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—
UNIT AGREEMENT T =3
FOR THE DEVELOPMENT AND OPERATION OF THE —m
GRAMA RIDGE UNIT AREA 2
LEA COUNTY, NEW MEXICO
NO.

¢ Eic;/ J“’;ﬁ /fgig?

THIS AGREEMENT, entered into as of the 29th day of September, 1964, by
and between the parties subscribing, ratifying, or consenting hereto, and herein
referred to as the “parties hereto",

WITNESSETH:

WHEREAS, the parties hereto are the owners of working, royalty or other
0il and gas interests in the unit area subject to this agreement; and,

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437,
as amended, 30 U. S. C. Secs. 181 et seq., authorizes Federal lessees and their
representatives to unite with each other, or jointly or separately with others,
in collectively adopting and operating a ccoperative or unit plan of deve.opment
or operation of any oil or gas pool, field, or like area, or any part thereof
for the purpose of more properly conserving the natural resources therecf whenever
determined and certified by the Secretary of the Interior to be necessary or
advisable in the public interest; and,

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is
authorized by an Act of the Legislature (Sec. 7-11-39 N.M. Statutes 1953 Annotated)
to consent to or approve this agreement on behalf of the State of New Mexico,
insofar as it covers and includes lands and mineral interests of the State of
New Mexico; and,

WHEREAS, the 0il Conservation Commission of the State of New Mexico is
authorized by an Act of the Legislature {(Article 3, Chapter 65, Volume 9, Part 2,
1953 Statutes) to approve this agreemert and the conservation provisions hereof;
and,

WHEREAS, the parties heretc hold sufficiemt interests in the Grama Ridge
Unit Area covering the land hereinafter described to give reasonably effective
control of operations therein; and,

WHEREAS, it is the purpose of the parties hereto to conserve natural
resources, prevent waste, and secure other benefits obtainable through develop-

ment and operation of the area subject to this agreement under the terms,



conditions and limitations herein set forth;

NOW, THEREFORE, in cons.deration of the premises and the promises
herein contained, the parties hereto commit to this agreement their respective
interests in the below-defined unit area, and agree severally among themselves
as follows:

1. ENABLING ACT AND REGUIATIONS, The Mineral Leasing Act of
February 25, 1920, as amended, supra, and all valid pertinent regulations,
including operating and unit plan regulations, heretofore issued thereunder or
valid, pertinent, and reasonable regulations hereafter issued thereunder are
accepted and made a part of this agreement as to Federal lands, provided such
regulations are not inconsistent with the terms of this agreement; and as to
State of New Mexico and privately owned lands, the oil and gas operating regula-
tions in effect as of the effective date hereof governing drilling and producing
operations, not inconsistent with the terms hereof or the laws of the State of
New Mexico are hereby accepted and made a part of this agreement.

2. UNIT AREA. The area specified on the map attached hereto marked
Exhibit "A" is hereby designated and recognized as constituting the unit area,
containing 3,051.92 acres, more or less.

Exhibit "A" shows, in addition to the boundary of the unit area, the
boundaries and identity of tracts and leases in said area to the extent known to
the Unit Operator. Exhibit "B" attached hereto is a schedule showing to the
extent known to the Unit Operator the acreage, percentage, and kind of ownership
of oil arnd gas interests in all land in the unit area. However, nothing herein
or in said schedule or map shall be construed as a representation by any party
hereto as to the ownership of any interest other than such interest or interests
as are shown in said map or schedule as owned by such party. Exhibits "A" and
“B" shail be revised by the Unit Operator whenever changes in the unit area
render such revision necessary, or when requested by the 0il and Gas Supervisor,
hereinafter referred to as "Supervisor", or when requested by the Commissioner
of Public Lands of the State of New Mexico, hereinafter referred to as '"State
Land Commissioner', and not less than seven copies of the revised exhibits shail
be filed with the Supervisor, and two (2) copies thereof shall be filed with the
State Land Commissioner and one (1) copy with the New Mexico 0il Conservation

Commission, hereinafter referred to as "State Commission".



The above-described unit area shall when practicable be expanded to {n-
clude therein any additional tract-or tracts regarded as reasonably necessary
or advisable for the purposes of this agreement, or shall be contracted to ex~
clude lands not within any participating area whenever such expansion or con-
traction is necessary or advisable to conform with the pufposes of this agree-
ment. Such expansion or contraction shall be effected in the following manner:

(a) Unit Operator, on its own motion, or on demand of the Director of
the Geological Survey, hereinéfter referred to as "Director,” or on demand of
the State Land Commissioner, after preliminary concurrence by the Director,
shall prepare a notice of proposed expansion or contraction describing the con-
templated changes in the boundaries of the unit area, the reasons therefor, and
the proposed effective date thereof, preferably the first day of a month subse-
quent to the date of notice.

(b) Said notice shall be delivered to the Supervisor, the State Land
Commissioner and the State Commission and copies thereof mailed to the last
known address of each working interest owner, lessee, and lessor whose
interests are affected, advising that 30 days will be allowed for submission to
the Unit Operator of any objections.

(¢) Upon expiration of the 30-day pericd provided in the preceding iten
(b) hereof, Unit Operator shall file with the Supervisor, the State Land Com- ,
missioner and the State Commission evidence of mailing of the notice of
expansion or contraction and a copy of any objections thereto which have been
filed with the Unit Operator, together with an spplication in sufficient number,
for approval of such expansion or contraction and with appropriate joinders.

(d) After due consideration of all pertinent information, the expansion
or contraction shall, upon approval by the Director, the State Land Commissioner

and the State Commission, become effective as of the date prescribed in the

notice thereof,

(e) All legal subdivisions of unitized lande (i.e., 40 acres by Govern-
ment survey or its nearest lot or tract equivaleat in instances of irregular
surveys, however, unusually large lots or tracts shall be considered in mul-
tiples of 40 acrés,-or the nearest aliquot equivalent thereof, for the purpose of
elimination under this subsection), no parts of which #re éntitled to be in a

_ participating area within five years after the first day of the month following

-3-



the effective date of the first initial participating afea established under this
unit agreement, shall be elimingéed automatically frowm this agreement, effective
as of the first day thereafter, and such lauds shall no longer be a part of the
unit area and shall no longer be subject to this agreement, unless at the expira-
" tion of sald five-year period diligenc drilling operations are in progress on
unitized lands not entitled to participation, in which event all such lands shall
remain subject hereto for so long as such drilling operations are continued
diligently, with not more than 90 days time elapsing between the completion of

one such weil and the ¢ommencement of the next such well, except that the time
allowed between such wells shall not expire earlier than 30 days after the explrae
tion of any period of time during vhich drililimg operations ave prevented by a
matter beyond the reasonable controi of unit operator as set forth in the section
hereof entitled “Unavoidable Delay;" provided that ail legal subdivisions of lands
not in a participating area and nof entitled to become participating under the -
applicable provisions of this agreement within ten years after said firet day of
the month following the effective date of said first initiagl participating areas
shall be eliminated as above specified, Determination of creditable *Unavoidable
Delay" time shall be made by Unit Operator aand subject to approval of the DHirenter
and :hé State Land Commissioner. The Unit Operator shall, within 90 days sfter
the effective date of any elimination hereunder, describe the area so eliminateds
to the satisfaction of the.Director and the Commissioner and promptly notify all
parties in interest,

If conditions warrant extension of the ten-year period specified {n this
sub-section 2 {e), a single extension of not to exceed two years may be accown-
plished by consent of the owmers of 90 per cent of the current unitized working
interests and 60 per cent of the current unitized basic royalty interests {emxci
sive of the basic royalty interests of the United Statea), on a total nonpartici-
pating-ac:eage basis, respectively, witk opproval. of the Director, and the Stste
Land Commissioner provided such exfension application is submitted to the
Director and to the State Land Commissioner not later than 60 days prior to the
expiration of said ten-year period.

Any expansion of the unit area pursuant to this section which embraces
lands thereto fore eliminated pursuant to this sub-section 2 (e) shall not be con-

sidered automatic commitment or recommitment of such lands.



3. UNITIZED IAND AND UNITIZED- SUBSTANCES. All lend commitited .o this
agreement shall constitute land referred to herein as "unitized landi" or "lani
subject 1o this agreement." All oil and gas in any and all focmations of the
unitized land are unitized'under the terms of this agreement and herein are
called "unitized substances."

4. UNIT OPERATOR. Shell Oil Company with offices at Midland, Texas, is
hereby designated as Unit Operator and by signature hereto as Unit Operator commits
t0 this agreement all interests in unitized substances vested in them and agrees
and consents to accept the duties and obligations of Unit Operator for discovery,
development and production of unitized substances &s herein prcvided. Whenever
reference is made herein to the Unit Operator, such reference means the Unit
Operator acting in that capacity and not as an owner of interest in unitized sub-
stances, and the term "working interest owner" when used herein shall include or
refer to Unit Operator.as the owner of a working interest when such an interest
is owned by him.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have
the right to resign at any time prior to the establishment of & participating
area or areas hereunder, but such resignation shall not become effective so as
to release Unit Operator from the duties and obligations of Unit Operator and
terminate Unit Operator's rights as such for & period of six months after
notice of intention %o resign has been served by Unit Operator on all working
interest owners and the Director, the State Land Commissioner and State Ccm-~
mission and until all wells then drilled hereunder are placed in a satisfactory
condition for suspension or abandomment whichever is requimd ty the Supervisor
as to PFederal lands and by the State Commission as to State and privately owned
lands unless & new Unit Operator shall have been selected and approved and
shall have taken over and assumed the duties and obligatioms of Unit Operator
prior to the expiration of said period.

Unit Operator shall have the right to resign in like manner and subject
to like limitations, as above provided, at any time a participation area estab-
lished hereunder is in existence, but, in all instances of resignation or removal,
until a successor Unit Operator is selected and approved &as hereinafter provided,
the working interest owners shall be Jjointly responsible for performence of the
duties of Unit Operator, and shall not later than 30 days before such resignation

or removel becomes effective appoint a common agent to represent them in any

action to be taken hereunder. ]
-t



The resignation ol Unit Operator shall not release Unit (Operator from
-any liability for any default by it hereunder occurring prior to the effective date
of {ts resignation.

The Unit Operator may, upon default or failure in the performance of iéa
duties or obligations hereunder, be subject to removal by the same percentage
vote of the owners of working interests determined in like manner as herein
provided for the selection of a new Unit Operator. Such removal shall be effec~
tive upon notice thereof to the Director and the State Land Commissioner.

The ;esignation or removal of Unit Operator under this agreement shall
not terminate its right, title, or interest as the owner of a working interest or
other interest in unitized substances, but upon the resignation or removal of Unit
Operator becoming effective, such Unit Operator shall deliver possession of all
equipment, materials, and appurtenances used in conducting the unit operations
and owned by the working interest owners to the new duly qualified successor
Unit Operator or to the owners thereof if no such new Unit Operator is elected,
to be used for the purpose of conducting unit operations hereunder. Nothing
herein shall be construed as authorizing removal of any material, equipment
and appurtenances needed for the preservation of any wells,

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender
bis or its resignation as Unit Operator, or shall Be removed as hereinabove
provided, or a change of unit operator is negotiated by working interest owmers,
the owners of the working interests in the participating area or areas
according to their respective acreage Interests in such participating area or
areas, or until a participating area shall have been established, tlie owners of
the working interests according to their respective acreage interests in all‘
unitized land, shall by majority vote select a successor Unit Operator; provided
that, 1f a majority but less than 55 per cent of the vorking interests qualified to
vote are owned by one party to this agreement, a concurring vote of one or more
additional working interest owners shall be required to select a new operator,

Such selection shall not become effective until:

{(a) a Unlt Operator so selected shall accept in writing the duties and

responsibilities of Unit Operator, and

(b) the selection shall have been filed with the Supervisor and approved



by the State Land Commissioner. If no successor Unit Operator {s selected and
qualified as herein provided, the Director and State Land Commissioner at their -
election may declare this Unit Agreement termlnated.

7. ACCOUNTING PROVISIONS AND.UNIT OPERATING AGREEMENT, If the Unit
Operater is not the sole owner of working interests, costs and expensea iancurred
by Unit Operator in conducting unit operations hereunder shall be paid and
appaptioned among and borme by the awners of working interests, all in
" accordance with the agreement or agreements entered into by and between the
Unit Operator and the owners of working interests, whether one or more, separately
or collectively. Any agreement or agreements entered into between the working
interest owners and the Unil Operator zs provided in this section, whether one
or more, are herein referred to as the “dnit Bperating 4greement.” Such unit
operating agreemens shall also provide the manner in which the working interest
owners shall be entitled to receive their respective proportionate and allocated
share of the benefits accruing hereto in conformi:y with their underlying
operating agreements, leases, or other independent contracts, and such other
rights and obligations as between Unit Operator end the working interest cwmers
88 may be agreed upon by Unit Operator and the working interest owners; however,
no such unit operating Egreemenc shall be deemed either to modify any of the
terms and conditions of this unit agreement or to relieve the Unit Operator of
any right or obligation established under this unit agreement, and in case of
any {nconsistency or conflict between the unit agreement and tﬁe unit operating
sgreement, this unit agreement shall prevail. Three (3) true copies of any unit
operating agreement executed pursuant to this section should be filed with the
Supervisor and one (1) true copy with the State Land Commissioner, prior to
approval of this unit agreement by the Director.

8. RICHTS AND OBLIGATIONS OF UNIT OPERATOR, Except as otherwise
specifically provided herein, the exclusive right, privilege, and duty of exer-
ciging any and all rights of the parties hereto which are necessary or convenient
for prospecting for, producing, storing, allocating, and distributing the unitized
substances are hereby delegated'to and shall be exercised by the Unit Operator as
herein provided, Acceptable evidence Qf title to said rights shall be deposited

with said Unit Operator and, together with this agréement, shall constitute and

- '!'



define the rights, privileges, and obligations of Unit Operator. Nothing herein,
however, shall be construed to transfer title to any land or to any lease or
operating agreement, it being understood that under this agreement the Unit
Operator, in its capacity as Unit Operator, shall exercise the rights of posses-
sion and use vested in the parties hereto only for the purposes herein specified.
9. DRILLING TO DISCOVERY. Within six months after the effective date
hereof, the Unit Operator shall begin to drill an adequate test well at a location
approved by the Supervisor if on Federal land or by the State Land Commissioner
if on State land, or by the State Commission if on privately owned land, unless
on such effective date a well is being drilled comformably with the terms hereof,
and thereafter continue such drilling diligently until the Siluro-Devonian forma-
tion has been tested or until at a lesser depth unitized substances shall be
discovered which can be produced in paying quantities (to-wit: quantities suffi-
cient to repay the costs of drilling and producing operations, with a reasonable
profit) or the Unit Operator shall at any time establish to the satisfaction of the
Supervisor if on Federal land, or the State Land Commissioner if on State land, or
of the State Commission if on privately owned land, that further drilling of said
well would be unwarranted or impracticable; provided however, that Unit Operator
shall not in any event be required to drill said well to a depth in excess of 14,800
feet. Until the discovery of a deposit of unitized substances capable of being
produced in paying quantities, the Unit Operator shall continue drilling diligently
one well at a time, allowing not more than six months between the completion of
one well and the beginning of the next well, until a well capable of producing
unitized substances in paying quantities is completed to the satisfaction of said
Supervisor if it be on Federal land or of the State Land Commissioner if on State
land or the State Commission if on privately owned land or until it is reasonably
proved that the unitized land is incapable of producing unitized substances in
paying quantities in the formations drilled hereunder. Nothing in this section
shall be deemed to limit the right of the Unit Operator to resign as provided in
Section 5 hereof, or as requiring Unit Operator to commence or continue any
drilling during the period pending such resignation becoming effective in order

to comply with the requirements of this section. The Director and State Land



Counissioner may modify the drilling requirements of this section hy pranting
‘reasonable extensions of time when, in their opinion, such actlon is warranted,
Upon failure to coaply with the drilling provisions of this section, the
Direztor .and State Land Commissioner may, after reasonable notice to the Unit
Uperecor, and each working interest owner, lessee, and lessor at their iast
known addresses, decla;e this unit agreement teramdnated.
i0. PLAN OF FURTHER DEVELOPMENT AND OPERATION., Within six months after
completion of a well capable of producing unitized substances in paying quantities,
the Eai: Uperactor shall gubmit Zor the approval of the Supervisor and the State
Land Commissionar an acceptablie plan of development and operation for the uniltlzed
land which, when approved by the Supervisor and the State Land Commissicner, shall
censtitute the further drilling aad operating obligations of the Unit Operator
under thié;agreement for the period specified therein. Thereafter, from time
to time before the expiration ofvany existing plan, the Unit Operator shall
submit for the approval of the Supervisor and the State Land Commissioner a plan

for an additional specified period for the development and operation of the

uritized land. Any pilan submitzed pursuasnt to this gection shall provida for the
exploration of the unitized area and for the diligent drilling necessary for

determination of the area or areas thereof capable of producing unitized substances
in payiog quantities inleach and every productive formation and shall be as
complete and adequate as the Supervisor and the State Land Commissioner may
determine to be necessary for timely development and proper conservation of the

oil and gas resources of the unitized area and shall:

{(a) specify the number and location of any wells to be drilled and the
proposed order and time for sucH drilling; and,

(b) to the extent practicable specify the operating practices regarded as
necessary and advisable for the proper corsarvation of natural resources. Sepa~-
rate plans may be submitted for ceparate proeductive zones, subject tc the
approval of the Supervisor and the State Land Commissioner, Said plan or plans
shall be modified or supplemented when necessary to meet changed conditioms,
or to protect the interests of all parties to this agreement. Reasonable diligence

shall be exercised in complying with the obligations of the approved plan of develop-

ment, The Supervisor and State Land Commissioner are authorized to grant a



reasonable extension of the six~month period herein prescribed for submission

of an {rit{al pian of development where such action is jusé{f{od becausa of
unusual conditions or circumstances. After completion hereunder of a well capable
of producing any unitized substance in paying quantities, no furthec wells, except
such as may be necessary to éfford protection against operatious not under this
agreement or such as may be specifically approved by the Supervisor and the

State Laud Commissioner shall be drilled except in accordance with a plan of

4

develepment appruved as herein provided,

{

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable
ol predveiny unitized substances in paying quantities, the Unit Operator shall
within the month of such completion, 1f practicable, or as soon thereafter as

equired by the Supervisor or the State Land Commissioner submit for approval

&)

by the Director and the State Land Commissioner a schedule, based on sub-
divisions of the public land survey or aliquot parts thereof of all unitized

land then regarded as reasonably proved to be productive of unitized substances

it paying quantities; all lands in said schedule on approval of the DirectHr

and the State Land Comnmissioner to constitute a participating area, effective

as of the date of completion of such well or the effective date of the unit
agreement, whichever is later. The acreages of both Federal and non-Federal

lands sball be based upon appropriate computations from the courses and distances
shown on the last approved public land survey as of the effective date of the
initiunl participating area. Said schedule also shall set forth the percentage of
unitized substances to be allocated as herein provided to each unitized tract in
the participating area so established, and shall govern the allocation of production
from and after the date the participating area becomes effective, A separate parti-
cipating area shall be established in like manner for each separate pool or deposit
of unitized substances or for any group thereof produced as a single pool or zone,
and any two or more participating areas so established may be combined into one
with the consent of the owners of all working interests in the lands within the
participating areas so to be combined, on approval of the Director and the State
Land Commissioner, Thg participating area or areas so established shall be revised
from time to time, subject fo like approval, whenever such action appears proper
:as a result of further drilling operations or otherwise, to include additional

- land then regarded as reasonably proved to be productive in paﬁing quantities,
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or to exclude land then regarded as reasonably proved not to be productive in
paylung quantities and the perceatage of allocation shall also be revised sccor-
dingly, The effective date of any revision shall be the first of the month in
which 1s obtained the knowledge or information on which such revisicna is predicated,
prbvided, however, that a more appropriate efféctive date may be used 1f justified
by the Unit Operator and approved by the Director and the State Land Commissioner.
No land shall be excluded from a participating area on account of depietion of

the unitized substances,

It is the intent of this section that a particlpating area shall represent
the area known or reasonably estimated to be productive in paying quantities;
but, regardless of any revision of the participating area, nothing herein contained
shall be construed as requiring any retroactive adjustment for production obe
tained prior to the effective date of the revision of the participating area.

In the absence of agreement at any time between the Unit Operator and
the Director and the State Land Commissioner as to the proper definition or
redefinition of a participating area, or until a participating area has, or areas
have, been established as provided herein, the portion of all payments affected
thereby may be impounded in a manner mutually acceptable to the owners of
working interests, except royalties due the United States and the State of New
Mexico, which shall be determined by the Supervisor for Federal lands and the
State Land Commissioner for>State lands and the State Commission as to
privately owned lands and the amount thereof deposited, as directed by the Super-
visor and the State Laﬁd Commissioner respectively, to be held as unearned
mbney until a participating area is finally approved and then applied as earned
or returned in accordancé with a determination of the sum due as Federal and
State royalty on the basis of such approved participating area.

Whenever it is determined, subject to the approval of the Supervisor, as
to wells drilled on Federal land and of the State Land Commissioner as to wells
drilléd on State land and the State Commission as to wells on privately owned
lands, that a well drilled under this agreement is not capable of production
in paying quantities and inclusion of the land on which it is situated in a
participating area {s unwarranted, production from such well ghall, for the pur-

poses of settlement among all parties other than working interest owners, be

-11-



allocated to the land ou which the well is located so long as sucu iand is not
within a participating area established for the pool or deposit fcom which such
production is obtained. Settiement for working interest bencfits from such a well
shall be wmade as provided in the unit operating agreement.

12. ALLOCATION OF PRODUCTION, All unitized substances produced from
each participating area established under this agreement, except any part thereof
used in conformity with good operating practices within the unitized area for
drilling, operating, camp and other producticn or development purposes, for
vepressuring or recycling in accordance with a plen of development approved by
the Supervisor, and State Land Commissioner and the State Commission, or
unavoidably lost, shall be decmed to be produced equally on an acreage basis
from the several tracts of unitized land of the participating area established for
such production and, for the purpose of determining any bgnefics accruing under
this agreement, each such tract of unitized land shall have allocated to it such
percentage of said production as the number of acres of such tract included in
sald participating area bears to the total acres of unitized land in said partici-
pating area, except that allocation of production hereunder for purposes other
than for settlement of tne royalty, overriding royalty, or payment out of pro-
duction obligations of the respective working interest owners, shall be on the
basis prescribed in the unit operating agreement whether in conformity with
the basis of allocation herein set forth or otherwise., It is hereby agreed that
production of unitized substances from a participating area shall be allocated
as provided herein regardless of whether any wells are drilled on any particular
part or tract of said participating area. If any gas produced from one partici-
pating érea is used for repressuring or'recycling purposes in another partici-
pating area, the first gas withdrawn from such last-mentioned participating
area for sale during the life of this agreement shall be considered to be the gas
so transferred until an amount equal to that transferred shall be so produced
for sale and such éas'shall be allocated to the participating area from which
initially produced as constituted at the time of such final production.

13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS.
Any party or parties hereto owning or controlling the working interests in any

unitized land having thereon a regular well location may with the approval of
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the Supervisor as to Federal land, the State Land Commissioner as to State Land,
and the State Commission as to privately owned land, and subjcct to the pro-
visions of the Unit Operating Agreement, at such party's or parties' sole risk,
!costs, and expense drill a well at such location on such land to test any forma-
tion for which a participating area has not been established or to test any forma-
tion for which a participating area has been established if such location is not
within said participating area, unless within 90‘days of receipt of notice from
said party of his intention to drill the well the Unit Operator elects and
cocamences to drill such a well in like manner as other wells are drilled by the
Unit Operator under this agreement.

If any well drilled as aforesaid by a working interest owner results in
preduction such that the land upon which it is situated may properly be included
rin_a participating area, such participating area shall be established or enlarged
as provided in this agreement and the well shall thereafter be operated by the
Unit Operator in accordance with the terms of this agreement and the unit opera-
ting agreement.

If any well drilled as aforesaid by a working interest owner obtains pro-
duction in quantities insufficient to justify the inclusion in a participating area
of the land upon which such well is situated, such well may be operated and pro-
duced by the party drilling the same subject to the conservation requirements of
this agreement. The royalties in amount or value of production from any such well
shall be paid as specified in the underlying lease and agreements affected.

14. ROYALTY SETTLEMENT. The United States and the State of New Mexico
and sll royalty owners who, under existing contract, are entitled to take in
kind a share of the substances now unitized hereunder produced from any tract,
shall hereafter be entitled to the right to take in kind their share of the unitized
substances allocated to such tract, and Unit Operator, or in case of the operation
of a well by a working interest owner as herein in special cases provided for,
such working interest owner, shall make deliveries of such royalty share taken
in conformity with the applicable contracts, laws and regulations. Settlement
for royalty interest not taken in kind shall be made by working interest owmers
responsible therefor under existing contracts, lays and regulations on or before

the last day of each month for unitized substances produced during the preceding
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calendar month; provided, however, that nothing herein contained shall up-rate
to relieve the lessees of any land from their respective lecase obligations for the
payment of any royalties due under their leases,

If gas obtained from lands not §ubject to this agreement is introduced
into any participating area hereunder, for use in repressuring, stimulation of
producticn, or increasing ultimate recovery, which shall be in conformity with
‘a plan first approved by the Supervisor, the State Land Commissioner, and the
State Commiésion, a like amount of gas, after settlement as herein provided
for any gas transferred from any other participating area and with due alliow-
ance for loss or depletion from #ny cause, may be withdrawn from the formation
into which the gas was introduced, royalty free a&s to dry gas, but not as to
the products extracted therefrom; provided that such withdrawal shall be at such
time as may be provided in the plan of operations or as may otherwise be consented
to by the Supervisor, the State Land Commissioner and the State Commission as
conforming to gocd petroleum engineering practice; and'provided further, that such
righ: of withdrawal shall terminate on the termination of this unit agreement.

Royalty due the United States shall be computed as provided in the
operating regulations and paid in value or delivered in kind as to all unitized
substances on the basis of the amounts thereof allocated to unitized Federal
land as provided herein at the rates specified in the respective Federal leases,
or at such lower rate or rates as may be authorized by law or regulations;
provided, that for leases on which the royalty rate depends on the dally average
production per well, said average production shall be determined in accordance

with the operating regulations as though each participating area were a single

consolidated lease.

Royalty due on account of State of New Mexico and privately owned lands,
shall be computed and paid as to all unitized substances on the basis of the
amounts allocated to such lands.

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases
" committed hereto shall be paid by w;rking interest owners responsible therefor
under existing contfacts, laws, and regulations, provided that nothing herein
contained shall operate to relieve the lessees of any land from their respective

lease obligations for the payment of any rental or minimum royaltyiin lieu thereof
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due under their leases. Rental or minimum royalty for lands of the United Stares
subject to this agreement shall be paid at the rate specified in the respective
leases from the United States uuless such rental or mininum royalty is waived,
suspended, or reduced by luw or by approval of the Secretary or his duly authorized
represeatative,

Rentals on State of New Mexico lands subject to this agreement shall be
- pald at the rates specified in the respective leases.

With respect to any lease on non-Federal land containing provisions
which would terminate such lease unless drilling operations were within the
time therein specified commenced upon the land covered thereb& or rentals
paid for the privilege of deferring such drilling operations, the rentals required
thereby shall, notwithstanding any other provision of this agreement, be deemed
to accrue and become payable during the term therof as extended by this agree-
ment and thereafter until the required drilling operations are commenced upon the
land covered thereby or some portion of such land is included within a partici-
pating arez. .

16. CONSERVATION. Operations hereunder and production of unitized
s ubgtances shall be conducted to provide for the most economical and efficient
recovery of said substances without waste, as defined by or pursuant to State or
Federal law or regulation.

i7. DRAINAGE. The Unit Operator shall take appropriate and adequate
measures t¢ ,vevent drainage of unitized substances from unitized land by wells
on land not subject to this agreement, or, with prior consent of the Director and
the State Land Commissioner, pursuant to applicable regulations pay a fair and
reasonable compensatory royalty as determined by the Supervisor for Federal
lands or as approved by the State Land Commissioner for New Mexico State lands.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED, The terms, conditions
and provisions of all leases, subleases and other contracts relating to expior-
ation, drilling, development or operations for oil or gas on lands committed to
chis agreement are hereby expressiy modified and amended to the extent necessary to
make the same conformlto the provisions hereof, but otherwise to remain in full
force and'effect; and the parties hereto hereby consent that the Secretary as to

Federal leases and the State Land Commissioner as to State leases shall and each
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by his approval hereof? or by the approval hereof by his duly authorjzed repre-
sentative, does hereby establish, alter, change or revoke the drilliag, producing,
rental, minimum royalty and royalty requirements of Federal and State leases
committed hereto and the regulations in respect thereto to counform said requirenents
to the provisions of this agreement and, without limiting the generality of the
foregoing, all leases, subleases, snd contracts are particularly modified in
accordance with the following:

(a) The development and operaticn of lands subject to tnis agreement
under the terms hereof shall be deemed full performance of all chiigarions for
development and operation with respect to eachk and every part oi separately owned
tract subject to this agreement, regardless of whether there is any cevelopment of
any particular part oz tract of the unit area, notwithstanding enything to the con-
trary in any lease, operating agreement or other contract by and between the parties
hereto, or their respective predecessors in interest, or any of them.

(b) Drilling and producing operations performed hereunder upon any tract
of unitized lands will be accepted and deemed to be performed upon and for the
benefit of each and every tract of unitized land, and no lease shall be deemed to
expire by reason of failure to drill or produce wells situated on the land therein
embraced.

{(c) Suspension of drilling or producing operations on all unitized lands
pursuant to direction or consent of the Secretary and the State Land Commissioner
or their duly authorized representative, shall be deemed to constitute such
suspension pursuant to such direction or consent as to each and every tract of
unitized land. .

(d) Each lease, sublease or contract relating to the exploration, drill-
ing, development or operation for oil or gas of lands, other than those of the
United States and State of New Mexico, committed to this agreement, which, by its
terms might expire prior to the termination of this agreement, is hereby extended
beyond any such term so provided therein so that it shall be continued in full
force and effect for and during the term of this agreement.

(e) Any Federal lease for a fixed term of twenty (20) years or any re-
newal thereof or any part of such lease which is madé subject to this agreement
shall continue in force beyond the term provided therein until the termination

»
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hereof, Any other Federal lease committed hereto shall continue in force beyond
the term so provided therein or by law as to the land committed so long as such
lease remains subject heteto, provided that production is had in paying quantities
under this unit agreement prior to the expiration date of the term of such lease,
or in the event actual drilling operations are commenced on unitized land, in
accordance with the provisions of this agreement, prior to the end of the primary
term of such lease and ave being diligently prosecuted at that time, such lease
shall be extended for two years and so long thereafter as oil or gas is produced
in pay:ing qusnciﬁies in accordance with the provisions of the Mineral Leasing

Act Revision of 1960.

{£; Fach sublease or contract relating to the operation and development
of unitized substances from lands of the United States committed to this agree-
ment, which by its terms would expire prior to the time at which the underlying
lease, as extended by the immediately preceding paragraph, will expire, is hereby
extended beyond any such term so provided therein so that it shall be continﬁéd in
full force and effect for and during the term of the underlying lease as such term
is bereis extended. |

{3) Any lease embracing lands of the State of New Mexico which is made
subjsct to this agreement, shall continue in force beyond the term provided
therein as to the lands committed hereto until the termination hereof.

(h) The segregation of any Federal lease committed to this agreement is
govefned by the following provision in the fourth paragraph of Sec. 17 (j) of the
Mineral Leasing Act, as amended by the Act of September 2, 1960, (74 Stat. 781-784):
“"Any (Federal) lease heretofore or hereafter committed to any such (unit) plan
embracing lands that are in part within and in part outside of the area covered
by any such plan shall be segregated into separate leases as to the land committed
and the lands not committed as of the effective date of unitization: Provided,
however, that any such lease as to the nonunitized portion shall continue in force
and effect for the termrthereof but for not less than two years from the date of

such segregation and so long thereafter as oil or gas is produced in paying

quantities.”
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(i) Any lease embracing lands of the State of New Mexico having only a
portion of its lands committed hereto, shall be segregated as to the portion
committed and the portion not committed, and the provisions of such lease shall
apply separately to such segregated portions commencing as of the effective date
hereof; providéd, however, notwithstanding any of the provisions of this agree-
ment to the contrary, any lease embracing lands of the State of New Mexico having
only a portion of its lands committed hereto shall continue in full force and -
effect beyond the term provided therein as to all lands embraced in such lease,

s discovered and is capable of being produced in paying quantities

yo

£ o0il or gas

o
i8]

from scae part of Lhe lands embraced in such lease at the expiration of the
secondary term of such lease; or if, at the expiration of the secondary term, the
Lessee ov fu: Unit Operator is then engaged in bona fide drilling or reworking
operations ¢a some part of the lands embraced in such lease, the same, as to all
lands embraced therein, shall remain in full force and effect so long as such
operations are being diligently prosecuted, and if they result in the production
of oil or gas, said lease shall continue in full force and effect as to all the
lands embraced therein, so long thereafter as oil or gas in paying quantities is

being produced from any portion of said lands.

16, COVENANTS RUN WITH LAND. The covenants herein shall be construed to
be covenants ruanning with the land with respect to the interest of the parties
hereto and their successors in interest until this agreement terminates, and any
grant, transfer or conveyance of interest in land or leases subject hereto shail
be and hereby is conditioned upon the assumption of all privileges and obligations
hereunder by the grantee, transferee or other successor in interest. No assign-
ment or transfer of any working interest, royalty or other interest subject hereto
shall be binding upon Unit Operator until the first day of the calendar month
‘after Unit Operator is furnished with the original, photostatic or certified copy
of the instrument of transfer.

20, EFFECTIVE DATE AND TERM. This agreement shall become effective upon
approvél by the Director and the State Land Commissioner or their duly authorized
representatives as of the date of approval by the Director and shall terminate five
(5) years from said effective date unless:

(a) such date of expiration is extended by the Director and the State

Land Commissioner, or

(b) it is reasonably determined prior to the expiration of the fixed



term or any extension chevcof that the unitized land {s incapable of production
of unitized substances in paying quantities in the formations tested hereunder
and after notice of intention to terminate the aurecment on such pround is given
by the Unit Operator to all parties in interecst at their last known addresscs,
the agreement is terminated with the approval of the Director and State Land
Commissicner, ov

{«y a valuable dizcovery oi unictized substances has besn msde vr accepted
on seicized land d;:éfg said inirial term or any extension therecf, in which
gveat the agreement shall remain {r 2ffest for such term and se long as unitized
substaices wan be produced in gquancities sufficilent to pay for the cost of
producing some {v7om wells ou univized lsnd within any participating ares established
hereunder and, should production cease, zo long thereafter as diligent operations

ave in prograss for the restoratlica of production or discovery of new preduction

toid

and so long theresafter us the unitized substances se discoversd can be produced
as aforesaid, ovx
{dy it iu terminated as heretofore provided in this agreement. This
? g

agreement may be terminated at any time by not less than 75 per centum, on an

za basisg, of the owmers of working Interests signatory hereto, with the

fo
1)
'«1
i
o
g

approval of the Director and State Land Commissioner; notice of any such approval
to b2 givss by Lhe Unit Operator to all parties hereto,

2% RATE OF PROSPECTING, DEVELOPMINT AND PRODUCTION, The Director is
hereby vested with authority to alter or medify from time to time in his discre-
tion the quantity and rate of production under this agreement when such quantity
and rate iz not fixed pursuant to Federal or State law or does not conform to
any state-wide voluntary conservation or allocation program which is establishéd,
recognized and generally adhered to by the majority of operators in such State,
such authority being hereby limited to alteration or modification in the public

interest, the purpcee thereof and the public interest to be served thereby to be

stated in the order of alteration or modification, Without regard to the fore-

going, the Director is also hereby vested with authority to alter or modify from
time to time at his discretion the rate of prospecting and development and the
quantity and rate of production under this agreement when such alteration or

modification is in the interest of attaining the conservation objectives stated



in this agreement and i{s not in violation of any applicable Pederal or State law;
provided further that no such alteration or modification shall be e¢ffective as to
any land of the State of New Mexleo as to the rate of prospecting and developing
in the absence of the specific written approval thereof by the State Land Commis-
sioner sud go to tha lande of thz S:iate of Hew Mexice or privately owned lands
subject to this apreczwent #s8 to the guantity and rate of production in the abgenco
of specific wrirten approval therzaf by the State Commiszion.

Powers I{n this section vested in the Director shall only be exercised
after notice 2o Unif Operator and ouncvtunicv for hearing o be held not lese thaa
fiftesn {I3) days from netice.

2z, CONFLICT OF SIPERVISION, XNeftcher the Unft Opoerater nor the werking
{nterest cwners nor any of thew shall hao subjeect to any fovfeiture, termination
or expiration of any rights heveunder or under any leases o¥ contvracts subjecé
hereto, or to any penalty or liasbility on accounc of deiay or faiiuve in whole
or in pari to cowply with any applicable provision thereof to the extent that the
Unit Opevator, werking interese ovwners ov any of them are hindered, delayed cy
prevented from complyling vherewith by reason of failure of the Unit Operater to
obtain 1o the exercize of due dilisence, (he concurrence of proper vepresentstivaes
of the Usited Ststes and propar reprvesenterives of the Stote of Hew Mexico in and
ebout anv matters or thing concerning which Lt is raquired herein that such y
concurreance be obtained. The parties hercto, inciuding the State Commission,
agree that all powers and authority vested in the State Commission in and by any
provigions of this agre;mene are vested in the State Commission and shall be
exercised by it pursuant to the grovisions of the lawe of the State of New Mexice

and zubject im any case to appesl er judicial review ag may now or hereafter be

provided by the laws of the State of New Mexlco.
23. APPEARANCES., Unit Operator shall, after notice te cther parties
affected, have the right to aspear for and on behalf of any and all intexestc
Lands

affected hereby before :he Department of fucerisy, the Cemmisclomer of Punlic Lav
y ¢

of the State of New Mexico and the New Mexico Cil Conservation Coumnbiggion and to

appeal from orders issued under the regulations of said Departwment, the State

Land Commissioner or State Commission or to apply for relief from any of said
regulations or ia any proceedings relative to cperations before the Department of
the Ihterior, the State Land Comnissioner or State Commission or any other legally

constituted authority; providad, however, that any other interested party shail

sigc nave the right at his own expcnse to be heard in any such proceeding.
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24. NOTICES. All notices, demands or statements required hereunder
to be given or rendered to the parties hereto shall be deemed fully given 1f given
in writing and personally delivered to the party or sent by postpaid registered -
mail or certified mail, addressed to such party or parties at their respective
addreszes sct forth in comnectioa with the signatures hereto or the ratification
or consent hereof or to such other sddress as any such party may have furnished
ia wriging to the party sending the notice, demand or statement,

25. KO WAIVER OF CERTAIN RIGHTS. Nothing in this agreement contained
shall be construed as & waiver by any party hereto of the right to assert any
legal or constitutional right or defense as to the validity or {avalidity of
any law of the state wherein saild unitized lands are located, or of the United
States, ¢or vegulations issued thereunder ia any way affecting such party, or as
& waiver by any such pérty of any‘tighc beyond his or {ts authority to waive,

26, UNAVOIDABLE DELAY, All obligations under this agreeweant requiring
the Unit Opaerator to commence oricontinue drilling or to operate on or produce
unitized sub;Canceg from any of the lands covered by this agreement shall be
suspended while, but only so long as, the Unit Operator despite the exercise of
due szre and diligence i{s prevented from complying with such obligations, in whole
or in part, by'Strikes, acts of God, Federal, State or Municipal law or agencies,
unavoldsble aceidents, uncontrollable delays in transportation, inadility to ob- ’
taln necessary materials in open market, or other matters beyond the reasonable
control of the Unit Operator whether similar to matters herein enumerated or not.

27. NONDISCRIMINATION. In connection with the performance of work under
this agreement, the operator agrees to comply with all of the provisions of
Section 301 (1) to (7) inclusive, of Executive Order 10925 (28 F.R. 6485), whieh
are hereby incorporated by reference in this agreement. .

28. LOSS OF TITLE., In'the event title to any tract of unitized land
.shall fail and the true owner cannot be induced to join in this unit sgreement,
such tract shall be automatically regarded as not committed hereto and there shall
be such readjustment of future costs and benefits as may be required on account
of the loss of such title, In the event of a dispute as to title as to any -
royalty, working interest or other interests subject thereto, payment or

delivery on account thereof may be withheld without liability for interest until

the dispute is finally settled; provided, that, as to Federal and State land or



icases, ne payments of Luunds Jue the United Scates or the State of wow Mexico
should be withheld, but such fundﬁ-of the United States shall be deposited as
directed by the Supervisor, and ;uch funds of the State of New Hexico shall be
deposited as directed by the State Land Commissioner, to be held as unearned
money pending final settlement of the title dispute, and thén applicd as earned

ar vegurno? In accordance with sueh final settlewment,

¢ Operator as¢ such is relieved from any responsibility for any defect

G, NON~JOINDER AND SUBSEGUENT JOINDER, 7f the owner of any substantial

AnLeT 3¢ .5 & traior within fhe unit srea £2ils or refuses to subseribe or consent

rh

reement, the ownev of the worliag futeraest {n that traect may withdrsw
frow this agreement by written notice to the Director, the State Land

wilsg L onar, aod the Unit QOperator prior fo the approval of this apreement by

[
[«)

the Director. Any oil or gas interests in lands witiia the unls area not

committed hevetos prior to submission of this apreement for final approval may

[N
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thereafter be conmitted hereto by the owner or owners thereof subscribing or

consenting to this agreement, and, If the interest is & working interest, by

the weso of such interxest also subscribing to the uvnit operating agrecment,

b}

After opurations are commenced hereunder, the right of.snbsequent Jjoinder, as
pruovided Iu thisz section, by a working interest owner is subject to such requivéments
srovals, if any, pertaining to such joinder, as may be provided for in the

unit operating agreement. After final approval hereof, joinder by a non-working
interest owner must be consented to in writing by the working interest owner
committed hereto and fesponsible fcr the payment of any benefits that may acerue
hereunder ia behalf of such non-working interest. Joinder by any owner of a non-
working interest, at any time, must be accompanied by appropriate joinder by the
ovner of the corresponding working imterest Iin order for the interest to be regarded
as committed hereto. Joinder to the unit agrecwent by & working interest owner,
at any time, must be accompanied by appropriate joinder to the unit operating
agreement, if more than one committed working interest owner is invelved, in order
for the interest to be regarded as committed to this unit agreement, Except as
may otherwise herein be provided, subsequent joinders to this agreement shall be

effective as of the first day of the month following the filing with the Supervisor,

the State Land Commissioner and the State Commission of duly executed counterparts



of all or any papers necessary to establish effective commitment of any tract
to this agreement unless objection to such joinder is duly made within sixty
(60) days by the Director; provided, however, that as to State Lands such sub-
sequent joinder must be approved by the State Land Commissioner.

30. COUNTERPARTS. This agreement may be executed in =ny number of
counterparts, nc one of which needs to be executed by all parties, or may be
vitlfted or consenval to by separste instrument in writing specifically referring
Ferete and shall be hinding upon all those parties who have executed such 2 counter-
wert, rat.fication or consent hereto with the same force and effect as if all such
vsrijes had signed the same document and regardless of whether or not it is
cxecuted by all other parties owning or claiming an interest in the lands within
the above-described unit area.

IN WITHESS WHAEREOF, the parties hereto have caused this agreement to

b executed and szt cpposite their respective names the date of execution.

ATTEST: SHELL OIL COMPANY

- ‘ By

Address: P. O, Box 1509
Midland, Texas 79704

UNIT OPERATOR AND WORKING INTEREST

OWNER

ATTEST:

By

Secretary

Address
Date:
ATTEST:

By

Secretary

Address

Date:
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/ /] STATE LAND 1607.16 ACRES 52.66 %

3051.92 ACRES 100.00 %

GRAMA RIDGE UNIT AREA
LEA COUNTY, N. M.
EXHIBIT "A"




EXHIBIT "B"
SCHEDULE SHOWING OWNERSHIP OF ALL LANDS WITHIN
THE GRAMA RIDGE UNIT AREA
LEA COUNTY, NEW MEXICO

Lease Serial Basic
Tract Number No. & Expi- Royalty & Lessee of Record Overriding Royalty Working Interest
No. Description f Acres ration Date Percentage and Percentage and Percentage and Percentage
FEDERAL ACREAGE
1. T-22-8, R-34-E 800.00 NM-033312-A USA Shell 0il Company All Mary W. Goodpasture - 0il Shell 0il Company All
Sec. 4: OEx 3-31-68 1214 payment of $100.00 per
Sec. 9: All acre payable out of 1%.
The Blanco Company L%
(Graduating to 5% after
payout of above oil
wmwsmnnv.
2. T-22-S, R-34-E
See. k: Lots 1, 2, 3, 4, 324.76 NM-058678 USA Shell 0il Company All Eugenia Bate 5% Shell 0il Company All
st N 8-31-71 125%
3. T-22-S, R-34-E 80.00 NM-087948 USA Shell 0il Company All International 0il and Gas Shell 0il Company A1l
Sec. 5: O3 SEy 3-31-65 125% Corporation 5%
L. T-22-S, R-34-E 80.00 NM-01L2776 USA The Atlantic Refining Billy Mathis 6.25% Billy Mathis and  All rights
Sec. 5: = SEx 2-28-71 HNW& Company All and Betty Lou Mathis Betty Lou Mathis down to &
($1,000.00 per acre out including
of' 1/16 of 8/8 of produc- 5000' beliow
tion). the surface.
The Atlantic Refining Shell 0il Company All rights
Company 8.75% below 5000
(Graduating o 15% after from the
payout of above oil pay- surface.
ment).
5. T-22-S, R-34-E 160.00 NM-0381970 USA Shell 0il Company All Nancy Cecil Tonkin 5% Shell 0il Company All
Sec. L: oWz 4-30-73 125%

5 Tracts, Federal Lands, 1,44L.76 Acres, 47.34%




T-22-S, R-34-E

Sec. 3: lLots 1, 2, 3, &4,
st Nb

T-21-S5, R-34-E

Sec. 3h4: S5

T-22-S, R-34-E

Sec. 8: All

T-21-S, R-34-E

Sec. 34: Ny

STATE OF NEW MEXICO LANDS

327.16 E-91h1 State Shell 0il Company All
6-21-65 123%

320.00 E-9659 State Gulf 0il Corp. ALl
12-20-65 1234

640.00 K-2398 State Shell 0il Company All
L-16-T72 123%

320.00 K-3592 State Shell 0il Company All
9-17-73 123%

4 State Tracts, 1607.16 Acres, 52.66%
Recapitulation:

5 Tracts Federal Land
4 Tracts State Land
9 Tracts

1,44k .76 Acres
1,607.16 Acres
3,051.92 Acres

None

None

None

None

47.34% of the Unit Area

2.66% of the Unit Area
100.00

Shell 0il Company

Gulf 0Oil Corporation

Shell 01l Company

Shell 01l Company

A1l

All

All

All



UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE
GRAMA RIDGE UNIT AREA
LEA COUNTY, NEW MEXICO
NO.

THIS AGREEMENT, entered into as of the 29th day of September, 1964, by
and between the parties subscribing, ratifying, or consenting hereto, and herein
referred to as the "parties hereto",

WITNESSETH:

WHEREAS, the parties hereto are the owners of working, royalty or other
oil and gas interests in the unit area subject to this agreement; and,

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437,
as amended, 30 U. S. C. Secs. 181 et seq., authorizes Federal lessees and their
representatives to unite with each other, or jointly or separately with others,
in collectively adopting and operating a cooperative or unit plan of deve.opment
or operation of any oil or gas pool, field, or like area, or any part thereof
for the purpose of more properly conserving the natural resources thereof whenever
determined and certified by the Secretary of the Interior to be necessary or
advisable in the public interest; and,

WHEREAS, the Commissioner of Public lLands of the State of New Mexico is
authorized by an Act of the Legislature (Sec. 7-11-39 N.M. Statutes 1953 Annotated)
to consent to or approve this agreement on behalf of the State of New Mexico,
insofar as it covers and includes lands and mineral interests of the State of
New Mexico; and,

WHEREAS, the 0il Conservation Commission of the State of New Mexico is
author.zed by an Act of the Legislature {Article 3, Chapter 65, Veclume 9, Part 2,
1953 Statutes) to approve this agreement and the conservation provisions hereof;
and,

WHEREAS, the parties hereto hold sufficiemt interests in the Grama Ridge
Unit Area covering the land hereinafter described to give reasonably effective
control of operations therein; and,

WHEREAS, it is the purpose of the parties hereto to conserve natural
resources, prevent waste, and secure other benefits obtainable through develop-

ment and operation of the area subject to this agreement under the terms,
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condifions‘and limitations herein set forth;

NOW, THEREFORE, in cons.deration of the premises and the promises
herein contained, the parties hereto commit to this agreement their respective
interests in the below-defined unit area, and agree severally among themselves
as follows:

1. [ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of
February 25, 1920, as amended, supra, and all valid pertinent regulations,
including operating and unit plan regulations, heretofore issued thereunder or
valid, pertinent, aund reasonable regulations hereafter issued thereunder sre
accepted and made a part of this agreement as to Federal lands, provided such
regulations are not inconsistent with the terms of this agreement; and as to
State of New Mexico and privately owned lands, the oil and gas operating regula-
tions in effect as of the effective date hereof governing drilling and producing
operatiouns, not inconsistent with the terms hereof or the laws of the State of
New Mexico are hereby accepted and made a part of this agreement.

2. UNIT ARFA., The area specified on the map attached hereto marked
Exhibit "A" is hereby designated and recognized as constituting the unit area,
containing 3,051.92 acres, more or less.

Exhibit "A'" shows, in addition to the boundary of the unit area, the
boundaries and identity of tracts and leases in said area to the extent known to
the Unit Operator. Exhibit "B" attached hereto is a schedule showing to the
extent known to the Unit Operator the acreage, percentage, and kind of ownership
of oil and gas interests in all land in the unit area. However, nothing herein
or in said schedule or map shall be construed as a representation by any party
hereto as to the ownership of any interest other than such interest or interests
as are shown in said map or schedule as owned by such party. Esxhibits “A" and
"B" sha:l be revised by the Unit Operator whenever changes in the unit area
render such revision necessary, or when requested by the 0il and Gas Supervisor,
hereinafter referred to as "Supervisor", or when requested by the Commissioner
of Pubiic Lands of the State of New Mexico, hereinafter referred to as "State
Land Commissioner", and not less than seven copies of the revised exhibits shall
be filed with the Supervisor, and two (2) copies thereof shall be filed with the
State Land Commissioner and one (1) copy with the New Mexico 0il Conservation

Commission, hereinafter referred to as “State Commission™.



The above~described unit area shall when practicable be expanded to in-
clude therein any additional tract-or tracts regarded as reasonably necessary
or advisable for the purposes of this agreement, or shall be contracted to exe
clude lands not within any participating area whenever such expansion or con-
traction is necessary or advisable to coanform with the pufposes of this agree-
ment. Such expansion or contraction shall be effected in the following manner:

(a) Unit Operator, on its own motion, or on demand of the Director of
the Geological Survey, hereinéfter referred to as "Director," or on demand of
thg State Land Commissioner, after preliminary concurrence by the Director,
shall prepare a notice of proposed expansion or contraction describing the con-
templated changes in the boundaries of the unit area, the reasons therefor, and
the proposed effective date thereof, preferably the first day of & month subse-
quent to the date of notice.

(b) Said notice shall be delivered to the Supervisor, the State Land
Commissioner and the State Commission and copies thereof mailed to the last
known address of each working interest owner, lessee, and lessor whose
interests are affected, advising that 30 days will be allowed for submission to
the Unit Operator of any objections.,

(c¢) Upon expiration of the 30-day period provided in the preceding item
(b) hereof, Unit Operator shall file with the Supervisor, the State Land Com-~ I
missioner and the State Commission evidence of mailing of the notice of
expansion or contraction and a copy of any objections thereto which have been
filed with the Unit Operator, together with an application in sufficient number,
for approval of such expansion or contraction and with appropriaﬁe joinders.,

(d) After due consideration of all pertinent information, the expansioun
or contraction shall, upon approval by the Director, the State Land Commissioner

and the State Commission, become effective as of the date prescribed in the

notice thereof.

(e) All legal subdivisions of unitized lands (l.e., 40 acres by Govern-
ment survey or its nearest lot or tract equivalent in instances of irregular
surveys, however, unusually large lots or tracts shall be considered in mul-
tiples of 40 acrés, or the nearest aliquot equivalent thereof, for the purpose of

elimination under this subsection), no parts of which are entitled to be in a

| _ participating area within five years after the first day of the month following
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the effective date of the firat initial participating arca established under this
unit agreement, shall be elimingted automatically from this agrecement, effective
as of the first day thereaifter, and such lands shall no longer be a part of the
unit area.and shzll no longer be subject to this agreement, unless at the expira-
tion of sald five-year period diligent drilling operations are in progress on
unitized lands not entitled to participation, in which event all such lands shall
remain subject hereto for so long as such drilling operations are continued
diligently, with not more than 90 days time elapsing between the completion of

one such wqil and the ¢ommencement of the mext such well, except that the time
allowed between such wells shall not éxpire earlier than 30 days afier the expirae
tion of any pericd of time during which drililing operations are prevented by a
matter beyond the reasonable contrai of unit operator as set forth in the seection
hereof entitled “Unavoidable Delay;" provided that ail legal subdivisions of lands
not in a participating area and noﬁ entitled to become participating under the
applicable provisions of thie agreement within ten vears after sald firset day of
the month following the effective date of szid first initigl parcicipating area
shall be eliminated as above specified. Determination of creditable “Unaveidable
Delay'" time shall be made by Unit Operator and subject to approvai of the Diventor
and thé State Land Commissioner, The Unit Operator shall, within 90 days after’
the effective date of any elimination hereunder, describe the area so eliminated
to the satisfaction of the.Director and the Commissioner and promptly notify all
parties in interest.,

If conditions warrant extension of the ten-year period specified in this
sub-section 2 {e), a single extension of not to exceed two years may be ascor-
plished by consent of the owners of 90 per cent of the current unitized working
interests and 60 per cent of the current unitized basie royalty interests {excli-
sive of the basic royalty interests of the Unlted States), on a total nonpsrtici-
pat?ng-acreage basis, respectively, with approval of the Director, and the Stste
Land Commissioner provided such eﬁcension application is submitted to the
Director and to the State Land Commissioner not later than 60 days prior to the
expiration of said ten-year period.

Any expansion of the unit area pursuant to this section which embraces
lands thereto fore eliminated pursuant to this sub-section 2 (e) shall not be con-

sidered automatic commitment or recommitment of such lands.



3. UNITIZED IAND AND UNITIZED- SUBSTANCES. All lard committed @ this
agreement shall constitute land referred to herein aes "unitized land" or "lang
subject to this agreement." All o0il and gas in any and all formatlons of the
unitized land are unitized.under the terms of this agreement and herein are
called "unitized substances."

4. UNIT OPERATOR. Shell 0il Company with offices at Midland, Texas, is
hereby designated as Unit Operator and by signature hereto as Unit Operator commits
1o this agreement all interests in unitized substances vested in them and agrees
and consents to accept the duties and obligations of Unit Operator for discovery,
development and production of unitized substances as herein provided. Whenever
reference is made herein to the Unit Operator, such reference means the Unit
Operator acting in that capacity and not as an owner of interest in unitized sun-
stances, and the term "working interest owner" when used herein shall include or
refer to Unit Operatcr.as the owner of a working interest when such an interest
is owned by him.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operatcr shall have
the right to resign at any time prior to the establishment of a participating
area or areas hereunder, but such resignation shall not become effective so as
to release Unit Operator from the duties and obligations of Unit Operator and
terminate Unit Operator's rights as such for a period of six months after
notice of intention to resign has been served by Unit Operator on all working
interest owners and the Director, the State Land Commissioner and State Ccm-
mission and until all wells then drilled hereunder are placed in a satisfactory
condition for suspension or abandomment whichever is requimd by the Supervisor
as to Federal lands and by the State Commission as to Stete and privately owned
lands unless a new Unit Operator shall have been selected and approved and
shall have taken over and assumed the dutles and otligations of Unit Operator
prior to the expiration of said period.

Unit Operator shall have the right to resign in like menner and subject
to like limitations, as above provided, at any time & participefion area esteb-
lished hereunder is in existence, but, in all instances of resignation or removal,
until a successor Unit Operator is selected and approved as hereinafter provided,
the working interest owners shall be jointly responsible for performance of the
duties of Unit Operator, and shall not later than 30 days before such resignation

or removal becomes effective appoint a common agent to represent them in any

action to be taken hereunder.



The resignation el Unit Operator shall not release Unirt Operator from
any liability for aany default by it hereunder occurring prior to the effective date
of {ts resignation,

The Unit Operator may, upon default or failure in the performance of iés
duties or cbligations hereunder, be subject to removal by the same percentage
vote of the owners ¢f working interests determined in like manner as herein
provided for the selection of a new Unit Operator. Such removal shall be effec~
tive upon notice thereof to the Director and the Stace Land Commissioner.

The resignation or removal of Unit Operator under this agreement shall
not terminate 1ts right, title, or interest as the owner of a working interest or
other interest in unitized substamces, but upon the resignation or removal of Unit
Operator becoming effective, such Unit Operator shall deliver possession of all
equipment, materials, and appurtenances used in conducting the unit operations
and owned by the working interest owners to the new duly qualified successor
Unit Cperator or to the owners thereof if no such new Unit Operator is elected,
to be used for the purpose of conducting unit operations hereunder. Nothing
hereia shall be construed as authorizing removal of any material, equipment
and appurzenances needed for the preservation of any wells,

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender
his or its resignation as Unit Operator, or shall be removed as hereinabove
provided, or a change of unit operator is negotiated by working interest owmers,
the owners of the working interests in the participating area or areas
according to their respective acreage Interests in such participating area or
areas, or until a participating area shall have been established, tlhe owners of
the working interests according to their respectivé acreage interests in all'
unitized land, shall by majority vote select a successor Unit Operator; provided
that, if a majority but less than 55 per cent of the worktng interests qualified to
vote are owned by one party to this agreement, a concurring vote of one or more
additional working interest owners shall be required to select a new operator,
Such selection shall not become effective until:

{(a) a Unit Operator so selected shall accept in writing the duties and

responsibilities of Unit Operator, and

(b) the selection shall have been filed with the Supervisor and approved



by the State Land Commissioner., If no successor Unit Operator is selected and
qualified as herein provided, the Director and State Land Cowmissionar at their
election may declare this Unit Agreement terminated.

7. ACCOUNTING PROVISIONS AND .UNIT OPERATING AGREEMENT,., If the unit
Operator is not the sole owner of working interests, costs and expensea incurrad
by Unit Operator in conducting unit operations hereunder shall be paid and
appevtioned among and borne by the awners of working interests, sll ia
" accordance with the agreement or agreements entered into by and between the

it Operator and the owners of working interests, whether one or more, separately
or collectively., Any agreement or agreements entered into between the working
interest cwners and the Unit Cperstor &s provided in this section, whether one
or more, are herein referred to as the “énit Sperating 4grecment.” Such unit
operating agreement shall also provide the manmer in which the working interest
owners shall be entitled to receive their respective proportionate and &llocated
share of the benefits accruing hereto in conformity with their underlying
operating agreements, leases, or other independent contracts, and such other
rights and obligations as between Unit Operator end the working interest owners
as may be agreed upon by Unit Operator and the working interest owners; however,
no such unit operating ;greement shall be deemed either to modify any of the
terms and conditions of this unit agreement or to relieve the Unit Operator of
any right or obligation established under this unit agreement, and in case of
any inconsistency or conflict between the unit agreement and the unit operating
agreement, this unit agreement shall prevail. Three (3) true copies of any unit
operating agreement executed pursuant to this gection should be filed with the
Supervisor and one (1) true copy with the State Land Commisgsioner, prior to
approval of this unit agreement by the Director.

8. RICHTS AND OBLIGATIONS OF UNIT OPERATOR, Except as otherwise
specifically provided herein, the exclusive right, privilege, and duty of exer-
cising any and all rights of the parties hereto which are necessary or convenicnt
for prospecting for, producing, storing, allocating, and distributing the unitized
substances are hereby delegated‘to and shall be exercised by the Unit Operator as
herein provided, Acceptable evidence Qf title to sald rights shall be deposited

with said Unit Operator and, together with this agréement, shall constitute and



define the‘rights, privileges, and obligations of Unit Operator. Nothing herein,
however, shall be construed to transfer title to any land or to any lease or
operating agreement, it being understood that under this agreement the Unit
Operator, in its capacity as Unit Operator, shall exercise the rights of posses-
sion and use vested in the parties hereto only for the purposes herein specified.
9. DRILLING TO DISCOVERY. Within six months after the effective date
hereof, the Unit Operator shall begin to drill an adequate test well at a location
approved by the Supervisor if on Federal land or by the State Land Commissioner
if on State land, or by the State Commission if on privately owned land, unless
on such effective date a well is being drilled comformably with the terms hereof,
and thereafter continue such drilling diligently until the Siluro-Devonian forma-
tion has been tested or until at a lesser depth unitized substances shall be
discovered which can be produced in paying quantities (to-wit: quantities suffi-
cient to repay the costs of drilling and producing operations, with a reasonable
profit) or the Unit Operator shall at any time establish to the satisfaction of the
Supervisor if on Federal land, or the State Land Commissioner if on State land, or
of the State Commission if on privately owned land, that further drilling of said
well would be unwarranted or impracticable; provided however, that Unit Operator
shall not in any event be required to drill said well to a depth in excess of 14,800
feet. Until the discovery of a deposit of unitized substances capable of being
produced in paying quantities, the Unit Operator shall continue drilling diligeutly
one well at a time, allowing not more than six months between the completion of
one well and the beginning of the next well, until a well capable of producing
unitized substances in paying quantities is completed to the satisfaction of said
Supervisor if it be on Federal land or of the State Land Commissioner if on State
land or the State Commission if on privately owned land or until it is reasonably
proved that the unitized land is incapable of producing unitized substances in
paying quantities in the formations drilled hereunder. Nothing in this section
shall be deemed to limit the right of the Unit Operator to resign as provided in
Section 5 hereof, or as requiring Unit Operator to commence or continue any
drilling during the period pending such resignation becoming effective in order

to comply with the requirements of this section. The Director and State Land



Coumissioner may modify the drilling requirements of this section by granting
reasonable extensions of time when, in their opimion, such action is warranted,

Upon failure to comply with the drilling provisions of this section, the
Director .and State Land Commissioner may, alter reasonable notice to the Unit
Operwcor, and each working interest owner, lessee, and lessor at their iast
known addresses, declare this unit agreement terminated.

10, PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six months after
corpletion of a well capable of producing unitized substances in paying quantities,
the ﬁakt Operatoy shall gubmlit for the approval of the Supervisor and the State
Land Commissioner an acceptabie plan of development and operation for the unitized
land which, when approved by the Supervisor and the 3State Land Commissioner, shall
constitute the further drilling and operating obligations of the Unii Operator
undar thi§.agre€ment for the perlod specified therein, Thereafltsr, from time
to time before the expiration of any existing plan, the Unit Operator shall
sudmit for the approval of the Supervisor and the State Land Commissioner a plan
for an additiénai specified period for the development and operation of the
land. Any pian submitzed pursusant to this sectlon shall provide for the
expleracicon of the unitized area and for(the diligent drilling necessary for
doverzlinsvion of the area or areas thereof capable of producing unitized substances
in paying quantities inleach and every productive formation and shall be as
complete and adequate as the Supervisor and the State Land Commissioner may
determine to be necessary for timely development and proper conservation of the
oil and gas resources of the unitized area and shall:

(a) specify the number and location of any wells to be drilled and the
proposed crder and time for auch‘drilling; and,

(b) to the extent practicable specify the operating practices regarded as
necessary and advisable for the proper conscrvatioﬁ of natural resources. Sepa-
rate plans may be submitted for ceparate productive zones, subject tc the
approval of the Supervisor and the State Land Commissioner, Said plan or plans
shall be modified or supplemented when necessary to meet changed conditionms,
or to protect the interests of all parties to this agreement. Reasonable diligence
shall be exercised in complyiﬁg~with the obligations of the approved plan of develop-

ment, The Supervisor and State Land Commissioner are authorized to grant a



reasonable extension of the six-month perfod herein preseribed for submission

of an {ritial plan of development where such action is jus&{fiod becausa of

unusual conditions or circumstances., After completion hereunder of a well capable
of producing any unitized substance in paying quantities, no furthec wells, except
such as may be necessary to afford protection against operatious not under this
agreement or such as may be specifically approved by the Supervisor and the

State Lovd Commissioner shall be drilled except in accordance with a plan of
davélcpment approved a5 hereln provided,

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable

of proeducing unitized substances in paying quantities, the Unit Operator shall
within the month of 3;ch completion, if practicable, or as soon thereafter as
required by the Supervisor or the State Land Commissioner submit for approval

by the Director and the State Land Commissioner a schedule, based on sub-

divisions of the public land survey or aliquot parts thereof of all unitized

land then regarded as reasonably proved to be productive of unitized substances

in paying quantities; all lands in said schedule on approval of the Director

and the State Land Commissioner to constitute a participating area, effective

as of the date of completion of such well or the effective date of the unit
agreemeni, whichever is later. The acreages of both Federal and non-Federal

lands shall be based upon appropriate computations from the courses and distances
shown on the last approved public land survey as of the effective date of the
initial participating area. Said schedule also shall set forth the percentage of
unitized substances to be allocated as herein provided to each unitized tract in
the participating area so established, and shall govern the allocation of production
from and after the date the participating area becomes effective. A separate parti-
cipating area shall be established in like manner for each separate pool or deposit
of unitized substances or for any group thereof produced as a single pool or zone,
and any two or more participating areas so established may be combined into onme
with the consent of the owners of all working interests in the lands within the
participating areas so to be combined, on approval of the Director and the State
Land Commissioner, The participating area or areas so established shall be revised
from time to time, subject fo like approval, whenever such action appears proper
:as a result of further drilling operations or otherwise, to include additional

- land then regarded as reasonably proved to be productive in paﬁing quantities,
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or to exclude land thean regarded as reasonably proved not to be productive in
paying quantities and the perceatage of allocation shall also be revised accore
dingly. The effective date of any revision shall be the first of the month in
which is obtained the knowledge or iaformation on which such revisicn is predicatad,
prbvided, however, that a wore appropriate efféctive date may be uged 1f justified
by the Unit Operator and approved by the Director and the State Land Commissioner.
No land shall be excluded from a participating area on account of depietion of

the unitized substances,

It is the intent of this section that a participating area shall represent
the.area known or reasonably estimated to be productive in paying quantities;
but, regardless of any revision of the participating area, nothing herein contained
shall be construed as requiring any retroactive adjustment for production ob-
tained prior to the effective date of the revision of the participating area.

In the absence of agreement at any time between the Unit Operator and
the Director and the State Land Commissioner as to the proper definition or
redefinition of a participating area, or until a participating area has, or areas
have, been established as provided herein, the portion of all payments affected
thereby may be impounded in a manner wmutually acceptable to the owners of
working interests, except royalties due the United States and the State of New
Mexico, which shall be determined by the Supervisor for Federal lands and the
State Land Commissioner forIState lands and the State Commission as to
privately owned lands and the amount thereof deposited, as directed by the Super-
visor and the State Laﬁd Commissioner respectively, to be held as unearned
mbney until a participating area is finally approved and then applied as earned
or returned in accordance with a determination of the sum due as Federal and
State royalty on the basis of such approved participating area.

Whenever it is determined, subject to the approval of the Supervisor, as
to wells drilled on Federal land and of the State Land Commisgioner as to wells
drilléd on State land and the State Commission as to wells on privately owned
lands, that a well drilled under this agreement is not capsable of production
in paying quantities and inclusion of the land on which it {s situated i{n a
participating area is unwarranted, production from such well shall, for the pur-

poses of settlement among all parties other than working interest ownervs, be
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allocated to the land on which the well is located so long as such land is not
within a pdrticipating area established for the pool or deposit from which such
production i{s obtained. Settiement for working interest benefits from suéh a well
shall be wade as provided in the unit operating agrecment.

12, ALLOCATION OF PRODUCTION, All unitized substances produced from
each participating area established under this agreement, except any parr thereof
used in conformity with good operating practices within the unitized area for
drilling, operating, camp and other production or development purposes, for
repressuring or recycling in accordance with a plen of development approved by
the Supervisor, and State Land Coumissioner and the State Commission, or
unavoldably lost, shall be deemcd to be produced equally on an acreage basis
from the several tracts of unitized land of the participating area established for
such production and, for the purpose of determining any bgnefits accruing under
tbis agreement, each such tract of unitized land shall have allocated to it such
percentage of said production as the number of acres of such tract included in
sald participating area bears to the total acres of unitized land in said partici-
pating area, except that allocation of production hereunder for purposes other
than for settlement of tne royalty, overriding royalty, or payment out of pro-
duction obligations of the respective working interest owners, shall be on the
basis prescribed in the unit operating agreement whether in conformity with
the basis of allocation herein set forth or otherwise, It is hereby agreed that
production of unitized substances from a participating area shall be allocated
as provided herein regardless of whether any wells are drilled on any particular
part or tract of said participating area. If any gas produced from one partici-
pating érea is used for repressuring or recycling purposes in another partici-
pating area, the first gas withdrawn from such laste-mentioned participating
area for sale during the life of this agreement shall be considered to be the gas
so transferred until an amount equal to that transferred shall be so produced
for sale and such éas shall be allocated to the participating area from which
initially produced as constituted at the time of such final production.

13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS.
Any party or parties hereto owning or controlling the working interests in any

unitized land having thereon a regular well location may with the approval of
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the Supervisor as to Federal land, the State Land Commissioner as to State Land,
and the State Commission as to privately owned land, and subject to the pro-
visions of the Unit Operating Agreement, at such party's or parties' sole risk,
‘costs, and expense drill a well at such location on such land to test any forma-
tion for which a participating area has not been established or to test any forma-
tion for which a participating area has been established if such location is not
within said participating area, unless within 90'days of receipt of notice from
said party.of his intention to drill the well the Unit Operator elects and
commences to drill such a well in like manner as other wells are drilled by the
Unit QOperstor under this agreement.

If any well drilled as aforesaid by a working interest owner results in
production such that the land upon which it is situated may properly be included
in_a participating area, such participating area shall be established or enlarged
as provided in this agreement and the well shall thereafter be operated by the
Unit Operator in accordance with the terms of this agreement and the unit opera-
ting agreement,

If any well drilled as aforesaid by a working interest owner obtains pro-
duction in quantities insufficient to justify the inclusion in a participating area
of the land upon which such well is situated, such well may be operated and pro-
duced by the party drilling the same subject to the conservation requirements of
this agreement. The royalties in amount or value of production from any such well
shall be paid as specified in the underlying lease and agreements affected.

14. ROYALTY SETTLEMENT. The United States and the State of New Mexico
and all royalty owners who, under existing contract, are entitled to take in
kind a share of the substances now unitized hereunder produced from any tract,
shall hereafter be entitled to the right to take in kind their share of the unitized
substances allocated to such tract, and Unit Operator, or in case of the operatiom
of a well by a working interest owner as herein in special cases provided for,
such working interest owner, shall make deliveries of such royalty share taken
in conformity with the applicable contracts, laws and regulations. Settlement
for royalty interest not taken in kind shall be made by working interest owners
responsible therefor under existing contracts, lays and regulations om or before

the last day of each month for unitized substances produced'during the preceding
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calendar month; provided, however, that nothing herein contained shalt upzrate
to relieve the lessees of any land from thelr respective leasc obligations for the
payment of any royalties due under thelr leases.

I1f gas obtained from lands not subject to this agreement is introduced
into any participating area hereunder, for use in repressuring, stimulation of
production, or increasing ultimate recovery, which shall be in conformity with
a plan first approved by the Supervisor, the State Land Commissioner, and the
State Commiéaion, a like amount of gas, after settlement as herein provided
for any gas transferred from any other participating area and with due allow-
ance for loss or depletion from #ny cause, may be withdrawn from the formation
into which the gas was iatroduced, royalty free &s to dry gas, but not as to
the products extracted therefrom; provided that such withdrawal shall be at such
time a8 may be procvided in the plan of operations or as may otherwise be consented
to by the Supervisor, the State Land Commissioner and the State Commission as
conforming to good petroleum engineering practice; and provided further, that such
righ: of withdrawal shall terminate on the termination of this unit agreement.

Royalty due the United States shall be computed as provided in the
operating regulations and paid in value or delivered in kind as to all unitized
substances on the basis of the amounts thereof allocated to unitized Federal
land as provided herein at the rates specified in the respective Federal leases,
or at such lower rate or rates as may be authorized by law or regulations;
provided, that for leases on which the royalty rate depends on the daily average
production per well, said average production shall be determined in accordance
with the operating regulations as though each participating area were a single
consolidated lease.

Royalty due on account of State of New Mexico and privately owned lands,
shall be computed and paid as to all unitized substances on the basis of the
amounts allocated to such lands. |

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases
committed hereto shall be paid by w;rking interest owners responsible therefor
under existing contfacta, laws, and regulations, provided that nothing herein
contained shall operate to relieve the lessees of any land from their respective

lease obligations for the paymént of any rental or minimum royalty.in lieu thereof
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due under their leases. HRental or minimum royalty for lands of the United States
subject to this agreement shall be paid at the rate specified in the respective
leases from the United States uuless such rental or minimum royalty is waived,
suspended, or reduced by luaw or by approval of the Secretary or his duly suthorized
representative.

Rentals on State of New Mexico lands subject to this agreement shall be
- pald at the rates specified in the respective leases.

With respect to any lease on non-Federal land containing provisions
which would terminate such lease unless drilling operations were within the
time therein specified commenced upon the land covered thereb& or rentals
paid for the privilege of deferring such drilling operations, the reantals required
thereby shall, notwithstanding any other provision of this agreement, be deemed
to accrue and become payable during the term therof as extended by this agree-
ment and thereafter until the required drilling operations are commenced upon the
land covered thereby or some portion of such land is included within a partici-
pating areaz. .

16. CONSERVATION, dperations hereunder and production of unitized
" s ubstances shall be conducted to provide for the most economical and efficient
recovery of said substances without waste, as defined by or pursuant to State or
Federal law or regulation,

17. DRAINAGE. The Unit Operator shall take appropriate and adequate
measures tc ;revent drainage of unitized substances from unitized land by 'wells
on land not subject to this agreement, or, with prior consent of the Director and
the State Land Commissioner, pursuant to applicable regulations pay a fair and
reasonable compensatory royalty as determined By the Supervisor for Federal
lands or as approved by the State Land Commissioner for New Mexico State lands.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED, The terms, conditions
and provisions of all leases, subleases and other contracts relating to expior-
ation, drilling, development or operations for oil or gas on lands committed to
thia agreement are hereby expressiy modified and amended to the extent necesaar& to
make the same conformAto the provisions hereof, but otherwise to remain in full
force and'effect; and the parties hereto hereby consent that the Secretary as to

Pederal leases and the State Land Commissioner as to State leases shall and each

-15-



by his approval hereof, or by the approval hereof by his duly authorized repre-
sentative, does hereby eatablish, alter, change or revoke the drilling, preducing,
rental, minimum royalty and royalty requirements of Federal and State leases
committed hereto and the regulations in respect thereto to conform said requirenents
to the provisions of this agreement and, without limiting the generality of the
foregoing, all leases, subleases, and contracts are particularly modified in
accordance with the following:

(a) The development and operaticn of lands subject to this apreement
under the terms hereof shall be deemed £full performance of all chligarions for
development and operation with respect to each and every part or separately owned
tract subject to this agreement, regardless of whether there is any cevelopment of
any particular part or tract of the unit area, notwithstanding enything to the con-
trary in any lease, operating agreement or other contract by and between the parties
hereto, or their respective predecessors in interest, or any of them.

(b) Drilling and producing operations performed hereunder upon any tract
of unitized lands will be accepted and deemed to be performed upon and for the
benefit of each and every tract of unitized land, and no lease shall be deemed to

expire by reason of failure to drili or produce wells situated on the land therein

embraced.

{c) Suspension of drilling or producing operations on all unitized lands
pursuant to direction or consent of the Secretary and the State Land Commissioner
or their duly authorized representative, shall be deemed to constitute such
suspension pursuant to such direction or consent as to each and every tract of
unitized land. .

(d) Each lease, subleése or contract relating to the exploration, drill-
ing, development or operation for oil or gas of lands, other than those of the
United States and State of New Mexico, committed to this agrecment, which, by its
terms might expire prior to the termination of this agreement, is hereby extended
beyond any such term so provided therein so that it shall be continued in full
force and effect for and during the term of this agreement.

(e) Any Federal lease for a fixed term of twenty (20) years or any re-
newal thereof or any part of such lease which is madé subject to this agreement
shall continue in force beyond the term provided therein until the termination

-
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hereof. Any other Federal lease committed hereto shall continue in force beyond
the term so provided therein or by law as to the land committed so long as such
lease remains subject heteto, provided that production is had in paying quantities
under this unit agreement prior to the expiration date of the term of such lease,
or in the event actual drilling operations are commenced on unitized land, in
accordance with the provisions of this agreement, prior to the end of the primary
term of such lease and avre being diligently prosecuted at that time, such lease
shall be extended for two years and so long thereafter as oil or gas is produced
in pay:iag quantifies in accordance with the provisions of the Mineral Leasing

Act Revision of 1960,

{£} Fach sublease or contract relating to the operation and development
of unitized substances from lands of the United States committed to this agree-
ment, which by its terms would expire prior to the iime at which the underlying
lease, as extended by the immediately preceding paragraph, will expire, is hereby
extended beyond any such term so provided therein so that it shall be continu;d in
full force and effect for and during the term of the underlying lease as such term

is herein extended.

{z) Any lease embracing lands of the State of New Mexico which is made
subject to this agreement, shall continue in force beyond the term provided
therein as to the lands committed hereto until the termination hereof.

(h) The segregation of any Federal lease committed to this agreement is
govefned by the following provision in the fourth paragraph of Sec. 17 (j) of the
Mineral Leasing Act, as amended by the Act of September 2, 1960, (74 Stat. 781-784):
"Any (Federal) lease heretofore or hereafter committed to any such (unit) plan
embracing lands that are in part within and in part outside of the area covered
by any such plan shall be segregated into separate leases as to the land committed
and the lands not committed as of the effective date of unitization: Provided,
however, that any such lease as to the nonunitized portionm shall continue in force
and effect for the term thereof but for not less than two years from the date of

such segregation and so long thereafter as oil or gas is produced in paying

quantities.,”



(1) Any lease embracing lands of the State of New Mexico having only a
portion of its lands committed hereto, shall be segregated as to the portion
conmitted and the portion not committed, and the provisions of such lease shall
apply separately to such segregated portions commencing as of the effective date
hereof; provided, however, notwithstanding any of the provisions of this agree-
ment to the contrary, any lease embracing lands of the State of New Mexico having.
only a portion of ite lands committed hereto shall continue in full force and .
effect beyond the term provided therein as to all iands embraced in such lease,
1f 0il or gas 1is discovered and 1s capable of being produced in paying quantities
from scme part of the lands embraced in such lease at the expiration of the
secondary turm of such lease; or if, at the expiration of the secondary term, the
Lessee ov ta: Unit Cperacor is then engaged in bona fide drilling or reworking
operatious ¢a some part of the lands embraced in such lease, the same, as to ail
lands embraced therein, shall remain in full force and effect so long as such
operations are bteing diligently prosecuted, and if they result in the production
of oil or gas, said¢ lease shall continue in full force and effect as to all the
lands embraced therein, so long thereafter as oil or gas in paying quantities is
being produced from any portion of said lands.

16. COVENANTS RUN WITH LAND. The covenaants herein shall be construed to
be covenan:s running with the land with respect to the interest of the parties ~°
hereto and their successors in interest until this agreement terminates, and any
grant, transier or conveyance of interest in land or leases subject hereto shall
be and hereby is conditioned upon the assumption of all privileges and obligations
hereunder by the grantee, transferee or other successor in interest. No assign-
ment or transfer of any working interest, royalty or other interest subject hereto
shall be binding upon Unit Operator until the first day of the calendar month
‘after Unit Operator is furnished with the original, photostatic or certified copy
of the instrument of transfer,

20. EFFECTIVE DATE AND TERM. This agreement shall become effective upon
approval by the Director and the State Land Commissioner or their duly authorized
representatives as of the date of approval by the Director and shall terminate five
(5) years from said effective date unless: ‘

(a) such date of expiration is extended by the Director and the State

Land Commissioner, or

(b) it is reasonably determined prior to the expiration of the fixed



teram or any exteansion thereof that the unitized laud s incapable of production
of unitized substances in paying quantities in the formations tested hereundar
and after notice of Iintention to terminate the aurcement on such pround fs piven
by the Unit Operator to all parties in interest at their lasz known addresses,

the agzreement 1s terminated with the approval of the Director and State Land

Commigsioner, or

{2} & veluablz discovery i unitized substances has been made or accepted
5 Land e i N T e ~ . By & 4
on uprdtizer Toud Jood ind term oy any extension thereof, in which
event the agreem»ut shall remain fu effect for such term and so long as unitized

Ssrasces zan be produced in guancities sufficient to pay for the cost of

hin any participating ares established
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producing same
hereunder and, sheuld produstion cease, so long thereafter as diligent operations
ave in progeaess for the restoratlon of production or discovery of new production
and so long cherveaiter as the unitized substances so¢ dliscoversd enan be produced
a8 aferesaid, ov

(d) 1t i: terminated as heretofore provided in this agreement, This
agreemrent may be terminated at any time by not less than 75 per centum, on an

acresze hazis, of the owners of working interests signatory hereto, with the

pproval of the Divector and S$iate Land Cormissioner; notice of any such approval

3

¢ ba given by Lhe Unit Operator to all parties hereto,

2% RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION, The Director is

LR

hereby veasted with authority to alter or modify from time to time in his discre-

tion the quantity and rate of production under this agreement when such quantity

and rate iz nct fixed pursuant to Federal or State law or does not conform to
any state-wide voluntary conservation or allocation program which is established,
recognized and generally adhered to by the majority of operators in such State,
such asuthority being hereby limited to alteration or modification in the public
interest; the purpcse thereof and the public interest to be served thereby to be
stated in the order of alteration or modification, Without regard to the fore-
going, the Director is also hereby vested with authority to alter or modify from
time to time at his discretion the rate of prospecting and development and the

quantity and raete of production under this agreement when such alteration or

modification is in the interest of attaining the conservation objectives stated



in this agreement and 1{s not {in violation of any applicable Pederal or State law;
provided further that no such aiteration or modification shall be effective as to
any land of the Ltate of New Mexico as to the rate of proapecting and developing
in the absence of the specific written approval thereof by the State Land Commig-
sioner ane &s to tie lande of tha Szate of New Mexico orx privately ouned landa

subject t¢ thls assrveament @5 to the gquantiiy end rate of preductien in the absence

P

of specific wrictan approval thevesf by the State Commission.
fowers in this section vesced in the Director shall only be exercised
after wotice o Unit Operstor snd oppovitunity fer hearing to be heid nor lsge shan
ONFLICY OF SIPERVISION, Neitheyr the Unie Oparator nor the workinz
RAY '\Af)
{nterest oxuers nor any of thew shall Lo publeet tuw any fovfeituve, termination

oY explirstiorn of any rights hersunder or under any lexsas ov contracts subjece

&

hereto, or to any penalty or liability on account of dz2iay or faiiuve in whols

or in pari o comply with any apnlicable provision therecf to the extent that thea
unlt Uperator, working interest cwners or any of chem are hindered, delayad ow
prevented from compliying rherewith by veascon of failure of the Unit Operater to
obtain in the excreise of due diligence, the concurrence of proper representatives
of the United States and propsr representerives of the State of Rew Mexice {n ond
about anv matters or thing conceraing which it {5 raquired herein that such
concurrence be obtained. The parcies hereto, f{ncluding the State Commission,
agree that all powers and authority vested in the State Commission in and by any
provisions of this agre;ment are vested in the State Commission and shall be

exercised by it pursuant to the provisions of the laws of the State of New Mexice

and subject im any case to appesl or judicial review az way now or hereafter be

provided by the laws of che State of New Mexico.
23, APPEARANCES., Uunit Operator shall, after notice to cther parcies

affected, have the vight to appear for and on behalf of any and all intereane

rands

affected hereby before che Department of fncarisy, the Cemmiscloner of Public
¥ ?

of the State of New Mexico end the New Mewico 0il Conservation Comnission and te

appeal from orders issued under the regulations of said Department, the State

Land Commissioner or State Commission or to apply for relief from any of said
regulations or in any proceedings relative to operaticns before the Department of
the Iﬁterior, the State Land Comnlesioner or State Commission or any other legally

constituted authority; providad, however, that any other interested party shail

als0 have the right at his own expense to be heard in any such proceeding,



24, NOTICES. All notices, demands or statements required hercunder
to be given or rendered to the parties hereto shall be deemed fully given 1f given
in writing and pergsonally delivered to the party or sent by postpaid registered -
meil or certified mail, addressed to such party or parties at their respective
addresses set forth in connection with the signatures hereto or the rvatification
exr conseat hereof or to such other address as any such party may have furaished
ia writing to the party sending the notice, demand or statement.

25. KO WAIVER OF CERTAIN RIGHTS. Nothing {n this agreement contained
shall be construed a3 a waiver by any party hereto of the right to assert any
legal or constitutional right or defense as to the validity or iamvalidity of
any law of the state wherein said unitized lands are located, or of the United
Statesg, or regulations issued thereunder in any way affecting such party, or as
& waiver by any such pérﬁy of anybtighc beyond his or 1ts authority to waive,

26, UNAVOIDABLE DELAY. All obligations under this agreement requiring
the Unit Operator te commence or‘continue drilling or to operate on or produce
unitized sub;cances from any of the lands covered by this agreement shall be
suspended while, but only so long as, the Unit Operator despite the exercise of
due szre and diligence i{s prevented from complying with such obligations, in whola
or im pare, by'Strikes. acts of God, Federal, State or Municipal law or agencies,
unavoideble aceidents, uncontrollable delays in transportation, inability to ob- ’
tain necessary materials in open market, or other matters beyond the reasonable
coatrol of the Unit Operator whether similar to matters herein enumerated or not.

27. NONDISCRIMINATION, In connection with the performance of work under
this agreement, the operator agrees to comply with all of the provisions of
Section 301 (1) to (7) inclusive, of Executive Order 10925 (28 F.R, 6485), which
are hereby incorporated by reference in this agreement. '

28. LOSS OF TITLE. In'the event title to any tract of unitized land
bahall fail and the true owner cannot be induced to join in this unit agreement,
such tract shall be automatically regarded as not committed hereto and there shall
be such readjustment of future costs and benefits as may be required on account

of the loss of such title. In the event of a dispute as to title as to any -

royalty, working interest or other interests subject thereto, payment or
delivery on account thereof may be withheld without liability for interest until

the dispute is finally settled; provided, that, as to Federal and State land or



icases, vo payments of funds Juv the United States or the State of dow Mexico
should be withheld, but such funds-of the United States shall be deposited as
directed by the:Supervisor, and éuch funds of the State of New Mexico shall be
deposited as directed by the State Land Comwmissioner, to be held as uncarned
money pending final settlement of the title dispute, and thén applicd as earned
v redvinrt Ia accordance with cuch final settlewment,

snit Operator ay such is relieved from any responsibilicy for any defect
oy failure o any titie hare;ndat.

«Fe NON-JOINDER AND SQBéEQ&ENT JUINGER, If the owner of any substantial
inter s¢ la & tract within the unit avea fsils or refuses to subseribe or consent
to uhis soveamend, the owner of the worliluy interast {n that tract may withdraw
o this agreement by wricten notiee to the Director, the State Land

che Unit Operator prior o the approval of this apreement by

wx o bo

the Director. Any oil or gas interests in lands witiin tie unii ares not

committad hereto prior to submission of this agreement for final approval may

nuatid

thereafter be conmitted hereto by the owner or owners thereof subscribing or

his agreement, and, if the interest is a working interest; by
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interest also subscribing to the unit operating agrecment.

a5 are commenced hereunder, the right of subsequent joinder, as

ection, by a working interest owner is subject to such requiréments

pronsiden L4 L0aE 8

or aporovals, if any, pertaining to such joinder;, as may be provided for in the

unit operating agreement, After {inal approval hereof, Joinder by a non-working
d to in writlng by the working interest owner

interest ownaor must be consented

committed hereto and responsible for the payment of any benefits that may accrue

it behalf of such non-working interest. Joinder by any owner of a non-

B

e

hereunder
working interest, at aay time, must be accompanied by appropriate joinder by the
owner of the corresponding working interest in order for the interest to be regarded

as committed herets, Joinder to the unit sgreement by a working interest owmer,

at any time, must be accompanied by appropriate joinder to the unit operating
agreement, if more than one committed working interest owner is involved, in order
for the interest to be regarded as committed to this unit agreement., Except as
may otherwise herein be provided, subsequent joinders to this agreement shall be

effective as of the first day of the month following the filing with the Supervisor,

the State Land Commissioner and the State Conmission of duly executed counterparts



of all or any papers necessary to establish effective commitment of any tract
to this agreement unless objection to such joinder is duly made within sixty
(60) days by the Director; provided, however, that as to State Lands such sub-
sequent joinder must be approved by the State Land Commissioner.

30. COUNTERPARTS. This agreement may be executed in ~ny number of
counterparis, nc one of which needs to be executed by all parties, or may be
venilied or comsented o by separate instrument in writing specifically referring
rerety and shall be binding upeon all those parties who have executed such a counter-
pevt, ravificaticn or consent hereto with the same force and effect as if all such
periies had signed the ssme document and regardless of whether or not it is
wxecuted by all other parties owning or claiming an interest in the lands within
the abuve~described unit area,

IN WITNEZS5 WHEKEQUF, the parties hereto have caused this agreement to

he executed and set cpposite their respective names the date of execution.

ATTEST: SHELL COIL COMPANY

e By

Address: P. 0. Box 1509
Midland, Texas 79704

UNIT OPERATOR AND WORKING INTEREST

OWNER
ATTEST:

By

Secretary

Address
Date:
ATTEST:

By

Secretary

Address

Date:

-23.



GRAMA RIDGE UNIT AREA

LEA GCOUNTY, N.M.
EXHIBIT A"
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EXHIBIT "B" Oy YY)
SCHEDULE SHOWING OWNERSHIP OF ALL LANDS WITHIN d 8
THE GRAMA RIDGE UNIT AREA STqr. 08 AW 2
LEA COUNTY, NEW MEXICO S5l Ay by
74 £ OFry
-y Ce
Lease Serial Basic
Tract Number No. & Expi- Royalty & Ilessee of Record Overriding Royalty Working Interest
No. Description of Acres ration Date Percentage and Percentage and Percentage and Percentage
FEDERAL ACREAGE
1. T-22-8, R-34-E 800.00 NM-033312-A USA Shell 0il Company All Mary W. Goodpasture - Oil Shell 0il Company All
v Sec. h: SEi 3-31-68 1219 payment of $100.00 per
Sec. 9: All acre payable out of 1%.
The Blanco Company L
(Graduating to 5% after
payout of above oil
payment).
2. T-22-S, R-34-E
Sec. 4: Lots 1, 2, 3, 4, 324.76 NM-058678 UsA Shell 0il Company All Eugenia Bate 5% Shell 0il Company All
st 8-31-71 123%
3. T-22-S, R-34-E 80.00 M-087948 USA Shell Oil Company All International 0il and Cas Shell 0il Company A1l
Sec. 5: &5 SEi 3-31-65 1219 Corporation 5%
L. T-22-8, R-34-E 80.00 NM-0142776 USA The Atlantic Refining Billy Mathis 6.25% Billy Mathis and All rights
Sec. 5: N& SEL 2-28-71 124% Company All and Betby Lou Mathis Betty Lou Mathis down to &
($1,000.00 per acre out including
ol 1/16 of 8/8 of produc- 5000' below
tion). the surface.
The Atlantic Refining Shell 0il Company All righus
Company 8.75% below 5000'
(Graduating o 15% after from the
payout of above oil pay- surface.
ment).
m.K‘Hnmmumu R-34-E 160.00 NM-0381970 USA Shell 0il Company All Nancy Cecil Tonkin 5% Shell 0il Company All
Sec. L: SWiy %-30-73 125%
5 Tracts, Federal Lands, 1,444.76 Acres, H7.34%




Lots 1, 2, 3, &4,

T-22-5, R-34-E
Sec. 3:

53 N3
T-21-8, R-34-E
Sec. 3h: S5
T-22-S, R-34-E
Sec. 8: All
T-21-S, R-34-E
Sec. 3b: Nz

Shell Oil Company All

STATE OF NEW MEXICO LANDS

All

Shell 0il Company All

Shell 0il Company All

327.16 E-9141 State
6-21-65 123%
320.00 E-9659 State Gulf 0il Corp.
12-20-65 1214
640.00 K-2398 State
L-16-T72 1249
320.00 K-3592 State
9-17-T3 123%
L State Tracts, 1607.16 Acres, 52.66%
Recapitulation:

5 Tracts Federal Land
4 Tracts State Land

9 Tracts

1,444 .76 Acres
1,607.16 Acres
3,051.92 Acres

None

None

None

None

47.34% of the Unit Area

2.66% of the Unit Area
100.00

Shell 0il Company All

Gulf 011 Corporation All

Shell 0il Company All

Shell 0il Company All



