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UNIT AGREEMENT
NORTHWEST EUMONT UNIT

LEA CCUNTY, NEW MEXICO

HI5 AGREEMENT, ertered into as of the day of

. 18 , by the parties who have

orligina. of fthis instrument, a counterpart thereof, or other in-

strument agreeins to bpe bourc by the provisiong hereof':
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WHEREAS, in the interest of the publie welfare and Sto pro-
s S IS

N

Lea County, State of New Mexico, and to protect the rights of the
owners of interests therein, 1t 1s deemed necessary and desi
enter into this agreement fto unitize the o0il and gas rig... in and to
the Unitized Formation in order to conduct a secondary recovery,
pressure maintenance, or other recovery program as herein provided;
and

WHEREAS, the Commissioner of Public Lands of the State ol
New Mexico is authorized by an Act of the Legislature (Sec. 3, Chap.
88, Laws 1943, as amended by Sec. 1, Chap. 162, Laws of 1951, by

Sec., 1 and 2, Chap, 176, Laws of 1961) to consent toc or approve thi

wn

agreement on behalf of the State of New Mexico insofar as 1%t covers
and includes lands and mineral interests belonging te the State of
New Mexico; and

WHEREAS, the Commissicner of Publiec Lands of the State of
New Mexico is authorized by an Act of the Legislature (Sec. 3, Cnap.

88, Laws of 1943, as amended in Sec. 1, Chap. 162, Laws of 1951) to

w

amend with the approval of the Lessee, any o0il and gas lease embracing
State lands so that the length of the term of said lease may coincilde
with the term of such unitized development and operation of State lands;

and



WHEREAS, the 0il Conservation Commission of the State of
New Mexlco 1s authorized by law (Sec. 12, Chap. 72, Laws of 1935,
as amended by Chap. 193, Laws of 1937, Sec. 13, Chap. 168, Laws of
1949, Sec. 1, Chap. 76, Laws of 1953, and Sec. 1, Chap. 65, Laws
of 1961) to approve this agreement and the conservation provisions
hereof; and

WHEREAS, the parties hereto hold sufficient Interests in
the Northwest Eumont Unlt covering the land hereinafter described
to give reasonably effective control of operations therein; and

NOW, THEREFORE, in consideration of the premises and of the
mutual agreements herein contained 1t 1s agreed as follows:

ARTICLE 1
DEFINITIONS

As used in thls agreement, the terms hereln contained shall
have the followihg meaning:

1.1 Unit Area means the lands shown on Exhibit A and des-
cribed by tracts in Exhibit B as to whilch thls agreement becomes
effective or to which it may be extended as herein provided.

1.2 Unitized Formation means that portion of the Eumont

Gas Pool underlying the Unit Area which may be defined as being the
stratigraphlc interval between the top of the Queen formation and

the top of the Grayburg formation insofar as saild stratigraphic

interval exists under the above described lands; provided, however,

that wells which produce only from a completlon interval entirely

above a subsea datum of one hundred-fifty (150) feet and which are
classified as Eumont Gas Pool gas wells by the New Mexico 011 Conserva-
tion Commission shall not be considered to be wells producing from the
Unitized Formation and the production from such wells shall not be
considered to be Unitized Substances as herelnafter defined. For the pur-
poses of this agreement the top of the Queen formation and the top of the
Grayburg formation are defined as belng that formation which was en-
countered in Shell 011 Company's J., A. FOSTER Well No. 2 located 330 feet
from the South line and 1,650 feet from the East line of Section 34,
Township 19 South, Range 36 East, Lea County, New Mexlco at depths of
3,525 feet and 3,886 feet respectively as measured from ten (10) feet above
the casinghead flange on the Western Company Radloactivity log dated

February 26, 1955 in said well.
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Nothing herein shall be construed to unitize, pool, or in
ary waey ailec . “oe 0il, gas and other minerals contained in or that
may be produce’ Trom any formation other than the Eumont Gas Pool,
as above dezeriited arnd limited.

1.3 Univized Substances means all oll, zas, gaseous sub-

stances, sulphur ccntained in sas, condensate, distillate, snd all
assoclated and constituent liguid or liquefilable hydrocarbons within
or produced from the Unitized Formation.

1.4 Working Interest means an intevest Iin Unitized Substances

by virtue of a lease. operating agreement, fee title, or otherwlse,
including a carried interest, which interest is chargeable with and
obligated to pay or bear, either in cash or out of productlon or
otherwise, all or a portion of the cost of drilling, developing, pro-
ducing, and operating the Unitized Formation.

1.5 Royalty Interest means a right to or intsrest in any por-

tion of the Unitized Substances or proceeds thereof other than a
Working Interest.

1.6 Royalty Owner means a party hereto who owng a Royalty

Interest.

1.7 Working Interest Owner means a party hereto who owns a

Working Interest. The owner of oil and gas rights that are free of
lease or other instrument conveying the Working Interest to anocther
shall be regarded as a Working Interest Owner to the extent of seven-
eights (7/8) of his interest in Unitized Substances, and as a Royalty
Owner with respect to his remaining one-eighth (1/8) interest therein.

1.8 Tract means eacnh parcel of land described as such and
given a Tract number in Exhibit B.

1.9 Unit Operating Agreement means the agreement entitled

"Unit Operating Agreement, Northwest Eumont Unit, Lea County, New
Mexico', of the same effective date as the effective date of this
agreement, and which is entered into by Working Interest Owners,

1.10 Unit Operator means the Working Interest Owner desligna-

ted by Working Interest Owners under the Unit Operating Agreement to
develop and operate the Unitized Formation, acting as operator and

not as a Working Interest OQwner.
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1.11 Tract Participation means the percentage shown on

Exndloit B for allocating Unitized Substances to a Tract under this
agreement,

1.11.1 Primary Phage Participatlon as more fully

explained in Article 5 hereof shall wear ithe Tract
Particlipation 1n effect for allocating Unitlized Sub-
stances from the effective date of this agresment
until Secondary FPhase Participatlion becomes effective.

1.11.2 Secondary Phase Particlpation as explained

in Article 5 hereof means the percentage shown on
Exhibit B for allocating Unitized Substances which be-
comes effective immediately upon the termination of
Primary Phase Participation.

1.12 Unit Participation of each Working Interest Owner

means the sum of the percentages obtalned by multiplying the Working
Interest of such Working Interest Owner in each Tract by the Tract
Participation of such Tract.

1.13 Outside Substances means all substances obtained from

any source other than the Unitized Formation and which are injected
into the Unitized Formation.

1.14 011 and Gas Rights means the right to explore, develop,

and operate lands within the Unit Area for the production of Unitized
Substances, or to share in the production so obtained or the proceeds
thereof,

1.15 Unit Operations means all operatlons conducted by Working

Interest Owners or Unit Operator pursuant to this agreement and the
Unit Operating Agreement for or on account of the development and opera-
tion of the Unitized Formation for the production of Unitized Substances.

1.16 Unit Equipment means all personal property, lease and

well equipment, plants, and other facilities and equipment taken over
or otherwise acquired for the joint account for use in Unit Cpera-
tions.

1.17 Unit Expense means all cost, expense, or indebtedness

incurred by Working Interest Owners or Unit Operator pursuant to this
agreement and the Unit Operating Agreement for or on account of Unit

Operations.
I



1.18 Unless the context otherwise clearly indicates, words
used in the sihigalar include the plural, the plural include the singu-
lar, and the neuter gender include the masculine and the feminine,

ARTICLE 2
EXHIBITS

2.1 Exhiblts. Attachedvhereto are the folilowing exhiblts

which are 1lncorporated herein by reference:

2.1.1 Exhibit A, which 1s a map that shows the boundary

lines of the Unit Area and the Tracts therein.

2.1.2 Exhibit B, which 1s & scnedule that describes

each Tract in the Unit Area and shows its Tract Partici-
pation.

2.2 Reference to Exhibits. When reference herein is made to

an exhibit, the reference is to the Exhibit as originally attached or,
if revised, to the latest revision.

2.3 Exhiblts Considered Correct. An exhibit shall be con-

sidered to be correct until revised as herein provided,

2.4 Correcting Errors. The shapes and descriptions of the

regpective Tracts have been established by using the best information
availlable., If it subsequently appears that any Tract, because of
diverse royalty or working interest ownership on the effective date
hereof, should be divided into more than one Tract, or that any
mechanical miscalculation has been made, Unit Operator, with the ap-
proval of Working Interest Owners, may correct the mistake by re-
vising the exhibits to conform to the facts. The revision shall not
include any re-evaluation of engineering or geologlcecal interpretations
used in determining Tract Participation. Each such revision of an
exhibit shall be effective at 7:00 a.m. on the first day of the calendar
month next following the filing for record of the revised exhlibit

or on such other date as may be determined by Working Interest Owners
and set forth in the revised exhibit.

2.5 Filing Revigsed Exhibits, If an exhibit is revised pur-

suant to this agreement, Unit Operator shall certify and file the
revised exhibit with the Commissioner of Public Lands for the State

of New Mexico and for record in Lea County, New Mexico.
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ARTICLE 3
CREATION AND EFFECT OF UNIT

3.1 Cil and Gas Rights Unitized. Subject to the provisions

of this agreement, all 011 and Gag Rights of Royalty Owners Iin and

to the lands described in Exhibit B, and all 0il and Gas Rights of
Working Interegi Owners in and to said lands, are hereby unlitized
insofar as the respective Cill and Gas Rights pertain to the Unitized
Formation, so that operations may be conducted as 1f tue Mitlzed
Formation had been inciuded In a single lease executed by all Royalty
Owners, as lessors, in favor of all Working Interest Owners, as
lessees, and as 1f fthe lease had been subject to all c¢f the provisions

of this agreement.

3.2 Personal Property Excepted. All lease and well egulpment,

materials, and other facilities heretofore or hereafter placed by any
of the Working Interest Owners on the lands covered hereby shall be
deemed to be and shall remain personal property belongiriy, to and may

be removed by the Working Interest Owners. The rights and interests
therein as among Working Interest Owners are covered by the Unit Opera-
ting Agreement.

3.3 Amendment of leases and Other Agreements. The prcvisions

of the various leases, agreements, division and transfer orders, or
other instruments covering the respective Tracts or the production
therefrom are amended to the extent necessary to make them conform to
the provisions of thils agreement, but otherwise shall remain 1in effect.

3.4 Continuation of Leases and Term Royalties, Unilt Operations

conducted on any part of the Unit Area shall be considered wilith respect
to leages and term royaltles as follows:
3.4.1 Operations Including Drilling Operations conducted

with respect to the Unitized Formation on any part of the
Unit Area or production from any part of fthe Unitized Forma-
tion, except for the purpose of determining payments to
Royalty Owners, shall be conslidered as operations upon or
production from each Tract, and such operations or production
shall continue in effect each lease or term royalty interest
ags to all lands covered thereby the same as if such opera-

tions had been conducted and a well had been drilled on and
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was produclng from each Tract.

2,4,2 Any lease embracing lands of the State of New
Mexico which is made subject to thils agreement shall con-
tinue in force beyond the term proﬁided therein as to the
lands commltted hereto until the termination herecf,

3.4,3 Any leage embracing lands of the State of New
Mexico having only a portion of its lands committed hereto,
shall be segregated as tc the portion committed and tnat
portion not committed, and the terms of such lease shall
apply sepsrately as to such segregated portions commencing
as of the effective date hereof., Notwlithstanding any of
the provisions of this agreement to the contrary, any lease
embracing lands of the State of New Mexico having only &
portion of i1ts lands committed hereto shall continue in
full forece and effect beyond the term provided therein as
to all lands embraced in such lease (whether within or
without the Unit Area), (a) if, and for so long as Unitized
Substances are capable of being produced in paying quantities
from some part of the lands embraced in such lease commltted
to this agreement, or (b) if, and for so long as some part
of the lands embraced in such State lease are allocated
Unitized Substances, or (c) if, at the expiration of the
secondary term, the lessee or the Unit Operator is then en-
gaged in bona fide drilling or reworking operations on some
part of the lands embraced in such lease and for so long as
such operations are being diligently prosecuted, and 1f they
result in the production of oil or gas, sald lease shall con-
tinue in full force and effect as to all of the lands embraced
therein as provided in (a) or (b) above.

3.5 Titles Unaffected by Unitizatlon. ©Nothing herein shall be

construed to result in the transfer of title to the 011 and Gas Rights
by any party hereto to any other party or to Unit Operator. The inten-
tion is to provide for the cooperative development and operation of the
Tracts and for the sharing of Unitized Substances as herein provided.

3.6 Injection Rights. Royalty Owners hereby grant untoe
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Wor.ing Interest Owners the right to inject into the Unitized Formation

ary 2ubstances in whatever amounts Working Interest Owners deem expedient
Unit Operations, including the right to drill and maintain injection

#2lls on the Unit Area and to use producing or abandconed oll or gas wells

including wells which have never produced for such purposes.

3.7 Development Obligation. Nothing herein shall relieve Working

Interest Owners from the obligation to develop reasonably as a whole the

lards and leases committed hereto.
ARTICLE 4
UNIT OPERATOR AND PLAN OF OPERATIONS
4.1 Initial Unit Operator. Gulf 011 Corporation is hereby desig-

~

rated as Unilt Operator.

M

4.2 Resignation or Removal. Unit Operator may resign at any time.

Working Interest Owners may remove Unit Operator at any time by the affir-
mative vote of at least seventy-five percent (75%) of the voting interest
remalning after excluding the voting interest of Unit Operator. A Unit

Onerator that resigns or is removed shall not be released from 1ts obliga-
“lons hereunder for a period of three (3) months after the resignation or
discharge, unless a successor Unit Operator has taken over Unit Operations

prior To the expiration of such period.

4.3 Selection of Successor. Upon the resignhation or removal of

a Unit Operator, a successor Unit Operator shall be selected by Working
Interest OQwners and approved by the Commlssioner of Public Lands of the
State of New Mexico. If the Unit Operator that is removed votes only to
succeed itself or falls To vote, the successor Unit Operator may be selected
by the affirmative vote of at least seventy-five percent (75%) of the voting
interest remaining after excluding the voting interest of the Unit Operator

that was removed.

4,4 Overating Methods. To the end that the quantity of Unitized

Substanceg ultimately recoverabie may be increased and waste prevented,
Working Infte -3t Owners shall, with diligence and in accordance with good
engineering and production practices, engage in methods of operation of the
Unit Area which from time to time willl in their judgment be conducive to
that end within practicable economic limits, including waterflooding opera-
tions and such other pressure maintenance, repressuring and secondary
recovery operations as may be deemed by them to be necessary or proper to

achieve that end.

4.5 Change of Operating Methods. Nothing herein shall prevent

Working Interest Owners from discontinuing or changing in whole or in part
any metnod of operation which, 1n thelr opinion, 1s no longer in accord
with good engineering or productlion practices. Other methods of operation
may be conducted or changes may te made by Working Interest Owners from
fime to time 1f determined by them to be feasible, necessary, or desirable

to increase the ultimate recovery of Unitized Substances.

(Revised at the request of the Commissioner of Public Lands on December 4,1963)
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ARTICLE 5
TRACT PARTICIPATION

5.1 “ract Partlecipation. The Tract Participation of each

Tract 1s shown 1n Exhibit B, Upon the effectlve date hereof, the

Tract Participation of each Tract shall be the Primary Phase Partici-
pation shown in Exhibit B for each Tract, which shall continue to

be the Tract Parficipation for each Tract untll there has been produced
subsequent to February 1, 1962 from the Unitized Formation a total
volume of oll of seven hundred fifty two thousand five hundred and
fifty one (752,451) barrels and until 7:00 a.m. on the first day of

the calendar month next following the month in which such total oill
production is reached, Thereafter the Tract Participation of each
Tract shall be the Secondary Phase Particilpation for such tract shown
in Exhibit B. The volume of o0il to be produced from the Unitized Forma-
tion referred to in this paragraph 5.1 shall be determinec¢ from the
New Mexico 011l Conservation Commlission Form C-115 as required by and
submitted to sald Commission.

5.1.1 The Primary and Secondary Phase Participations
shown in Exhibit B were determined 1n accordance with the
following formulas:

(a) Primary Participation formula:

Total Tract Remalnlng Primary Reserves
Subsequent to February 1, 1962

Total Unit Area Remalining Primary Reserves
Subsequent to February 1, 1962

X 50

Plus

Total Tract Producing Revenue for the six (6)
Months prior to February, 1962

Total Unit Area Producing Revenue for the six X 50
(6) months prior to February, 1962
= Tract Primary Phase Partlcipation,.
(b) Secondary Participation formula:
Total Tract Ultimate Primary Regerves X 100

Total Unit Area Ultimate Prlmary Reserves
= Tract Secondary Phase Particlpation.

5.2 Relative Tract Participations. If the Unit Area 1s en-

larged or reduced, the revised Tract Participations of the Tracts re-
maining in the Unit Area and which were within the Unit Area prior to

the enlargement or reduction shall remain in the same ratio one to

-0~
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ARTICLE 6
4LLOCATION OF UNITIZED SUBSTANCES

6.1 Allocation to Tracts. All unitized Substances produced

and saved snhall be allocated to the several Tracts in accordance

with the respective Tract Participatlons effective durlng the period
that the Unitized Substances were produced. The amount of Unitized
Substances allocated to each Tract, regardless of whether it 1s more
or less than the actual production of Unitized 3Substances from the
well or wells, if any, on such Tract, shall be deemed for all purposes
to have been produced from such Tract.

6.2 Distribution Within Tracts. The Unitized Substances

allocated to each Tract shall be distributed among, or accounted for to,
the parties entitled to share in the production from such Tract in

the same manner, in the same proportions, and upon the same conditlons
as they would have participated and shared in the production from such
Tract, or in the proceeds thereof, had this agreement not been entered
into, and with the same legal effect. If any 01l and Gas Rights in

a Tract hereafter become divided and owned in severalty as to different
parts of the Tract, the owners of the divided interests, in the absence
of an agreement providing for a different division, shall share in the
Unitized Substances allocated to the Tract, or in the proceeds thereof,
in proportion to the surface acreage of thelr respective parts of the
Tract.

If the amount of production or the proceeds thereof accruing
to any Royalfty Owner in a Tract depends upon the average production per
well or the average pipe line runs per well from such Tract during
any period of time, then such production shall be determined from and
after the effecﬁive date hereof by dividing the quantity of Unitized
Substances allocated hereunder to such Tract during such period of time
by the number of wells located thereon capable of producing as of the
effective date hereof.

6.3 Taking Unitized Substances in Kind. The Unitized Sub-

stances allocated to each Tract shall be delivered in kind to the
respective parties entitled thereto by virtue of the ownersghip of

011l and Gas Rights therein or by purchase from such owners. Such
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varties shall have the right to construct, maintain, and operate within
the Unit Area all necessary facilities for that purpose, provided that
they are so conztructed, maintained and operated as not to interfere
with Unit Operations. Any extra expenditures incurred by Unit Opera-
tor by reason of the delivery in kind of any portion of the Unitized
Substances shall be borne by the recelving party. If a Royalty Owner
has the right fo take in kind a share of Unitized Substances and faills
to do sc, the Working Interest Owner whose Working Interest is subject
to such Royalty Interest shall be entitled to take 1n kind such share
of the Unitized Sibstances.

6.4 Failure to Take in Kind. If any party fails to take in

kind or separately dispose of 1ts share of Unitized Substances, Unit
Operator shall have the right but not the obligation, for the time belng
and subject to revocation at will by either the Unit Operator or the
carty owning the share, to purchase for its own account or sell to
others such share; provided that, all contracts of sale by Unit Opera-
tor of eny other party's share of Unitized Substances shall be only

for such reasonable periods of time as are consistent with the minimum
needs of the industry under the circumstances, but in no event shall
any such contract be for a period in excess of one year. The proceeds
of the Unitized Substances so disposed of by Unit Operator shall be
paid to the party entitled thereto. Notwithstanding the foregoing Unit
Operator shall not make a sale into interstate commerce of any other
Working Interest Owners' share of gas production without first giving
such other party sixty (60) days notice of such intended sale.

6.5 Responsibility for Royalty Settlements. Any party re-

ceiving in kind or separately disposing of all or part of the Unitized
Substances allocated to any Tract or receiving the proceeds therefrom
shall be responsible for the payment thereof to the persons entitled
thereto, and shall indemnify all parties hereto, ineluding Unit Opera-
tor, ageinst any liability for all royalties, overriding royalties,
production payments, and all other payments chargeable against or
payable out of such Unitized Substances or the proceeds therefrom.

6.6 Royalty on Outside Substances. If Unit Operator injects
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gas obtained from any source other than the Unitized Formation for the
purpose of repressuring, stimulating or increasing the ultimate reccvery
of Unitized Substances therefrom, a like amount of gas, if available,
with due allowance for loss or depletion from any cause, may be with-
drawn from the formation into which the gas was introduced, royalty

free as tc dry gas but not as to the products extracted therefrom;
provided that such right of withdrawal shall terminate on the termination
of this Unit Agreement. No other payments shall be due or payable to

Royalty Owners on Outside Substances.

ARTICLE 7
PRODUCTION AS OF THE EFFECTIVE DATE

7.1 0il in Lease Tanks. Unit Operator shall gauge all lease

and other tanks within the Unit Area to ascertain the amount of mer-
chantable o0il produced from the Unitlzed Formation in such tanks, above
the pipe line cbnnections, as of 7:00 a.m. on the effective date here-
of. The ¢il that is a part of the prior allowable of the wells from
which 1t was produced shall remain the property of the parties entitled
thereto the same as if the Unit had not been formed. Any such oil

not promptly removed may be sold by the Unit Operator for the account
of the parties entitled thereto, subject to the payment of all royalties,
overriding royalties, production payments, and all other paymenfé

under the provisions of the applicable lease or other contracts. The
oll that is in excess of the prior allowable of the wells from which

it was produced shall be regarded as Unitized Substances produced after
the effective date hereof.

Te2 Overproduction. If, as of the effective date hereof,

any Tract is overproduced with respect to the allowable of the wells
on that Tract and the amount of overproduction has been sold or
otherwise disposed of, such overproduction shall be regarded as a
part of the Unitized Substances produced after the effective date
hereof ancd shall be charged to such Tract as having been delivered

to the parties entitled to Unitized Substances allocated to such Tract.
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ARTICLE 8
IISE OR LOSS OF UNITIZED SUBSTANCES

8.1 Use of Unitized Substances. Working Interest Owners

may use as much of the Unitized Substances as they deem necessary for
Unit Operations, including but not limited to the injection thereof
into the Unitized Formation.

8.2 Royalty Payments. No royalty, overriding royalty, pro-

duction, or other payments shall be payable upon, or with respect to,
Unitized Substances used or consumed in Unit Operatlons, or which
otherwlse may be lost or consumed in the production, handling, treatlng,
transportation, or storing of Unitized Substances.
ARTICLE 9
TRACTS TO BE INCLUDED IN UNIT

9.1 Qualification of Tracts. On and after the effective date

hereof and until the enlargement or reduction thereof, the Unit Area
shall be composed of the Tracts listed in Exhibit B that corner or
have a common boundary, and that otherwise qualify as follows:

9.1.1 Each Tract as to which Working Interest Owners
owning one hundred percent (100%) of the Working Interest
have become parties to This agreement and as to which Royalty
Owners owning seventy-five percent (75%) of the Royalty In-
terest have become parties fTo this agreement.

9.1.2 Each Tract as to which Working Interest Owners
owning not less than eighty five percent (85%) of the
Working Interest have become parties to thils agreement, re-
gardless of the percentage of Royalty Interest therein that
is committed hereto, and as to which the Working Interest
Owners 1in saild Tract who have executed this agreement have
agreed to indemnify and hold harmless all other partles here-
to in a manner satisfactory to the Working Interest Owners
qualified under Section 9.1.1 against any and all claims and
demands that may be made by the non-Joining Working Interest
Owners, and or Royalty Owners on account of the inclusion
of such Tract in the Unit Area and the operation of the Unit
Area on the basis herein provided. In the event less than

eighty five percent (85%) of the Working Interest Owners
-13-



qualified under Section 9.1.1 have approved the inclusion of

of such Tract in the Unit Area, said Tract shall not be considered
qualified to be included 1in the Unit. For the purpose of this
Section 9.1.2, the voting interest of a Working Interest Owner
shall be equal to the ratlo that its Unit Secondary Phase Partici-
pation attributable to Tracts that qualify under Section 9.1.1
bears to the total Unit Secondary Phase Participation of all
Working Interest Owners attributable to all Tracts that qualify

under Section 9.1.1.

9.1.3 Each Tract'embracing lands of the State of New Mexico
in order to be qualified for incluslon in the Unit must be com-
mitted to the Unit Agreement by the Lessee of record as shown by
the State Land Office Records, and in the event the Working Interest
Owners in such Tract who have become parties to this Agreement own
less than one hundred percent (100%) of the Working Interest it
shall be necesgsary for such Tract to be qualified under Section

9.1.2 above prior to its inclusion in the Unit.

9.2 Subseguent Commitment of Interest to Unit. After the

effective date of this agreement, the commitment of any interest in any
Tract wilithin the Unit Area shall be subject to the above qualifications and
upon such further terms as may be negotiated by Working Interest Owners and
the owner of such interest. Any subsequent commltment of interest to the
Unit shall, for all purposes hereof, constitute an enlargement of the Unlt
Area, the same to be subject to the approval of the Commissioner of Public
Lands of the State of New Mexlco and the 011 Conservatlion Commission of the

State of New Mexlco as hereinafter provided 1n Artlcle 12.

9.3 Revislon of Exhiblts. If any of the Tracts described in
Exhiblt B fall to quallfy for inclusion in the Unit Area, Unlt Operator

shall recom™ .2, using the original basls of computation, the Tract
Particlpatlion of each of the quallifylng Tracts, and shall revise Exhiblts A
and B accordlngly. The revised Exhiblts shall be effective as of the
effective date hereof,

ARTICLE 10

TITLES
10.1 Removal of Tract from Unlt Area. If a Tract ceases to have

sufficient Worklng Interest Owners or Royalty Owners commltted to this

Agreement To meet the conditions of Artlcle 9 because of fallure of title

of any party hereto, such Tract shall be removed from the Unit

(Revised at the request of the Commissioner of Public Lands on December 4,1963)
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Area ef

fective as of the first day of the calendar month in which the
failure of title 1s finally determined; however, the Tract shall not be
removed from the Unit Area if, within ninety (90) days of the date of
final determination of the failure of title, the Tract requalifies under

a Section of Article 9.

10.2 Revision of Exhibits. If a Tract 1s removed from the

Unit Area because of the failure of title, Unit Operator, subject to
Section 5.2, shall recompute the Tract Participation of each of the
Tracts remaining in the Unit Area and shall revise Exhlbits A and B
accordingly. The revised exhibits shall be effective as of the first
day of the calendar month In which such failure of title is finally
determined.

10.3 Working Interest Titles. If title to a Working Interest

fails, the rights and obligations of Working Interest Owners by reason
of the failure of title shall be governed by the Unit Operating Agree-
ment,

10.4 Royalty Owner Titles. If title to a Royalty Interest

fails, but the Tract to which it relates is not removed from the Unit
Area, the party whose title failed shall not be entitled to share here-
under with respect to such interest.

10.5 Production Where Title is in Dispute. If the title or

right of any party claiming the right to receive in kind all or any
portion of the Unitized Substances allocated to a Tract is in dispute,
Unit Operator at the discretion of Working Interest Owners shall either:
(a) require that the party to whom such Unitized
Substances are delivered or to whom the proceeds thereof
are paid, furnish security for the proper accounting there-
for to the rightful owner if the title or right of such
party fails 1n whole or in part, or
(b) withhold and market the portion of Unitlzed Sub-
stances with respect to which title or right is in dis-
pute, and impound the proceeds thereof until such tlme as
the title or right thereto is established by a final judg-
ment of a court of competent Jurilsdiction or otherwilise to

the satisfaction of Working Interest Owners, whereupon the
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proceeds so lmpcunded shall be pald to the party rightfully
entitled thereto.
ARTICLE 11
EASEMENTS OR USE OF SURFACE

11.1 Grant of Easements. The parties hereto, to the extent of

their rights and interests, hereby grant to Working Interest Owners the
right to use as much of the surface of the land within the Unit Area as
may reascnably be necessary for Unit Operations; provided that, nothing
herein shall be construed as leasing or ctherwise conveying to Working

Interest Owners a site for a water, gas Injection, processing or other

plant, or camp site.

11.2 Use of Water. Working Interest Owners shall have free

use of &ll water produced from and in conjunction with any oil or gas
well situated on the Unit Area without regard to the formation from
which such oll, gas and water are produced. Working Interest Owners
shall in addition have the right, subject to the laws and the rules and
regulations of the office of the State Engineer for the State of New
Mexico, to prospect for, appropriate and produce water from any lands
situated within the Unit Area without charge by any Royalty Owner; pro-
vided that, nothing herein shall be construed as leasing or conveying
to Working Interest Owners a water lease or easement on State of New
Mexico lands.
ARTICLE 12
ENLARGEMENTS OF UNIT AREA

12.1 Enlargements of Unit Area. The Unit Area may be enlarged

to include acreage reasonably proved to be productive, upon such terms
as may be determined by Working Interest Owners and upon approval by the
Commissioner of Public Lands of the State of New Mexico and the 0il
Conservation Commission of the State of New Mexico, including but not
limited to, the following:
12.1.1 The acreage shall qualify under a Section of
Article 9,
12.1.2 The participation to be allocated to the acreage
shall be reasonable, fair, and based on all available Infor-

mation.
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12,1.3 There shall be no retroactive allocation or ad—
Justment of Unit Expense or of interests in the Unitized
Substances produced, or proceeds thereof; however, this
limitation shall not prevent an adjustment of investment
by reason of the zsnlargement.

12.1.4 The execution or ratification of this agreement,
by a person owning a Royalty Interest in any Tract being
brought into the Unit Area by an enlargement, shall have the
effect of committing to the Unit all his Royalty Interest
in each Tract being added to the Unit as well as in each
Tract previously included in the Unit Area.

12.2 Determination of Tract Participation. Unit Operator,

subject to Section 5.2, shall determine the Tract Participation of each
Tract within the Unit Area as enlarged, and shall revise Exhibits A and
B accordingly.

12,3 Effective Date. The effective date of any enlargement

of the Unit Area shall be 7:00 a.m. on the first day of the calendar
month following compliance with conditions for enlargement as specifiled
by Working Interest Owners, approval of the enlargement by the appro-
priate governmental authorlity, and the filing for record of revised
Exhibits A and B in the records of the Commissioner of Public Lands for
the State of New Mexico and In Lea County, New Mexico.
ARTICLE 13
CHANGE OF TITLE

13.1 Covenant Running With the Land., This agreement shall ex-

tend to, be binding upon, and inure to the benefit of, the respective
heirs, devisees, legal representatives, successors, and assigns of the
parties hereto, and shall constitute a covenant running with the lands,
leases, and interests covered hereby.

13.2 Notice of Transfer, Any conveyance of all or any part

of any interest owned by any party hereto with respect to any Tract
shall be made expressly subject to this agreement. No change of title
shall be binding on the Unit Operator, or upon any party hereto other
than the party so transferring, until the first day of the calendar

month next succeeding the date of receipt by Unit Operator of a
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2actocouy or a certified copy of the recorded instrument evidencing such
change in ownersnip.

3.3 Waliver of Rights to Partition. Each party hereto cove-

|,._.J

nants that, during the exlstence of this agreement, 1t will not resort
to any action to partition the Unit Area or the Unilt Equipment, and to
that extent walves the benefits of all laws authorizing such partition.
ARTICLE 14
RELATIONSHIP OF PARTIES

14,1 No Partnership. The duties, obligations, and liabllities

of the parties herets are intended to be several and not Jjoint or col-
lective. This agreement is not intended to create, and shall not be
construed to create, an assccation or trust, or to impose a partnership
duty, obligation, or liability with regard to any one or more of the
parties hereto. Each party hereto shall be individually responsible
for 1ts own obligations as herein provided.

14.2 No Sharing Of Market. This agreement is not intended to

provide, and shall not be construed toc provide, directly or indirectly,
for any cooperative refining, Jjoint sale, or marketing of Unitized Sub-
stances.

14.3 Royalty Owners Free of Costs. This agreement is not in-

tended to impose, and shall not be construed to impose, upon any Royalty
Owner any obligation to pay for Unit Expense unless such Royalty Owner
is otherwise so obligated. (eg. a newly carved out Royalty Interest not
shown on Exhibit B).

14.4 Information. to Royalty Owners., Each Royalty Owner shall

be entitled to all information in possession of Unit Operator to which
such Royalty Owner is entitled by an existing agreement with any Working
Interest Owner.
ARTICLE 15
LAWS AND REGULATIONS

15.1 Laws and Regulations. This agreement is subject tc all

laws, rules and regulations and orders of any governmental agency having
Jurisdiction. In the event this agreement or any of its provisions or
any of the operatlions contemplated hereby are found to be inconsistent

with or contrary to any such law, rule, regulation or order the latter
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s7»211 ve deemed to control and this Agréement shall be regarded as modi-

fiec acecordingly, and as so modifled shall continue in full force and

effect.

15.2 No Waiver of Certaln Rights. Except as otherwise expressly

gtated nothing in this Agreement shall be construed as a walver by any
party hereto of its right to assert any legal or constitutional right or
deflense as to the valldilty or invalidity of any law of the State of
New Mexico or of the United States or any regulation or order issued there-
under which in any way affects such party's rights under this Agreement.
ARTICLE 16
FORCE MAJEURE

16.1 Force Majeure. All obligations imposed by this Agreement on

each party, sxcept for the payment of money, shall be suspended while
compliance 1s orevented, in whole or in part, by a strike, fire, war, civil
disturbance, act of God; by federal, state or municipal laws; by any rule,
~zgulation, or order of a governmental agency; by inability to secure
materials; or by any other cause or causes beyond reasonable control of the
party. No party shall be reguired against its will to adjust or settle any
labor dispute. Nelther this Agreement nor any lease or other instrument
subject hereto shall be terminated by reason of suspension of Unit Operations
due to ary one or more of the cauges set forth in this Article.
ARTICLE 17
EFFECTIVE DATE

17.1 Effective Date. This Agreement shall become binding upon

eacn party a= of the date such party signs the instrument by which it
becomes a party hereto, and, unless sooner terminated as provided in
Section 17.2. shall become effective as to qualified Tracts on the first
day of tne month following the final approval of the Commissioner of
Public Lands. As soon as practicable, and in no event more than thirty

(30) days after the execution and delivery of the final approval of the

(Reviged at the request of the Commissioner of Public Lands on December 4,1963)
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Ccrimlgsioner of Public Lands, one complete copy of this Unit Agreement
f-o:ther with Exhibits A and B (revised if necessary to show the Tracts
committed to the Unit Area), supplemental pages evidencing the execution
cf all sarties whose Interests are committed hereto, a copy of the 0il
Corgervation Commission's Order of Approval and a copy of the final
approval of the Commissioner of Public Lands shall be filed for record
by Unlt Operator with the office of the County Clerk of Lea County,

New Mexlco.

17.2 Ipso Facto Termination. If the requirements of

Section 17.1 dncluding the filing for record are not accomplished on or
before July 1, 1964, this Agreement shall ipso facto terminate on that
date (hereinafter called "termination date'") and thereafter be of no
further effect, unless prior thereto Working Interest Owners owning a
combined Unlit Secondary Phase Participation of at least sixty-five
cercent (65%) have become parties to this Agreement and have decided to
extend the tzrmination date for a periocd not to exceed six (6) months.
If the termination date 1s so extended and the requirements of Section 17.1
are rnot accomplished on or before the extended termination date, this
Azreement shall ipso facto terminate on the extended termination date and
“hereafter be of no further effect.

ARTICLE 18

TERM

18.1 Term. The term of this Agreement shall be for the time

that Unitized Substances are produced 1n paying quantities and as long
thereafter e Unit Operations are conducted without a cessation of more
than one huncred eighty (180) consecutive days, unless sooner terminated
by Working Interest Owners in the manner herein provided.

18.2 Termination by Working Interest Owners. This agreement

may be terminated by Working Interest Owners having a combined Unit
Secondary Phase Participation of at least eighty-five percent (85%)

whenever such Working Interest Owners determine that Unit Operations

(Revised at the request of the Commissioner of Public Lands on December 4,1963)
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ar: no longer préfitable or feasible. Upon such termination a certi-

=

icate shall be filed in the State Land Office and in the office of
the County Clerk of Lea County, New Mexico to evidence such termination.

18.3 Effect of Termination. Upon termination of thils agree-

ment, the further development and operation of the Unitized Formation as
a unit shall be abandoned, Unit Operations shall cease and thereafter
the parties shall be governed by the provisions of the leases and other
instruments affecting the separate Tracts.

18.4 Salvaging Equipment Upon Termination. If not otherwise

granted by the leases or other instruments affecting each Tract uniti-
zed under thils agrecment, Royalty Owners hereby grant Working Interest
Owners a period of gix (6) months after the date of termination of this
agreement within which to salvage and remove Unit Eguipment,

ARTICLE 19

EXECUTION

19.1 Original, Counterpart, or Other Instrument. A person

may become a party to this agreement by signing the original of this
instrument, a counterpart thereof, or other instrument agreeing to be
bound by the provisions hereof. The signing of any such instrument
shall have the same effect as 1if all the parties had signed the same
Instrument.

19.2 Joinder in Dual Capaclty. Executlion as herein provided

by any party as eilither a Working Interest Owner or a Royalty Owner
shall commit all interests that may be owned or controlled by such
party.
ARTICLE 20
GENERAL

20.1 Amendments Affecting Working Interest Owners. Amendments

hereto relating wholly to Working Interest Owners may be made if signed
by all Working Interest Owners and duly recorded in the records of
L.ea County, New Mexico.

20.2 Action by Working Interest Owners. Any action or approval

required by Working Interest Owners hereunder shall be in accordance with

the provisions of the Unit Operating Agreement.
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20.3 Lien of Unlt Operator. Unlt Operator shall have a llen

the Tait Operating Agreement.

2C0.4 Creatlon of New In%terests. If any Working Interest

Owner shall, after executing this agreement,create any Cverriding

Lo

1t . FO
JLEA e

of Working Interest Owners Iin the Unit Lreza to the

N o 4 11 N A —~ P F - oA
nterest”, out of 1ts Interest sublect tao Chis zgr

ment, such new interesst shall be subject to all the terms znd wrovi-
sions of this agrecement and of article 17 of the Univ Tpsrating Agree-
ment.

IN WITNZESS WHEREOF, the parcvies nersto have executed Inils

o e A LA e st pme ok I 7 O S,
agreement on the dates opposite thelr resrectlive signaitures,

GULF OIL CORPCRATION

S T U O
e, By i\)\}“*gik.,\ NCITT | B A

cliretary Attorney-in-Fact

, 1963

STATE OF NEW MEXICO {

COUNTY O CHAVES ]

The foregoing instrument was acknowledged vefore me this

day of _September , 196 3 , by W, B, HOPKINS

Attorney in Fact of GULE OTL CORPORATION

a Pennsvlvania corporation, on behalf of said corvoration.

RS

. (’ -~ X
M L Sases X - 4 - o o
A N vl /C&qua k,{}{‘v-« Rt}

R T Notary Publlc
M Cormmissio
v, Sampision £
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EXHIBIT “B" TO UNIT AGREEMENT
NORTHWEST EUMONT UNIT
LEA COUNTY, NEW MEXICO

PER CENT PARTICIPATI{E

e
Robhk

SERIAL NO.
NO, OF AND WORKING INTEREST OF TRACT IN UNIT
DESCRIPTION OF LAND ACRES LEASE DATE BASIC ROYALTY LESSEE OF RECORD OVERRIDING ROYALTY OWNER AND PERCENTAGE PRIMARY SECONDAR.
S/2 SE/4 See.22, T19S, A-1118 1/8 Shell 0il Company None Shell 0il Company 1.6623 2,3262
R36E (State R) 80  Sept.l5,1928 100%
E/2 NW/4 & NE/4 sW/4 B-154-2 1/8 Texaco Inc. None Texaco Inc. 6.8195 4.8535
Sec.23, T19S, R36E 120  Aug. 14,1931 1007%
(MM State E NCT-2) .
NE/4 & E/2 SW/4 B-159-1 1/8 Texaco Inc. None Texaco Ine, 3.7529 4,.795%
Sec.22, T19S, R36E 240  Aug. 14,1931 100%
(NM State C NCT-S5)
NW/4 SW/4 Sec.27, B~ 1040 1/8 Amerada Petroleum None Amerada Petroleum 0.5362 0.5788
T198, R36E 40  July 11,1932 Corporation Corp. 100%
W/2 NW/4 Sec.26, T19S B-2656 1/8 Continental 0il None Continental 0il Co. 2.2659 2,9637
R36E (State A-28) 80 Sept.23,1933 Company 100%
NE/4 Sec.27, T19s, B-3654 1/8 Ohio 01l Company None Marathon 01l Co. 4.9034 7.58%5
R36E (State McGrail) 160  Jan., 11,1935 (Now Marathon 0il 1007
Company)
SW/4 NW/4 Sec.12, T19S, B- 10164 1/8 Phillips Petroleum None Phillips Petroleum 0.9187 D.5159
R36E (Monument) 4G Mar, 10,1943 Company Co. 1007
SW/4 & NW/4 SE/4 Sec. 14, B-10268 1/8 Phillips Petroleum None Phillips Petroleum 8.2046 7.5852
T19S, R36E 200 May 10,1943 Company Co. 1007
(State Bern "A"™)
NE/4 NW/4 Sec.27, T19S, E-1293 1/8 Skelly 011 Company None Skelly 0il Co. 0.2435 0.3414
R36E (Hobbs "B" State) 40  Apr., 10,1847 100%
F' :i/4 Sec.15, T19S, 1/8 Amerada Petroleum None Amerada Petroleum 0.9861 2.0701
R36E (State WM 'D™) 80 Corporation Corp. 100%
SW/4 NW/4 Sec.23, T19S, 1/8 Southerr Petroleum Norns Southern Petroleum 1.1919 1.5498
R3AR  {(State R) 40 Fuploration Ine, Ewpleration Ime, 1007
N/2 SE/4 Sec.22, T19S, i/3 Amerada Petroleum None Amerada Petroleum 1.6238 2.26%4
R30E {(State WM "CM) a0 Corporation Corp. 100%
15, SOV ) . NE/4 NW/4 L/e Gulf 011 None Gulf 01l Corp. 7.1361 7.4337
: S, ONES4 forneraticn 100%



EXHIBIT "B" TO UNIT AGREEMENT
NORTHWEST EUMONT UNIT

PAGE 2

PER CENT PARTICIPATION

SERIAL NO,

TRACT NO. OF AND . : WORKING INTEREST OF TRACT 1IN UNIT
NO. DESCRIPTION OF LAND ACRES IEASE DATE BASIC ROYALTY LESSEE OF RECORD OVERRIDING ROYALTY OWNER AND PERCENTAGE PRIMARY SECONDARY
14, NW/4 NW/4, W/2 SW/4 E-7572 1/8 Gulf 0il ' None Gulf 01l Corp. 3.2013 3.8086

Sec, 23, T19S, R36E 120 Nov. 17,1953 Corporation ‘ 100% .
(Lea State DK)
15. N/2 N/2, SW/4 NE/4 May 13,1926 1/8 Gulf 01l None Gulf 011 Corp. 6.4842 7.3378
‘Sec.34, T19S, R36E 200 Corporation 100%
{(J. W. Smith)
16. S/2 sw/4, sW/4 SE/4 July 21,1928 1/8 Roxana Petroleum None Shell 0411 Company 16.2183 14,4638
Sec.34, T19S8, R36E 120 Corp. (Now Shell 100%
(J. A, Foster) 0il Co.)
17. SE/4 SE/4 Sec.27, Feb, 11,1930 1/8 F. J. Danglade None Cities Service 0il 2.9948 3.7532
T19S, R36E 40 Company 100%
(Persons) . :
18. N/2 SE/4 Sec.27, Feb, 11,1930 1/8 F. J. Danglade None Charm 011l Co. 50% 2.5619 2.6065
T19S, R36E 80 . Cities Service 0il
(Persons) Co, 50%
19, SE/4 NW/4, NE/4 SW/4, Feb, 1,1930 1/8 F. J. Danglade 1/16 of 8/8 on oil Pearson-Sibert Oil 6.9504 5.9181
S/2 SW/4 and SW/4 SE/4 200 w<mwwmwmbmmmwwu Co. of Texas 50%
Sec, 27, T19S, R36E per well or less. Mortimer A. Kline
(Persons) 1/8 of 8/8 on oil 20%
& gas Hmb%mwwwu A. P, Gilmore and
average
an welil or more., CO. 30%
1/16 o£_8/8 on gas
when wells average
500,000 CFPD per
well or less.
1/8 of 8/8 on gas
wnen wells average
500,000 CFPD per
well or more, i
20. SE/4 NW/4&, NE/4 SW/4 June 15,1932 1/8 Amerada Petroleum None Amerada Petroleum 14,6170 10,2334
NW/4 SE/4 Sec.34, Corporation Corp. 100%
T19S, R36E 120

(M.E.Gaither Farm)



[SAREEARSTY
Mol DL

Aug. 14,1946

21, W/2 8E/4 & 8L/4 SE/4A

Roy G. Barton Nene 2.7661 2.7G78
Sec,33, T198, R36E 120 Mmmsw %3 mmmw ol
i ata larvy Leonard Est,
(7. A, Foster) Hagpard Brothers .697636
W.A.Chalk, Execc.of Harry leonard Est,
Est.of Tobe Foster 1.801431
Elliott Johnson Haggard Brothers
W. G. Ross 9,697636
Mabel F. Leonard W.A.Chalk, Exec.of
Francis J.Spellman Est.of Tobe Foster
Blair Steele 19,395273
Sunshine Royalty Co. Elliott Johnson
0.607933
W.G.Ross 5.319900
Mabel F,Leonard
1,801431
Francis J,.Spellman
1.229469
Blair Steele
44,34 6908
Sunshine Royalty Co.
3.602862
22, SW/4 NW/4 & NW/4 SW/4 May 1,1954 20,21487% Vilas P. Sheldon None L.W.Wickes Agent Corp. 0.0482 0.0598
Sec,34, T19S, R36E 80 1,959
Resler & Sheldon 2,3764 2,9467
96.572
J.Hiram Moore 0.0362 0.0449
1.469
23, E/2 NE/4 Sec.33, 00647 Ahtram Oil Co. 25.6810% Ahtram 0il Co. 1.1253 0.8622
T19S, R36E 80 75,000 R
Roderic J.Tichenor 0.2813 0.2155
18.750
Roderic J,Tichenor, 0.0937 0.0720
Trustee 6.250
TOTAL 2,760 100.0000 100.0000
STATE OF NEW MEXICO LEASES 1,720 Acres
FEE ILFASES 1,040 Acres

TOTAL 2,760 Acres



