h e 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 such Working 
I n t e r e s t Owner, the r e s u l t i n g net charge s h a l l be p a i d and i n a l l 
o t h e r r e s p e c t s be t r e a t e d as any o t h e r i t e m of U n i t Expense charge
a b l e a g a i n s t such Working I n t e r s t Owner. I f the c r e d i t t o anr Working 
I n t e r e s t Owner i s g r e a t e r than the amount charged a g a i n s t such Working 
I n t e r e t Owner, t h e r e s u l t i n g net 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 of funds r e c e i v e d bv i t i n 
s e t t l e m e n t of t h e net charges d e s c r i b e d above. 

10.4 General F a c i l i t i e s . The a c q u i s i t i o n of warehouses, ware

house s t o c k s , l e a s e houses, camps, f a c i l i t y systems, and o f f i c e 
b u i l d i n g s necessary f o r U n i t O p e r a t i o n s s h a l l be br n e g o t i a t i o n by 
th e owners t h e r e o f and U n i t O p e r a t o r , s u b j e c t t o the approval of 
Working I n t e r e s t Owners. 

10.5 Ownership of Personal P r o p e r t y and F a c i l i t i e s . Each 

Working I n t e r e s t Owner, i n d i v i d u a l l y , s h a l l by v i r t u e hereof own 
an u n d i v i d e d 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 , i n a l l 
personal p r o p e r t y and f a c i l i t i e s t aken over or o t h e r w i s e a c q u i r e d by-
U n i t Operator p u r s u a n t t o t h i s Agreement. 



ARTICLE 11 

UNIT EXPENSE 

11.1 B a s i s of Charge t o Working I n t e r e s t Owners. U n i t Operator-

i n i t i a l I v s h a l l par a l l U n i t Expense. Each Working I n t e r e s t Owner-
s h a l l r e imburse U n i t Operator f o r i t s share of u n i t o p e r a t i n g expense 
i n p r o p o r t i o n t o the r e s p e c t i v e U n i t P a r t i c i p a t i o n s of the p a r t i e s 
h e r e t o i n e f f e c t a t the time such expense was i n c u r r e d . 

11.2 Budgets. B e f o r e or as soon as p r a c t i c a l a f t e r the E f f e c t i v e 

Date, U n i t O p e r a t o r s h a l l prepare a budget of e s t i m a t e d U n i t Expense 
f o r the remainder- of the c a l e n d a r r e a r , and, on or b e f o r e the f i r s t 
dav of each August t h e r e a f t e r , s h a l 1 prepare a budget f o r the en
s u i n g c a l e n d a r Year. A budget s h a l l s e t f o r t h the e s t i m a t e d U n i t 
Expense bv q u a r t e r l y p e r i o d s . Budgets s h a l l be e s t i m a t e s o n i v , and 
s h a l l be a d j u s t e d or c o r r e c t e d bv Working I n t e r e s t Owners and U n i t 
O p erator whenever an a d j u s t m e n t or c o r r e c t i o n i s proper. A COPY of 
each budget and a d j u s t e d budget s h a l l be f u r n i s h e d p r o m p t l y t o each 
Working I n t e r e s t Owner. 

11.3 Advance B i l l i n g s . U n i t O perator s h a l l have the r i g h t , w i t h 

out p r e j u d i c e t o o t h e r r i g h t s or remedies, t o r e q u i r e Working I n t e r e s t 
Owners t o advance t h e i r r e s p e c t i v e shares of e s t i m a t e d U n i t Expense bv 
s u b m i t t i n g t o Working I n t e r e s t Owners, on or b e f o r e the 15th dav of 
anv month, an i t e m i z e d e s t i m a t e t h e r e o f f o r t h e succeeding month, w i t h 
a r e q u e s t f o r payment i n advance. W i t h i n f i f t e e n (15) davs a f t e r r e 
c e i p t of the e s t i m a t e , each Working I n t e r e s t Owner s h a l l par t o U n i t 
O p e r a t o r i t s share of such e s t i m a t e . A d j u s t m e n t s between e s t i m a t e d 
and a c t u a l U n i t Expense s h a l l be made bv U n i t Operator a t the c l o s e of 
each c a l e n d a r month, and the accounts of Working I n t e r e s t Owners 
s h a l l be a d j u s t e d a c c o r d i n g l y . 

11.4 Commingling of Funds. Funds r e c e i v e d bv U n i t Operator under 

t h i s Agreement need not be s e g regated or m a i n t a i n e d br i t as a 
s e p a r a t e f u n d , but mar be commingled w i t h i t s own funds. 

11.5 L i e n and S e c u r i t y I n t e r e s t of U n i t Operator and Working 

I n t e r e s t Owners. Each Working I n t e r e s t Owner Grants t o U n i t 

O p erator a l i e n upon i t s O i l and Gas R i g h t s i n each T r a c t , and 
a s e c u r i t y i n t e r e s t i n i t s share of U n i t i z e d Substances when 
e x t r a c t e d and i t s i n t e r e s t i n a l l U n i t Equipment, t o secure payment 
of i t s share of U n i t Expense, t o g e t h e r w i t h i n t e r e s t t h e r e o n 
a t the r a t e of t e n p e r c e n t (10%) per annum. To the e x t e n t t h a t 
U n i t Operator has a s e c u r i t y i n t e r e s t under the U n i f o r m Commercial 
Code of the S t a t e , U n i t Operator s h a l l be e n t i t l e d t o e x e r c i s e 
the r i g h t s and remedies of a secured p a r t v under the Code. 



The b r i n g i n g of a s u i t and the o b t a i n i n g of judgment br U n i t 
O p e r a t o r f o r t h e secured indebtedness s h a l l not be deemed an 
e l e c t i o n of remedies or o t h e r w i s e a f f e c t the l i e n r i g h t s or 
s e c u r i t y i n t e r e s t as s e c u r i t y f o r t h e payment t h e r e o f . I n 
a d d i t i o n , upon d e f a u l t by any Working I n t e r e s t Owner i n the payment 
of i t s share of U n i t Expense, U n i t O perator s h a l l have the r i g h t , 
w i t h o u t p r e j u d i c e t o o t h e r r i g h t s or remedies, t o c o l l e c t from t h e 
purchaser t h e proceeds from the s c a l e of 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 t h e amount owed by such 
Working I n t e r e s t Owner, pl u s i n t e r e s t 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 O p e r a t o r ' s w r i t t e n statement 
c o n c e r n i n g t h e amount of any d e f a u l t . U n i t Operator g r a n t s a l i k e 
l i e n and s e c u r i t y i n t e r e s t t o t h e Working I n t e r e s t Owners. 

11.6 Unpaid U n i t Expense. I f any Working I n t e r e s t Owner f a i l s 

t o pav i t s share of U n i t Expense w i t h i n s i x t y (60) days a f t e r -
r e n d i t i o n o f a s t a t e m e n t t h e r e f o r by U n i t O p e r a t o r , each Working 
I n t e r e s t Owner agrees, upon r e q u e s t bv U n i t O p e r a t o r , t o pav i t s 
p r o p o r t i o n a t e p a r t of t h e unpaid share of U n i t Expense of the 
d e f a u l t i n g Working I n t e r e s t Owners. Working I n t e r e s t Owners t h a t 
pay t h a t share of U n i t Expense of a d e f a u l t i n g Working I n t e r e s t 
Owner s h a l l be r e i m b u r s e d by U n i t Operator f o r the amount 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 t h e r e o n , upon r e c e i p t by U n i t Operator 
of any past due amount c o l l e c t e d from t h e 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 p a y i n g a d e f a u l t i n g Working 
I n t e r e s t Owner's share of U n i t Ex.Fense s h a l l , t o o b t a i n reimbursement 
t h e r e o f , be s u b r o g a t e d t o the l i e n and o t h e r r i g h t s h e r e i n g r a n t e d 
U n i t O p e r a t o r . 

11.7 Uncommitted R o y a l t y . Should an owner of a R o y a l t y 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 R o y a l t y I n t e r e s t payments w i t h r e s p e c t t o 
such t r a c t a r e more or l e s s than the r o y a l t y I n t e r e s t payments com
puted on the b a s i s of t h e U n i t i z e d Substances t h a t are a l l o c a t e d t o 
such 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 or i n u r e t o the b e n e f i t of Working I n t e r e s t Owners? i n p r o p o r t i o n 
t o t h e i r r e s p e c t i v e U n i t P a r t i c i p a t i o n s a t t h e t i m e the U n i t i z e d 
Substances were produced; however, t h e d i f f e r e n c e t o be borne bv 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 b a s i s of o n e - e i g h t h (1/8) of the d i f f e r e n c e 
between the U n i t i z e d Substances a l l o c a t e d t o the T r a c t and the 
U n i t i z e d Substances produced from t h e T r a c t . Such a d j u s t m e n t s 
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 R e n t a l s . The Working I n t e r e s t Owners i n each T r a c t s h a l l 

pav a l l r e n t a l s , minimum r o y a l t y , advance r e n t a l s or delay r e n t a l s 
due under the l e a s e t h e r e o n and s h a l l c o n c u r r e n t l y submit t o the 
U n i t O perator e vidence of payment. 

11.9 Carved-out I n t e r e s t . I f anv w o r k i n g I n t e r e s t Owner s h a l l . 



a f t e r executing t h i s agreement, create an o v e r r i d i n g r o v a l t v , pro
duction pavment, net proceeds i n t e r e s t , c a r r i e d i n t e r e s t or anv 
other i n t e r e s t out of i t s Working I n t e r e s t , such carved-out i n t e r e s t 
s h a l l be subject to the terms and p r o v i s i o n s of t h i s agreement, 
s p e c i f i c a l l y i n c l u d i n g , but without l i m i t a t i o n , Section 11.5 hereof 
e n t i t l e d "Lien and S e c u r i t y I n t e r e s t of Unit Operators and Working 
I n t e r e s t Owners." I f the Working I n t e r e s t Owner c r e a t i n g such carved-
out i n t e r e s t (a) f a i l s to pav anv Unit Expense chargeable to such 
Working I n t e r e s t Owner under t h i s agreement, and the production of 
U n i t i z e d Substances accruing to the c r e d i t of such Working I n t e r e s t 
Owner i s i n s u f f i c i e n t f o r t h a t purpose, or (b) withdraws from t h i s 
agreement under the terms and pro v i s i o n s of A r t i c l e 17 hereof, 
the carved-out i n t e r e s t s h a l l be chargeable w i t h a pro r a t a p o r t i o n 
of a l l Unit Expense incurred 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 Unit Operator s h a l l 
have the r i g h t to enforce against such carved-out i n t e r e s t the l i e n 
and a l l other r i g h t s granted i n Section 11.5 f o r the purpose of 
c o l l e c t i n g the Unit Expense chargeable to the carved-out i n t e r e s t . 

ARTICLE 12 

NON-UNITI ZED FORMATIONS 

12.1 Right to Operate. Any Working I n t e r e s t Owner tha t now 

has or h e r e a f t e r acquires the r i g h t to d r i l l f o r and produce o i l , 
gas, or other minerals, from a formation underlying the Unit Area 
other than the U n i t i z e d Formation, s h a l l have the r i g h t to do so not
withstanding t h i s Agreement or the Unit Agreement. In e x e r c i s i n g 
the r i g h t , however, the Working I n t e r e s t Owner s h a l l exercise care 
to prevent unreasonable i n t e r f e r e n c e w i t h Unit 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 
anv well d r i l l e d or operated bv i t . I f any Working I n t e r e s t Owner-
d r i l l s anv well i n t o or through the U n i t i z e d Formation, the U n i t i z e d 
Formation s h a l l be protected i n a manner s a t i s f a c t o r y to Working 
I n t e r e s t Owners so t h a t the production of U n i t i z e d Substances w i l l not 
be a f f e c t e d adversely. 

ARTICLE 13 

TITLES 

13.1 Warranty and Indemnity. Each Working I n t e r e s t Owner r e 

presents and warrants t h a t i t i s the owner- of the respective working 
i n t e r e s t s set f o r t h opposit i t s name i n E x h i b i t "B" of the Unit 
Agreement, and agrees t o indemnify and hold harmless the other Working 
I n t e r e s t Owners from any loss due to f a i l u r e , i n whole or- i n p a r t , of 
i t s t i t l e to anv such i n t e r e s t , except f a i l u r e of t i t l e a r i s i n g out of 



U n i t O p e r a t i o n s ; however, such i n d e m n i t y and any l i a b i l i t y f o r breach 
of w a r r a n t y s h a l l be l i m i t e d t o an amount equal t o t h e net v a l u e t h a t 
has been r e c e i v e d f r o m t h e s a l e or r e c e i F t of U n i t i z e d Substances a t t 
r i b u t e d t o the i n t e r e s t as t o which t i t l e f a i l e d . Each f a i l u r e of 
t i t l e 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 of 7:00 A.M. on t h e f i r s t day of the ca l e n d a r month 
i n which such f a i l u r e i s f i n a l l y d e termined, and t h e r e s h a l l be no 
r e t r o a c t i v e a d j u s t m e n t of U n i t Expense, or r e t r o a c t i v e a l l o c a t i o n 
of U n i t i z e d Substances or the proceeds t h e r e f r o m , as a r e s u l t of 
t i t l e f a i l u r e . 

13.2 F a i l u r e Because of U n i t O p e r a t i o n s . The f a i l u r e of t i t l e 

t o anv Working I n t e r e s t i n anv T r a c t because of U n i t O p e r a t i o n s , i n 
c l u d i n g n o n p r o d u c t i o n 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 o f the Working I n t e r e s t Owner whose t i t l e f a i l e d i n r e 
l a t i o n t o the U n i t P a r t i c i p a t i o n s of the o t h e r Working I n t e r e s t 
Owners a t t h e t i m e o f t h e t i t l e f a i l u r e . 

ARTICLE 14 

LIABILITY, CLAIMS, AND SUITS 

14.1 I n d i v i d u a l L i a b i l i t y . The d u t i e s , o b l i g a t i o n s , and 

l i a b i l i t i e s of Working I n t e r e s t Owners s h a l l be 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 s h a l l ever be c o n s t r u e d as 
c r e a t i n g a p a r t n e r s h i p o f anv k i n d , J o i n t v e n t u r e , a s s o c i a t i o n , 
or t r u s t among Working I n t e r e s t Owners. 

14.2 S e t t l e m e n t s . U n i t O perator mav s e t t l e anv s i n g l e 

damage c l a i m or s u i t i n v o l v i n g U n i t O p e r a t i o n s i f t h e expend
i t u r e does not exceed Two Thousand F i v e Hundred D o l l a r s 
($2,500.00) and i f t h e payment i s i n complete s e t t l e m e n t of 
such c l a i m or s u i t . I f the amount r e q u i r e d f o r s e t t l e m e n t ex
ceeds t h e above amount, Working I n t e r e s t Owners s h a l l assume 
and t a k e over t h e f u r t h e r h a n d l i n g o f the c l a i m or s u i t , u n l e s s 
such a u t h o r i t y i s d e l e g a t e d t o U n i t O p e r a t o r . A l l c o s t s and 
expense of h a n d l i n g , s e t t l i n g , or o t h e r w i s e d i s c h a r g i n g such 
c l a i m or s u i t s h a l l be an i t e m of U n i t Expense. I f a c l a i m 
i s made a g a i n s t any Working I n t e r e s t Owner or i f anv Working 
I n t e r e s t Owner i s sued on account of anv m a t t e r a r i s i n g from 
U n i t O p e r a t i o n s 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 g i v e n Working 
I n t e r e s t Owners and U n i t O perator bv t h i s Agreement and the 
U n i t Agreement, the Working I n t e r e s t Owner s h a l l i m m e d i a t e l y 
n o t i f y U n i t O p e r a t o r , and the c l a i m or s u i t s h a l l be t r e a t e d as 
anv o t h e r c l a i m or s u i t i n v o l v i n g U n i t O p e r a t i o n s . 

14.3 L i t i g a t i o n I n v o l v i n g U n i t . A l l l i t i g a t i o n , and a l l 



s e t t 1ements or l i a b i l i t y of damages a r i s i n g thereunder, i n v o l v i n g 
or a r i s i n g out of Unit Operations ( s p e c i f i c a l l y i n c l u d i n g but not 
l i m i t e d to a c t i o n s bv t h i r d p a r t i e s claiming damages bv v i r t u e of Unit 
Operations) s h a l l be deemed a Unit expense under A r t i l e 11 hereof. 

ARTICLE 15 

LAWS AND REGULATIONS 

15.1 I n t e r n a l Revenue P r o v i s i o n . Notwithstanding any provisions 

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 
operations hereunder s h a l l not c o n s t i t u t e a pa r t n e r s h i p , i f f o r 
Federal income tax purposes t h i s Agreement and the operations here
under are regarded as a. p a r t n e r s h i p , then each of the p a r t i e s hereto 
e l e c t s to be excluded from the a p p l i c a t i o n of a l l of the provisions of 
Subchapter K, Chapter 1, S u b t i t l e A, of the I n t e r n a l Revenue Code of 
1954, as permitted and authorised bv Section 761 of the Code and the 
r e g u l a t i o n s promulgated thereunder. Unit Operator i s hereby author
ized and d i r e c t e d to 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 bv the Secretary 
of 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 bv way of l i m i t a t i o n , a l l 
of the r e t u r n s , statements, and the data required bv Federal 
r e g u l a t i o n s of the r e t u r n s , statements, and the data required bv 
Federal Regulations 1.761-2. Should there be anv requirement t h a t 
each partv hereto f u r t h e r evidence t h i s e l e c t i o n , each partv hereto 
agrees to execute such documents and f u r n i s h such other evidence as 
mav be req u i r e d by the Federal I n t e r n a l Revenue Service or as may
be necessary to evidence t h i s e l e c t i o n . Each partv hereto f u r t h e r 
agrees t o give anv notices or take anv 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 or f u t u r e income 
tax laws of the s t a t e or states i n which the Unit Area i s located, 
or anv f u t u r e income tax law of the United States, contain pro
v i s i o n s s i m i l a r to those i n Subchapter K, Chapter 1, S u b t i t l e A, 
of the I n t e r n a l Revenue Code of 1954, under which an e l e c t i o n 
s i m i l a r to t h a t provided bv section 761 of the Code i s permitted, 
each of the p a r t i e s agrees to make such e l e c t i o n as mav be per
m i t t e d , or required bv such laws. In making t h i s e l e c t i o n , each 
of the p a r t i e s s t a t es t h a t the income derived bv such party from 
the operations under t h i s Agreement can be adequately determined 
without the computation of p a r t n e r s h i p taxable income. 

ARTICLE 16 

NOTICES 

16.1 Notices. A l l notices required hereunder s h a l l be i n 
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w r i t i n g and s h a l l be deemed to have been proper!v served when 
sent bv mail or telegram to the address of the r e p r e s e n t a t i v e of 
each Working I n t e r e s t Owner as fu r n i s h e d to Unit Operator in 
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 mav withdraw from 

t h i s Agreement bv t r a n s f e r r i n g , without warrant of t i t l e , either-
express or im p l i e d , to the other Working I n t e r e s t Owners, a l l i t s 
Oil and Gas Rights e x c l u s i v e of Rovaltr I n t e r e s t s , together w i t h 
i t s i n t e r e s t i n a l l Unit Equipment and i n a l l w e l l s used in Unit 
Operations. The instrument of t r a n s f e r mav be de l i v e r e d to Unit 
Operator f o r the t r a n s f e r e e s . Such t r a n s f e r s h a l l not r e l i e v e the 
Working I n t e r e s t Owner from anv o b l i g a t i o n or l i a b i l i t y incurred 
p r i o r to the date of the d e l i v e r y of the instrument of t r a n s f e r " 
however, the tender s h a l l be accepted unless Working I n t e r e s t Owners 
decide w i t h i n n i n e t y (90) days to terminate the U n i t . 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 bv the tr a n s f e r e e s i n p r o p o r t i o n to the ir
r e s p ective 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 . The tra n s f e r e e s , i n 
pr o p o r t i o n to the respective i n t e r e s t s so acquired, s h a l l par t r a n s 
f e r o r , f o r i t s i n t e r e s t i n Unit Equipment, the net salvage value 
thereof as determined by Working I n t e r e s t Owners. In the event 
such withdrawing party's i n t e r e s t i n the afor e s a i d net salvage 
value a f t e r deducting the estimated cost of salvaging same i s less 
than the withdrawing party's share of the estimated cost of plug
ging and abandoning a l l wells then being used or held f o r Unit 
Operations, then the withdrawing partv, as a c o n d i t i o n precedent 
to withdrawal, s h a l l pav i n cash to the party or p a r t i e s succeeding 
to i t s i n t e r e s t a sum equal to the d e f i c i e n c y . After- the date of 
d e l i v e r y of the instrument of t r a n s f e r , the withdrawing Working 
I n t e r e s t Owner s h a l l be r e l i e v e d from a l l f u r t h e r o b l i g a t i o n s and 
l i a b i l i t y hereunder and under the Unit Agreement, and the r i g h t s of 
such Working I n t e r e s t Owner hereunder and under the Unit Agreement 
s h a l l cease i n s o f a r as they e x i s t e d bv v i r t u e of the i n t e r e s t t r a n s 
f e r r e d . 

ARTICLE IS 

ABANDONMENT OF WELLS 

IS. 1 Rights of Former' Owners. I f Working I n t e r e s t Owners 

decide to permanent 1v abandon anv well w i t h i n the Unit Area p r i o r 
to t e r m i n a t i o n of the Unit Agreement, Unit Operator s h a l l give 
w r i t t e n n o t i c e thereof to the Working I n t e r e s t Owners of the Tract 
on which the w e l l i s located, and they s h a l l have the option for-
a period of ni n e t y (90) days a f t e r the sending of such n o t i c e to 



n o t i f y Unit Operator i n w r i t i n g of t h e i r e l e c t i o n to take over and 
own the w e l l . Within ten (10) days a f t e r the Working I n t e r e s t 
Owners of the Tract have n o t i f i e d Unit Operator of t h e i r e l e c t i o n 
to take over the w e l l , they s h a l l pay Unit Operator, f o r c r e d i t to 
the J o i n t account, the amount determined by Working I n t e r e s t Owners 
to be the net salvage value of the casing and equipment i n and on 
the w e l l . The Working I n t e r e s t Owners of the Tract, br t a k i n g over 
the w e l l , agree to seal o f f the U n i t i z e d formation, and upon 
abandonment to plug the well 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 . 

IS.2 Plugging. I f the Working I n t e r e s t Owners of a Tract do 

not e l e c t t o take over a well located w i t h i n the Unit Area t h a t i s 
proposed f o r abandonment, Unit Operator s h a l l plug and abandon 
the well 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 . 

ARTICLE 19 

EFFECTIVE DATE AND TERM 

19.1 E f f e c t i v e Date. This Agreement s h a l l become e f f e c t i v e 

when the Unit Agreeement becomes e f f e c t i v e . 

19.2 Term. This Agreement s h a l l continue i n e f f e c t so long 

as the Unit Agreement remains i n e f f e c t , and t h e r e a f t e r u n t i l (a) 
a l l u n i t w e l l s have been plugged and abandoned or turned over to 
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 re a l property acquired f o r the J o i n t account have been 
disposed of br Unit Operator i n accordance w i t h i n s t r u c t i o n s of 
Working I n t e r e s t Owners? and (c) there has been a f i n a l account-
i ng. 

ARTICLE 20 

ABANDONMENT OF OPERATIONS 

20.1 Termination. Upon t e r m i n a t i o n of the Unit Agreement, 

the f o l l o w i n g w i l l occur: 

20.1.1 O i l and Gas Rights. O i l and Gas Rights i n and to 

each separate Tract s h a l l no longer be a f f e c t e d by t h i s Agree
ment, and t h e r e a f t e r the p a r t i e s s h a l l be governed by the terms 
and p r o v i s i o n s of the leases, c o n t r a c t s and other instruments 
a f f e c t i n g the separate Tracts. 



20.1.2 R i g h t t o Operate. Working I n t e r e s t Owners of anv 

T r a c t t h a t d e s i r e t o t a k e over and c o n t i n u e t o o p e r a t e w e l l s 
l o c a t e d t h e r e o n mav do so bv paving U n i t O p e r a t o r , f o r c r e d i t 
t o the J o i n t a ccount, t h e net salvage v a l u e s , as determined 
bv Working I n t e r e s t Owners, of the Casing and equipment i n 
and on the w e l l s taken over and bv a g r e e i n g upon abandonment 
t o p l u g 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 -
gu1 a t i ons. 

20.1.3 S a l v a g i n g W e l l s . U n i t Operator s h a l l salvage as 

much of t h e c a s i n g and equipment i n or on w e l l s not taken over 
bv Working I n t e r e s t Owners of s e p a r a t e T r a c t s as can economic
a l l y and r e a s o n a b l y be salvaged, and s h a l l cause the w e l l s t o 
be plugged and abandoned i n compliance w i t h a p p l i c a b l e laws 
and r e g u l a t i o n s . 

20.1.4 Cost of Abandonment. The c o s t of abandonment of 

U n i t O p e r a t i o n s s h a l l be U n i t Expense. 

20.1.5 D i s t r i b u t i o n of A s s e t s . Working I n t e r e s t Owners 

s h a l l share i n the d i s t r i b u t i o n of U n i t Equipment, or 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 t h e i r U n i t P a r t i c i p a t i o n s . 

ARTICLE 21 

EXECUTION 

21.1 O r i g i n a l , Counter-part, or Other I n s t r u m e n t . An 

owner of a Working I n t e r e s t mav become a p a r t v t o t h i s Agree
ment bv s i g n i n g the o r i g i n a l of t h i s i n s t r u m e n t , and c o u n t e r 
p a r t t h e r e o f , or o t h e r i n s t r u m e n t a g r e e i n g t o become a p a r t y 
h e r e t o . The s i g n i n g of anv such i n s t r u m e n t s h a l l have the 
same e f f e c t as i f a l l p a r t i e s had s i g n e d the same i n s t r u m e n t . 

ARTICLE 22 

SUCCESSORS AND ASSIGNS 

22.1 Successors and Assigns. T h i s Agreement s h a l l ex

tend t o , be b i n d i n g upon, and i n u r e t o the b e n e f i t of the 
p a r t i e s h e r e t o and t h e i r r e s p e c t i v e h e i r s , d e v i s e e s , l e g a l 
r e p r e s e n t a t i v e s , s u c c e s s o r s , and a s s i g n s , and s h a l l con
s t i t u t e a covenant r u n n i n g w i t h the l a n d s , l e a s e s , and 
i n t e r e s t s covered hereby. 
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EXHIBIT "E" 

To Unit Operating Agreement 

SOUTH LUCKY LAKE QUEEN UNIT 

Chaves County, New Mexico 

July 1, 1984 

Complied to Comply With Order No. R-5164 

Of the Oil Conservation Commission of The State Of New Mexico 

Unit Participation % 

Burk Royalty Co. 25.15 % : 

Dalport O i l Corporation 25.15 % 

Bison Petroleum Corporation 10.60 % 

Read & Stevens, et a l 15.228125% 

Yates D r i l l i n g Company 4.33 % 

Abo Petroleum Corporation 4. 33 % 

Myco Industries , Inc . 4.34 % 

New Mexico O i l Corporation 10.871875% 

100.00 % 
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EXHIBIT " F " 

Attached to and made a part of South'.. lucky.juake. Oueen _Unit 
! r^yes. j ;ovmty^New_^xico 

ACCOUNTING P R O C E D U R E 
JOINT OPERATIONS 

I . GENERAL PROVISIONS 

1. Definitions I 

"Joint Property" shall mean the real and personal property subject lo 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. i 
"Non-Operators" shall mean the parties to this agreement other than the Operator. j 
"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. j 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. j 
"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. . j-

2. Statement and Billings J 

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the j 
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author- " j 
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep- j 
arately identified and fully described in detail. j 

3. Advances and Payments by Non-Operators 
Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their [ 
chare of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly billing 1 

to reflect advances received from the Non-Operators. j 
Each Non-Operator shaU pay its proportion of all bills within fifteen (15) days after receipt. If payment is not j 
made within such time, the unpaid balance shall bear interest monthly at the rale of twelve percent (12%) per 
annum or the maximum contract rate permitted by the applicable usury laws in the slate in which the Joint i 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with 1 
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 ~j 
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 I 
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V. | 

I 

5. Aadits 
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 arc two or more Non-Operators, the Non-Operators shall make every reasonable effort to 
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera- j 
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-Openton j 
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-Operalors 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. 



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. 

B. 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 
II . 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. 

C. 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 this 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 II shall be Operator's actual 
costnknxxtsc^tws^vjflCM^^Sodbt 

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 lo 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 limita
tions: 

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall 
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store, 
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed 
to by the Parties. 

B. If 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 lo by the Parties. No charge shall be made to the Joint Ac
count for moving Material to other properties belonging lo 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. 

C. 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. ii of Section 111. The cost of professional consultant services and con
tract services of technical personnel directly enRaEwl on the Joint Property if such charges are excluded from the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di
rectly engaged on the Joint Property shall not be charged lo the Joint Account unless previously 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 rales 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 20%. For automotive equipment. Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property '• 
All 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 willful 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 lo protect or recover the Joint Property, except t h j i 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. All other legal 
expense is considered lo be covered by the overhead provisions of Section 111 unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 
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It. Taxes 

All 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 I OVERHEAD 

1. 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: 
( <DJ) Fixed Rate Basis, Paragraph 1A, 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 II I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

ii . The salaries, wages and Personal Expenses of Technical Employees and, or the cost of professional consultant 
services and contract services of technical personnel directiy employed on the Joint Property shall ( ) 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 j 2.500.00 
Producing Well Rate j 250.00 

(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 (IS) 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 dale of rig release, except 
that no charge shall be made during suspension of operations for fifteen (IS) 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 

bole 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] All 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 April each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi
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 lo the calendar year 
preceding as shown by the index pf 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: y 0 b e negotiated. 

(a) Development 
Percent ( 1'r) of the cost of Development of the Joint Property exclusive of costs 

provided under Paragraph 9 ot 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, redlining, 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 c'ei ned in 
Paragraph 2 of this Section I I I . All 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 lor any Major Construction project in excess 
of S 10,000, on = 
A. _ S % of total costs if such costs are more than s m,nnn nn but less than j 1 00,000 np ; plus 
B. 3 ft of total costs in excess of I IQO.nnn.nn hut less than $1,000,000; plus 
C. 2 ff. 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 HI may be amended from lime 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-Operalor, division in 
kind, or sale to outsiders. Operator may purchase, but shall be under no oblifiation to purchase, interest of Non-Opera
tors in surplus condition A or B Material. The disposal of surplus Conlrollable Material not purchased by the Opera
tor shall be agreed to by the Parties. -

1. Purchases 
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 aad 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 shail 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-
maliy available. 

(b) MovemenToT 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 lo the Joint Account as new Material, or 



<b) at sixty-five percent (65'"; ) of current new price, as determined by Paragraph 2A of this Section 
JV, if 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 fifty percent (50'i) 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 
All 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 (15<) 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 Materia) 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 pf 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 not 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 Conlrollable 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 lo Ihe 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 lo 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. ,. 



EXHIBIT "G" 
To unit operating agreement 
SOUTH LUCKY LAKE QUEEN UNIT 
Chaves County, New Mexico 

INSURANCE PROVISIONS 

Unit Operator shall carry the following insurance with 
respect to operations on a l l lands subject to th i s agreement: 

(a) Comprehensive general l i a b i l i t y insurance, ex
cluding products, with a single combined limit of 
$500,000 each accident for bodily i n j u r i e s or death 
and property damage. 

(b) Automobile public l i a b i l i t y and property damage 
insurance with a single combined limit of $500,000 
each accident for bodily i n j u r i e s or death and 
property damage. 

(c) Such additional insurance as may hereafter be re-
. qui red b r 1 aw. 

All insurance coverage required hereby shall be carried 
at the Joint expense and for the benefit of the parties hereto, 
except for premiums for Automobile Public L i a b i l i t y and Property 
Damage-Insurance on Unit Operator's f u l l y owned equipment, which 
shall not be charged d i r e c t l y to the Joint account but w i l l , i n 
stead, be covered by the f l a t rate charges assessed the unit of 
such equipment. Unit Operator w i l l not carry f i r e , windstorm, or 
explosion insurance covering operations hereunder. Unit Operator 
shall require i t s contractors and subcontractors working and per
forming services on Lands committed hereto to comply with the 
workmen's compensation laws of the State and to carry other 
.insurance of the types specified above and such amounts as the 
Unit Operator s h a l l 1 deem necessary. 



IN WITNESS WHEREOF, the parties hereto have executed 
thi s Agreement on the date opposite their respective sign
atures. 

BURK ROYALTY CO. 
Unit Oper>ifJtor and Working Interest Owners 

ce-pres i dent 

P.O. Box BRC 
Wichita F a l I s , Texas 76307 

STATE OF TEXAS ) 

COUNTY OF WICHITA ) 

The foregoing^instrument was acknowledged before me this 

Vice-President for Burk Rovaltv Co., a Texas Corporation, on 
behalf of said Corporation. -- . 

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

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me t h i s _ ^ 7 _ 
day-of A < r - n . ) • 1984, by L j t ^ j rf. 7 f » Z Z - > , 
Attorney'-irf-Fact. for YATES PETROLEUM CORPORATION, *(D,.J^ -?^-.JOz, 

" i At torney-in-Fact f o r YATES DRILLING COMPANY, by » 
> ^ , 1 J ^ J L l i i X i a ; » Attorney-in-Fact f o r MYCO INDUSTRIES, INC., and by 
ykxTT^? V j L - t , ^ . At torney-in-Fact f o r ABO PETROLEUM CORPORATION, 

all.New Mexico corporat ions, on behalf of said corporations. 

My commission expires: 7\^'<. .} ̂  , ) *3b~utis>^s-
7 V , ^ * J i . / Notary Public 



IN WITNESS WHEREOF, the parties hereto have executed 
t h i s Agreement on the date opposite t h e i r respective sign
atures. 

BURK ROYALTY CO. 
Unit Operator and Working Interest Owners 

BY: A a 4 Z L _ ~ _ -
< ^ ^ < \ & ^ £ L ^ VCjJLO^kK. V i c e - p r e s i d e n t 

P.O. Box BRC 
Wichita F a l l s , Texas 76307 

STATE OF TEXAS > 

COUNTY OF WICHITA ) 

The foresoin&v. instrument was ackrfou>l edged before me t h i s 
____S£^__daY of. Q^^----- 1984, b v - ^ ^ ^ ^ M ^ i i ^ _ , 
Vice-President for" BWk Rovaltv Co., a Texas Corporation, on 
bebalf of said Corporation. -

MY commission rexpiress 

-IS-



IN WITNESS WHEREOF, the pa r t i e s hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signatures. 

DALPORT OIL CORPORATION 
Working I n t e r e s t Owners 

BY 
W.L. Todd, J r . - Preside] 

3471 I n t e x F i r s t One 
Dallas, Texas 75202 

STATE OF TEXAS X 

X 
COUNTY OF DALLAS X 

The- foregoing instrument was acknowledged before me t h i s 
day of (ju-^-dl^r- 1984, by W.L. TODD, JR. , President of 

Dalport O i l Corporation, a Texas Corporation, on behalf of 
said Corporation. 

Notary Public, State of Texas 

My Commission Expires: 

( 



Made a part of thi igreement styled Uuxc Agrctmen-
dated November 1, 1983. 

IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

STATE OF TEXAS 

COUNTY OF BEXAR I 

-The foregoing instrument was acknowledged before me this 
day of <?Y)i'L>') / > A / ' , by David M. Home, Agent and Attorney-in-Fact 

h iff*. K& 6k A (, 7A> 
Notary Public, State of Texas 

of SPG Exploration Corp. 

My Commission Expires: 

-88 



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

ATTEST: 

BY: i / l l V ^ L 
Joel M. Wigley, Secretary //^ 

READ & STEVENS, INC. 
Working Interest Owners 

Norman L. Stevens, Jr., Vice-President 

STATE OF NEW MEXICO I 

X 
COUNTY OF Chaves X 

P.O. Box 1518 
Roswell, New Mexico 88201 

The' foregoing instrument was acknowledged before me this 
19th day of October , 1984, by Norman L. Stevens, Jr., Vice-President 

of Read & Stevens, Inc., a New Mexico Corporation, on behalf of 
said Corporation. 

Notary Public 

My Commission Expires! 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement.on the date opposite t h e i r respective signatures. 

BISON PETROLEUM CORPORATION 
Working I n t e r e s t Owners 

Bruce Barthel-President 

Amarillo Petroleum Bldg. 
203 W. 8th St. 
Amarillo, Texas 79101 

STATE OF TEXAS I 

X 
COUNTY OF Randall I 

The foregoing instrument was acknowledged before me t h i s 
..?;7C7_ day of X j . j ' * ; > 1984, by BRUCE BARTHEL, 

President f o r Bison Petroleum Corporation, on behalf of said 
Corporation. 

Notary Public f o r , t h e State of Texas 

My Commission Expires: 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

Date: 

ROBERT S. BOAS 
Working In t e re s t Owner 

BY* 

STATE OF ~'f\Lv* /^fa-ck.. 

COUNTY OF 

The foregoing instrument was acknowledged before me t h i s 
day of typtjudju / f f f r ^ , by Robert S. Boas. 

k 
My Commission Expires: 

Notary Public^, State' of TjS^ L^-jC' 

EUGENIA STURMS 
NOTARY PUBLIC, State of New York 

No. 03-9233525 
Qualified in Bronx County 

Commission Expires March 30, 193* 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

CHARLES B. READ TRUST "A" #9 
Working Interest Owner 

Date: I "1- L H frH 

fr<M 

STATE OF fc^U^ X 

COUNTY OF 

The foregoing instrument was acknowledged before me this /^L The foregoing instrument was acknowledged before me t 
day of M < ^ j t ^ U ^ > . ' , M Si/ > by > ^ • U n p j ^ , Trustee f o r 
the Charles B. Read Trust "A" #9. 1 / ' 

Notary Public, State of —fa j~7h 
My Commission Expires: 



IN WITNESS WHEREOF, the parties hereto have caused t h i s Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

CHARLES B. READ 

Date: 

STATE OF / [ l u / / / l ey i^Q X 

COUNTY 0 ? / ^ A f n j f X 

The foregoing instrument was acknowledged before me this 
day of JXiyJJ|frfr«. . - / ^ y S " > by Charles B. Read. 

My Commission Expires: 

>f\fry / y g S • hy Charles B. Read. 

Notary Public, State of > y o ^ V , » n 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

NORMAN L. STEVENS, JR. 
Working Interest Owner , 

Date 

STATE OF ^(xVirO X 

COUNTY OF 

The* foregoing instrument was acknowledged before me this 
day of l~7 ^^-r i by Norman L. Stevens, Jr. 

Notary Public, State of /*t;y M (.)?,< o 
My Commission Expires: 

1 -! I % 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

JOE M. WIGLEY ,. 
Working Interest Owner 

Date: )/ )I~%f 

STATE OF /t'fw /V*Y) C X 

COUNTY OF f I 

-The foregoing instrument was acknowledged before me this 
day of r % C f c ' ^ l ^ / l t /

c ' ^ ' , by Joe M. Wig^ley. 

U^di P. 
Notary Public, State of fJr-» A^e <V : 

My Commission Expires: 

.<-//-ff£ 



IN WITNESS WHEREOF, the parties hereto have caused t h i s Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

BRUCE STUBBS 
Working Interest Owner 

Date: I X ' I h $T BY 

STATE OF - -^J t<J ^ J U ^ U ~ X 

COUNTY O F / ! ^ ^ ~) _ I 

? - The foregoing instrument was acknowledged before me t h i s / 

day of / fe' fix. frC I > , by Bruce Stubt 

My Commission Expires: 
'^otajjy l>ur&ic, State of 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

Working Interest Owner 

December 7, 1984 BY; / \^>>^v O. 

Date {Tarries A. Clark 

STATE OF New Mexico X 

COUNTY OF Bernalillo I 

The foregoing instrument was acknowledged before me this 7t->, 
day of December 1984 by James/R. Clark. / 

"Notary Public, State o& fait /'H.CXi <LC~/ 

My Commission Expires: 

/7 Win 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

Working Interest Owner 

1 BY: 

Date Georgfe JL. C l a r k 

STATE OF New Mexico I 

COUNTY OF B e r n a l i l l o I 

The foregoing instrument was acknowledged before me t h i s 7th 
d a Y o £ December , by G e o r g e L . . C l a r k . orge L.. Clark. 

Notary Public, State of New Mexico 
My Commission Expires: 

12-30-87 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

Working Interest Owner 

Date 

BY: 

Claudia Baker 

STATE OF X 

COUNTY OF Srf-/VK4~ C?/fV2- \ 

The foregoing instrument was acknowledged before me t h i s / / 
d*y ° f tf?ft , b y c l a u d i a B a k e r 

trt 

My Commission E x p i r e s : 
lie, S^&te of Ck^y£->^U~ 

OFFKUU.SEM. 

MARY D. APT-THOMAS 
NOTARY niBUC • CALIFORNIA 

SANTA CRUZ COUNTY 
Mr Comm. Expires Dee. 27,19852 

CIS farter Stmt, SoqtM, CA 95073 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

/ja. 7-7? 
Date 

Working Interest Owner 

Brian Egbert 

STATE OF Kansas 

COUNTY OF J ^ h ^ r . A I 

The foregoing instrument was acknowledged before me this 
day of CAC / I^Y-N\?LI ,rv * by Brian Egbert. 

"•" pn o in a cX P ^ o ^ U v^. 
Notary Public, State of K G - n s Q 

My Commission Expires; 

MARSHA A. MCLAUGHLIN 
M/Appt ExplfM Jufr 4,1987 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

/ q - / -7 - V '4-

Date 

Working I n t e r e s t Owner 

BY 

W i l f r e d E. B l e s s i n g , Trustee" 

V i c t o r F. BogardS, Trustee 

STATE OF JJ 
COUNTY OF I 

The f o r e g o i n g ins t rument was acknowledged be fo re me t h i s /' 7 bt 
d a y o f k n ^ ^ ^ j ^ y * ^ W i l f r e d E. B le s s ing and V i c t o r F. 

B o g a r d , T r u s t e e s f o r Yve t te Egber t , Linda Egber t , Ton i Egber t , Stacey Egber t , 
Randy Le igh K i l g o r e and Diane Rene Ki lgose 

Notary P u b l i c , S ta te o f 
My Commission E x p i r e s ; 

SI?. AT. f 

HELEN K CA'/FilLI 

r..v~A cr..z CDUSTY 
*'..- «... :1V - 7 1 " ?c 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

Date 

Working In tere s t Owner 

Paul F . Glenn 

STATE OF 

COUNTY OF 

The foregoing instrument was acknowledged beforeyifie th i 
d a Y o f " f r - f c ^ e i M K * , by p a u l p . G l e n n 

My Commission E x p i r e s : v 
OFFICIAL SEAL 

HELEN H. CLARK > 
Nuuiy Puolie—Gtotc ot AZ 

MARICOPA COUNTY 
My Commission Expires April 7,1987 

Notary Pub 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite his representative name the date 
of execution. 

Working Interest Owner 

BY - F f - — ^ 
D a t e ' R & M E n t e r p r i s e s ^ 

STATE OF f ^ u J /^y\/A///J>J I 

COUNTY OF / u d h ) I 

The foregoing instrument was acknowledged before me this /£/ 

day of , M a n a g i n g P a r t n e r 
o f R&M E n t e r p r i s e s , a New Mexico ( P a ^ i f e r s h i p / ^ 6n --bfehalf o f s a id 
P a r t n e r s h i p . £ j > ! & A ^ — ^ X / y V r ^ ^ _ •— 

Notary Public, State of ^7\mj Y>U^tVC 
My Commission Expires: 



IN WITNESS WHEREOF, the parties hereto have executed t h i s 
Agreement on the date opposite t h e i r respective signatures. 

ATTEST: 

BY: 

New Mexico O i l Corporation 
Working In te res t Owners 

Secretary-Treas. L . C. HARRIS, President 

P.O. Box 1714 
Roswell, New Mexico 88201 

STATE OF NEW MEXICO X 
X 

COUNTY OF Chaves X. 

The foregoing instrument was acknowledged before me t h i s 
6 t h d a y o f November f 1 9 8 4 f by L . C. HARRIS P r e s i d e n t 

of New"Mexico O i l Corporation, a New M e x i c o Corporation, on behalf of 
said Corporation. 

» #V ^. ri. ^ ^ <^ £ r-. .» *v r- i 

EL!7".-:~H B. GORMAN 

l ^ tkV^^v^r ' S t C f t E T i . 1 * o ; STAT 
5XXC n ^ — > / U 

My Commission Expires: 

Ju ly 15, 1986 



IN WITNESS WHEREOF, the parties hereto have caused this Agreement 
to be executed and have set opposite their'representative names the 
date of execution. 

Date: /J-//-:M 

ATTEST: 

FISCO, INC. 
Working Interest Owner., and Overriding Royalty 

s Interest Owner 

Norman L. Stevens, Jr. 
President 

- Adelaide Tycker 
Assistant ̂ Secretary 

STATE OF '-fj-t w >'' C X 

COUNTY OF " '' f MCPf I 

-• The foregoing, instrument was asknowledged before me this (f_ 
day. Of | L f ^ . l u n 1 1984., b y Norman T.. R t P V P r s . .Tr as 
President 

Corporation. 

My Commission Expires: 

of said Corporation, on behalf of said 

Notary Public, State of AleX/fft 
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PROPOSED SOUTH LUCKY LAKE QUEEN UNIT 
Chaves County, New Mexico 

INTRODUCTION 

The South Lucky Lake F i e l d i s located i n Township 15 

South and Range 29 East which i s 12 miles n o r t h of Loco 

H i l l s i n southeastern Chaves County, New Mexico. 

Production from the f i e l d was f i r s t secured i n 19 72 

from Dalport's Todhunter-Fed. Lease. Peak production was 

reached i n June, 1976 w i t h a monthly average of 128 b a r r e l s 

per day. Production as of September, 1983 averaged 26 

b a r r e l s per day and cumulative p r o d u c t i o n as of 10-1-8 3 

was 181,596 b a r r e l s . There are p r e s e n t l y 15 w e l l s i n the 

f i e l d usable f o r f l o o d purposes. 

Completion p r a c t i c e s d i d not vary widely from w e l l t o 

w e l l i n the f i e l d . Most w e l l s were completed by s e t t i n g 

e i t h e r 4 1/2 or 5 1/2 inch casing through the formation 

and cementing; the casing then being p e r f o r a t e d f o r 

completion and sandfracing. 

Crude o i l i s approximately 35° API and proceeds t o 

the producer a t t h i s time are approximately $27.56 per 

b a r r e l a f t e r deducting taxes. The purchaser i s Navajo 

Crude O i l Purchasing Co. and the Permian Corporation. 
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There are approximately 880 surface acres i n the 

p r o p e r t i e s being considered f o r i n c l u s i o n i n the f l o o d . 

F i r s t , d iscussion toward u n i t i z a t i o n was had a t an 

operators meeting h e l d i n 1978 i n Roswell, New Mexico 

and e f f o r t s t o u n i t i z e have continued since t h a t time; 

the l a s t meeting being held i n Roswell on November 4, 

1982. 

The u n i t area was determined by i n c l u d i n g a l l the 

acreage which appeared t o have productive sand as 

r e f l e c t e d by the isopachous map. Some acreage i s t h e r e 

f o r e included which does not have a w e l l on the 40 acres. 

I t was f e l t necessary t o include a minimum of t h i s acreage 

i n order t o p r o t e c t the u n i t . 

2 



SUMMARY & CONCLUSIONS 

The engineering committee a n t i c i p a t e s t h a t : 

(1) Secondary o i l can be produced at 

a r a t i o of 1.0 t o t h a t of estimated 

u l t i m a t e primary which would y i e l d 

approximately 182,000 b a r r e l s of 

a d d i t i o n a l o i l . 

(2) The l i f e of the f l o o d would extend 

over a p e r i o d of approximately 15 

years. 

(3) A t o t a l p r o f i t of $3,025,438 before 

Federal Income Taxes would be gathered 

over the l i f e of the f l o o d . 

(4) An e f f o r t t o u n i t i z e the f i e l d has 

been made using the f o l l o w i n g 

formula: Net Ac-Ft of Pay - 1/3 

Cum. o i l prod. - 1/3 

Present o i l prod. - 1/3 

(5) The working i n t e r e s t owners have 

accepted the above l i s t e d parameters 

f o r u n i t i z a t i o n . 
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INJECTION RATE AND FILL-UP TIME 

From w a t e r f l o o d experience i n the area, i n j e c t i o n 

r a t e s should average 300 b/d/well d u r i n g f i l l - u p . F i l l -

up time should take about 17 months, but the f i r s t 

increase i n produ c t i o n should occur about 5 months a f t e r 

water i n j e c t i o n i s i n i t i a t e d . I n i t i a l i n j e c t i o n rates 

should be about 2100 b/d i n t o 7 i n j e c t i o n w e l l s . Water 

f o r f l o o d i n g w i l l have t o be purchased from the C i t y of 

Carlsbad l i n e s . 

PARAMETERS 

A f t e r discussing many parameters, the f o l l o w i n g 

formula was selected and agreed upon by the working 

i n t e r e s t owners. 

T r a c t p a r t i c i p a t i o n : 1/3A + 1/3B + 1/3C 

Where A = Net acre-rfeet of pay i n each t r a c t . 

B = Cumulative o i l p r o d u c t i o n i n each t r a c t 
through September, 1983'. 

C = Present o i l p r o d u c t i o n i n each t r a c t . 
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SECONDARY RESERVES 

The nearest Queen Sand f l o o d i s t h a t of the Sulimar 

f i e l d which i s d i r e c t l y East of t h i s property and 

operated by Jack McClellan. The Sulimar f l o o d has 

recovered more than twice the primary production under 

w a t e r f l o o d . The purpose of the above i s t o i n d i c a t e 

t h a t f l o o d a b l e Queen Sand i s located i n the immediate 

v i c i n i t y of the proposed Lucky Lake U n i t . I t i s , of 

course, w e l l known t h a t there have been many success

f u l Queen Sand fl o o d s over a p o r t i o n of New Mexico and 

Western Texas. 

Burk Royalty Co. operates the Double "L" Queen U n i t 

which i s w i t h i n a few miles of the proposed w a t e r f l o o d . 

This f l o o d has been very successful as present production 

i s over 400 b a r r e l s per day. More than 600,000 b a r r e l s 

has been recovered under the secondary w a t e r f l o o d . 

BASIC DATA: 

O r i g i n a l O i l i n Place 

OOIP = 7 7 5 8 X A c ~ F t x S a t - x P o r o s i t y 
Formation Vol. Factor 

7758 X 1727 X 0.65 X 0.23 
1.2 

= 1,669,176 b a r r e l s 

Primary Recovery E f f i c i e n c y - % of OOIP 

P r i . Rec. = 181,596/1,669,176 = 10.88% 

5 



Secondary Recovery 

*Sec. Rec. = 1.0 X Primary O i l Recovery 

= 1.0 X 182,000 

= 182,000 b a r r e l s 

*This i s a very conservative estimate and w i l l 
probably be exceeded. The Sulimar Flood, which 
i s 5 miles East of the South Lucky Lake, has 
recovered over twice as much secondary o i l as 
primary o i l p r o d u c t i o n . 
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ECONOMICS 

The economic a n a l y s i s which f o l l o w s has been 

determined using f i g u r e s which are thought reasonable 

f o r the depth and area. 

OPERATING COSTS 

Average Operating Costs are expected t o be $3,500/ 
we l l / y e a r , i n c l u d i n g d i s t r i c t l e v e l overhead. 
Raw water r e q u i r e d f o r f i l l - u p and make-up i s 
estimated t o cost 6.OC/barrel. 
Handling o f produced and make-up water i s 
estimated t o cost 15C/barrel (Includes p l a n t 
o p e r a t i n g expense) 
Workover Cost a t $1,000/well/year - f i r s t 3 years. 

INVESTMENTS - FLOOD INSTALLATION 

Well conversion expense @ $3,000/well, 8 w e l l s = $ 24,000 
Water Plant - designed t o handle 2,500 B/D = 80,000 
I n j e c t i o n Lines & System = 55,000 
Water Return System = 98,00 0 
Relocate B a t t e r i e s & Consolidate = 50,000 
I n j e c t i o n t u b i n g = 62,000 
Pumping Units (8 - 57D @ $8,500) = 68,000 
E l e c t r i f i c a t i o n of U n i t = 60,000 

$497,000 

ECONOMIC ANALYSIS - WATERFLOOD, Un i t E f f e c t i v e 3-1-84 

O i l P rice = $27.75 (Net) 

INCOME: 

Net O i l 182,000 B @ $27.75 = $5,050,500 
Net Gas Estimated = 50,000 

T o t a l $5,100,500 
Net Income A f t e r .125 Royalty = $4,462,938 

T o t a l Wl Income $4,462,938 

EXPENSE: 

Investment $4 9 7,0 00 
Workover 4 5,000 
Well Operation 787,500 
Water Cost 75,000 
Water Hauling 33,000 $1,437,500 

P r o f i t BFIT $3,025,438 
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WATER AVAILABILITY AND FLOOD PATTERN 

I t appears t h a t the only r e a d i l y a v a i l a b l e water 

supply i s t h a t f u r n i s h e d by the C i t y of Carlsbad of 

New Mexico. This company i s f u r n i s h i n g water f o r the 

Double "L" Queen f l o o d . The p r i c e of t h i s water would 

be 6.0C per b a r r e l i f the U n i t l a y s the l i n e t o the 

water source. 

A map i s included which i n d i c a t e s proposed i n j e c t i o n 

w e l l s . 

The f o l l o w i n g w e l l s are t o be converted t o water 

i n j e c t i o n w e l l s : 

T r act 1 - No. 1 

Tra c t 2 - No. 1 

Tract 2 - No. 4 

Tract 3 - No. 1 

Tract 4 - No. 1 

Tract 5 - No. 1 

Tract 7 - No. 1 
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GEOLOGICAL REPORT 

The South Lucky Lake Queen F i e l d i s productive from 

Permian Queen sand a t depths of 1,700-1,8 20 f e e t . I t i s 

a s t r a t i g r a p h i c t r a p caused by loss of p o r o s i t y and 

p e r m e a b i l i t y updip t o the west, forming a concave-eastward 

pinch-out l i n e . Water i s found on the down-dip margins 

of t h i s t r a p . Dip i s 40' t o 60' per mile i n an e a s t e r l y 

d i r e c t i o n . , and there i s a prominent e a s t - t r e n d i n g nosing 

i n the center of the f i e l d . 

I n i t i a l l y , several w e l l s on the west margin of the 

f i e l d e x h i b i t e d GOR's i n excess of 10,000-1 due t o p r o x i m i t y 

t o the gas cap t o the west. 

A g a s - o i l contact was o r i g i n a l l y found a t a Queen datum 

of +2,085' i n the Dalport #1 Jones-Federal, NW SW Sec. 22. 

Due t o gas withdrawals i n the gas cap, the G/O contact has 

moved updip t o the west and i s now a t a datum of +2,0 94'. 

This i s proven by the f a c t t h a t the Yates #1 Kimes, NE NE 

Sec. 28, was a gas w e l l a t a datum o f +2,094'. Some o i l 

was r e c e n t l y t e s t e d from t h i s w e l l . 

The high GOR w e l l s were: 

Dalport #1 Jones-Federal NW SW Sec. 22, 15S-29E 

Dalport #2 Jones-Federal SW SW Sec. 22, 15S-29E 

Dalpo r t #2 Owen-Federal NE NE Sec. 21, 15S-29E 

This gas i s 500 BTU and contains 60-65% n i t r o g e n . 
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The o i l / w a t e r contact i s a t +2,066' and was encoun

t e r e d i n the Dalport #4 Jones-Federal, SE SW Sec. 22. There 

i s no e f f e c t i v e water d r i v e i n the f i e l d , as the d r i v e 

mechanism i s due t o expansion of the gas cap and s o l u t i o n 

gas. The western edge of the f i e l d i s d e l i n e a t e d by t i g h t 

sand i n a dry hole i n the NE SW Sec. 21. 

The pay i s gray-brown, f i n e - g r a i n e d t o very f i n e 

grained, w e l l sorted, subrounded quartz sand. Black dead 

o i l ( g i l s o n i t e ) i s found i n most w e l l s . Although several 

w e l l s were d r i l l e d w i t h r o t a r y r i g s , only one core was 

taken i n the Dalport #3 Jones-Federal. 

Average data i s as f o l l o w s : 

Net pay 10' O i l s a t u r a t i o n 17.5% 

P o r o s i t y 23.8% SW s a t u r a t i o n 49.4% 

P e r m e a b i l i t y (over 5 md) 102 md 

Net pay was estimated from neutron logs, cable t o o l 

samples, and the core a n a l y s i s . 

10 
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EXHIBIT D •NEW NEXICO 



PROPOSED SOUTH LUCKY LAKE QUEEN UNIT 

Chaves County, New Mexico 

REVISION 

Cumulative o i l production through August, 1985 was 194,945 
b a r r e l s . 

O i l p r o d u c t i o n f o r August, 1985 was 580 b a r r e l s . The 
o i l p r o d u c t i o n curve has been e x t r a p o l a t e d t o include 
t h i s f i g u r e . ' 

Present p r i c e o f crude s o l d i s $26.79 per b a r r e l . 

Burk Royalty Co.'s Double "L" Queen Waterflood has 
produced 8 76,416 b a r r e l s of secondary o i l through 
November, 1985. 

C i t y of Carlsbad water cost i s 8.0* per b a r r e l . 


