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CERTIFICATION-~DETERMINATION

Pursuant to the authority vested in the Secretary of
the Interior, under the act approved February 25, 1920, 41
Stat. 437, as amended, 30 U, S. C. secs. 181, et seq., and
delegated to the Director of the Geological Survey pursuant to
Department Order No. 2365 of October 8, 1947, 43 C. F. R,
sec, 4,611, 12 F, R, 6784, I do hereby:

A, Approve the attached Agreement for the develop-
ment and operation of the East Eumont Unit Area, State of
New Mexico, County of Lea.

B. Certify and determine that the unit plan of
development and operation contemplated 1n the attached Agree-
ment is necessary and advisable 1in the public interest for the
purpose of more properly conserving the natural resources.

C. Certify and determine that the drilling, pro-
ducing, rental, minimum royalty, and royalty requirements of
all Federal leases committed to said Agreement are hereby
established, altered, changed, or revoked to conform with the
terms and conditions of this Agreement.

Dated .

Director, United States Geological Survey



CERTIFICATE OF APPROVAL
BY COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO

EAST EUMONT UNIT
LEA COUNTY, NEW MEXICO

There having been presented to the undersigned Commissioner of
Public Lands of the State of New Mexico for examination, the attached
Agreement for the development and operation of acreage which is described
within the attached Agreement, dated September 1, 1964, which has been
executed or is to be executed by parties owning and holding oil and gas
leases and royalty interests in and under the property described, and
upon examination of said Agreement, the Commissioner finds:

(a) That such Agreement will tend to promote the conservation
of o0il and gas and the better utilization of reservoir
energy in said area,

(b) That under the proposed Agreement the State of New Mexico
will receive its fair share of the recoverable oil or gas
in place under its lands in the area,

(¢) That each beneficiary Institution of the State of New
Mexico will receive its fair and equitable share of the
recoverable oll and gas under its lands within the area.

{d) That such Agreement is in other respects for the best
interests of the State, with respect to State lands.

NOW, THEREFORE, by virtue of the authority conferred upon me
under Sections 7-11-39, 7-11-40, 7-11-41, 7-11-47, 7-11-48, New Mexico
Statutes Annotated 1953 Compilation, I, the undersigned, Commissioner of
Public Lands of the State of New Mexico, for the purpose of more
properly conserving the oil and gas rescurces of the State, do hereby
consent to and approve the said Agreement, and any leases embracing lands
of the State of New Mexico within the area shall be and the same are
hereby amended to conform with the terms thereof, and shall remain in
full force and effect according to the terms and conditions of said
Agreement. This approval is subject to all of the provisions of the
aforesaid statutes.

IN WITNESS WHEREOF, this Certificate of Approval is executed
with seal affixed, this day of , 1964,

Commissioner of Public Lands
of the State of New Mexico
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UNIT AGREEMENT

FOR THE DEVELOPMENT AND OPERATION OF THE
et re—— e T

TAST EUMONT UNIT

LEA COUNTY, NEW MEXICO

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

WITNESSETH:
WHEREAS, the parties hereto are the owners of working, royalty
or other oil or gas interests in the land subject to this Agreement; and

WHEREAS, the Commissioner of Public Lands of the State of New
Mexico is authorized by an Act of the Legislature (Sec, 3, Chap. 88,
Laws 1943 as amended by Sec, 1 of Chap., 162, Laws of 1951, Chap. 7,
Art, 11, Sec, 39, N.M.S. 1953 anno) to consent to or approve this Agree-
ment 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 Commissioner of Public Lands of the State of New
Mexico is authorized by an Act of the Legislature (Sec. 3, Chap. 88,
Laws of 1943, as amended by Sec, 1, Chap. 162, Laws of 1951, Chap. 7,
Art, 11, Sec., 41, N.M.S. 1953 anno) to amend with the approval of the
lessee, any oll and gas lease embracing State lands so that the length
of the term of sald lease may coincide with the term of such unitized
development and operation of State lands; and

WHEREAS, the 0il Conservation Commission of the State of New
Mexico 1is authorized by law (Chap. 72, Laws of 1935, as amended by
Chap, 193, Laws of 1937, Chap. 166, Laws of 1941, and Chap. 168, Laws of
1949) to approve this Agreement, and the conservation provisions hereof;
and

WHEREAS, the Mineral Leasing Act of February 25, 1920, (41
Stat. 437, as amended, 30 U,S.C., Sections 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 coopera-
tive or unit plan of development 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 Interlor to be necessary or advisable in the
public interest; and

WHEREAS, the parties hereto hold sufficilent interests in the

East Eumont Unlt covering the land herelnafter descrilbed to give reasonably
effective control of operation therein; and
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WHEREAS, it 1s the purpose of the parties hereto, to enable
institution and consummation of secondary recovery operations, conserve
natural resources, prevent waste and secure the other beneflits obtalnable
through development and operation of the area subject to this Agreement
under the terms; conditions and limitations herein set forth.

NOW, THEREFORE, in consideration of the premises and the promises
herein contained, the parties hereto commit to this Agreement thelr entire
respective interests in the below-defined Unit Area, and agree severally
among themselves as follows:

SECTION 1. ENABLING ACT AND REGULATIONS: The Mineral Leasing
Act of February 25, 1920, as amended, supra, and all valid, perti-
nent regulations; including operating and unit plan regulatlons,
heretofore issued thereunder and valid, pertinent and reasonable regu-~
lations 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 non-
Federal lands, the o0ll and gas operating regulations in effect as of
the effective date hereof governing drilling and producing operations,
not inconslistent wlth the terms hereof or the laws of the State in
which the non-Federal land is located, are hereby accepted and made
a part of this Agreement.

SECTION 2, UNIT AREA AND DEFINITIONS: For the purpose of
this Agreement, the following terms and expressions as used herein
shall mean:

(a) "Unit Area" is defined as those lands specified in
Exhibit "A" hereof, and such land is hereby designated
and recognlzed as constituting the Unit Area; the
lands specified in said Exhibit "A" are described as
follows:

Township 18 South, Range 37 East,
N.M.P.M,, Lea County, New Mexico

Section 33: S/2 NE/4, SE/4 NW/4, SE/4,
S/2 SW/L and NE/4 SW/4
Section 34: SW/4 sSW/4

Township 19 South, Range 37 East,
N.M,P_M., Lea County, New Mexico

Section 3: Lot 4, S/2 NW/4 and SW/4
Section 4: Lots 1, 2, 3 and 4, S/2 NW/4,
S/2 NE/4 and E/2 SE/4
Section 9: N/2 NE/4
Section 10: NW/4, SW/4, and NW/4 NE/4
Section 15: W/2
Section 16: E/2 E/2 and SW/4 SE/4
Section 21: E/2 E/2
Section 22: W/2 and S/2 SE/4
Section 26: SW/4 NW/L4, NW/4 SW/4,
S/2 SW/4, and SW/4 SE/4
Section 27: N/2, SE/4, and E/2 SW/4
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Section 28: E/2 NE/4
Section 34: NE/4 NW/4, NW/4 NE/4,
and E/2 NE/U
Section 35: E/2, NW/4 and E/2 SW/4
Section 36: SW/4 NW/4, NW/4 SW/4 and S/2 SW/4

Township 20 South, Range 37 East,
N.M.P.M., Lea County, New Mexico

Section 1: Lots 2, 3 and 4, S/2 NW/4,

SW/4 NE/4, SW/4 and W/2 SE/4
Section 2: Lots 1, 2 and 3, SE/4 NW/k,

S/2 NE/4, SE/4, and SE/4 SW/4
Section 11: NE/4 NE/4
Section 12: NW/4 NW/4, E/2 NW/4 and W/2 NE/4

containing 5,535.06 acres, more or less.

"Commissiloner" is defined as the Commissioner of Public
Lands of the State of New Mexico.

"Commission" is defined as the 0il Conservation Commis-
slon of the State of New Mexico.

"Director" 1s defined as the Director of the United
States Geological Survey.

"Secretary" 1s defined as the Secretary of the
Interior of the United States of America.

"Department"” 1s defined as the Department of the
Interior of the United States of America.

"Supervisor" 1s defined as the 0il and Gas Supervisor
of the United States Geological Survey,

"Unitized Formation" is defined as and shall mean that
vertical interval underlying the unitized land from the
top of the Yates Formation to the top of the Grayburg

Formation and belng the same vertical interval encountered

between the subsurface depths of 2856 feet and 3982 feet

in the Aztec 0il and Gas Company State E 33 "A" Well No. 1,

located in the S/2 SE/4 of Section 33, Township 18 South,
Range 37 East, N.M.P.M., Lea County, New Mexico.

"Unitized Substances" is defined as and shall mean all
oll, gas, gaseous substances, sulphur contained in gas,

condensate, distillate and all assoclated and constituent
liqulds or liquefiable hydrocarbons within or produced from
the Unitized Formation, save and except, any part of any of
the enumerated substances which are committed to a presently
existing gas proration unit the unit well for which 1s
located outside of the Unit Area.

"Working Interest'" is defined as the right to search for,
produce and acquire Unitized Substances whether held as an
incident of ownership of mineral fee simple title, under
an o0ll and gas lease, or otherwise held.
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(k)

(m)
(n)

(p)
(a)

(r)

"Working Interest Owner'" is defined as and shall mean
any party hereto owning a Working Interest, including
a carried working interest owner, holding an interest
in Unitlzed Substances by virtue of a lease, operating
agreement, fee tltle or otherwise, which interest is
chargeable with and obligated to pay or bear, either
in cash or out of production, or otherwise, all or a
portion of the cost of drilling, developing and pro-
ducing the Unltized Substances from the Unitized
Formatlion and operating thereof hereunder. The owner
of 0il and gas rights that are free of lease or other
instrument conveying the Working Interest to another
shall be regarded as a Working Interest Owner to the
extent of seven-eighths (7/8) of his interest in
Unitized Substances, and as a Royalty Owner with
respect to his remaining one-eighth (1/8) interest
therein,

"Royalty Interest" or "Royalty'" is defined as an
Interest other than a Working Interest in or right
to receilve a portion of the Unitized Substances or
the proceeds therecof and includes the royalty inter-
est reserved by the lessor by an oll and gas lease
and any overriding royalty interest, oll payment
interest, net profit contracts, or any other payment
or burden which does not carry with it either the
right to search for and produce Unitized Substances
or the obligation to pay or bear, either in cash or
out of production, or otherwise, all or a portion of
the cost of drilling, developing and producing the
Unitized Substances from the Unitized Formation and
operating thereof hereunder,

"Royalty Owner'" is defined as and shall mean the owner
of a Royalty Interest.

"Unit Operating Agreement" is defined as and shall
mean the agreement styled "Unit Operating Agreement,
East Eumont Unit, Lea County, New Mexico,'" entered
into by and between the Unilt Operator and the Working
Interest Owners as provided in Section 9, infra.

"Unit Manager"' is defined as the person or corpora-
tion appointed by the Working Interest Owners to
perform the dutles of the Unit Operator until the
selection and qualification of a successor Unit
Operator as provided for in Section 7 hereof,

"Tract" means each parcel of land described as such
and given a tract number in Exhibit "B".

"Tract Surface Acres' means the number of acres in a
Tract as shown in Exhibit "B".

"Unit Area Surface Acres" means the total number of
acres in all unitized land as shown in Exhibit "B",
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(s) "Tract Current Production" is defined as the number of
barrels of oll produced from the Unitized Formation in
a Tract of unitized land from July 1, 1961, down to

January 1, 1962, as reported to the State 0il Conserva-
tion Commission.

(t) "Unit Area Current Production" is defined as the total
number of barrels of o0ll produced from the Unitized
Formation in all unitized land from July 1, 1961, down
to January 1, 1962, as reported to the State 0il Con-
servation Commission.

(u) "Tract Cumulative Production" is defined as the number
of barrels of oil produced from the Unitized Formation
in a Tract of unitized land from the date of first
production down to January 1, 1962, as reported to the
State 01l Conservation Commission.

(v) "Unit Area Cumulative Production" 1is defined as the
total number of barrels of oll produced from the
Unitized Formation in all unitized land from the date
of first production down to January 1, 1962, as re-
ported to the State 011 Conservation Commission,

(w) "Tract Participation" means the percentage shown on
Exhibit "B" for allocating Unitized Substances pro-
duced from unltized land to a Tract of sald land under
this Agreement,

(x) "Unit Participation" of each Working Interest Owner in
unltized land means the sum of the percentages obtalned
by multiplying the Working Interest of such Working
Interest Owner in each Tract of unitized land by the
Tract Participation of such Tract.

SECTION 3. EXHIBITS: Exhibit "A" attached hereto is a map
showing, to the extent known to the Unit Operator, the Unit Area
and the boundaries and identity of Tracts and leases in said Unit
Area., Exhibit "B" attached hereto 1s a schedule showing, to the
extent known to the Unit Operator, the acreage comprising each Tract,
the Tract Surface Acres 1n each Tract, the percentage ownership
of each Working Interest Owner in each Tract, and the Tract Partici-
pation of each Tract. However, nothing herein or in said schedule
or map shall be construed as a representatlon by any party hereto
as to the ownership of any interest other than such interest or
interests as are shown 1n sald map or schedule as owned by such
party. Exhibits "A" and "B" shall be revised by the Unit Operator
whenever changes render such revision necessary, and the required
number of coples of such revision shall be filed wlth the Commissioner
and the Supervisor,

SECTION 4., EXPANSION: The above-described Unit Area may when
practicable be expanded to include therein any additional Tract or
Tracts (as used in this section, the terms "Tract" and "Tracts'" mean
not only the parcels of land described as such and given tract
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numbers in Exhibit "B", but also any other parcels of land proposed
to be admitted to the Unit Area) regarded as reasonably necessary
or advisable for the purposes of this Agreement to conform with

the purposes of this Agreement. Such expansion shall be effected
in the following manner:

(a) The Working Interest Owner or Owners of a Tract
or Tracts desiring to bring such Tract or Tracts into
the Unit Area shall file an application therefor with
Unit Operator requesting such admission.

(b) Unit Operator shall circulate a notice of the
proposed expansion to each Working Interest Owner in
the Unlt and in the Tract or Tracts proposed to be in-
cluded in the Unit, setting out the basls for admission,
the Tract Participation to be assigned to such Tract or
Tracts, and other pertinent data. After negotiation (at
Working Interest Owners' meeting or otherwise), if owners
of eighty-five percent (85%) of the Working Interest in
unitized land (on the basis of Unit Participation) have
agreed to such Tract or Tracts being brought into the Unit
Area, then Unit Operator shall:

(1) After preliminary concurrence by the
Director and the Commissioner, prepare a notice of
proposed expansion describing the contemplated changes
in the boundaries of the Unlit Area, the reason there-
for, the basis for admission of the additional Tract
or Tracts, the Tract Participation to be assigned
thereto and the proposed effective date thereof, pre-
ferably the first day of a month subsequent to the
date of notice; and

(2) Deliver coples of said notice to the Com-
missioner, the Supervisor, each Working Interest Owner
(mailing copy of such notice to the last known address
of each such Working Interest Owner) and each lessee
and lessor whose interests are affected, advising such
parties that thirty (30) days will be allowed for sub-
mission to the Unit Operator of any objection to such
proposed expansion; and

(3) File, upon the expiration of said thirty (30)
day period as set out in (2) immediately above and
provided that objections by owners of not more than
fifteen percent ?15%) of the Working Interest in
unitized land (on the basis of Unit Participation) have
been filed thereto, with the Commissioner and Super-
visor the following: (a) Comprehensive statement as to
mailing such notice of expansion; (b) An application
for such expansion; and (c) An instrument containing the
appropriate joinders in compliance with the participa-
tion requirements of Section 13, infra.

The expansion shall, after due consideration of all pertinent

information and upon approval by the Commissioner and the Director
become effective as of the date prescribed in the notice thereof.
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SECTION 5, COMMITTED LAND AND UNITIZED SUBSTANCES: All land
effectively committed To this Agreement shall constitute the land
referred to herein as "unitized land" or "land subject to this Agree-
ment." All Unitized Substances, as heretofore defined, in or pro-
duced from the "unitized land" are hereby unitized under the terms
of this Agreement, Surface rights of ingress and egress shall be
maintalned for the benefit of the Unit. Nothing herein shall be
construed to unitize, pool, or in any way affect the oll, gas and
other minerals contained in or that may be produced from any forma-
tion other than the Unitized Formation.

SECTION 6. UNIT OPERATOR: Tidewater 0il Company, a Delaware
corporation, is hereby designated as Unit Operator and by signing
this instrument as Unit Operator it agrees and consents to accept
the duties and obligations of Unit Operator for the operation,
development and production of Unltized Substances from the unitized
land as hereln 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 interests 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 1s owned by it.

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit
Operator shall have the right to resign at any time, 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 perlod of six (6) months after written
notice of intention to resign has been given by Unit Operator to all
Working Interest Owners, the Commissioner and the Supervisor, unless
a new Unit Operator shall have taken over and assumed the dutles and
obligations of Unit Operator prior to the explration of saild period,

The Unit Operator may, upon default or failure in the per-
formance of 1ts duties or obligations hereunder, be subject to
removal by owners of eighty percent (80%) of the Working Interest in
the unitized land (on the basis of Unit Participation) exclusive of
the Working Interest owned by the Working Interest Owner who is the
Unit Operator. Such removal shall be effective upon notice thereof
to the Commissioner and the Supervisor.

In all instances of resignation or removal, until a succes-
gsor Unit Operator is selected and approved as hereinafter provided,
the Working Interest Owners shall be jointly responsible for per-
formance of the duties of Unit Operator and shall not later than
thirty (30) days before such resignation or removal becomes ef-
fective appoint a Unit Manager to represent them in any action to
be taken hereunder.

The resignation 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 Unitlzed Sub-
stances, but upon the resignation or removal of Unit Operator
becoming effective, such Unit Operator shall deliver possession of
all equipment, books, and records, materials, appurtenances and
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any other assets, used in conducting the unit operations and owned
by the Working Interest Owners (including any and all data and in-
formation which it might have galned or assembled by reason of its
operation of the unitized land) to the new duly qualified successor
Unit Operator or to the Unit Manager if no such new Unit Operator

i1s elected, to be used for the purpose of conducting unit operations
hereunder. Nothing herein shall be construed as authorizing re-
moval of any material, equipment and appurtenances needed for the
preservation of any wells,

Nothing hereln contained shall be construed to relieve or
discharge any Unit Operator who resigns or is removed hereunder for
any liability or duties accruing or performable by it prior to the
effective date of such resignation or removal,

SECTION 8, SUCCESSOR UNIT OPERATOR: Whenever the Unit
Operator shall tender its resignation as Unit Operator or shall be
removed as hereinabove provided, the Working Interest Owners shall
by affirmative vote of at least seventy percent (70%) of their voting
interest, based upon Unit Participation as shown on Exhibit "B",
select a successor Unit Operator; provided, however, that should any
Working Interest Owner own a voting interest of more than thilrty per-
cent (30%), the vote of said party shall not serve to disapprove the
selection of a new Unit Operator approved by seventy percent (70%)
or more of the voting interests of the remaining Working Interest
Owners, and provided further that the Unlt Operator shall not vote
to succeed himgelf. 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 approved by the Commissioner and filed with the Super-
visor. If no successor Unit Operator or Unit Manager is selected
and qualified as herein provided, the Commissioner and the Director,
at thelr election, may declare this Agreement terminated.

SECTION 9., ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT:
Costs and expenses incurred by Unit Operator in conducting unit opera-
tions hereunder shall be pald, apportioned among and borne by the
Working Interest Owners in accordance with the Unit Operating Agree-
ment. Such Unit Operating Agreement shall also provide for such
other rights and obligations as between Unit Operator and Working
Interest Owners as may be agreed upon by the Unit Operator and
Working Interest Owners; however, no such Unit Operating Agreement
shall be deemed either to modify any of the terms and conditions of
this Unlt Agreement or to relleve the Unit Operator of any right
or obligation established under this Unit Agreement, and in case of
any inconsistency or confllict between the Unlt Agreement and the
Unit Operating Agreement, this Unit Agreement shall prevail. The
required number of copies of any Unit Operating Agreement executed
pursuant to this Sectlon shall be filed with the Commissioner and
the Supervisor, prior to approval of this Agreement.

SECTION 10, RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except
as otherwise specifically provided herein, the exclusive right,
privilege and duty of exercising any and all rights of the parties
hereto which are necessary or convenient for prospecting for, pro-
ducing, storing, allocating and distributing the Unitized Substances
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are hereby delegated to and shall be exercised by the Unit Operator
as herein provided. Acceptable evidence of title to sald rights
shall be deposited with said Unit Operator, and together with this
Agreement, shall constitute and define the rights, privileges and
obligations of Unit Operator. Nothing herein, however, shall be
construed to transfer title to any larnd or to any lease or
operating agreement, it belng understood that under this Agreement
the Unit Operator, in its capacity as Unit Operator, shall exercise
the rights of possession and use vested in the parties hereto only
for the purposes herein specified,.

SECTION 11. PLAN OF OPERATIONS: It is recognized and agreed
by the parties hereto that all of the land subject to this Agreement
is reasonably proved to be productive of Unltized Substances in
payling quantities and that the object and purpose of thils Agreement
is to formulate and to put into effect a secondary recovery project
in order to effect the greatest ultimate recovery of Unitized Sub-~
stances, prevent waste and conserve natural resources, The parties
hereto agree that the Unlt Operator may, subject to the consent and
approval of a plan of operation by the Working Interest Owners, the
Supervisor, the Commission, and the Commissioner, injJect into the
Unitized Formation, through any well or wells completed therein,
brine, water, ailr, gas, oil, liquefied petroleum gas, and other sub-
stance or a combination of any of said substances, whether produced
from the Unitized Formation or not;, and that the location of input
wells and the rates of 1lnjection therein and the rate of production
shall be governed by standards of good geologic and petroleum engi-
neering practices and conservation methods. After commencement of
secondary operations, Unit Operator shall furnish the Commission,
the Commissioner, and the Supervisor monthly injection and production
reports for each well on the unitized land. The Working Interest
Owners, the Supervisor, the Commission, and the Commissloner shall be
furnished periodic reports on the progress of the plan of operation
and any revisions or changes thereto; provided, however, that any
majJor revisions of the plan of operation involving a basic deviation
from the inltilal plan of operaticn shall be subject to the consent
and approval of the Working Interest Owners, the Supervisor, the
Commlssion, and the Commissioner.

The initial plan of operation shall be filed with the Super-
visor, the Commission, and the Commissioner concurrently with the
filing of this Unit Agreement for final approval. Sald initial plan
of operation and all revisions thereof shall be as complete and ade-
quate as the Supervisor, the Commission, and the Commissioner may
determine to be necessary for timely operation consistent herewith.
Reasonable diligence shall be exercised in complying with the obli-
gations of the approved plan of operation,

SECTION 12. TRACT PARTICIPATION: In Exhibit "B" attached
hereto, there are listed and numbered the various Tracts wlthin the
Unit Area and set forth opposite each Tract 1ls a figure which repre-
sents the Tract Participation of such Tract. The formula used for
the calculation of such percentages of participation 1is as follows:
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5% of Tract Surface Acres
Unit Area Surface Acres

Plus

5% of Tract Current Production
Unit Area Current Production

Plus

90% of Tract Cumulative Production
Unit Area Cumulative Production

The Percentages of participation set forth opposite each Tract
in Exhibit "B" were calculated on the basis of one hundred percent
(100%) Tract commitment. If the Unit Agreement is approved with less
than one hundred percent (100%) Tract commitment, saild percentages of
participation shall be revised to fit the commitment status as of
the effective date hereof, and thereafter, as needed pursuant to
Section 14 (Allocation of Unitized Substances).

SECTION 13, TRACTS QUALIFIED FOR PARTICIPATION; On and after
the effective date hereof the Tracts within the Unlt Area which shall
be entitled to participation (as provided in Section 12 hereof) in
the production of Unitized Substances therefrom shall be those Tracts
more particularly described in said Exhibit "B" that corner or have
a common boundary (Tracts separated only by a public highway or a
rallroad right-of-way shall be considered to have a common boundary)
and otherwise qualify as follows:

(a) Each Tract as to which Working Interest Owners owning
one hundred percent (100%) of the Working Interest have
become parties to this Agreement and as to which Royalty
Owners owning eighty-five percent (85%) or more of the
Royalty Interest have become parties to thls Agreement,

(b) Each Tract as to which Working Interest Owners owning
one hundred percent (100%) of the Working Interest have
become parties to this Agreement, and as to which
Royalty Owners owning less than eighty-five percent (85%)
of the Royalty Interest have become parties to this
Agreement, and as to which (1) all Working Interest Owners
in such Tract have joined in a request for the acceptance
of such Tract, and as to which (2) eighty percent (80%)
of the combined voting Interests of Working Interest
Owners in all Tracts that meet the requirements of (a)
have voted in favor of the acceptance of such Tract.
For the purpose of this Subsection (b), the voting
interest of a Working Interest Owner shall be equal to
the ratio that its Unit Participation attributable to
Tracts that qualify under (a) above bears to the total
Unit Participation of all Working Interest Owners at-
tributable to all Tracts that qualify under (a) above.

(¢) Each Tract as to which Working Interest Owners owning
less than one hundred percent (100%) of the Working
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Interest have become parties to thils Agreement, re-

gardless of the percentage of Royalty Interest therein

that is committed hereto; and as to which (1) the
Working Interest Owner who operates the Tract and all
of the other Working Interest Owners in such Tract

who have become parties to this Agreement have Joined
in a request for acceptance of such Tract, and have
executed and delivered an indemnity agreement in-
demnifying and agreeing to hold harmless the Working
Interest Owners in all other Tracts that qualify under
this Section 13, their successors and assigns, against
all claims and demands that may be made by the owners
of Working Interests in such Tract who are not parties
to this Agreement, and which arise out of the ac-
ceptance of the Tract; and as to which (2) eighty per-
cent (80%) of the combined voting interest of Working
Interest Owners in all Tracts that meet the require-
ments of (a) and (b) above have voted in favor of the
acceptance of such Tract and to accept the indemnity
agreement. For the purpose of this Subsection (c),

the voting interest of each Working Interest Owner
shall be equal to the ratio that its Unit Particilpation
attributable to Tracts that qualify under (a) and (b)
above bears to the total Unit Particilipation of all
Working Interest Owners attributable to all Tracts that
qualify under (a) and (b) above. Upon the acceptance
of such a Tract; the Unit Participation that would have
been attributed to the non-subscribing owners of the
Working Interest in such Tract, had they become parties
to this Agreement and the Unit Operating Agreement,
shall be attributed to the Working Interest Owners in
such Tract who have become partles to such agreements,
in proportion to their respective Working Interests in
the Tract.

If, on the effective date of this Agreement, there are any
Tract or Tracts in the Unit Area which have not been effectively
committed to or made subject to this Agreement by qualifying as
above provided, then such Tract or Tracts shall not be considered
as unitized land and shall not be entitled to Tract Participation
hereunder., Unit Operator, shall; when submitting this Agreement
for final approval by the Commissioner and the Director, file
therewith a schedule of those Tracts which have been commltted and
made subject to this Agreement and are entitled to Tract Partici-
pation hereunder. Said schedule shall set forth aopposite each
such committed Tract the lease number or assignment number, the owner
of record of the lease, and the Tract Participation of such Tract
which shall be computed according to the participation formula set
out in Section 12 (Tract Participation) above., This schedule of
participation shall be a part of Exhibit "B" and upon approval
thereof by the Commissioner and the Director shall become .a part
of this Agreement and shall govern the allocation of production of
Unitized Substances until a new schedule 1s filed and approved by
the Commissioner and the Director.
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SECTION 14, ALLOCATION OF UNITIZED SUBSTANCES: All Unitized
Substances produced and saved (less, save and except any part of such
Unitized Substances used in conformity with good operating practices
on sald unitized land for drilling, operating, camp and other pro-
duction or development purposes and for pressure maintenance or
unavoldably lost) shall be apportioned among and allocated to the
Tracts of unitized land in accordance with the respective Tract
Participations then effective hereunder during the respective
periods such Unitized Substances were produced, as set forth in the
schedule of participation in Exhibit "B". The amount of Unitized
Substances so allocated to each Tract, and only that amount, (re-
gardless of whether 1t be more or less than the amount of the actual
production of Unitlzed Substances from the well or wells, if any,
on such Tract) shall, for all intents, uses and purposes, be deemed
to have been produced from such Tract.

The Unitized Substances allocated to each Tract of unitized
land shall be distributed among, or accounted for to the parties
executling, consenting to or ratifying thls Agreement entitled to
share in the production from such Tract in the same manner, in the
same proportions, and upon the same conditions, as they would have
participated and shared in the production from such Tracts, or in
the proceeds thereof, had this Agreement not been entered into; and
with the same legal force and effect.

No Tract committed to this Agreement and qualified for par-
ticipation as above provided shall be subsequently excluded from
participation hereunder on account of depletion of Unitized Substances,
and nothing herein contained shall be construed as requlring any
retroactive adjustment for production obtalned prior to the effective
date of the joinder of any Tract.

If the Working Interest and the Royalty Interest in any Tract
are or hereafter become divided with respect to separate parcels or
portions of such Tract and owned severally by different persons, the
Tract Participation assigned to such Tract shall, in the absence of
a recordable instrument executed by all owners and furnished to Unit
Operator fixing the divisions of ownership, be divided among such
parcels or portions in proportion to the number of surface acres in
each,

The Unitized Substances allocated to each Tract of unitized
land shall be delilvered in kind to the respective Working Interest
Owners and parties entitled thereto by virtue of the ownership of
oil and gas rights therein or by purchase from such owners. Each
Working Interest Owner and the partles entitled thereto shall have
the continuing right to receive such production in kind at a common
point on unitized land and to sell or dilspose of the same as 1t
sees fit. Each such party shall have the right to construct, main-
taln and operate all necessary facillities for that purpose on
unitized land, provided the same are so constructed, maintained and
operated as not to interfere with operations carried on pursuant
hereto. Subject to Sectlion 15 hereof;, any extra expenditures in-
curred by Unit Operator by reason of the delivery in kind of any
portion of the Unitized Substances shall be borne by the party re-
celving the same in kind. If any party hereto shall fail to take in
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kind or separately dispose of 1ts proportionate share of the production
from the unitized land, Unit Operator shall have the right, for the
time being and subject to revocation at will by the party owning such
share, to purchase for its own account or sell to others such share

at not less than the price received by the Working Interest Owner
acting as Unit Operator for its proportionate share; provided, however,
all contracts of sale by the Unit Operator of any other party's share
of said production shall be only for such reasonable periods of time
as are consistent with the minimum needs of the industry under the
circumstances, but in no event shall any such contract be for a period
in excess of one (1) year, and further provided, that Unit Operator
shall not make a sale into interstate commerce of any other party's
share of gas production without first giving such other party sixty
(60) days' notice of such intended sale., The net proceeds, if any, of
the Unitized Substances so dilsposed of by Unit Operator shall be paid
to the party entitled thereto.

Any party receiving in kind or separately disposing of all or
any part of the Unitized Substances allocated to any Tract of unitized
land, or receiving the proceeds therefrom if the same is sold or pur-
chased by Unit Operator, shall be responsible for the payment of all
Royalty on the lease or leases and Tracts contributed by it and re-
celved into the Unit, and each such party shall hold each other party
hereto harmless against all claims, demands and causes of action for
such Royalty on the lease or leases and Tracts contributed by 1t and
recelved into the Unit.

If, after the effective date of this Agreement, there is any
Tract (or Tracts) subsequently committed to the Unit Area, as provided
in Section 4 (Expansion) hereof, or any Tract (or Tracts) within the
Unit Area not committed hereto as of the effective date hereof but
which 1s subsequently committed hereto under the provisions of Sec-~
tion 30 (Nonjoinder and Subsequent Joinder), or if any Tract is
excluded from the Unit Area, as provided for in Section 29 (Loss of
Title), the Tract Participations as shown in Exhibit "B", subject to
Section 12 (Tract Participation) or Section 30 (Nonjoinder and Subse-
quent Joinder), whichever 1s appropriate, shall be revised by the Unit
Operator and distributed to the Working Interest Owners, the Commis-
sioner, and the Director to show the new Tract Participations of all
the then effectively committed Tracts in the Unit Area; and the re-
vised schedules;, upon approval by the Commissioner and the Director,
shall govern all the allocation of production of Unitized Substances
from unitized land from and after the effective date thereof until a
new schedule is approved by the Commissioner and the Director.

SECTION 15, ROYALTY SETTLEMENT: The State of New Mexico and
the United States of America and all Royalty Owners who, under an
existing contract;, are entitled to take in kind a share of the sub-
stances produced from any Tract of unitized land, shall continue to
be entitled to such right to take in kind their share of the Unitized
Substances allocated to such Tract, and Unit Operator shall make
deliveries of such Royalty share taken in kind 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, laws and regulations,
on or before the last day of each month for Unitized Substances pro-
duced during the preceding calendar month; provided, however, that
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nothing herein contained shall operate to relieve the lessees of any
land from their respective lease obligations for the payment of any
Royalty due under their leases, except that such Royalty shall be
computed in accordance with the terms of this Unit Agreement,

If natural gas (as opposed to liquefied petroleum gas).obtained
from lands or formations not subject to this Agreement is introduced
into the Unitized Formation for use in repressuring, stimulation of
production or increasing ultimate recovery in conformity with a plan
approved pursuant to Section 11 (Plan of Operation), a like amount of
gas, less appropriate deductions for loss from any cause, may be with-
drawn from the Unitized Formation royalty free as to dry gas but not
as to the products extracted therefrom subject to a plan approved by
the Supervisor, If liquefied petroleum gas (as opposed to natural
gas) obtained from lands or formations not subject to this Agreement
is introduced into the Unitized Formation for the purposes and under
the conditions mentioned in the preceding sentence, then part or all
of such liquefied petroleum gas may be withdrawn royalty free pursuant
to such conditions and formulas as may be prescribed or approved by the
Supervisor and the Commissioner., The rights of withdrawal in this sec-
tion contained shall terminate as of the effective date of termination
of this Unit Agreement.

All Royalty due the State of New Mexlico and the Unlited States
of America and the other Royalty Owners hereunder shall be computed
and pald, at the rates prescribed in the leases, on the basis of all
Unlitized Substances allocated to the respective Tract or Tracts of
unitized land, in lieu of actual production from such Tract or Tracts;
provided; that for federal leases on which the royalty rate depends
on the dally average production per well, salid average production shall
be determined in accordance with the operating regulations as though
the unitized land were a single consolidated lease,

Each Royalty Owner (other than the State of New Mexico and the
United States of America) that executes this Agreement represents and
warrants that it 1s the owner of a Royalty Interest in a Tract or
Tracts within the Unit Area as its interest appears in Exhibit "B" at-
tached hereto. If any Royalty Interest in a Tract or Tracts should be
lost by title failure or otherwise in whole or in part, during the term
of this Agreement, then the Royalty Interest of the party representing
himself to be the owner thereof shall be reduced proportionately and
the interest of all parties shall be adjusted accordingly.

SECTION 16, RENTAL SETTLEMENT: Rentals or minimum royalties
due on leases committed hereto shall be paid by Working Interest Owners
responsible therefor under existing contracts, laws and regulations,
provided that nothling herein contained shall operate to relieve the
lessees of any land from their respective lease obligations for the
payment of any rental or minimum royalty in lieu thereof, due under
thelr leases, Rental for lands of the State of New Mexico subjJect to
thils Agreement shall be paid at the rate specified in the respective
leases from the State of New Mexico. Rental or minimum royalty for
lands of the United States of America subject to this Agreement shall
be paid at the rate specified in the respective leases from the
United States of America, unless rental or minimum royalty 1s waived,
suspended; or reduced by law or by approval of the Secretary or his
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duly authorized representative.

SECTION 17. CONSERVATION: Operations hereunder and production
of Unitized Substances shall be conducted to provide for the most
economical and efficient recovery of said substances wlthout waste,
as defined by or pursuant to Federal and State laws and regulations.

SECTION 18, DRAINAGE: The Unit Operator shall take ap-
propriate and adequate measures to prevent drainage of Unitized
Substances from the unitized land by wells on land not subject to this
Agreement,

SECTION 19, LEASES AND CONTRACTS CONFORMED AND EXTENDED: The
terms, conditions and provisions of all leases, subleases and other
contracts relating to exploration, drilling, development or operation
for oil or gas on lands comnmitted to thls Agreement are hereby expressly
modified and amended to the extent necessary to make the same conform
to the provisions hereof, but otherwise to remain in full force and ef-
fect, and the parties hereto hereby consent that the Secretary and the
Commissioner, respectively, shall and by their approval hereof, or by
the approval hereof by thelr duly authorized representatives, do hereby
establish, alter, change or revoke the drilling, producing, rental,
minimum royalty and royalty requirements of Federal and State :leases
committed hereto and the regulations in respect thereto to conform sald
requirements to the provislons of thls Agreement.

Without limiting the generality of the foregolng, all leases,
subleases and contracts are particularly modified in accordance with
the following:

(a) The development and operation of lands subject to this
Agreement under the terms hereof shall be deemed full
prerformance of all obligations for development and
operation with respect to each and every part or
separately-owned Tract subject to this Agreement, re-
gardless of whether there is any development of any
particular part or Tract of the Unlt Area, notwith-
standing anything to the contrary 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, producing or secondary recovery operations
performed hereunder upon any Tract of unitized land
shall 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 fallure to drilll or produce wells situated on land
thereln embraced.

(¢) Suspension of drilling or producing operations on all
unitized lands pursuant to direction or consent of the
Commissioner and the Supervisor or thelr duly authorized
representatives, shall be deemed.to constitute such
suspension pursuant to such dlrection or consent as to
each and every Tract of unitized land.
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(e)

Each lease, sublease, or contract relating to the
exploration, drilling, development or operation for
oil and gas which by 1ts terms might expire prior to
the termination of thils 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.

Termination of thls Agreement shall not affect any
lease which, pursuant to the terms thereof or any ap-
plicable laws, shall continue in force and effect
thereafter.

Any lease embraclng lands of the State of New Mexilco
which 18 made subject to this Agreement, shall con-
tinue in force beyond the term provided therein as
to the lands committed hereto until the termination
hereof,

Any lease embracing lands of the State of New Mexico
having only a portion of 1ts land committed hereto,

shall be segregated as to that portion committed and

that not committed, and the terms of such lease shall
apply separately to such segregated portions commencing
as of the effective date hereof. Provlided, however,

that notwithstanding any of the provisions of this
Agreement to the contrary, such lease shall continue

in full force and effect beyond the term provided
therein as to all lands embraced in such lease if oll

or gas 1s, or has heretofore been discovered in paying
quantities on some part of the lands embraced in such
lease committed to thils Agreement or, so long as a por-
tion of the Unitized Substances produced from the Unit
Area 18, under the terms of thls Agreement, allocated

to the portion of the lands covered by such lease com-
mitted to thls Agreement, or, at any time during the term
hereof, as to any lease that is then valid and subsisting
and upon which the lessee or the Unit Operator is then
engaged in bona fide drilling, reworking, or secondary
recovery operations on any part of the lands embraced in
such lease, then the same as to all lands embraced there-
in shall remain in full force and effect so long as such
operations are diligently prosecuted, and if they result
in the production of oil or gas, sald lease shall con-
tinue in full force and effect as to all of the lands
embraced thereln, so long thereafter as oil or gas in
paying quantities 1is being produced from any portion of
sald lands.

The segregation of any Federal lease committed to this
Agreement is governed by the following provision in :the
fourthparagraph of Section 17 (j) of the Mineral

Leasing Act, as amended by the Act of September 2, 1960
(T4 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
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separate leases as to the lands committed and the lands
not committed as of the effective date of unitization;
Provided, however, that any such lease as to the non-
unitlzed portilon 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 1n paying
quantities,”

SECTION 20, MATHEMATICAL ERRORS: It 1s hereby agreed by all
partles to this Agreement that Unit Operator is empowered to correct
any mathematical or clerical errors which might exist in the pertinent
exhlibits to this Agreement upon approval of the Commissioner and the
Supervisor,

SECTION 21, COVENANTS RUN WITH LAND: The covenants herein
shall be construed to be covenants runnlng with the land with respect
to the interest of the parties hereto and thelr successors in inter-
est until thls Agreement terminates, and any grant, transfer or con-
veyance of interest in land or leases subject hereto shall be and
hereby 1is conditioned upon the assumption of all privileges and obli-
gations hereunder by the grantee, transferee or other successor in
interest. No assignment or transfer of any Working Interest subject
hereto shall be binding upon Unit Operator untll the first day of fhe
calendar month after Unit Operator is furnished with the original, or
acceptable photostatic or certified copy, of the recorded instrument
of transfer; and no assignment or transfer of any Royalty Interest
subject hereto shall be binding upon the Working Interest Owner
responsible therefor until the first day of the calendar month after
sald Working Interest Owner is furnished with the original, or ac-
ceptable photostatic or certified copy, of the recorded instrument of
transfer.

SECTION 22, EFFECTIVE DATE AND TERM,. This Agreement shall be-
come binding upon each party who executes or ratifies it as of the date
of execution or ratification by such party and shall become effective
as of 7:00 o'clock A.M. of the first day of the month next following:

(a) The execution or ratification of thils Agreement and the
Unit Operating Agreement by Working Interest Owners
owning a combined Unit Particlpation of at least eighty
percent (80%), and the execution or ratification of
this Agreement by Royalty Owners ownlng a combined
interest of at least sixty-five percent (65%) of the
Royalty Interest, in the Unit Area; and,

(b) The approval of this Agreement by the Commissioner,
the Director, and the Commission; and

(¢) The filing for record in Lea County, New Mexico, by
Unit Operator, of at least one counterpart of this
Unit Agreement.
If (a), (b), and (¢) above are not accomplished on or before
July 1, 1965, this Agreement shall ipso facto termlnate on saild date
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(hereinafter called "termination date") and thereafter be of no further
force or effect, unless prior thereto this Agreement has been executed
or ratified by Working Interest Owners owning a combined Unit Partici-
pation of at least sixty percent (60%), and the Working Interest Owners
owning a combined Unit Participation of at least eighty-five percent
(85%) committed to this Agreement have decided to extend said termina-
tion date for a period not to exceed six (6) months (hereinafter

called "extended termination date"). If sald termination date is so
extended and (a), (b), and (¢) are not accomplished on or before said
extended termination date, this Agreement shall ipso facto termlnate

on sald extended termination date and thereafter be of no further
force or effect. For the purposes of thls Sectlion, ownership shall

be computed on the basis of Unit Participatlon as determined from the
original Exhibit "B" attached to the Unit Agreement.

Unit Operator shall, within thirty (30) days after the ef-
fective date of this Agreement, flle for record a certificate to the
effect that this Agreement has become effective according to its terms
and stating further the effective date and the location of the govern-
mental agency offices where coples of thils Agreement are flled.

The term of this Agreement shall be for and during the time that
Unitized Substances are produced in paying quantitlies from the unitized
land and as long thereafter as drilling, reworking or other operations
(including secondary recovery operations) are prosecuted thereon with-
out cessation of more than ninety (90) consecutive days, unless sooner
terminated by Working Interest Owners in the manner herelinafter pro-
vided,

This Agreement may be terminated with the approval of the Com~
missioner and the Director by Working Interest Owners owning eighty-
five percent (85%) Unit Participation whenever such Working Interest
Owners determine that unit operations are no longer profitable,
feasible or in the interest of conservation. Notice of any such
termination shall be given by Unlt Operator to all parties hereto.

Upon termination of this Agreement, the further development and
operation of the Unlt Area as a Unit shall be abandoned, unit opera-
tions shall cease, and thereafter the partles hereto shall be governed
by the terms and provisions of the leases and contracts affecting the
separate Tracts.

If not otherwise covered by the leases unitized under this
Agreement, Royalty Owners hereby grant Working Interest Owners a
period of six (6) months after termination of this Agreement in which
to salvage, sell, dlstribute or otherwlse dispose of the personal
property and facilities used in connection with unlt operations.

SECTION 23, RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION:
All production and the disposal thereofishaII’Be In conformIty with
allocations and quotas made or fixed by any duly authorized person or
regulatory body under any Federal or State statute. The Director is
hereby vested with authority to alter or modify from time.to time, in
his discretion, the rate of prospecting and development and, within
the limits made or fixed by the Commisslon, to alter or modify the
quantity and rate of production under this Agreement, such authority
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being hereby limited to alteration or modification in the public inter-
est, the purpose thereof and the public Interest to be served thereby
to be stated in the order of alteration or modification; provided,
further that no such alteration or modification shall be effective as
to any land of the State of New Mexico as to the rate of prospecting
and development in the absence of the specific written approval there-
of by the Commissioner and as to any lands of the State of New Mexico
or privately-owned lands subject to thls Agreement as to the quantity
and rate of production in the absence of specific written approval
thereof by the Commission.

Powers in this Section vested in the Director shall only be
exercised after notice to Unit Operator and opportunity for hearing
to be held not less than fifteen (15) days from notice, and thereafter
subject to administrative appeal before becoming final.

SECTION 24, NONDISCRIMINATION: In connection with the per-
formance of work under this Agreement; Unit Operator agrees to comply
with all of the provisions of Section 301 (1) to (7) inclusive, of
Executive Order 10925, as amended, (28 F,R, 6485), which are incor-
porated by reference in this Agreement.

SECTION 25, APPEARANCES: Unit Operator shall have the right
to appear for or on behalf of any and all interests affected hereby
before the Commissioner; the Department, and the Commission, and to
appeal from any order issued under the rules and regulations of the
Commissioner, the Department, or the Commission; or to apply for relief
from any of said rules and regulations or in any proceedings relative
to operations before the Commissioner, the Department, or the Commis-
sion, or any other legally constituted authority; provided, however,
that any other interested party shall also have the right at his or its
own expense to be heard in any such proceeding.

SECTION 26, NOTICES: All notices, demands, objections or
statements required hereunder to be given or rendered to the parties
hereto shall be deemed fully given 1f made in writing and personally
delivered to the party or parties or sent by postpaid certified mail,
addressed to such party or partles at thelr respective addresses set
forth in connection with the signatures hereto or to the ratification
or consent hereof or to such other address as any such party or parties
may have furnished in writing to the party sending the notice, demand
or statement.

SECTION 27. NO WAIVER OF CERTAIN RIGHTS: Nothing in this Agree-
ment contained shall be construed as a walver by any party hereto of
the right to assert any legal or constitutional right or defense as to
the validlity or invalidlty of any law of the State wherein sald unitized
lands are located;, or rules or regulations issued thereunder in any way
affecting such party, or as a waiver by any such party of any right
beyond hils or 1ts authority to waive,

SECTION 28. UNAVOIDABLE DELAY: All obligations under this
Agreement requiring the Unit Operator to commence or continue secondary
recovery operations or to operate on or produce Unitized Substances
from any of the lands covered by this Agreement shall be suspended
while, but only so long as the Unlt Operator despite the exercise of
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due care and diligence, is prevented from complying with such obliga-
tilons, in whole or in part, by strikes, acts of God, Federal, State or
municipal law or agency, unavoidable accident, uncontrollable delays
in transportation, inabillty to obtain necessary materials in open
market, or other matters beyond the reasonable control of the Unit
Operator whether similar to matters herein enumerated or not.

SECTION 29, LOSS OF TITLE: In the event title to any Tract of
unitized land shall Tail so as to render the Tract inoperable under
this Agreement and the true owner cannot be induced to Jjoin in this
Unit Agreement, such Tract shall be automatically regarded as not com-
mitted hereto and there shall be such readjustment of future costs and
benefits as may be required on account of the loss of such title. If
the title or right of any party claiming the right to receive in kind
all or any portion of the Unitized Substances allocated to a Tract of
unitized land 1is in dispute, Unlt Operator, at the discretion of Working
Interest Owners shall either:

(a) require that the party to whom such Unitized Substances
are delivered or to whom the proceeds thereof are pald,
furnish security for the proper accounting therefor to
the rightful owner if the title or right of such party
falls in whole or in part, or

(b) withhold and market the portion of Unitized Substances
wilth respect to which title or right i1s in dispute, and
impound the proceeds thereof until such time as the
right or title thereto is established by a final judgment
of a court of competent Jurisdiction or otherwise to the
satisfaction of Workling Interest Owners, whereupon the
proceeds so impounded shall be paid to the party right-
fully entitled thereto;

provided, however, that as to State or Federal land or leases, no pay-
ments of funds due the State of New Mexico or the United States of
America shall be withheld; but such funds shall be deposited as
directed by the Commissioner or the Supervisor (as the case may be), to
be held as unearned money pending final settlement of the title dispute
and then applied as earned or returned in accordance with such final
settlement.

Unit Operator as such 1s relleved from any responsibility for
any defect or failure of any title hereunder.

SECTION 30. NONJOINDER AND SUBSEQUENT JOINDER: If the owner of
any substantial interest 1n a Tract within the Unit Area falls or re-
fuses to subscribe, ratify, or consent in writing to this Agreement,
the Working Interest Owner in that Tract who has executed or ratified
this Agreement may withdraw said Tract from this Agreement by written
notice to the Director;, the Commissioner, and Unit Operator prior to
the effective date of this Agreement. Jolnder by any Royalty Owner,
at any time, must be accompanied by appropriate joinder of the cor-
responding Working Interest Owner in order for the interest of such
Royalty Owner to be regarded as effectively committed. Jolnder to the
Unit Agreement by a Working Interest Owner, at any time, must be ac-
companied by appropriate joinder to the Unit Operating Agreement in
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order for such interest to be regarded as effectively committed to this
Unit Agreement.

Any oll or gas interest in the lands in the Unit Area not com-
mitted hereto prior to submission of this Agreement to the Commissioner
and the Director for final approval may thereafter be committed hereto
upon compliance with the applicable provisions of this Section and of
Section 13 (Tracts Qualified for Participation) hereof, at any time up
to the effective date hereof on the same basis of participation as pro-
vided in said Section 13 by the owner or owners thereof subscribing,
ratifying, or consenting in writing to thls Agreement and, 1f the
interest is a Working Interest, by the owner of such interest subscrib-
ing also to the Unit Operating Agreement, however, after final approval
by the Commissioner of this Agreement, any commitment of State land
must be approved by the Commissioner.

It is understood and agreed, however, that from and after the ef-
fective date hereof the right of subsequent Jolnder as provided in this
Section shall be subject to such requirements or approvals and on such
basis as may be agreed upon by owners of elghty-five percent (85%) of
the Working Interest in the unitized land (based upon Unit Participa-
tion), subject to the approval of the Commissioner and the Director.
Such Joinder by a proposed Working Interest Owner must be evidenced by
his execution or ratification of thils Agreement and the Unit Operating
Agreement and where State land is involved, such joinder must be ap-
proved by the Commissioner. Such Joinder by a proposed Royalty Owner
must be evidenced by his execution, ratification or consent of this
Agreement and must be consented to in writing by the Working Interest
Owner responsible for the payment of any beneflts that may accrue here-
under in behalf of such proposed Royalty Owner. Except as may be other-
wise herein provided, subsequent Jjoinder to this Agreement shall be
effective at 7:00 A,M, as of the first day of the month following the
filing with the Commlissioner and the Supervisor of duly executed counter-
parts of any and all documents necessary to establish effective commit-
ment of any Tract or interest to this Agreement, unless objection to
such Joinder by the Commissioner or the Dlirector is duly made within
sixty (60) days after such filing. Notwithstanding any provision to the
contrary, any commitment of State of New Mexico land must be approved by
the Commissioner,

SECTION 31. COUNTERPARTS: This Agreement may be executed in
any number of counterparts, no one of which needs to be executed by
all parties and may be ratified or consented to by separate instrument
in writing specifilcally referring hereto, and shall be binding upon
all those parties who have executed such a counterpart, ratification
or consent hereto with the same force and effect as if all parties had
signed the same document, and regardless of whether or not it 1s exe-
cuted by all other parties owning or claiming an interest in the lands
within the above-described Unit Area.

SECTION 32, TAXES: Each party hereto shall, for its own ac-
count render and pay i1ts share of any taxes levied against or measured
by the amount or value of the Unitized Substances produced from the
unitized land; provided, however, that if it is required or if it be
determined that the Unit Operator or the several Working Interest Owners
must pay or advance sald taxes for the account of the parties hereto,
it 1s hereby expressly agreed that the parties 8o paying or advancing
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sald taxes shall be reimbursed therefor by the parties hereto, including
Royalty Owners, who may be responsible for the taxes on thelr respective
allocated share of said Unitized Substances. No such taxes shall be
charged to the United States or to the State of New Mexico, nor to any
lessor who has a contract with a lessee which requires his lessee to

pay such taxes.

SECTION 33. CONFLICT OF SUPERVISION: Neither the Unit Opera-
tor nor the Working Interest Owners, nor any of them, shall be subject
to any forfeiture, termination or expiration of any rights hereunder
or under any leases or contracts subject hereto, or to any penalty
or lliability on account of delay or fallure in whole or in part to
comply with any applicable provisions thereof to the extent that the
sald Unit Operator or the Working Interest Owners, or any of them, are
hindered, delayed or prevented from complying therewith by reason of
fallure of the Unit Operator to obtaln, in the exercise of due dili-
gence, the concurrence of proper representatives of the United States
and proper representatives of the State of New Mexlco in and about any
matters or things concerning which it is required herein that such
concurrence be obtained, The parties hereto and the Commission agree
that all powers and authority vested in the Commission in and by any
provisions of thls Agreement are vested in the Commission and shall be
exercised by it pursuant to the provisions of the laws of the State of
New Mexico and subject in any case to appeal or Jjudicial review as may
now or hereafter be provided by the laws of the State of New Mexilco.

SECTION 34. LIMITATION OF APPROVAL3: Notwithstanding anything
herein contained to The contrary, if no Federal lands are committed to
this Agreement, then no consents or approvals provided herein shall be
required of the Department, the Secretary, the Director, or the Super-
visor, and it shall not be necessary to file any instrument hereunder
with said officers or agencles unless and untlil Federal lands are so
committed to this Agreement; likewlse, if no State lands are commltted
to this Agreement, then no consents or approvals provided herein shall
be required of the Commissioner, and 1t shall not be necessary to file
any instrument hereunder with said officer unless and until State
lands are so committed to this Agreement.

SECTION 35. BORDER AGREEMENTS: Subject to the approval of the
Supervisor and the Commlissioner, the Unit Operator, with concurrence
of owners of sixty-five percent (65%) of the Working Interest in the
unitized land (based upon Unit Participation) may enter into a border
protection agreement or agreements with the Working Interest Owners of
adjacent lands along the boundaries of the unitized land with respect
to the operations in the border area for the maximum ultimate recovery,
conservation purposes and proper protection of the parties and interests.

SECTION 36. NO PARTNERSHIP: The duties, obligations, and lia-
bilities of the parties hereto are intended to be several and not joint
or collective, This Agreement is not intended to create, and shall not
be construed to create, an association or trust, or to impose a partner-
ship duty, obligation or liability with regard to any one or more of
the parties hereto. Each party hereto shall be individually responsible
for its own obligations as herein provided. This Agreement 1s not
intended to provide, and shall not be construed to provide, directly or
indirectly, for any cooperative refining, Jjoint sale, or marketing of
Unltized Substances.
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SECTION 37. OIL IN LEASE TANKAGE ON EFFECTIVE DATE: Unit Opera-

tor shall make a proper and timely gauge of all lease and other tanks
on the unitized land in order to ascertain the amount of merchantable
oil in such tanks, above the pipeline connections, as of 7:00 A.M, on
the effective date hereof, All such oll as is a part of the prior al-
lowable of the well or wells from which the same was produced shall be
and remain the property of the Working Interest Owners entitled thereto
the same as if the Unit had not been formed, and such Working Interest
Owners shall promptly remove said oil from the unitized land. Any
such o0il not so removed may be sold by the Unit Operator for the ac-
count of such Working Interest Owners, subject to the payment of all
Royalty to Royalty Owners under the terms and provisions of the ap-
plicable lease or leases and other contracts, All such oil and gas as
1s in excess of the prior allowable of the well or wells from which the
same was produced shall be regarded and treated the same as Unitized
Substances produced after the effective date hereof. If, as of the ef-
fective date hereof, any Tract is overproduced with respect to the
allowable of the well or wells on that Tract and the amount of such
overproduction has been sold or otherwise disposed of, such overpro-
duction shall be regarded and included as a part of the Unitized
Substances produced after the effective date hereof.

SECTION 38. PERSONAL PROPERTY EXCEPTED: All lease and well
equipment, materials, and other facilities heretofore or hereafter
placed by any of the Working Interest Owners on the lands subject to
this Agreement shall be deemed to be and shall remain personal property
belonging to and may be removed by the Working Interest Owners. The
rights and interests therein as among Working Interest Owners are
covered by the Unit Operating Agreement.

SECTION 3G. WAIVER OF RIGHT TO PARTITION: Each party hereto
covenants that, during the existence of thils Agreement, it will not
resort to any action to partition the Unit Area as to the Unitized
Formation or the personal property and equipment used in the operation
thereof, and to that extent waives the benefits of all laws author-
izing such partition.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement

to be executed and have set opposite their respective names the date of
execution.

TIDEWATER OIL COMPANY ATTEST:

Assistant Secretary
By Date:

UNIT OPERATOR AND WORKING INTEREST
OWNER
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By

President
By

President
By

President
By

President
By

President

WORKING INTEREST OWNERS

-2h.

ATTEST:

Date:

Secretary

ATTEST:

Date:

Secretary

ATTEST:

Date:

Secretary

ATTEST:

Date:

Secretary

ATTEST:

Date:

Secretary

Date:

Date:

Date:

Date:

Date:




ATTEST:

Date:

By,

Secretary

President

ATTEST:

Date:’

Secretary

President

ATTEST:

Date:

Secretary

President

Date:

Date:

Date:

Date:

Date:

Date:

Date:

ROYALTY INTEREST OWNERS
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STATE OF

COUNTY OF

The foregoing instrument was acknowledged before me this _

day of

2

1964, by

Vice President of TIDEWATER OIL COMPANY, a Delaware corporation, on
behalf of said corporation.

My Commission

Expires:

STATE OF

COUNTY OF

The
day of

3

Notary Public

foregoing instrument was acknowledged before me this

3

1964, by

of

My Commission

Expires:

STATE OF

COUNTY OF

The
day of

2

corporation, on behalf of saild corporation

s a

Notary Public

foregoing instrument was acknowledged before me this

3

1964, by

of

My Commission

Expires:

s a

corporation, on behall of said corporation.

D6

Notary Public



STATE OF

COUNTY OF

The
day of

foregoing instrument was acknowledged before me this

3

My Commission Expires:

STATE OF

s

COUNTY OF

The
day of

*

s

My Commission Expires:

STATE OF

COUNTY OF

The
day of

3

.

3

1964, by
of , a
corporation, on behalf of said corporation.
Notary Public
foregoing instrument was acknowledged before me this
1964, by
of s a
corporation, on behall of sald corporation.
Notary Public
foregoing instrument was acknowledged before me this
1964, by
of a

My Commission

Expires:

2

corporation, on behalf of said corporation.

-27-
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STATE OF

3

COUNTY OF

The
day of

foregoing instrument was acknowledged before me this
» 1964, by

My Commission

Notary Public
Expires:

STATE OF

3

COUNTY OF

-

The
day of

foregoing instrument was acknowledged before me this
, 1964, by

-

My Commission

Notary Public
Expires:

STATE OF

3

COUNTY OF

*

The
day of

foregoing instrument was acknowledged before me this _
» 1964, by

-

My Commission

Notary Public
Expires:

-28-



STATE OF ,

COUNTY OF .

The foregoing Ilnstrument was acknowledged before me this _
day of » 1964, by

*

Notary Public
My Commission Expires:

STATE OF ,

COUNTY OF .

The foregoing instrument was acknowledged before me this _

day of » 1964, by

Notary Public

My Commission Expires:

STATE OF s

COUNTY OF .

The foregoing instrument was acknowledged before me this _
day of , 1964, by

*

Notary Public
My Commission Expires:

-29-
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EXHIBIT "B" -~ PART II

RECAPITULATION - UNIT PARTICIPATION

EAST EUMONT UNIT - LEA COUNTY, NEW MEXICO

PERCENT UNIT PARTICIPATION

WORKING INTEREST OWNERS IN UNIT AREA
Amerada Petroleum Corporation ---eeccmccccmccmc e 3.72152
Morris R, Antwell —-meeeo e 0.55728
The Atlantic Refining Company =----cececemmmcmccmeamaao 1.59963
Aztec 01l and Gas Company =—--—-—--—mmecmccmm e 11.69772
California 0il COMPANY =—-===me oo e L,41532
Cities Service 011 COMpPaNY =-=——mc—memoo o 0.33417
Gordon M. Cone and Lovington Abstract Company* —----- 1.02288
J. U, Cone, Trustee of Cone Trusts and

Lovington Abstract Company* --——e—-ccammccmcmmccaeoo 0.,41545
Continental Oil COMpPANy =——===-—mmecmm e 12.44715
Bert Flelds ~----cmemmmm e 0.37151
First Hutchings-Sealy National Bank of Galveston,

Trustee of Frances B. Moore -=cemeccmcmcccccmceee o 0.03975
First Hutchings-Sealy National Bank of Galveston,

Agent for: John Knox Hutchings Moore —--—--wme————ea 0.00845
First National Bank of Roswell, Guardian of

Donald Bartlett Moore, a Minor -——~—cecmmmmcmmmeee 0.00845
The Fluor Corporation —--e-eeeem oo e 1.58446
Gulf 01l Corporation =—-—-eme e e 10.52382
M. W, Staples and T. A. Hester, Trustees for

the Martha Lou Hester, Trust —---—--ccmemcmmmcmeaaa 0.48289
Hester Oll COMPANY ===m==cm e oo e e 0.46543
T. A, Hester, INC, =-mmmemom e e e 0.46543
William A. Hudson and Edward R, Hudson —-—-—-—cecoeew-o 0.93862
Humble 0il & Refining Company —--—-—---ecmccmmmommaooo 11.63775
Jennings Drilling Company =--=---eeeccmmmomce e 0.55728
Kenwood 0il COompany wems===mmmom o e oo oo 1.62779
Mardy's Oil COMPANY === == m e oo e 0.55853
Marjalu 0il Company ==-—---mem oo e 0.29671
Anita G, Moore, Independent Executrix of Will of

Charles H., Moore, Deceased —-—--—c—mmmmmm o 0.02518
B. D. Moore, Jr. and Eleanor MoOore «--—--e—cemmeome—oo 0.02518
Carol Pauls MOOTE - e m o e oo 0.00828
David W. Moore and Mary Lea Moore ——----ecemcmmmomeeoo 0.02518
J. Hiram MOOTEe —-==- e oo e 0.25840
Pan American Petroleum Corporation =-—-——-c—eeeemmeoooo 0.50863
Schermerhorn 011 Corporation —--e--eeccmmom o 1.62781
Shell 01l COMPANY = === oo oo e 2.33494
Frances Moore Shelton and Kenneth Shelton ----—————=—- 0.02518
R. H, Siegfried, Inc, ==---ecmmmm o 1,04723
Sinclair 0il & Gas Company =—----———-—mmce—ccmcme—— e 5.72166
Staples 01l & Gas COMPaNY =-===-cm oo 0.55853
TeXaCO INC. === e e e e 6.80383
Tidewater 0il COMPANY =======mom e oo 14, 47237
Water Flood Associates, INC., =—~-=-—mmmmmemmmee e 0.77961

100,00

*As to these interests Lovington Abstracdt Company owns
the gas rights and Gordon M. Cone and J. U, Cone,
Trustee of the Cone Trusts, respectively, own the
oil rights,
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UNIT OPERATING AGREEMENT

EAST EUMONT UNIT

Lea County, New Mexico

THIS AGREEMENT, entered into as of the lst day of September,
1964, by and between the parties who execute or ratify this Agreement.

WITNESSETH:

WHEREAS, the parties hereto as Working Interest Owners have
executed as of the date hereof, that certain Unlit Agreement for The
Development and Operation of the EAST EUMONT UNIT AREA, Lea County, New
Mexico, hereinafter referred to as "Unit Agreement,'" and which, among
other things, provides for a separate agreement to be made and entered
into by and between Working Interest Owners pertalning to the develop-
ment and operation of the Unit Area therein defined;

NOW, THEREFORE, 1n consideration of the mutual agreements
herein set forth, it 1s agreed as follows:

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT

1.1 Confirmatlion of Unit Agreement. The Unit Agreement is
hereby confirmed and Ilncorporated herein by reference and made a part of
this Agreement. The definitions in the Unit Agreement are adopted for
all purposes of this Agreement. 1In the event of any conflict between the
Unit Agreement and this Agreement, the Unit Agreement shall prevail.

ARTICLE 2
EXHIBITS

2.1 Exhibits. The followlng exhibits are incorporated herein
by reference:

2.1.1 Exhibits "A" and "B" of the Unit Agreement.

2.1.2 Exhibit "C", attached hereto, which is a schedule
showing the total Unlt Participatlon of each Working Interest Owner.

2.1.3 Exhibit "D", attached hereto, which is the Ac-
counting Procedure applicable to development and operation of the
Unit Area. In the event of conflict between this Agreement and
Exhibit "D", this Agreement shall prevail.

2.1.4 Exhibit "E", attached hereto, which contains in-
surance provisions applicable to operations hereunder.

-1-



2.2 Revision of Exhibits. Whenever Exhibits "A" and "B"
are revised, Exhibit "C" shall be revised accordingly and be effective
as of the same date.

ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS

3.1 Overall Supervision. Working Interest Owners shall
exerclse overall supervision and control of all matters pertaining to
the development and operation of the Unit Area pursuant to thls Agree-
ment and the Unit Agreement. In the exercise of such power each Working
Interest Owner shall act solely in its own behalf in the capacity of the
individual owner and not on behalf of the owners as an entirety.

3.2 Particular Powers and Dutles. The matters to be passed
upon and decided by Working Interest Owners shall include, but not be
limited to, the following:

3.2.1 Method of Operation. The kind, character and
method of operation, including any type of pressure main-
tenance or secondary recovery program to be employed.

3.2.2 Drilling of Wells. The drilling of any well
within the Unit Area either for production of Unitized Sub-
stances, for use as an injection well, or for other purposes.

3.2.3 Well Recompletion and Change of Status. The
recompletion, abandonment, or change of status of any well
in the Unit Area or use of any such well for lnjection or
other purposes.

3.2.4 g%penditures. Making of any single expendl-
ture in excess of Ten Thousand and No/100 ($10,000.00) Dollars;
provided that approval by Working Interest Owners of the
drilling, reworking, drilling deeper, or plugging back of any
well shall include approval of all necessary expenditures re-
quired therefor and for completing, testing and equipping the
same, including necessary flow lines, separators and lease
tankage.

3.2.5 Disposition of Surplus Facilities. Selling or
otherwise disposing of any major item of surplus unit material
or equipment, the current list price of new equipment similar
thereto being Two Thousand Five Hundred and No/100 ($2,500.00)
Dollars or more.

3.2.6 Appearance Before a Court or Regulatory Body .
The designation og a representative to appear before any court
or regulatory body in matters pertalning to Unit Operations;
provided, however, such designatlion by Working Interest Owners
shall not prevent any Working Interest Owner at its own expense
from appearing in person or from designating another representa-
tive in its own behalf.



3.2.7 Audits. The making of proper audits of the ac-
counts of Unit Operaftor pertaining to operations hereunder;
provided that such audlts shall:

(a) not be conducted more than once each year except
upon the resignation or removal of Unilt Operator;

(b) be made at the expense of all said Working In-
terest Owners other than the Working Interest
Owner deslignated as Unit Operator; and

(¢) be upon not less than thirty (30) days' written
notice to Unit Operator.

3.2.8 Inventories. The taking of periodic inventories
under the terms of Exhibit "D",

3.2.9 Technical Services, Any direct charges to the
Joint account for services by consultants or Unit Operator's
technical personnel not covered by the overhead charges pro-
vided by Exhibit "D".

3.2.10 Appointment of Committees. The appointment or
designation of committees or subcommittees necessary for the
study of any problem in connection with Unit Operations.

3.2.11 The removal of Unit Operator and the selection
of a successor as provided in the Unit Agreement.

3.2.12 The enlargement of the Unit Area.

3.2.13 The adjustment and readjustment of investments,

3.2.14 The termination of the Unit Agreement.

ARTICLE 4
MANNER OF EXERCISING SUPERVISION

4.1 Des;%pation of Representatives. Each Working Interest
Owner shall advise Unlt Operator in writing the names and addresses of
its representative and alternate representative authorized to repre-
sent and bind it in respect to any matter pertaining to the development
and operation of the Unit Area. Such representative or alternate
representative may be changed from time to time by written notice to
Unit Operator.

4,2 Meetings. All meetings of Working Interest Owners for
the purpose of considering and acting upon any matter pertaining to the
development and operation of the Unit Area shall be called by Unit
Operator upon its own motion or at the request of two (2) or more
Working Interest Owners with a combined Unlit Participation of not less
than ten (10%) percent. No meeting shall be called on less than four-
teen (14) days' advance written notice, with agenda for the meeting
attached. The Working Interest Owners shall not be prevented from
amending items included in the agenda or from adding ltems to the agenda,

-3-



provided such amendments or additions to the agenda are submitted in
writing to all Working Interest Owners at least five (5) days in ad-
vance of the meeting. No item shall be voted upon at such meeting
which has not been placed on the agenda in accordance with the terms
of this Article 4.2 except by unanimous consent of Working Interest
Owners. The representative of Unit Operator shall be chairman of each
meeting.

L.,3 Voting Procedure. Working Interest Owners shall act upon
and determine all matters coming before them as follows:

4,3.1 Voting Interest. 1In voting on any matter each
Working Interest Owner shall have a voting interest equal to
its percentage in Unit Participation as shown in Exhibit "C",
and such revislons thereof as may hereafter be made in ac-
cordance with the terms of this Agreement.

4,3.2 Vote Required. Except as may otherwise be
provided herein or in the Unit Agreement, Working Interest
Owners shall act upon and determine all matters coming be-
fore them by the affirmative vote of at least three (3)
Working Interest Owners owning at least fifty-five (55%)
percent of the voting interest; provided, however, that 1if
any Working Interest Owner owns a voting interest of forty-
five (45%) percent or more, its negative vote or failure to
vote shall not serve to disapprove any action supported by
a majority of the voting interest unless such Working In-
terest Owner is supported by two (2) or more of the remaining
Working Interest Owners having a total voting Interest of at
least four (4%) percent, and such resulting vote shall be
binding on all parties.

4,3.3 Vote at Meeting by Nonattending Working
Interest Owner. Any Working Interest Owner not represented
at a meeting may vote on any item included in the agenda of
the meeting by letter or telegram addressed to the chalrman
of the meeting, provided such vote 1s received prior to the
submission of such item to vote.

4,3.4 Poll Votes. Working Interest Owners may de-
clde any matter by vote taken by letter or telegram, pro-
vided the matter is first submitted in writing to each Working
Interest Owner and no meeting on the matter 1s called as pro-
vided in Article 4.2, within seven (7) days after such
proposal is served on Working Interest Owners. Unlit Opera-
tor will give prompt notice of the results of such voting
to all Working Interest Owners.

ARTICLE 5

INDIVIDUAL RIGHTS AND PRIVILEGES
OF WORKING INTEREST OWNERS

5.1 Reservation of Rlights. Working Interest Owners severally
reserve to themselves all thelr rights, power, authority and privileges,

e



except as expressly provided in this Agreement and the Unit Agreement.

5.2 Specific Rights. Each Working Interest Owner shall have,
among others, the following specific rights and privileges:

5.2.1 Access to Unit Area. Access to the Unit Area
at all reasonable times to inspect the operations hereunder
and all wells and records and data pertalning thereto.

5.2.2 Reports by Request. The right to recelve from
Unit Operator, upon written request, coples of all reports
to any governmental agency, reports of crude oil runs and
stocks, inventory reports and all other information per-
taining to Unit Operations. The cost of gathering and fur-
nishing information not ordinarily furnished by Unit Operator
to all Working Interest Owners shall be charged to the Working
Interest Owner who requests the information.

ARTICLE 6
UNIT OPERATOR

6.1 1Initial Unit Operator. Tidewater 0il Company, a Delaware
corporation, is hereby designated as Initial Unit Operator.

6.2 Resignation or Removal -- Selection of Successor. The
resignation or removal of Unit Operator, and the selection of a successor
shall be governed by the provisions of the Unlt Agreement.

ARTICLE 7
POWERS AND DUTIES OF UNIT OPERATOR

7.1 Excluslive Right to Operate Unit. Subject to the provi-
sions of this Agreement and to the orders, directions and limitations
rightfully given or imposed by Working Interest Owners, Unit Operator
shall have the exclusive right and duty to develop and operate the Unit
Area for the production of Unitized Substances.

7.2 Workmanlike Conduct. Unit Operator shall conduct all
operations hereunder in a good and workmanlike manner, and, in the absence
of specific instructions from Working Interest Owners, shall have the
right and duty to conduct such operations 1ln the same manner as would a
prudent operator under the same or similar circumstances. Unlt Operator
shall freely consult with Working Interest Owners and keep them advised
of all matters arising in connection with such operations which Unit
Operator, in the exercise of 1its best Judgment, considers lmportant.

Unit Operator shall not be liable for damages unless such damages result
from the gross negligence or willful misconduct of Unit Operator.

7.3 Liens and Encumbrances., Unlt Operator shall endeavor to
keep the lands and leases in the Unit Area free from all liens and
encumbrances occasioned by its operations hereunder, except the lien of
Unit Operator granted hereunder.

7.4 FEmployees. The number of employees used by Unit Operator
in conducting operations hereunder, the selection of such employees,
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the hours of labor, and the compensation for services to be paid any
and all such employees shall be determined by Unit Operator. Such
employees shall be the employees of Unit Operator.

7.5 Records. Unlit Operator shall keep true and correct books,
accounts and records of its operations hereunder.

7.6 Reports to Working Interest Owners. Unlt Operator shall
furnish to each Working Interest Owner periodic reports of the develop-
ment and operation of the Unit Area.

7.7 Reports to Governmental Authorities. Unlt Operator shall
make all necessary reports to governmental authorlties.

7.8 Engineering and Geological Information. Unit Operator
shall furnish to each Working Interest Owner, upon written request, a
copy of the log of, and copiles of englineering and geological data per-
taining to, wells drilled by Unit Operator for the joint account.

7.9 Expendlitures. Unit Operator is authorized to make single
expenditures not in excess of Ten Thousand and No/100 ($10,000.00) Dol-
lars withour prior approval of Working Interest Owners; provided, however,
that nothing in this Article (nor in Article 3.2.4) shall be deemed to
prevent Unit Operator from making an expenditure 1ln excess of sald amount
if such expenditure becomes necessary because of a sudden emergency which
may otherwise cause loss of life or extensive damage to property. Unit
Operator will report to Working Interest Owners the nature of the emer-
gency as soon as possible and the actlon taken.

7T.10 Settlements. Unit Operator may settle any single damage
claim not involving an expendlture in excess of Two Thousand Five
Hundred and No/100 ($2,500.00) Dollars, provided such payment 1s a com-
plete settlement of such claim, All settlements in excess of $2,500,00
must be approved by Working Interest Owners.

ARTICLE 8
TAXES

8.1 Ad Valorem Taxes. Unlt Operator, beginning the first day
of the next calendar year after the effective date hereof, shall make and
file for ad valorem tax purposes all necessary renditions and returns
with the proper taxing authorities or governmental subdivislions covering
all real and personal property of each Working Interest Owner within the
Unit Area and used in connectlon with the development and operation of
the Unit Area. Any Working Interest Owner dissatisfled with any proposed
rendition or assessment of its interest in real or personal property
shall have the right, at its own expense, to protest and resist the same,
All such ad valorem taxes due and payable on account of real and personal
property of each Working Interest Owner located withlin the Unit Area and
used in connection with Unit Operations shall be paid by Unlt Operator
for the Joint account in the same manner as other costs and expenses of
Unit Operations; provided that, if the interest of a Working Interest
Owner 1s subJect to a separately assessed overriding royalty interest,
production payment, or other interest in excess of one-elghth (1/8)
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royalty, such Working Interest Owner shall be given credit for the re-
duction in taxes paid resulting therefrom.

8.2 Direct Taxes and Assessments. Each Working Interest Owner
shall pay or cause to be pald all production, severance, gathering and
other direct taxes and assessments imposed upon or on account of the pro-
duction or handling of its share of Unitlzed Substances.

ARTICLE 9
INSURANCE

9.1 Insurance. As to all operations hereunder, Unit Operator
shall carry for the benefit and protection of the Working Interest Owners
insurance coverage as provided in Exhibit "E". Unit Operator shall re-
quire 1ts contractors and subcontractors to carry such insurance and in
such. amounts as the Working Interest Owners shall deem necessary.

ARTICLE 10

ADJUSTMENT OF INVESTMENT

10.1 Personal Property Taken Over. Upon the effective date
hereof, Working Interest Owners shall deliver to Unit Operator the
following:

10.1.1 Wells and Casing. All wells completed in the
Unitized Formation together with the casing therein, including
casing fittings through the casinghead;

10.1.2 Well and Lease Equipment. The tubing and rods in
each such well, together wlth the wellhead connections thereon,
and all other lease and operating equlipment used in the opera-
tion of such wells which Working Interest Owners determine is
necessary or desirable for conducting Unit Operations; and

10.1.3 Records. A copy of all production.and well
records that pertain to such wells.

10.2 Inventory and Evaluatlion of Personal Property. Working
Interest Owners shall at Unlt Expense, under the supervision of Unit
Operator, inventory and evaluate in accordance with the provisions of
Exhibit "D" all personal property so taken over. Such inventory and
evaluation shall, however, be limited to those 1tems of equipment normally
considered controllable, with the exception of sucker rods and such other
items as may be agreed to by Working Interest Owners, as recommended in
the Material Classification Manual published by the Petroleum Accountants
Society of Oklahoma in 1960. Non-controllable items, although excluded
from the inventory and evaluation, shall nevertheless be taken over by
Unit Operator as provided in Article 10.1 hereof. Casing shall be as-
signed no value,

10.3 Investment Adjustment. Upon approval by Working Interest
Owners of the inventory and evaluation, each Working Interest Owner shall
be credited with the value of its interest in all personal property taken
over under Article 10.1.2 and shall be charged with an amount equal to
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that obtained by multiplying the total value of all personal property
taken over under Article 10.1.2 by such Working Interest Owner's Unit
Participation as shown on Exhibit "C" hereof, If the charge against any
Working Interest Owner is greater than the amount credited to such Working
Interest Owner, the resulting net charge shall be an item of Unlt Expense
chargeable against such Working Interest Owner. If the credit to any
Working Interest Owner is greater than the amount charged against such
Working Interest Owner, the resulting net credit shall be paid to such
Working Interest Owner by Unlt Operator out of funds recelved by it in
settlement of the net charges described herein,

10.4 @eneral Facilities. The acquisition of warehouses,
warehouse stocks, lease houses, camps, facllity systems, and office
buildings necessary for Unit Operations shall be by negotliation by the
owners thereof and Unit Operator, subject to the approval of Working
Interest Owners.

10.5 Ownership of Personal Property and Facilitles. Each
Working Interest Owner, individually, shall by virtue hereof own an un-
divided interest equal to its Unit Participation in all personal property
and facllities taken over or otherwise acquired by Unit Operator pursuant
to this Agreement,

ARTICLE 11

DEVELOPMENT AND OPERATING COSTS

11.1 Basis of Charge to Working Interest Owners., Unit
Operator initially shall pay and discharge all costs and expenses in-
curred in the development and operation of the Unit Area. Each Working
Interest Owner shall relmburse Unit Operator for its share of such costs
and expenses. Each Working Interest Owner's share shall be the same as
its Unit Participation as reflected on Exhibit "C" in effect at the time
the costs and expenses are incurred. All charges, credits and accounting
for costs and expenses shall be in accordance with Exhibit "D",

11.2 Budgets. Before or as soon as practical after the ef-
fective date hereof, Unit Operator shall prepare a budget of estimated
costs and expenses for the remalnder of the calendar year, and on or be-
fore the first day of each October thereafter shall prepare a budget of
estimated costs and expenses for the ensulng calendar year. Such budgets
shall set forth the estimated costs and expenses by quarterly periods.
Unless otherwise specified in the budget, it shall be presumed for the
purpose of advance blllings that the estimated costs and expenses for
each month of a quarterly period shall be one-third (1/3) of the estimate
for the quarterly period. Budgets so prepared shall be estimates only
and shall be subject to adjJustment and correction by Working Interest
Owners and Unlt Operator from time to time whenever it shall appear that
an adjustment or correction is proper. A copy of each such budget and
adjusted budget shall be promptly furnished each Workling Interest Owner.

11.3 Advance Billing. Unit Operator shall have the right at
its option to require Working Interest Owners to advance thelr respective
proportion of such costs and expenses by submitting to Working Interest
Owners, on or before the 15th day of any month, an itemized estimate of
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such costs and expenses for the succeeding month with a request for pay-
ment in advance. Within fifteen (15) days after receipt thereof, each
Working Interest Owner shall pay to Unit Operator its proportionate part
of such estimate, AdJjustment between estimates and the actual costs

shall be made by Unit Operator at the close of each calendar month, and
the accounts of the Working Interest Owners shall be adjusted accordingly.
Where such estimates include materials to be acquired, Working Interest
Owners may have the option of furnishing such materials 1in kind, subject
to acceptance of such materials by Unit Operator.

11.4 Commingling of Funds. No funds received by Unit Operator
under this Agreement need be segregated by Unit Operator or maintained by
it as a Joint fund, but may be commingled with 1ts own funds.

11.5 Lien of Unit Operator. Each Working Interest Owner grants
to Unit Operator a llen upon such Working Interest Owner's (i) leasehold
and other mineral interests in each Tract, (11) 1ts interest in all
jointly-owned materials, equipment and other property, and (iii) its in-
terest in all Unitized Substances, as securilty for payment of the costs
and expenses chargeable to it, together with interest thereon at the rate
of eight (8%) percent per annum. Unit Operator shall have the right to
bring any action at law or in equlty to enforce collection of such costs
and expenses, with or without foreclosure of such lien. In addition,
upon default by any Working Interest Owner in the payment of costs and ex-
penses chargeable to 1t, Unit Operator shall have the right to collect
and recelve from the purchaser or purchasers all proceeds of such Working
Interest Owner's share of Unitized Substances up to the amount owing by
such Working Interest Owner plus interest, as aforesald, until paid. Each
such purchaser shall be entitled to rely upon Unit Operator's statement
concerning the existence and amount of any such default. If any Working
Interest Owner fails to pay the costs and expenses chargeable to it with-
in sixty (60) days after rendition of a statement therefor by Unit Opera-
tor, each Working Interest Owner agrees, upon request by Unit Operator,
to pay its proportionate part of the costs and expenses chargeable to the
defaulting Working Interest Owner, The Working Interest Owners that pay
the costs and expenses chargeable to a defaulting Working Interest Owner
shall be reimbursed by the Unit Operator for the amount so pald, plus any
interest collected thereon, upon receipt by Unit Operator of any past due
amount collected from the defaulting Working Interest Owner. Any Working
Interest Owner so paylng a defaulting Working Interest Owner's costs and
expenses shall be subrogated to the lien and rights herein granted to Unit
Operator.

11.6 Wells Drilled by Unit Operator. All wells drilled by Unit
Operator shall be drilled on a competlitive basls at the usual rates pre-
vailing in the area. Unlt Operator may employ 1ts own tools and equipment
in the drilling of wells, but in such event, the charge therefor shall not
exceed the prevailing rate in the area, and such work shall be performed
by Unit Operator under the same terms and conditions as are customary and
usual in the area in contracts of independent contractors doing work of a
similar nature.

11.7 Burden of Unsi%ped Royalty Interest. Should an owner of a
Royalty Interest In any Tract fall to become a party to the Unit Agreement
and, as a result thereof, the actual Royalty Interest payments with
respect to such Tract are more or less than the Royalty Interest payments
computed on the basls of the Unltized Substances that are allocated to
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such Tract under the Unit Agreement, the difference shall be borne by or
inure to the benefit of the Working Interest Owner that has the Working
Interest subject to such royalty.

11.8 Burden of Royalty and Other Interests. Each Working
Interest Owner shall be solely responsible for, and shall bear the entire
burden of, all royalties, overriding royalties, payments out of produc-
tion, and any other interest payable out of profits, with which its
contributed interest 1s burdened.

11.9 Rentals. The Working Interest Owner 1n each Tract shall
pay all rentals, minimum royaltles, advance rentals or delay rentals due
under the lease thereon and shall concurrently submit to the Unit Operator
the evidence of payment. If the Working Interest Owners in any Tract
determine not to pay such rental, they shall thereupon assign to all
other Working Interest Owners in the unitized land proportionable to
their respective Unit Participations, all of thelr right, title and in-
terest under said lease; provided, however, all such assignments shall be
subject to all obligations with respect to reassignments, if any, of the
parties making such assignments theretofore created in favor of parties
who are not partlies to this Agreement. In the event of fallure of any
Working Interest Owner to make proper payment of any delay rental through
mistake or oversight where such rental is required to continue the lease
in force, there shall be no money liability on the part of the party
failing to pay such rental, but such party shall make a bona fide effort
to secure a new lease covering the same interest and commit such lease to
the Unlt Agreement and, in the event of failure to secure the new lease
wilthin a reasonable time, the interests of the parties hereto shall be
revised, so that the party falling to pay such rental shall not be
credited with the ownership of any lease on which rental was required but
was not pald. The Unlt Operator shall incur no liability for failure to
pay any rental due under the terms of any lease committed to said Unit
Agreement; however, in the event any rentals are paid by Unit Operator,
the same shall be charged and billed to the party responsible for payment
of same. In the event of loss of title to a lease for failure to pay
rental, all losses occaslioned thereby shall be that of the Working In-
terest Owners who should have pald the same.

ARTICLE 12

INTEREST CARVED OUT BY WORKING INTEREST OWNER

12,1 Carved-out Interest Subject to this Agreement. In the
event any Working Interest Owner shall, after executing this Agreement,
create an overriding royalty, production payment, net profits, or carried
interest, or any other interest out of its interest then subject to this
Agreement, such carved-out interest shall be subject to the terms and
provisions of this Agreement. 1In the event the Working Interest Owner
owning the interest out of which the carved-out interest was created with-
draws from this Agreement under the terms and provisions of Article 18
hereof, or fails to pay any costs or expenses chargeable to such Working
Interest Owner under this Agreement and the production to the credit of
such Working Interest Owner is insufficilent for that purpose, the owner
of the carved-out interest will be liable for its pro rata portion of all
costs and expenses for which the Working Interest Owner that created such
carved-out interest would have been liable hereunder by virtue of such
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Working Interest Owner's entire original interest, just as though such
carved-out interest had not been created., In this event, the lien pro-
vided in Section 11.5 hereof may be enforced against such carved-out
interest in the same manner as the lien was enforceable against the
original interest out of which the carved-out Iinterest was created.

ARTICLE 13
NON-UNITIZED FORMATIONS

13.1 Right to Operate. Any Working Interest Owner that now
has or hereafter acquires the right to drill for and produce oil, gas or
other minerals, from other than the Unltized Formation, shall have the
right to do so notwithstanding this Agreement or the Unlt Agreement. 1In
exercising the right, however, the Working Interest Owner shall exercise
every reasonable precaution to prevent unreasonable interference with
Unit Operations. No Working Interest Owner (other than Unit Operator)
shall produce Unitized Substances through any well drilled or operated
by it. If any Working Interest Owner drills any well into or through the
Unitized Formation, the Unitized Formation shall be protected in a manner
satisfactory to the Working Interest Owners so that the production of
Unitized Substances will not adversely be affected.

ARTICLE 14

TITLES

14.1 Warranty and Indemnity. Each Working Interest Owner
represents and warrants that it is the owner of the respective Working
Interests set forth opposite its name in Exhibit "B" of the Unit Agree-
ment and hereby agrees to indemnify and hold harmless the other Working
Interest Owners from any loss due to fallure, in whole or in part, of
its title to any such interest, except fallure of title arising out of
Unit Operations; provided that, such indemnity shall be limited to an
amount equal to the net value that has been received from the sale or
recelpt of Unitized Substances attributed to the interest as to which
title failed. Each failure of title will be deemed to be effective,
insofar as this Agreement is concerned, as of the first day of the
calendar month in which such failure is finally determined, and there
shall be no retroactive adjustment of Unit Expense, or retroactive al-
location of Unitized Substances or the proceeds therefrom, as a result
of title failure.

14,2 Pailure Because of Unit Operations. The failure of title
to any Working Interest in any Tract by reason of Unit Operations, in-
cluding non-production from such Tract, shall not change the Unit
Participation of the Working Interest Owner whose title falled in rela-
tion to the Unlit Participations of the other Working Interest Owners at
the time of the title fallure,

ARTICLE 15

LIABILITY, CLAIMS AND SUITS

15.1 1Individual Liability. The duties, obligations and lia-
bilities of Working Interest Owners shall be several and not joint or
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collective; and nothing contalned herein shall ever be construed as
creating a partnership of any kind, joint venture, or an assoclation or
trust between or among Working Interest Owners.

15,2 Settlements. 1In the event claim is made against a Working
Interest Owner or any Working Interest Owner is sued on account of any
matter or thing arising from the development and operation of the Unit
Area and over which such Working Interest Owner individually has no con-
trol because of the rights, powers and duties granted by this Agreement
and the Unit Agreement, sald Working Interest Owner shall immediately
notify the Unit Operator of such claim or suit. Unit Operator shall as-
sume and take over the further handling of such claim or sult and all
costs and expenses of handling, settling or otherwlse discharging such
claim or suit shall be borne by the Working Interest Owners as any other
cost or expense of operating the Unit Area.

ARTICLE 16

INTERNAL REVENUE PROVISION

16.1 Internal Revenue Provision. Notwithstanding any provi-
slons herein that the rights and liabilities of the parties hereunder are
several and not Jjoint or collective;, or that this Agreement and the
operations hereunder shall not constitute a partnership, if for Federal
Income Tax purposes this Agreement and the operatlions hereunder are re-
garded as a partnership, then each of the parties hereto hereby elects
to be excluded from the application of all of the provisions of Sub-
chapter K, Chapter 1, Subtitle A, of the Internal Revenue Code of 1954,
as permitted and authorized by Section 761 of said Code and the regula-
tions promulgated thereunder. Unit Operator is hereby authorized and
directed to execute on behalf of each of the parties hereto such evidence
of this election as may be required by the Secretary of the Treasury of
the United States or the Federal Internal Revenue Service, including
specifically, but not by way of limitation, all of the returns, state-
ments, and the data required by Federal Regulations 1.761-1(a). Should
there be any requirement that each party hereto further evidence this
election, each party hereto agrees to execute such documents and furnish
such other evidence as may be required by the Federal Internal Revenue
Service or as may be necessary to evidence this election. Each party
hereto further agrees not to give any notices or take any other action
inconsistent with the election made hereby. If any present or future
income tax laws of the state or states in which the property covered by
this Agreement is located, or any future income tax law of the United
States, contaln, or shall hereafter contain, provisions similar to those
contained in Subchapter K, Chapter 1, Subtitle A, of the Internal Revenue
Code of 1954, under which an election similar to that provided by Sec-
tion 761 of said Subchapter K is permitted, each of the parties hereto
hereby makes such electlion or agrees to make such election as may be
permitted by such laws. In making this election, each of the parties
hereto hereby states that the income derived by him from the operations
under this Agreement can be adequately determined without the computa-
tion of partnership taxable income.
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ARTICLE 17

NOTICES

17.1 Notices. All notices required hereunder shall be in
writing and shall be deemed to have been properly served when sent by
mall or telegram to the address of each Working Interest Owner or to the
address of such Working Interest Owner's representative as furnished to
Unit Operator in accordance with Article 4 hereof.

ARTICLE 18

WITHDRAWAL

18.1 Withdrawal. If any Working Interest Owner so desires, it
may withdraw from this Agreement by conveylng, assigning and transferring,
without warranty of title (either expressed or implied) to the other
Working Interest Owners who do not desire to withdraw herefrom, all of
the former's rights, title and interest 1n and to its lease or leases,
or other operating rights in the unitized land, insofar as sald lease,
leases or rights pertain to the Unitized Formation, together with the
withdrawing Working Interest Owner's interest in all wells, pipelines,
casing, injection equipment facilitles and other personal property used
in conjunction with the development and operation of the unitized land;
provided, that such transfer, assignment or conveyance shall not relieve
sald Working Interest Owner from any obligation or liability incurred
prior to the date of the execution and delivery thereof. The linterest
so transferred, assigned and conveyed shall be taken and owned by the
other Working Interest Owners in proportion to thelr respective Unit
Participations, and the Unit Operator shall recompute the percentages of
participation and furnish the remaining Working Interest Owners with a
corrected interest sheet. After the execution and delivery of such
transfer, assignment or conveyance, the withdrawing Working Interest
Owner shall be relleved from all further obligatlons and liabllity here-
under and under said Unit Agreement; and the right of such Working
Interest Owner to any benefits subsequently accruing hereunder and under
said Unit Agreement shall cease; provided that upon delivery of said
transfer, assignment or conveyance, the assignees, in the ratio of the
respective interests so acquilired, shall pay to the assignor for its in-
terest in all Jjointly-owned equipment and other personal property, the
fair salvage value thereof, as estimated and fixed by the remaining
Working Interest Owners.

ARTICLE 19

ABANDONMENT OF WELLS

19.1 Rights of Former Owners. If Working Interest Owners de-
cide to permanently abandon any well wlithin the Unit Area prior to
termination of the Unit Agreement, Unit Operator shall give written
notice thereof to the Werking Interest Owners of the Tract on which the
well is located, and they shall have the:option for a period of ninety
(90) days after the sending of such notice to notify Unit Operator in
writing of thelr election to take over and own the well. Within ten
(10) days after the Working Interest Owners of the Tract have :notified
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Unit Operator of their election to take over the well, they shall pay
Unit Operator, for credit to the joint account, the amount estimated by
Working Interest Owners to be the net salvage value of the casing and
equipment in and on the well. The Working Interest Owners of the Tract,
by taking over the well, agree to seal off effectively and protect the
Unitized Formation, and upon abandcnment to plug the well in compliance
with applicable laws and regulations. :

19.2 Plugging. If the Working Interest Owners of a Tract do
not elect to take over a well located thereon which 1s proposed for
abandonment, as heretofore provided, Unit Operator shall plug and abandon
the well in compliance with applicable laws and regulations.

ARTICLE 20

EFFECTIVE DATE AND TERM

20,1 Effective Date. This Agreement shall become effective
on the date and at the time the Unit Agreement becomes effective.

20.2 Term. Thils Agreement shall continue 1n full force and
effect so long as the Unit Agreement remains in full force and effect
and thereafter until all Unit Wells on unitized land have been plugged
and abandoned or turned over to Working Interest Owners in accordance
with Article 21 hereof, all personal and real property acqulred for the
Joint account of Working Interest Owners has been disposed of by Unit
Operator in accordance with instructions of Working Interest Owners, and
there has been a final accounting.

ARTICLE 21

TERMINATION OF UNIT AGREEMENT

2l1.1 Termination. Upon terminatlion of the Unit Agreement,
the following shall occur:

21.1.1 0il and Gas Rights., Possession of all oil
and gas rights in and to the several separate Tracts shall
revert to the Working Interest Owners thereof,.

21.1.2 Right to Operate. Working Interest Owners
of any such Tract desiring to take over and contlnue to
operate a well or wells located thereon may do so by paying
Unit Operator, for the credit of the joint account, the net
salvage value of the casing and equipment in and on the
wellsand by agreeing in writing to properly plug each well
at such time as 1t 1is abandoned.

21.1.3 Salvaging Wells. With respect to all wells
not taken over by Worklng Interest Owners, Unit Operator
shall at the Joint expense of Working Interest Owners
salvage as much of the casing and equipment in or on such
wells as can economically and reasonably be salvaged, and
shall cause such wells to be properly plugged and
abandoned.
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21.1.4 Cost of Salvaging. Working Interest Owners
shall share the cost of salvaging, liquidation or other
distribution of assets and properties used in the develop-

ment and operation of the Unit Area 1n proportion to thelr
respective Unit Participations as shown on Exhibit "C".

ARTICLE 22

COUNTERPART EXECUTION

22.1 Execution by Separate Counterparts or Ratifications.
This Agreement may be executed in any number of counterparts and each
counterpart so executed shall have the same force and effect as an
original instrument and as if all of the parties to the aggregate
counterparts had signed the same instrument; or may be ratified by a
separate instrument in writing referring to this Agreement. Each such
ratification shall have the force and effect of an executed counterpart
and of adopting by reference all of the provisions hereof.

ARTICLE 23

SUCCESSORS AND ASSIGNS

23.1 Successors and Assigns. The terms and provisions hereof
shall be covenants running with the lands, leases and interests covered
hereby and shall be binding upon and inure to the benefit of the
respective helrs, devisees, legal representatives, successors and as-
signs of the parties hereto.

IN WITNESS WHEREOF, the partles hereto have executed this
Agreement upon the respective dates indicated opposite thelr respective
signatures,

TIDEWATER OIL COMPANY ATTEST:

Asslistant Secretary
By Date:
Vice Presldent

UNIT OPERATOR AND WORKING INTEREST
OWNER

ATTEST:

Secretary
By Date:
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By,

By

By

Date:

Date:

Date:

Date:

Date:

WORKING INTEREST OWNERS
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ATTEST:

Secretary
Date:
ATTEST:

Secretary
Date:
ATTEST:

Secretary
Date:
ATTEST:

Secretary
Date:




~

STATE OF ,

COUNTY OF .

The foregoing instrument was acknowledged before me this
day of » 1964, by

Vice President of TIDEWATER OIL COMPANY, a Delaware corporation, on
behalf of sald corporation.

Notary Public
My Commission Expires:

STATE OF R
COUNTY OF .
The foregoing instrument was acknowledged before me this
day of , 1964, by
of s &

corporation, on behalf of sald corporation.

Notary Publilc
My Commission Expires:

STATE OF ,

COUNTY OF .

The foregoing instrument was acknowledged before me this
day of » 1964, by

of s a
corporation, on behalf of sald corporation.

Notary Public
My Commission Expilres:
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STATE OF ,

COUNTY OF .

The foregoing instrument was acknowledged before me this
day of s 1964, by

of s &
corporation, on behalf of sald corporation.

Notary Public
My Commission Explres:

STATE OF ,

COUNTY OF .

The foregolng instrument was acknowledged before me this

day of , 1964, by _
of s &
corporation, on behalf of salid corporation.

Notary Public
My Commission Expires:

STATE OF ,

COUNTY OF .

The foregoing instrument was acknowledged before me this
day of » 1964, by
of

s a
corporation, on behalf of sald corporation.

Notary Public
My Commission Expires:
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STATE OF ,

COUNTY OF .

The foregoing instrument was acknowledged before me this
day of » 1964, by

Notary Public
My Commission Expires:

STATE OF s

COUNTY OF .

The foregoing lnstrument was acknowledged before me this
day of » 1964, by

Notary Publiec
My Commlssion Expires:

STATE OF s

COUNTY OF .

The foregoing instrument was acknowledged before me this
day of s 1964, by

Notary Public
My Commission Expires:
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STATE OF s

COUNTY OF .

The foregoing instrument was acknowledged before me this
day of s 1964, by

Notary Publilc
My Commission Expires:

STATE OF ,

COUNTY OF .

The foregoling instrument was acknowledged before me this
day of » 1964, by

Notary Public
My Commission Expires:

STATE OF s

COUNTY OF .

The foregoing instrument was acknowledged before me this
day of s 1964, by '

Notary Public
My Commission Expires:
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EXHIBIT "C"

SCHEDULE OF UNIT PARTICIPATION

EAST EUMONT UNIT - LEA COUNTY, NEW MEXICO

' PERCENT UNIT PARTICIPATION
WORKING INTEREST OWNERS IN UNIT AREA

Amerada Petroleum Corporation —e-—cccrmmmcccccecee 3.72152
Morris R, Antwell ~c—eem oo e 0.55728
The Atlantlc Refining Company -—«~-crrcrcommmcaccnaca- 1.59963
Aztec 01l and Gas COMPANY =----=memcmccccmmcme e 11.69772
California 0il COmMpany =--e-meeemccccce e e ma e —— h,41532
Cities Service 01l COMPANY =-m=m=mm—=<e---—-c—————— 0.33417
Gordon M. Cone and Lovington Abstract Company* ----- 1.02288
J. U. Cone, Trustee of Cone Trusts and

Lovington Abstract Company* —e-ececoccmceameena 0.41545
Continental 011 Company =—===-emmemccccmccccmme————— 12,44715
Bert FleldS ~wecrmcmm e e 0.37151
First Hutchings~Sealy Natlonal Bank of Galveston,

Trustee of Frances B. MoOre -~--—ceeecccccccccnac--" 0.03975
First Hutchings-Sealy National Bank of Galveston,

Agent for: John Knox Hutchings Moore =---ee-ce--- 0.00845
First National Bank of Roswell, Guardian of

Donald Bartlett Moore, a MiNOor =—eccemmcccmeacaaa 0.,00845
The Fluor Corporation =--c—oeem oo e 1.58446
Gulf 01l Corporation ~-e-ecmmecccmc e ——————— 10.52382
M. W, Staples and T. A, Hester, Trustees for the

Martha Lou Hester TrusSt ~e——-eememm e 0.48289
Hester Oil COMpany ==-=e--cmmmecomom e e a e ——— 0.46543
T. A, Hester, InC., =--mmemmmmce e e 0.46543
William A, Hudson and Edward R. Hudson -~=-e-——eeec--- 0.93862
Humble 01l & Refining Company --=--emeecccccmcmac——— 11,63775
Jennings Drilling Company =-~--c—eemeecmmcmcccccccaaaa 0,55728
Kenwood 01l COMPANy =-==eemmeccccmccecm e ———————————— 1,62779
Mardy's Oll Company =--ec-mccmmcncrcrrcncccncr e a———- 0.55053
Marjalu 0il Company =-—=-ce—mecmecccccc e e ——— 0,29671
Anita G, Moore, Independent Executrix of Will

of Charles H. Moore, Deceased =wemmeccmccmammaan= 0.02518
B. D. Moore, Jr. and Eleanor MoOre ———ceec-caccccama- 0.02518
Carol Pauls MOOTe —-ccmemccmcmccm e e 0,00828
David W. Moore and Mary Lea MoOre =--eeeecemmvamcaea- 0.02518
J. Hiram MOOTe =-=ceecmm e e 0.25840
Pan American Petroleum Corporation -—eecemcacmccacecacea 0.50863
Schermerhorn 01l Corporation =—eeeemcmmmcccmcmaca—— 1.62781
Shell 0il ComMpaNy =——-=coccmcmcccccccccmacacmccm———— 2.33494
Frances Moore Shelton and Kenneth Shelton =--ceeee--- 0.02518
R. H. Siegfried, INC, =——remecmccommrccc e 1.04723
Sinclair 011 & Gas Company =--——ceemcccccmmmemcccme—— 5.72166
Staples 01l & Gas COMPaANY —==--—mcememccc e ———— 0,55853
Texaco INC, ==-—mmmomc e e e e 6.80383
Tidewater 01l COMPANY =~-———memeccmmm o 14.47237
Water Flood Assoclates, In¢, =——-=cemmmmmmmce e 0.77961

*As to these interests Lovington Abstract
Company owns the gas rights and Gordon M. Cone
and J. U. Cone, Trustee of the Cone Trusts,
respectively, own the oil rights.
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Recommended by * the
Council of Petroleum

Societi€s of
EXHIBIT “D"” R ey ocieties o

Attached to and made a part of Unit Operating Agreement,
East Fumont Unit, Lea County, New Mexlco

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

I. GENERAL PROVISIONS

. Definitions

“Joint Property” shall mean the real and personal property subject to the agreement to which this “Accounting Pro-
cedure” is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the nonoperating parties, whether one or more.

“Joint Account” shall mean the account showing the charges and credits accruing because of the Joint Operations
and which are to be shared by the Parties.

“Parties” shall mean Operator and Non-Operators.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

. Conflict with Agreement

In the event of a conflict between the provisions of this Accounting Procedure and the provisions of the agree-
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control

Collective Action by Non-Operators

Where an agreement or other action of Non-Operators is expressly required under this Accounting Procedure
and if the agreement to which this Accounting Procedure is attached contains no contrary provisions in regard
thereto, the agreement or action of a majority in interest of the Non-Operators shall be controlling on all Non-
Operators.

. Statements and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of costs and

expenses, for the preceding month. Such bills will be accompanied by statements reflecting the total charges

and credits as set forth under Subparagraphm...,,c .................. below:

A. Statement in detail of all charges and credits to the Joint Account.

B. Statement of all charges and credits to the Joint Account, summarized by appropriate classifications indicative
of the nature thereof.

C. Statement of all charges and credits to the Joint Account summarized by appropriate classifications indicative
of the nature thereof, except that items of Controllable Material and unusual charges and credits shall be detailed.

Payment and Advances by Non-Operators

Each Non-Operator shall pay its proportion of all such bills within fifteen (15) days after receipt thereof. If pay-
ment is not made within such time, the unpaid balance shall bear interest at the rate of six per cent (6%) per
annum until paid.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operators to protest or question the correciness
thereof; provided however, all bills and statements rendered to Non-Operators by Operator during any calendar
year shall conclusively be presumed to be true and correct after twenty-four (24) months following the end of any
such calendar year, unless within the said twenty-four (24) month period a IJon-Operator takes written excep-
tion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made
unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent adjust-
ments resulting from a physical inventory of the Joint Property as provided for in Section VIIL

. Audits

A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator’s accounts and records relating to the accounting hereunder for any calendar year within the twenty-four
(24) month period following the end of such calendar year; provided however, the making of an audit shall not ex-
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Paragraph
6 of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effort to conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to
the Operator.

1. DIRECT CHARGES

Subject to limitations hereinafter prescribed, Operater shall charge the Joint Account with the following items:

Rentals and Royalties
Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account
of the Parties.

Labeor

A. Salaries and wages of Operator’s employees directly engaged on the Joint Property in the conduct of the Joint

Operations, and salaries or wages of technical employees who are temporarily assigned to and directly
employed on the Joint Property.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to the
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section II
and Paragraph 1 of Section III; except that in the case of those employees only a pro rata portion of whose
salaries and wages are chargeable to the Joint Account under Paragraph 1 of Section III, not more than the same
pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint Account. Cost
under this Paragraph 2B may be charged on a “when and as paid basis” or by ‘‘percentage assessment” on the
amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section II and Para-
graph 1 of Section ITI. If percentage assessment is used, the rate shall be based on the Operator's cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are ap-
plicable to Operator’s labor cost of salaries and wages chargeable to the Joint Account under Paragraphs 2A
and 2B of this Section II and Paragraph 1 of Section III.

D. Reasonable personal expenses of those employees whose salaries and wages are chargeable to the Joint Account
under Paragraph 2A of this Section II and for which expenses-the employees are reimbursed under Operator’s
usual practice.

—1—
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11,

Employee Benefits

Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension, retire-
ment, stock purchase, thrift, bonus, and other benefit plans of a like nature, apphcable to Operator’s labor cost; pro-
vided however, the total of such charges shall not exceed ten percent (10%:) of Operator’'s labor costs chargeable
to the Joint Account under Paragraphs 2A and 2B of this Section II and Paragraph 1 of Section III.

Material

Material purchased or furnished by Operator for use on the Joint Property. So far as it is reasonably practi-

cal and consistent with efficient and economical operation, only such Material shall be purchased for or transferred

to the Joint Property as may be required for immediate use; and the accumulation of surplus stocks shall be avoided.

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store or
railway receiving point where like material is available, except by agreement with Non-Operators.

B. If surplus-Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store or railway receiving
point, except by agreement with Non-Operators. No charge shall be made to Joint Account for moving Material
to other properties belonging to Operator, except by agreement with Non-Operators.

C. In the application of subparagraphs A and B above, there shall be no equalization of actual gross trucking costs
of $100 or less.

Services

A. The cost of contract services and utilities procured from outside sources other than services covered by Para-
graph 8 of this Section II and Paragraph 2 of Section III.

B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages
or losses incurred by fire, flood, storm, theft, accident, or any other cause, except to the extent that the damage or
loss could have been avoided through the exercise of reasonable diligence on the part of Qperator. Operator shall
furnish Non-Operators written notice of damages or losses incurred as soon as practicable after a report thereof
has been received by Operator.

Legal Expense

All costs and expenses of handling, investigating and settling litigation or claims arising by reason of the Joint
Operations or necessary to protect or recover the Joint Property, including, but not limited to, attorneys’ fees,
court costs, cost of investigation or procuring evidence and amounts paid in settlement or satisfaction of any
such litigation or claims: provided, (a) no charge shall be made for the services of Operator’s legal staff or other reg-
ularly employed personnel (such services being considered to be Administrative Overhead under Section III}, ex-
cept by agreement with Non-Operators, and (b) no charge shall be made for the fees and expenses of outside at-
torneys unless the employment of such attorneys is agreed to by Operator and Non-Operators.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation
thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties.
Insurance Premiums

Premiums paid for insurance required to be carried on the Joint Property for the protection of the Parties.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations.

1. INDIRECT CHARGES

Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus a
fixed rate for administrative overhead, and plus the warehousing charges, all as provided for in Paragraphs 1, 2, and 3 of
this Section III OR by combining all three of said items under the fixed rate provided for in Paragraph 4 of this Section
III, as indicated next below:

OPERATOR SHALL CHARGE THE JOINT ACCOUNT UNDER THE TERMS OF:
[] Paragraphs 1, 2 and 3. (Allocation of district expense plus fixed rate for administrative overhead plus
warehousing.)
B Paragraph 4. (Combined fixed rate)

1. District Expense

(54

Operator shall charge the Joint Account with a pro rata portion of the salaries, wages and expenses of Operator's
production superintendent and other employees serving the Joint Property and other properties of the Operator in
the same operating area, whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator’s . ... ...
office located at or near ... .. .. ... . . {or a compar: able office if location changed), and neces-
sary sub-offices (if any). mamtamed for the convenience of the above-described office, and all necessary camps,
including housing facilities for employees if required, used in connection with the operations of the Joint Property
and other properties in the same operating area. The expense of, less any revenue from, such facilities may, at the
option of Operator, include depreciation of investment or a fair monthly rental in lieu of depreciation. Such
charges shall be apportioned to all properties served on some equitable basis consistent with Operator’s accounting
practice.

Administrative Overhead

Operator shall charge administrative overhead to the Joint Account at the following rates, which charge shall be in
lieu of the cost and expense of all offices of the Operator not covered by Paragraph 1 of this Section III, including
salaries. wages and expenses of personnel assigned to such offices. Such charges shall be in addition to the salaries,
wages and expenses of employees of Operator authorized to be charged as direct charges as provided in Paragraphs
2 and 8 of Section II.

WELL BASIS (RATE PER WELL PER MONTH)
PRODUCING WELL RATE

DRILLING WELL RATE {Use Current Producing Depth)
(Use Total Depth) All Wells
Well Depth Each Well First Five Next Five Over Ten

The co:t and expense of services from outside sources in connectlon w1th mattels of taxation, traffic, accounting, or
matters before or involving governmental agencies shall be considered as included in the overhead rates provided for in
this Paragraph 2 of Section III, unless such cost and expense are agreed upon between Operator and Non-Operators
as a direct charge to the Joint Account.
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4.

Operator’s Fully Owned Warehouse Operating and Maintenance Expense
(Describe fully the agreed procedure to be followed by the Operator.)

--Eﬁmbined Fixed Rates

Operator shall charge the Joint Account for the services covered by Paragraph 1, 2 and 3 of this Section III, the
following fixed per well rates:

WELL BASIS (RATE PER WELL PER MONTH)
PRODUCING WELL RATE

DR(I&LN'G":I:H.:TE kS Vupeery
Well Depth Each Waell = P ARariy e 3 R hve . i’m
AL 3850.00 . $85.00.- A11

Said fixed rate (shall) (shedl-no#) inciude salaries and expenses of production foremen,

5.

Application of Administrative Overhead or Combined Fixed Rates

The following limitations, instruections and charges shall apply in the application of the per well rates as provided

under either Paragraph 2 or Paragraph 4 of this Section III:

A. Charges for drilling wells shall begin on the date each well is spudded and terminate on the date the drilling or
completion rig is released, whichever is later, except that no charge shall be made during the suspension of
drilling operations for fifteen (15) or more consecutive days.

B. The status of wells shall be as follows:

(1) Producing gas wells, injection wells for recovery operations, water supply wells utilized for water flooding
operations and salt water disposal wells shall be considered the same as producing wells.

(2) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the
well schedule at the time the shutdown is effected. When such a well is plugged a charge shall be made
at the producing well rates.

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergoing any
type of workover that requires the use of a drilling or workover rig shall be considered the same as drilling
wells.

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar month,
shall not be included in the well schedule, provided however, wells shut in by governmental regulatory
body shall be included in the well schedule only in the event the allowable production is transferred to some
other well or wells on the Joint Property. In the event of a unit allowable, all wells capable of producing
will be counted in determining the charge.

(5) Gas wells shall be included in the well schedule if directly connected to a permanent sales outlet even
though temporarily shut in due to overproduction or failure of purchaser to take the allowed production.

(6) Wells completed in multiple horizons, in which the production is not commingled down hole, shall be con-
sidered as a producing well for each separately producing horizon.

The well rates shall apply to the total number of wells being drilled or operated under the agreement to which

this Accounting Procedure is attached, irrespective of individual leases.

D. The well rates shall be adjusted on the first day of April of each year following the effective date of the agree-
ment to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the
rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum
and Gas Production Workers for the last calendar year compared to the preceding calendar year as shown by
“The Index of Average Weekly Earnings of Crude Petroleum and Gas Production Workers” as published by the
United States Department of Labor, Bureau of Labor Statistics. The adjusted rates shall be the rates currently
in use, plus or minus the computed adjustment.

For the construction of compressor plants, water stations, secondary recovery systems, salt water disposal facili-

ties, and other such projects, as distinguished from the more usual drilling and producing operations, Operator

in addition to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this

Section III, shall charge the Joint Account with an additional overhead charge as follows:

A. Total cost less than $25,000, no charge.

B. Total cost more than $25,000 but less than $100,000, __3 9% of total cost.

C. Total cost of $100,000 or more,__i% of the first $100,000 plus _1 % of all over $100,000 of total cost.

Total cost shall mean the total gross cost of any one project. For the purpose of this Paragraph the component parts

of a single project shall not be treated separately and the cost of drilling wells shall be excluded.

The specific rates provided for in this Section III may be amended from time to time by mutual agreement between

the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOUNT

Subject to the further provisions of this Section IV, Operator will procure ail Material and services for the Joint Prop-
erty. At the Operator’s option, Non-Operator may supply Material or services for the Joint Property.

1.

Purchases

Material purchased and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actually received.

Material furnished from Operator’s Warehouse or Other Properties

A. New Material (Condition “A’")

(1) Tubular goods, two inch (2”) and over, shall be priced on Eastern Mill base (i. e. Youngstown, Ohioc; Lorain,
Ohio; and Indiana Harbor, Indiana) on a minimum carload basis effective at date of movement and f. o. b.
railway receiving point nearest the Joint Property, regardless of quantity. In equalized hauling charges,
Operator is permitted to-include ten cents (10c) per hundred-weight on all tubular goods furnished from
his stocks in lieu of loading and unloading costs sustained.

(2) Other Material shall be priced at the current replacement cost of the same kind of Material, effective at date
of movement and f. o. b. the supply store or railway receiving point nearest the Joint Property where
Material of the same kind is available.

(3) The Joint Account shall not be credited with cash discounts applicable to prices provided for in this Para-
graph 2 of Section IV,

B. Used Material (Condition “B” and “C”)

(1) Material in sound and serviceable condition and suitable for reuse without reconditioning, shall be classified
as Condition *“B” and priced at seventy-five per cent (75%) of the current price of new Material.

(2) Material which cannot be classified as Condition “B” but which,

(a) Afier reconditioning will be further serviceable for original function as good secondhand Material
(Condition “B”), or

(b) Is serviceable for original function but substantially not suitable for reconditioning, shall be classifi-
ed as Condition “C” and priced at fifty per ceat (50%) of current new price.

(3) Obsolete Material or Material which cannot be classified as Condition “B” or Condition “C” shall be priced
at a value commensurate with its use. Material no longer suitable for its original purpose but usable for
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5.

some other purpose, shall be priced on a basis comparable with that of items normally used for such other
purpose,

(4) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

Premium Prices

Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section IV because of

national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may

charge the Joint Account for the required Material at the Operator’s actual cost incurred in procuring such Material,

in making it suitable for use, and in moving it to the Joint Property, provided, that notice in writing is

furnished to Non-Operators of the proposed charge prior to billing Non-Operators for such Material. Each Non-

Operator shall have the right, by so electing and notifying Operator within 10 days after receiving notice from

Operator, to furnish in kind all or part of his share of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the

Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of equipment arid facilities at rates commensurate with cost of
ownership and operation. Such rates shall include cost of maintenance, repairs, other operating expense, in-
surance, taxes, depreciation and interest on investment not to exceed six per cent (6%) per annum, provided
such rates shall not exceed those currently prevailing in the immediate area within which the Joint Property is
located. Rates for automotive equipment shall generally be in line with the schedule of rates adopted by the
Petroleum Motor Transport Association, or some other recognized organization, as recommeded uniform charges
against Joint Property operations. Rates for laboratory services shall not exceed those currently prevailing if
performed by outside service laboratories. Rates for trucks, tractors and well service units may include wages
and expenses of operator.

B. Whenever requested, Operator shall inform Non-Operators in advance of the rates it proposes to charge.

C. Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient.

V. DISPOSAL OF MATERIAL

The Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus Condi-

tion

“A” or “B’” Material. The disposition of surplus Controllable Material, not purchased by Operator, shall be subject

to agreement between Operator and Non-Operators, provided Operator shall dispose of normal accumulations of junk

and
1.

The

scrap Material either by transfer or sale from the Joint Property.

Material Purchased by the Operator or Non-Operators

Material purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account
for the month in which the Material is removed by the purchaser.

. Division in Kind

Division of Material in kind, if made between Operator and Non-Operators, shall be in proportion to the respective
interests in such Material. The Parties will thereupon be charged individually with the value of the Material re-
ceived or receivable. Proper credits shall be made by the Operator in the monthly statement of operations.

Sales to Outsiders

Sales to outsiders of Material from the Joint Property shall be credited by Operator to the Joint Account at the net
amount collected by Operator from vendee. Any claim by vendee related to such sale shall be charged back to the
Joint Account if and when paid by Operator.

V1. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operators or divided in kind, unless otherwise agreed to between
Operator and Non-Operators shall be priced on the following basis:

New Price Defined
New price as used in this Section VI shall be the price specified for New Material in Section IV,

New Material

New Material (Condition “A”), being new Material procured for the Joint Property but never used, at one hundred

per cent (100%) of current new price (plus sales tax if any).

Good Used Material

Good used Material (Condition “B”), being used Material in sound and serviceable condition, suitable for reuse

without reconditioning:

A. At seventy-five per cent (75%) of current new price if Material was charged to Joint Account as new, or

B. At sixty-five per cent (65%) of current new price if Material was originally charged to the Joint Account as
secondhand at seventy-five percent (75% ) of new price.

Other Used Material

Used Material (Condition “C"), at fifty per cent (509%) of current new price, being used Material which:

A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or

B. Is serviceable for original function but not suitable for reconditioning.

Bad-Order Material

Material (Condition “D”), no longer suitable for its original purpose without excessive repair cost but usable for

some other purpose at a price comparable with that of items normally used for such other purpose.

Junk Material

Junk Material (Condition “E”), being obsolete and scrap Material, at prevailing prices.

Temporarily Used Material

When the use of Material is temporary and its service to the Joint Property does not justify the reduction in price as

provided for in Paragraph 3 B of this Section VI, such Material shall be priced on a basis that will leave a net charge

to the Joint Account consistent with the value of the service rendered.

VII. INVENTORIES
Operator shall maintain detailed records of Material generally considered controllable by the Industry.
Periodic Inventories, Notice and Representation
At reasonable intervals, inventories shall be taken by Operator of the Joint Account Material, which shall include
all such Material as is ordinarily considered controllable. Written notice of intention to take inventory shall be
given by Operator at least thirty (30) days before any inventory is to begin so that Non-Operators may be repre-
sented when any inventory is taken. Failure of Non-Operators to be represented at an inventory shall bind Non-
Operators to accept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy
thereof.
Reconciliation and Adjustment of Inventories
Reconciliation of inventory with charges to the Joint Account shall be made, and a list of overages and shortages
shall be jointly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator
with the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only
for shortages due to lack of reasonable diligence.
Special Inventories
Special inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall be
the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.
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EXHIBIT "E"
TO UNIT OPERATING AGREEMENT

EAST EUMONT UNIT
LEA COUNTY, NEW MEXICO

INSURANCE PROVISIONS

The Unit Operator shall carry insurance coverage as follows:

(1) Workmen's Compensation Insurance meeting the
requirements of the State of New Mexico;

(2) Employer's Liability Insurance with limits of
$300,000 per employee and $500,000 per accident;

(3) Automobile Public Liability Insurance with
limits of $300,000 per person and $500,000 per accident,
and Automobile Property Damage Insurance of $100,000 per
accident;

(4) General Public Liability Insurance with limits
of $300,000 per person and $500,000 per accident. General
Property Damage Insurance with limits of $100,000;

(5) Such additional insurance as may be required by
Working Interest Owners.

All insurance purchased by Unit Operator shall be for the
benefit of all Working Interest Owners and shall be charged to Unit
Expense. However, no separate charge shall be made for automobile public
liability and property damage insurance on Unit Operator's exclusively
owned automobile equipment; but, instead, the cost thereof shall be
Included in the rates charged for the use of such equipment as provided
in Subparagraph 5-A of Section IV of Exhibit "D",

Unit Operator l1ls not a warrantor of the financial responsibility
of the insurer with whom such insurance is carried and, except for gross
negligence, Unit Operator shall not be responsible to the said Working
Interest Owners for any loss suffered on account of the insufficlency of
the insurance carried or on account of financial lrresponsibility of the
insurance carrier. Unit Operator shall not be liable to Working Interest
Owners for any loss accruing by reason of Unit Operator's inabllity to
procure or maintain the insurance coverage above mentloned.



FIRST REVISION

EXHIBIT "B"

PART I

SCHEDULE OF OWNERSHIP OF TRACTS

EUMONT UNIT - LEA COUNTY, NEW MEXICO

EAST
_ PERCENT
NUMBER SERIAL NO. OVERRIDING WORKING INTEREST TRACT
"ACT SURFACE AND/OR DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI--
10. DESCRIPTION ACRES OF LEASE* OF RECORD ROYALTY AND AMOUNT AND AMOUNT AMOUNT PATION
FEDERAL LANDS
1 T19S, R37E 85.21 NM-02053 Texaco, Inc. 12.5% USA -~ 100% Olen F. Feath- Texaco, Inc. - 100% 1.78860
Sec. 4: Lots 11-1-50 erstone - 1.0%
1 and 2 A. M., Jackson,
et vir, T. J.
Jackson - 1.5%
Sue S. Graham - 0.5%
Elyse S.
Patterson - 0.5%
Sally S. Toles- 0.5%
2 T1938, R37E 80 NM-029141 The Atlantic Schedule USA - 100% None The Atlantic 1.09100
Sec. 4: S/2 11-1-56 Refg. Co. "B Refg. Co. - 100%
NE /4
3 T20S, R37E 120 LC 031620() Continental 12.5% USA - 100% ©None Continental 2.03452
Sec., 12: N/2 7-2-37 0il Co., 0il Co. - 25%
NW/4 and NwW/4 The Atlantic The Atlantic
NE /4 Refg. Co., Refg. Co. - 25%
California Pan American
0il Co., & Pan Pet. Corp. - 25%
American Pet. California
Corp., as Trustees 0il Co. - 25%
for J. M. Skaggs
3 Federal Tracts 285.21 Acres or 5.15% of Unit Area
STATE T,ANDS
4 T18S, R37E 120 £E-7183 Ralph Lowe 12.5% State - 100% Ralph Lowe - 6.25% Morris R. 1.48607
Sec. 33: S/2 6-10-53 on oil Antweil - 37.5%
NE/4 & SE/4 and Jennings
NW /4 12.50% Drlg. Co. ~ 37.5%
on gas Dorl Flelds

* A1l leacses aroa heold byv oroduckion
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D S ERAAN

RACT
NO.

5

10

11

12

13

14

15

16

ponpn Lo PART T
NUMBER
SURFACE
DESCRIPITON  ACRES
T18S, R37E 120

Sec. 33: N/2
SE/4 & NE /4

SW /4

T18S, R37E 80
Sec. 33: S/2
SE/4

T-18S, R37C 40
Sec. 34: Sw/4

Sw/4

T19S, R37E 82.50
Sec. 3: Lot 4

& SE/4 NW/4

T19S, R37E 40

Sec. 3: SW/4 NW/4

T19S, R37E 80
Sec. 9: N/2 NE/4

T19S, R37E 120
Sec. 10: N/2
NW/4 & NW/4 NE/4

T19S, R37E 80
Sec. 10: §/2 NW/4

T19S, R37E 160
Sec. 10: SwW/4

T19S, R37E 120

Sec. 16: E/2
NE /4 & NE/4 SE/4

T19S, R37E 40

Sec. 16: SW/4 SE/4

71958, R37E 40
Sec. 16: SE/4 SE/4

pe——

{Continuod)

SERIAT, NO.
AND JOR DATE
O LEASE*

B-1533%
12-22-32

E-8568
10-19-54

B-1651
1-23-33

E-6424-1
8-11-52

E-9122
6-21-55

B-2330
12-21-33

E-6574-1
10-10-52

B-246-1
9-30-31

B-2209
11-7-33

B-243
9-10-31

E-7667
12-15-33

E-5889-1
1-10-52

- _

- Pagce 2

PERCENT

OVERRIDING WORKING INTERISY TRACT

LESSEL BASIC ROYALTY OWNIRS ROYALTY OWNERS OWNERS AND PARTICI

__ OF RECORD ROYALIY AND AMOUNTS AND AMOUNT AMOUKT PAT TON

Continental 12.5% State 100% Continental 1.52276
0il Co. 0il Co. 100%

Aztec 01l & 12.5% State 100% Aztec 0il & 2.22336
Gas Co. Gas Co. 100%

Tidewater 12.5% State 100% Tidewater 0.40326
0il Co. 0il Co. 100%

Aztec 011 & 12.5% State 100% Aztec 0il & 1.05847
Gas Co. Gas Co. 100%

Aztec 011 & 12.5% State 100% Aztec 0il & 1.08250
Gas Co. Gas Co. 100%

Tidewater 12.5% State 100% Tidewater 1.01274
0il Co. 0il Co. 100%

Aztec 011 & 12.5% State 100% Aztec 01l & 2.12563
Gas Co. Gas Co. 100%

Gulf 0il Corp. 12.5% State 100% Gulf 0il 0.86151
: Corp. 100%

Humble 0il & 12.5% State 100% None Humble 0il & 1.11140
Refg. Co. Refg. Co. 100%

Gulf 0il Corp. 12.5% State 100% Gulf Oil Continental 1.59191
Corp. - 10.9375% 0il Co. 100%

Continental 0il 12.5% State 100% Continental 0.67564
Co. 0il Co. 100%

Aztec 0il & 12.5% State 100% Aztec 011 & 0.44901
Gas Co., Gas Co. 100%

|
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_$HIBIT “B" — PART I (Continued) - Page 3
PERCENT
NUMBER SERIAL NO. OVERRIDING WORKING INTEREST TRACT
‘RACT SURFACE AND/OR DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI-
J. DESCRIPTION ACRES OF LEASE* OF RECORD ROYALTY AND AMOUNTS AND AMOUNT AMOUNT PATION
17 T19S, R37E 160 B-2330 Tidewater 12.5% State 100% None Tidewater 1.62430
Sec. 15: NW/4 12-21-33 0il Co. 0il Co. - 100%
18 T19S, R37E 160 E-2721 Socony-Mobil 12.5% State 100% None Tidewater 0Oil 1.67918
Sec. 15: SW/4 6-10-49 0il Co. Co. - 100%
19 T19S, R37E 40 B-2209 Humble 0il & 12.5% State 100% None Humble 0il & 0.03614
Sec. 21: NE/4 NE/4 11-7-33 Refg. Co. Refg. Co. - 100%
20 T19S, R37E - 160 B-2277 California 12.5% State 100% None California 1.69968
Sec. 22: NW/4 12-7-33 0il Co. 0il Co. - 100%
21 T19S, R37E 160 A-1469 Amerada Pet. 12.5% State 100% None Amerada Pet. 3.72152
Sec. 22: SW/4 12-18-28 Corp. . Corp. - 100%
22 T19S, R37E 40 E-6706 Tidewater 12.5% State 100% None Tidewater 0.87510
Sec. 22: SW/4 SE/4 12-10-52 0il Co. 0il Co. - 100%
13 T19S, R37E 40 B-1973-1 Gulf 0il Corp. 12.5% sState 100% None Gulf 0Oil 0.45332
Sec. 22: SE/4 SE/4 6-10-33 , Corp. - 100%
24 T19S, R37E 160 B-246-1 Gulf 0Oil Corp. 12.5% State 100% None Gulf 0il 4.45109
Sec. 27: W/2 NE/4 9-10-31 Corp. - 100% .
& N/2 NW/4 .
25 T19s, R37E 80 E-6888 Humble 0il & 12.5% State 100% None Humble 0il & 2,01836
‘ Sec. 27: SE/4 NW/4 1-10-53 Refg. Co. , Refg. Co. - 100%
Sec. 35: NE/4 SE/4
16 T19S, R37E 160 B-2330 Tidewater 12.5% State Hooxn None Tidewater 3.16239
Sec, 27: E/2 E/2 12-21-33 0il Co. 0il Co. - 100%
27 T19S, R37E 80 B-9130-5 Aztec 01l & 12.5% State 100% Pan American Aztec 0il & 1.85429
Sec. 27: NE/4 SwWw/4 5-10-41 Gas Co. Pet. Corp. - 3.6458% Gas Co. - 100%
& NW/4 SE/4 J. C.
Maxwell - 7.2917%
28 T19S, R37E 40 B-9130-6 Aztec 0il & 12.5% State 100% Pan American Aztec 011 & 0.78365
Sec. 27: SE/4 SW/4 5-10-41 Gas Co. Pet, Corp. - 3.6458% Gas Co. - 100%
J. C. Maxwell
- 7.2917%

* All

leases are held by production
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PERCENT
NUMBER SERIAL NO. OVERRIDING WORKING INTEREST TRACT
“RACT SURFACE AND/OR DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI-
0. DESCRIDPTION ACRES QOF LEASE¥* OF RECORD ROYALTY AND AMOUNT AND AMOUNT L AMOQUNT PATION
29 T19S, R37E 80 A-1543 Gulf 0Oil Corp. 12.5% State - 100% Gulf 0il Water Flood 2.22360
Sec. 27: SW/4 SE/4 12-29-28 v Corp. - 10.9375% Associates,
Sec. 35: SW/4 NW/4 J. S. Inc. - 100%
Alcorn &
Dorothy
Balfour
Alcorn - 2.3926%
R. H. Seig-
fried,Inc.- 3.6588%
R. M. Seig-
fried, .-
Trustee - .5132%
M. W. Staples
& T. A, Hester,
- Trustees -11.2646%
30 T19S, R37E 80 B-2736 Humble 0Oil & 12.5% State - 100% None Humble 0il & 0.66970
Sec. 26: SW/4 NW/4 4-10-34 Refg. Co. Refg. Co. - 100%
& NW/4 SW/4
31 T19S, R37E 80 B-2736 Gulf 0il Corp. 12.5% State - 100% None Gulf 0il 1.65618
Sec. 26: S/2 sSwW/4 4-10-34 Corp. - 100%
32 T19S, R37E 40 B~-2656 Continental 12.5% State - 100% None Continental 0.34901
Sec. 26: SW/4 SE/4 9-23-33 0il Co. . 0il Co. - 100%
33 T19S, R37E 120 E-274 Sinclair 0il & 12.5% State - 100% None Sinclair 0il 1.53187
Sec. 34: NW/4 NE/4 4-10-45 Gas Co. & Gas Co. - 100%
& SE/4 NE/4
Sec. 35: NW/4 NE/4
34 T19S, R37E 40 A-1118 Shell 0il Co. 12.5% State - 100% None Shell 0il 1.00413
Sec. 34: NE/4 NE/4 9-15-28 Co. - 100%
35 T19S, R37E 40 B-1651 Tidewater 12.5% State - 100% None Tidewater 0.82858
Sec. 35: NW/4 NW/4 1-23-33 0il Co. 0il Co. - 100%
36 T19S, R37E 120 E-5553 Sinclair 0Oil & 12.5% State - 100% None Sinclair 0il 3.14492
Sec. 35: E/2 NW/4 9-10-51 Gas Co. & Gas Co. - 100%
& SW/4 SE/4
37 T19S, R37E 40 E-5458 Texaco, Inc. 12.5%  State -~ 100% None X & . 3:
Sec. 35: NE/4 NE/4 8-10-51 & & rexaco, Hsol 100% 0.33781
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. PERCENT
NUMBER SERIAL NO. OVERRIDING WORKING INTEREST TRACT
TRACT SURFACE AND/OR DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI-
NO. DESCRIPTION ACRES OF LEASE* OF RECORD ROYALTY AND AMOUNT AND AMOUNT AMOUNT PATION
38 T19S, R37E 80 E-5553 Sinclair 0Oil 12.5% State - 100% Sinclair 0il & Water Flood 1.41722
Sec. 35: S/2 NE/4 9-10-51 & Gas Co. ‘ Gas Co. -13.12500% Associates,
i Chase Manhattan Inc. - 100%
Bank for Account
of Sinclair 0il
& Gas Co.- 4.15625%
J.S.Alcorn & .
- Dorothy Balfour
Alcorn - 2.56348%
R.H.Seigfried,
Inc. - 3.92024%
R.M.Seigfried,
Trustee - .54982%
M.W.Staples &
T.A.Hester,
Trustees -12.0692%
39 T19S, R37E 80 B-2277 California 0Oil 12.5% State - 100% None California . 2.20701
Sec. 35: E/2 SW/4 12-7-33 Co. 0il Co. - 100%
40 T19S, R37E 40 B-2656 Continental 12.5% State - 100% None Continental 1.22348
Sec. 35: NW/4 SE/4 9-23-33 0il Co. 0il Co. - 100%
41 T19S, R37E 40 B-2736-9 Wm. A. Hudson & 12.5% State - 100% None Wm.A.Hudson & 1.10427
Sec. 35: SE/4 SE/4 4-10-34 Ed. R. Hudson Ed.R.Hudson -85.000%
Anita G. Moore, Anita G. Moore,
Ind. Executrix Ind. Executrix
Under Will of . Under Will of
Chas. H. Moore, , Chas. H. Moore,
Deceased . Deceased - 2.,280%
B.D.Moore, Jr. B.D.Moore, Jr.
& Eleanor Moore & Eleanor
Frances Moore Moore - 2.280%
Shelton & Kenneth Frances Moore
Shelton & Kenneth
David W. Moore & Shelton - 2.280%
Mary Lea Moore David W. Moore
First Hutchings- & Mary Lea
Sealy Natl. Bank Moore ~ 2.280%
of Galveston, 4 First Hutchings- .
Agent for: John Sealy Natl. Bank
Knox Hutchings of Galveston, Agent
Moore for John Knox Hutch-

1Tncde Moora -~ O 7659

KN - o . . - B - e N - B - . e



i __‘H.‘.: . .‘~4 ,/- H_

TRAC
PAR!

BAL A
ROV

iy Nation:s: 1 ; Pirst Natl. Bank
Ban i Roswell . Of Roswell, Gdn.
: of Donald Baritlc
Moore, a

Minor
First I
Scaly Nad
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a1 (Continucd)

rirst
mom. iy Natl. Bank
of Galveston, of mlf.zr,o:
Trustcecce of Francoes Trustce of Frances
B. Moore B. Mcore - 3.600%
Carol DPaulg Moore, Carol Pauls Moore,
a Widow a Widow - 0.750%

42 T195, R3YL B-1581 Sinclair 0Ll & 12.5% State - 100%  onc Sinclair 0il & 0.45169
Sec., 30: SE/4 1-4-33 GCas Co. CGas Co. -~ 100%

& SW/4 NW/4

43 5674 Sha1i O3 Co 12.5% Sttt - 100% N Shell Oil 0.50171
10-10-51 Co. - 100%
4 13-11G67 Shall O L 12t Shell O 0.8291
G-06-32 Co. - 100%
45 < GO Culfl Ozl Corp., 12,590 Stete - 100% g Gulf OLl 2.064080
Corp. ~ 100%
40 S 12.5% Stote - 100% Nono Padovieton 4.08060,
23 01l Co. - LO0%
a CAata o v 12.5% it - 100% b ioo 0.25802C
Ol Co, 100
s Cont. ; 1 12.5% Siatlc - 100% e G575
011 Co, 1006/
Ay 39 Tk 172.5% Staleo —~ 100% Hono TTumb? 011 & 7. !

R

Gg. Co. - 10070
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PERCENT
NUMBER SERIAL NO. OVERRIDING WORKING INTEREST TRACT
TRACT SURFACE >ZU\OW DATE LESSER BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND "PARTICI
NO, UmmOWHWHMOM ~ ACRES OF LEASE* OF RECORD ROYALTY AND AMOUNT AND AMOUNT AMOUNT PATION
50 T20S, R37E 80 E-6022 Gulf 0il Corp. 12.5% State - 100% Gulf 0il Water Flood 1.01354
Sec. 1: W/2 SE/4 2-11-52 Corp. - 10.9375% Associates,
R.H.Seigfried, Inc. - 100%
Inc. - 3.7769%
R.M.Seigfried,
Trustee - .5297%
M.W.Staples &
T.A.Hester,
Trustees - 11.6279%
47 State Tracts 4,284.28 Acres or 77.40% of Unit Area
FEE LANDS
51 T18S, R37E 80 12-1-53 Schermerhorn 0il 12.5% New Mexico Bank & G. M. Cone Gordon M, 0.4510:
Sec. 33: S/2 sSw/4 Corp., Trust Co., Trustee - 5.46875% Cone - 50%
Kenwood 0il Co., of Klein , on gas on oil
& Gordon M. Cone Trust -12.500%
12-20-43 Same as above 12.5% J. Hiram Schermerhorn
Moore -12.500% 0il Corp. -  25%
12-22-43 Same as above 12.5% New Mexico Bank Kenwood 0il
A & Trust Co., “Co. - 25%
Trustee of Est.
of Virgil
Linam -12.500% Lovington Abstract
Thelma A. Co. - 50%
Linam -12.500% on gas
H.T .Moore - 2.500% ,

New Mexico Bank
& Trust Co.,
Trustee of Carlin

Trust -12.500%
Myrtle

- Pevehouse - 5.625%
Gordon M.

Cone -29.375%

# 2A11 Tasneae are heold hv nroduction
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NUMBRER SERIAL NO. OVERRIDING WORKING INTEREST
RACT SURFACE bZU\GW DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND
10, DESCRIPTION ACRES OF LEASE¥ OF RECORD ROYAT,TY AND AMOUNT AND AMOUNT o AMOUNT
52 T19S, R37E 42,77 12-1-53 Schermerhorn 0il 12.5% New Mexico Bank & New Mexico Bank & Lovington Ab-
Sec, 4: Lot 4 Corp., Trust Co., Trustee Trust Co., Trustee stract Co. - 50%
Kenwood 0il Co. of Est. of Virgil of Est. of Virgil on gas
& J. U. Cone, Linam ‘ -18.75% Linam - 1.02539% Gordon M,
Trustee for Ken- Thelma A. Thelma A. Cone - 50%
neth Cone, Clifford Linam -18.75% Linam - 1.02539% on oil
Cone, Douglas Cone, Ruth Vandagriff Ruth Vandagriff
Thomas Cone & & T. E. Vanda- & T, E. Vanda- Schermerhorn
Cathie Cone Trusts griff -12.50% griff - 0.68359% 0il Corp. - 25%
Walter T Linam Walter T. Linam
& Ruth B. : & Ruth B. Kenwood 0il
Linam -12.50% Linam - 0.68359% Co. -  25%
12-9-53 Same as Above 25% Lois R. Lois R.
Linam -12.50% Linam - 0.68359%
M. W. Coll, Gordon M,
Estate -12.50% Cone - 5.46875%
A, N. Etz - 6.25% on gas
Geo. Etz - 6.25%
53 T19S, R37E 42.70 12-1-53 Schermerhorn 0il 12.5% New Mexico Bank & Gordon M, Lovington Ab-
Sec. 4: Lot 3 Corp., Trust Co., Trustee Cone - 5.46875% stract Co. - 50%
Kenwood 0il Co., of Est. of Virgil on gas on gas
& J. U. Cone, Linam - 9.375%
Trustee for Ken- Thelma A. J. U. Cone,
neth Cone, Clifford Lipnam’ - 9.375% Trustee for the
Cone, Douglas Cone, Ruth Vandagriff & Cone Trusts - 50%
Thomas Cone & T. E. Vanda- on o0il
Cathie Cone Trusts griff ~-12.500% :
Walter T. Linam Schermerhorn 0il
& Ruth B. . Corp. - 25%
Linam -12.500%.
12-9-53 Same as Above 25% New Mexico Bank & Kenwood 0il
Trust Co., Trustee Co. - 25%
of Carlin
Trust - 9.375%
Lois R.
Linam -12.500%

o IR, I ) R —— o YL

New Mexico Bank &

Trust Co., Trustee
of Klein

Trust - 9.375%
Ceo. Etz - 6.250%
M, W. Coll

T, e 19 ©ANC,

PERCENT
TRACT
PARTICI~

PATION

0.03864

0.83089
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PERCENT
NUMBER SERIAL NO. OVERRIDING WORKING INTEREST TRACT
RACT SURFACE AND/OR DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI-
NO. DESCRIPTION ACRES OF LEASE* OF RECORD ROYALTY AND AMOUNT AND AMOUNT AMOUNT PATION
53 (Continued)- A. N. Etz - 6.250%
54 T19S, R37E 80 12-1-53 Schermerhorn 0il 12.5% New Mexico Bank & Gordon M, Gordon M, 1.55607
Sec. 4: S/2 Corp., Kenwood Trust Co., Trustee Cone -5.46875% Cone - 50%
NW /4 0il Co., & Gor- of Est. of Virgil on gas on oil
don M, Cone Linam -12.500%
Thelma A. Lovington Ab-
12-20-43 Same as Above 12.5% Linam -12.500% stract Co. -~ 50%
12-22-43 Same as Above 12.5% H. T. Moore - 2.500% on gas
J. H. Moore -12,500%
New Mexico Bank & Schermerhorn :
Trust Co., Trustee - 0il Co. - 25%
of Carlin
Trust -12.500% Kenwood 0il
New Mexico Bank & Co. - 25%
Trust Co., Trustee
of Klein
Trust -12.500%
Myrtle
Pevehouse - 5.625%
Gordon M.
Cone ~29.375%
55 T19S, R37E 80 9-12-39 Texaco, Inc. 12.5% Alma None Texaco, Inc.- 75% 1.70695
Sec. 4: E/2 SE/4 4-10-40 Texaco, Inc. 12.5% Goodwin -16.6666% The Fluor
: Aulena Corp. - 25%
Jennings -16.6667%
Nell
Deforest -16.6667%
M. W. Coll .
Estate -12.5000%
Geo. Etz - 6.2500%
A. N. Etz,II- 3.1250%
Robt, Etz - 3.1250%
The Fluor
Corp. -25.0000%

* All leasces are held by production



A11
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Elyse Saunders
Patterson - 1.0416%
Sue Saunders

Graham - 1.0416%
Graridge

Corp. - 6.6667%
Sally Saunders
Toles - 1.0416%
C. G.

Staley - 2.0832%
Irene

Walker - 2.0836%
Elaine M.

Walker - 1.0418%

IXHIBIT "B" - PART I (Continued) - Page 10
' PERCENT
NUMBER SERIAL NO. OVERRIDING WORKING INTEREST TRACT
RACT SURFACE AND/OR DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI-
0. DESCRIPTION ACRES OF LEASE¥* OF RECORD ROYALTY AND AMOUNT AND AMOUNT AMOUNT PATION
36 T19S, R37E 160 9-16-46 Texaco, Inc. 12.5% Alma None Texaco, Inc.- 75% 2.50315
Sec. 3: SW/4 9-13-55 Texaco, Inc. 12.5% Goodwin - 16,.6666% The Fluor
Aulena . Corp. - 25%
Jennings - 16.6667%
Nell
Deforest - 16.6667%
M. W. Coll .
Estate - 12.5000%
Geo. Etz - 6.2500%
A.N.Etz,II- 3.1250%
Robt. Etz - 3.1250%
The Fluor
Corp. -25.0000%
37 T19S, R37E 40 11-16-28 Gulf 0Oil Corp. 12.5% R. H. None Gulf 0il
Sec. 21: SE/4 NE/4 Huston -48.4376% Corp. - 100% 0.11350
. R. H.
Huston, Jr.-26.5624%
Southern Minerals
Corp. -13.3333%
Sparks Healey
Co. - 5.0000%
Graridge
Corp. - 6.6667%
38 T19S, R37E 40 11-16-28 Gulf Oil Corp. 12.5% Southern Minerals None Gulf Oil 0.33928
Sec. 21: NE/4 SE/4 Corp. -13.3333% Corp. - 100%
Sparks
Healey
Co. - 5.0000%



~
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. PERCENT
NUMBER SERIAL NO. OVERRIDING WORKING INTEREST TRACT
.RACT SURFACE >ZU\OW DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI-
NO. DESCRIPTION ACRES OF LEASE¥ OF RECORD ROYALTY AND AMOUNT AND AMOUNT AMOUNT PATION
58 (Continued) William E. .
Walker - 1.0418%
Herman R.
Crile - 1.5624%
J. B.
Headley - 1.5624%
E. Grace
Huston -12.5000%
R. H.
~ Huston -50.0000%
59 T19S, R37E 40 11-12-53 Schermerhorn 0il 12.5% T. E. Burk & Natalie None Schermerhorn 0il 1.03360
Sec. 21: SE/4 SE/4 Corp., Kenwood Burk - 100% Corp. ~-37.5%
0il Co. & J. Hiram Kenwood 0Oil :
Moore Co. -37.5%
‘J. Hiram
Moore -25.0%
60 T19S, R37E 120 9-10-42 Aztec 0il & Gas 12.5% Samuel T. Burk & Cities Service 0il Aztec 0il & 2.12081
Sec. 27: SW/4 NW/4 Co. Josie M. Co. -5.46875% Gas Co. - 100%
Sec. 28: E/2 NE/4 Burk - 100% on o0il & casing-
head gas when
monthly produc-
tion averages 25
Bbls./Mell per
day, and 2.734375%
on all other gas
51 T19S, R37E 40 5-12-26 Sinclair 0il & 12.5% Paul D. None Sinclair 0il & 0.59318
Sec. 34: NE/4 NW/4 Gas Co. Anderson - 0.3472% Gas Co. - 100%
P. V.
Anderson - 0.3472%
Frank
Bateman ~ 1.5000%
A. L.
Childers - 2.3611%
Julia Cleo
Culp ~ 9.3750%
J. H.
Elder - A.7500%
L. R. Por-
rester - 0.1806%
R. B.
. Lambert ~ 1.3889%
* ALY leases are held by production
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PERCENT
NUMBER SERIAL NO. OVERRIDING WORKING INTEREST TRACT
SURFACE >ZU\OW DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI-
ACRES OF LEASE* OF RECORD ROYALTY AND AMOUNT AND AMOUNT AMOUNT PATION

51 (Continued)

AT1T 1TAAecrA~Aes —vra WealAd ey

%

.
v 1 1 AN

Lawrence C. Taylor
& Wife Gloria F.

Taylor - 1.3333%
Lena M,

Deviney - 1.3333%
Ila Grace

Hughes - 0.2083%
C. E. Ober-

holtzer - 2.7780%
Mrs. W. H.

Patten -11.1111%
Ralph L.

Royster - 0.6944%
Tommie

Schmidt - 5,7639%
A. R. Schwert-
feger - 9.9306%
Marie J.

Self -~ 0.6944%

Ila Grace Hughes, Gdn.
of Howard Martin

Hughes - 0.625%
F. W. Covault
Estate - 0.6944%
Evelyn K.

Meier - 0.6945%
Wm., J. Meier & Wife
Martha D. ‘
Meier - 0.6944%
Carl Meier & Wife -
Mary L.

Meier - 0.6944%
Mrs. Myrtle

Taylor - 1.3334%
Henry H.

Taylor -15.7421%
J. L. Taylor & E.
Taylor - 1.3889%
Johnny S.

Taylor - 1.2413%

J. 8. Taylor, Gdn. of
R. R, Taylor, a
Minor - 5.0572%



EONSRIANEN

ITRACY
NO.

61

62

63

"Rt~ PART X

NUMBER

DIESCRIT

(Continued)

T20S, R37/L 80.1
Sec. 1: Lot 2 &

SW /4 NE /A

7208, R37E 40
Sec., 11: NE/4

NE /4

¥ All leases are held by production

(Continucd)

SERIAL NO.
AND JOR DATE
_OF LEASE®

- Puge 1

9

LESSEE

OI" RECORD

BASIC
ROYAT,TY

OVERRIDING
ROYALTY OWNERS
AND AMOUNT

ROYALTY OWNERS
AND AMOUNT

WORKING INTEREST

OWNERS AND
AMOUNT

3-3-43

3-30-43
3-27-52
4-27-53
4-27-53
8-28-50

Schermerhorn 0Oil

Corp.
0il Co.

Texaco,
Texaco,
Texaco,
Texaco,
Texaco,
Cities
01l Co.

& Kenwood

Inc.
Inc.
Inc.
Inc.
Inc.

Service

12.5%

12.5%
12.5%
12.5%
25.0%
25.0%

12.5%

J. J. ,
Whitsitt - 0.6944%

Mae

Williams - 9.9306%
Florence

Woods - 7.1111%

Mrs. Bert Ellen None
Weir Camp - 50%
Clarabel Weir

Tanner - 50%

C. H. Weir None
Estate - 6.25000%

J. E. Vaeth & Anna

L. Vaesth - 1.56250%

New Mexico Bank &
Trust Co., Trustee of
Estate of Virgil

Linam - 1.5625%
Thelma A. -
Linam ~ 1.5625%

New Mexico Bank &

Trust Co., Trustee
of Carlin

Trust - 1.56250%
New Mexico Bank &
Trust Co., Trustee
of Klein

Trust -~ 1.56250%

The Atlantic Refg.
Co. & Chase Manhattan
Bank -23.43750%
Boyce Rush Davis &
Williard L.

Davis - 0.78125%
Ruth R. Weaver &
Donald A.

Weaver - 0.78125%

Lula Rush Blair &
L.L.Blair - 1.56250%
W.W.Lechner & Ruth
N. Lechner- 3.12500%

Schermerhorn 0il

Corp. -
Kenwood 011
Co. -

Texaco, Inc.-
The Fluor
Corp. -
Cities Service
0il Co. -

50%

50%

50%

25%

25%

PERCENT
TRACT

PARTTCT
PATTON

1.0421C

0.3038S
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NUMBER
ACT SURFACE
0. DESCRIPTION ACRES

SERTIAT, NO.
AND /OR DATE
OF LEASE*

53 (Continued)

34  T20S, R37E 80
Sec. 12: SW/4
NE/4 & SE/4
NW /4

2-26-43
3-1-43

LESSEER

OF RECORD

BASIC
ROYALTY

ROYALTY OWNERS
AND AMOUNT

OVERRIDING
ROYALTY OWNERS
AND AMOUNT

WORKING INTEREST

OWNERS AND
AMOUNT

PERCENT
TRACT

PARTICI~-
PATION

Texaco,
Texaco,

Inc.
Inc.

12.5%
12.5%

R. E. Hubbard, R.
E. Hubbard, Jr., &
Morgan R. Hubbard,
Trustees of Est.

of G. E. Hubbard,
Deceased - 3.12500%
Ray Hubbard & Janet
R.Hubbard- 3.12500%
Sparks Healey

Co. - 5.00000%
Southern Minerals
Corp. -13.33330%
Graridge

Corp. - 6.66670%
The Fluor

Corp. -25.00000%

C. H. Weir
Estate - 18.75%

Thelma A.

Linam - 3.1250%
New Mexico Bank &
Trust Co., Trustee
of Carlin

Trust - 1.5625%
New Mexico Bank &
Trust Co., Trustee
of Klein

Trust - 1.5625%.
W. A, Yeager & J.M.
Armstrong- 6.2500%
Mabee Royalties,

Inc. -18.7500%
w . M.,
Johnson - 6.,2500%
Lois
Birge - 3.1250%
L. W.
Johnson ~ 3.1250%
—HO Ol

Compton - 6,2500%

None

Texaco, Inc.-
The Fluor
Corp. -

75%

25%

1.82386
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PERCENT
NUMBER SERTIAIL NO. OVERRIDING WORKING INTEREST TRACT
TRACT SURIFACE bZU\GW DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICT
NO. DESCRIPTION lbﬂwmm OF LEASE* OF RECORD ROYALTY AND AMOUNT AND AMOUNT AMOUNT PAT TON
64 (Continued) , L. O.
Wise - 6.2500%
The Fluor
Corp. -25,.0000%
14 Fee Tracts 965.57 Acres of 17.45% of Unit Area

RECAPITULATION - EAST EUMONT UNIT AREA:

3 Federal Tracts 285.21 Acres 5.15%
47 State Tracts 4,284.28 Acres 77.40%
14 Fee Tracts 965.57 Acres 17.45%

5,535.06 Acres 100.00%

* All leases are held by production



" FIRST REVISION

EXHIBIT "B" - PART II

RECAPITULATION - UNIT PARTICIPATION

EAST EUMONT UNIT - LEA COUNTY, NEW MEXICO

PERCENT UNIT PARTICIPATION

WORKING INTZRIEST OWNERS IN UNIT AREA
Ameraca Petroleum Corporation ——-——mmemomcm o 3.72152
Morris R. Antwell ———=m—mmmmm e 0.55728
The Atlantic Refining Company —————memmermeoecemmm e 1.59963
Aztec 01l and Gas Company —————————— e 11.69772
California 01l Company =—=——=—m— e e 4.41532
Cities Service 01l Company =—-———=——m == e 0.33417
Cordon M. Cone and Lovington Abstract Company* ——————- 1.02288
J. U. Cone, Trustee of Cone Trusts and

Lovingzoq Abstract Company¥® ———————mmmmmm 0.41545
Continental 0il Company ———===——— e 12.44715
3ert Fields Estate ———mmmmmmm 0.37151
First Hutchings-Sealy National Bank of Galveston,

Trustee of Frances B. MOOre ==————e—mmommmmm 0.03975
first Eutchings-Sealy National Bank of Galveston,

Lgent for: John Knox Hutchings Moore ———————mmm—aa—— 0.00845
Tirst National Bank of Roswell, Guardian of

Donald Bartlett Moore, a Minor —m—memeemmmcmmeee e 0.00845
The Fluor Corporation ——-———e—m e e 1.58446
Gulf OLl Corporation ——-me—mmmm e 10.52382
William A. Eudson and Edward R. Hudson ————mee——mo————o 0.93862
Zurmble 01l & Refining Company =——————————— e 11.63775
Jennings Drilling Company ——-—=————————e——mmmmmm e —— 0.55728
Xenwood O1l Company ———————— e e e ——— 1.62779
Anita G. Moore, Independent Executrix of Will of

Charles H. Moore, Deceased ——mmem e e 0.02518
3. D. Moore, Jr. and Eleanor MoOre w—mee—mmemmccm - 0.02518
Carcl Pauls MOOLe ———m e e e e 0.00828
David W. Moore and Mary Lea MOOre —————mmmmmmmmmm 0.02518
J. Hiram MOOLe ——— e e e e e e 0.25840 -
Pan American Petroleum Corporation —-—-—-——e——emmmoeeo o 0.50863
Scrhermernorn Oil Corporation ———e—mee e m e 1.62781
Shell 01l Company ———=mmemm e e e e 2.33494
Frances Moore Shelton and Kenneth Shelton ————-—cmemmem 0.02518
Sinclair 01l & Gas Company =——————m—— e 5.72166
Texaco InC. ———— e e 6.80383
Ticdewater 0il COMPANY =mm——— e e e 14.47237
Water Flood Associates, INC. ———— e 4,65436

100.00000
“As to these interests Lovington Abstract Company owns
cl.e gas rights and Gordon M. Cone and J. U. Cone,
Trustee of the Cone Trusts, respectively, own the oil
ri

(9]
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CERTIFICATE OF EPFFECTIVENESS
OF EAST EUMONT UNIT
LEA COUNTY, NEW MEXICO
STATE OF NEW MEXICO | ,
X KNOW ALL MEN BY THESE PRESENTS:

COUNTY OF LEA 1

THAT, WHEREAS, that certain instrument styled "Unit
Agreement, East Eumont Unit, Lea County, New Mexico," dated
September 1, 1964, covering lands in Townships 18, 19, and
20 South, Range 37 East, N.M.P M., Lea County, New Mexico,
provides that such Agreement shall become effective as of

7:00 a.m. on the 1lst day of the month next following:

(a) The execution or ratification of such
Agreement and the Unit Operating Agreement
for the East Eumont Unit by Working Interest
Owners owning a combined Unit Participation
of at least Eighty Percent (80%), and the
execution or ratification of such Agree-
ment by Royalty Owners owning a combined
interest of at least Sixty-five Percent
(65%) of the Royalty Interest in the Unit
Area; and

(b) The approval of such Agreement by the Com-
missioner of Public Lands of the State of
New Mexico, the Director of the United
States Geological Survey, and the New Mexico
Oil Conservation Commission; and

(c) The filing for record in Lea County, New

Mexico, by the Unit Operator, of at least
one counterpart of such Agreement;

and

WHEREAS, all of the aforementioned conditions have
been satisfied and said Unit Agreement became effective at
7:00 a.m. on July 1, 1965, as to all Sixty-four (64) tracts

in the Unit Area, and it is the desire of Tidewater Oil Company,



as Unit Operator of the East Eumont Unit, to file of record
this Certificate evidencing all of the foregoing as required

under Section 22 of said Unit Agreement.

NOW, THEREFORE, Tidewater 0il Company, acting as
Unit Operator of the East Eumont Unit, Lea County, New Mexico,
and pursuant to Section 22 of the aforementioned Unit Agree-
ment, hereby declares and certifies that conditions (a), (b),
and (c) above mentioned have been satisfied and that the
Unit Agreement for the East Eumont Unit became effective,
according to all its terms, at 7:00 a.m. on July 1, 1965,
as to all Sixty-four (64) tracts in the Unit Area. Copies
of said Unit Agreement have been filed with the County Clerk
of Lea County, New Mexico at Lovington, New Mexico; the Com-
missioner of Public Lands of the State of New Mexico at
Santa Fe, New Mexico; the New Mexico 01l Conservation Com-
mission at Santa Fe, New Mexico; the Regional 0il and Gas
Supervisor of the United States Geological Survey at Roswell,
New Mexico; and the Director of the United States Geological

Survey at Washington, D. C.

IN WITNESS WHEREOF, this instrument has been executed

on this the 4%2 day of July, 1965.

ATTEST: TIDEWATER OIL COMPANY

1 | -

Assistagk Secretary Vice President
J Acting as Unit Operator of
the East Eumont Unit, Lea
County, New Mexico

{

-2 -




THE STATE OF TEXAS |

X
COUNTY OF HARRIS |

The foregoing instrument was acknowledged before

me the 42 day of July, 1965, by

T. G. KELLIHER Vice President of TIDEWATER OIL

1

COMPANY, a Delaware corporation, on behalf of said corpora-

tion, acting in the capacity therein stated.

ary Public

o MELBA F. STEPHENSON
My commission expires: Notary Public in and for Harris County, Texas

AT
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ONSERVATION Dyys 7
REceveD 7

JUN 7 ~1954

@,
OLogicaL SURE! CERTIFICATION - DETERMINATION

.08-0001 86 96

Pursuagfito the authority vested in the Secretary of
the Interior, under the act approved February 25, 1920, 41
Stat. 437, as amended, 30 U. S. C. secs. 181, et seq., and
delegated to the Director of the Geological Survey pursuant to
Department Order No. 2365 of October 8, 1947, 43 C. F. R.
sec. 4.611; 12 F. R. 6784, I do hereby:

A. Approve the attached Agreement for the develop-
ment and operation of the East Eumont Unit Area, State of
New Mexico, County of Lea.

B. Certify and determine that the unit plan of
development and operation contemplated in the attached Agree-
ment is necessary and advisable in the public interest for the
purpose of more properly conserving the natural resources.

C. Certify and determine that the drilling, pro-
ducing, rental, minimum royalty, and royalty requirements of
all Federal leases committed to said Agreement are hereby
established, altered, changed, or revoked to conform with the

terms and conditions of this Agreement.

Dated JUN 2 1 1965

ACTIM® Director, United States Geological Survey




CERTIFICATE OF APPROVAL

COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO

EAST EUMONT UNIT, LBA COUNTY, NEW MEXICO

There having been presented to the undersigned Commissioner of Public Lands
of the State of New Mexico for examination, the attached Agreement for the de-
velopment and operation of acreage which is described within the attached Agree-
ment, dated Septembex 1, i » which has been executed, or is
to be executed by parties owning and holding o0il and gas leases and royalty in-
terests in and under the property described, and upon examination‘of said Agree-
ment, the Commissioner finds:

(a) That such agreement will tend to promote the conservation
of 01l and gas and the better utilization of reservoir
energy in said area.

(b) That under the proposed agreement, the State of New Mexico
will receive its fair share of the recoverable o0il or gas
in place under its lands in the area.

(c) That each beneficiary Institution of the State of New
Mexico will receive its fair and equitable share of the
recoverable 0il and gas under its lands within the area.

(a) That such agreement is in other respects for the best
' interests of the state, with respect to state lands.

NOW, THEREFORE, by virtue of the authority conferred upon me under Sections
7-11-39, 7-11-40, 7-11-41, 7-11-47, and 7-11-48, New Mexico Statutes Annotated,
1953 Compilation, I, the undersigned, Commissioner of Public Lands of the State
of New Mexico, for the purpose of more properly conserving the oil and gas re-
sources of the State, do hereby consent to and approve the said Agreement, and
any leases embracing lands of the State of New Mexico within the area shall be
and the same are hereby amended to conform with the terms thereof, and shall
remain in full force and effect according to the terms and conditions of said
Agreement. This approval is- subject to all of the provisions of the aforesaid
statutes.

IN WITNESS WHEREOF, this Certificate of Approval is executed, with seal
affixed, this___ 20th  day of May , 19 65

A Bl

COMMISSIOW OF PUBLIC LANDS
of the State of New Mexico

0G-27
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE
EAST EUMONT UNIT
LEA COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the 1lst day of
September, 1964, by and between the parties subscribing,
ratifying or consenting hereto, and herein referred to as

"parties hereto."

WITNESGSETH:

. —— — — — — - — g7

WHEREAS, the parties hereto are the owners of working,
royalty or other oll or gas interests in the land subject to

this Agreement; and

WHEREAS, the Commissioner of Public Lands of the State
of New Mexico is authorized by an Act of the Legislature (Sec. 3,
Chap. 88, Laws 1943 as amended by Sec. 1 of Chap. 162, Laws of
1951, Chap. 7, Art. 11, Sec. 39, N.M.S. 1953 anno) to consent to
or approve thls 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 Commissioner of Public Lands of the State
of New Mexico is authorized by an Act of the Legislature (Sec. 3,
Chap. 88, Laws of 1943, as amended by Sec, 1, Chap. 162, ILaws of
1951, Chap. 7, Art. 11, Sec. 41, N.M.S. 1953 anno) to amend with
the approval of the lessee, any oll and gas lease embracing
State lands so that the length of the term of sald lease may
colncide with the term of such unitized development and operation

of State lands; and

WHEREAS, the 011 Conservation Commission of the State
of New Mexico 1s authorized by law (Chap. 72, Laws of 1935, as
amended by Chap. 193, Laws of 1937, Chap. 166, Laws of 1941,
and Chap. 168, Laws of 1949) to approve this Agreement, and the



conservation provisions hereof; and

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

(41 stat. 437, as amended, 30 U.S.C. Sections 181 et seq.)
authorizes Federal lessees and thelr representatives to unite
with each other or Jjointly or separately with others 1in col-
lectively adopting and operating a cooperative or unit plan of
development or operation of any oil or gas pool, field or 1like
area or any part thereof for the purpose of more properly con-
serving 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 parties hereto hold sufficient interests
in the East Eumont Unlt covering the land hereinafter described

to glvé reasonably effective control of operation thereiln; and

WHEREAS, it is the purpose of the parties hereto, ﬁo
enable institution and consummation of secondary recovery opera-
tions, conserve natural resources, prevent waste and secure the
other benefits obtainable through development and operation of
the area subject to this Agreement under the terms, conditions

and limitations herein set forth.

NOW, THEREFORE, in conslderation of the premises and
the promises herein contalned, the parties hereto commit to this
Agreement their entire respective interests in the below defined

Unit Area, and agree severally among themselves as follows:

SECTION 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 and valid, pertinent
and reasonable regulations hereafter i1ssued thereunder are ac-
cepted 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 non-Federal lands, the oil and

gas operating regulations in effect as of the effective date
-2



hereof governing drilling and producing operations, not incon-

sistent with the terms hereof or the laws of the State in which

the non-Federal land is located, are hereby accepted and made a

part of this Agreement.

SECTION 2, UNIT AREA AND DEFINITIONS{ For the purpose

of this Agreement, the following terms and expressions as used

herein shall mean:

(a)

(v)
(e)

"Unit Area" 1s defined as those lands specified
in Exhibit "A" hereof, and such land is hereby
designated and recognized as constituting the
Unit Area; the lands specified 1in said Exhibit
"A" are described as follows:

Township 18 South, Raqﬁe 37 East,
M, P.M,, Lea County, New Mexico
Section 33: S/2 NE/4, SE/A NW/4, SE/h,

S/2 SW/4 and NE/4 SW/i
Section 3k4: Sé’ﬁ Sé/h /

Township 19 South, gggﬁe 37 East,
M, P M., a County, New Mexlco

Section 3: Lot 4, S/2 NW/4 and SW/4

Section 4: Iots1l, 2, 3 and 4, S/2 NW/4,
S/2 NE/4 and E/2 SE/b4

Section 9: N/2 NE/4

Section 10: NW/U, SW/4, and NW/4 NE/b

Section 15: W/2

Section 16: E/2 E/2 and SW/4 SE/A

Section 21: E/2 E/2

Section 22: W/2 and S/2 SE/A
Section 26: SW/4 NW/U, NW/4 SW/h,
s/2 sW/h, and SW/W SE/A
Section 27: N/2, SE/h, and E/2 SW/h
Section 28: E/2 NE/4
Section 34: NE/4 NW/4, NW/4 NE/4, and
E/2 NE/4
Section 35: E/2, NW/4 and E/2 SW/4
Section 36: Sﬁ/ﬁ qua, NW/L SW/4 and
S/2 SW,

Townshlp 20 South, Range 37 East,
N.M.P. .M., Lea County, New Mexlco

Section 1: Lots 2, 3 and 4, S/2 NW/4,
SW/& NE/h, SW/u and W/2 SE/U
Section 2: Lots 1, 2 and 3, SE/A Nw/A,
S/2 NE/4, SE/4, and SE/4 SW/4
Section 11: NE/4 NE

)/
Section 12: NW/4 Nw/4, E/2 NW/4 and
w/é NE/ﬁ /2 NW/

containing 5,535,06 acres, more or less.

"Commissioner" is defined as the Commissioner of
Publlic Lands of the State of New Mexico,

"Commission" 1s defined as the 0il Conservation
Commission of the State of New Mexico.

-3-



(a)
(e)
()
(g)

(1)

()

(1)

"Director" is defined as the Director of the United
States Geologlical Survey.

"Secretary" 1is defined as the Secretary of the
Interior of the United States of America.

"Department" is defined as the Department of the
Interior of the United States of America.

"Supervisor" is defined as the 0il and Gas Super-
visor of the United States Geological Survey.

"Unitized Formation" 1is defined as and shall mean
that vertical interval underlylng the unitized

land from the top of the Yates Formation to the

top of the Grayburg Formation and being the same
vertical interval encountered between the subsurface
depths of 2856 feet and 3982 feet in the Aztec 0il
and Gas Company State E 33 "A" Well No. 1, located
in the S/2 SE/b of Section 33, Township 18 South,
Range 37 East, N.M,P.M., Lea County, New Mexico.

"Unitized Substances" 1s defined as and shall mean
all oil, gas, gaseous substances, sulphur contained
in gas, condensate, distillate and all associated
and constituent liquids or liquefiable hydrocarbons
within or produced from the Unitized Formation, save
and except, any part of any of the enumerated sub-
stances which are committed to a presently existing
gas proration unit the well for which is located
outside of the Unit Area.

"Working Interest" is defined as the right to search
for, produce and acquire Unitlzed Substances whether
held as an incldent of ownership of mineral fee simple
title, under an oll and gas lease, or otherwlise held.

"Working Interest Owner" is defined as and shall
mean any party hereto owning a Working Interest,
including a carried working interest owner, holding
an interest in Unitized Substances by virtue of a
lease, operating agreement, fee title or otherwise,
which interest 1s chargeable with and obligated to
pay or bear, elther 1in cash or out of productilon,

or otherwise, all or a portion of the cost of
drilling, developing and producing the Unitized
Substances from the Unitized Formation and operating
thereof hereunder. The owner of oil and gas rights
that are free of lease or other instrument conveying
the Working Interest to another shall be regarded as
a Working Interest Owner to the extent of seven-
eighths (7/8) of his interest in Unitized Substances,
and as a Royalty Owner with respect to his remaining
one-elghth (1/8) interest therein.

"Royalty Interest" or "Royalty" 1s defined as an
interest other than a Working Interest in or right
to receive a portion of the Unltized Substances or
the proceeds thereof and lncludes the royalty
interest reserved by the lessor by an oil and gas
lease and any overridling royalty interest, oll pay-
ment interest, net profit contracts, or any other
payment or burden which does not carry with it
either the right to search for and produce Unitized
Substances or the obligation to pay or bear, elther
in cash or out of production, or otherwise, all or
a portion of the cost of drilling, developing and
producing the Unltized Substances from the Unitized
Formation and operating thereof hereunder.

le



(m) "Royalty Owner" 1s defined as and shall mean the
owner of a Royalty Interest.

(n) "Unit Operating Agreement” is defined as and shall
mean the agreement styled "Unit Operating Agreement,
East Eumont Unit, Lea County, New Mexico," entered
into by and between the Unit Operator and the
Working Interest Owners as provided in Section 9,
infra.

(o) "Unit Manager" i1s defined as the person or corpora-
tion appointed by the Working Interest Owners to
perform the dutlies of the Unit Operator until the
selection and qualification of a successor Unit
Operator as provided for in Section 7 hereof.

(p) "Tract" means each parcel of land described as such
and given a tract number in Exhibit "B,"

(@) "Tract Surface Acres" means the number of acres in
a Tract as shown in Exhibit "B."

(r) "Unit Area Surface Acres" means the total number of
acres in all unitized land as shown in Exhibit "B,"

(s) "Tract Current Production" is defined as the number
of barrels of oil produced from the Unitized Forma-
tion in a Tract of unitized land from July 1, 1961,
down to January 1, 1962, as reported to the State
0il Conservation Commission.

(t) "Unit Area Current Production" 1s defined as the
total number of barrels of oil produced from the
Unitized Formation in all unitized land from
July 1, 1961, down to January 1, 1962, as reported to
the State 011l Conservation Commission.

(u) "Tract Cumulative Production" is defined as the
number of barrels of oll produced from the Unitized
Formation 1n a Tract of unitized land from the date
of firat production down to January 1, 1962, as
reported to the State 011l Conservation Commission.

(v) "Unit Area Cumulative Production" i1s defined as the
total number of barrels of oll produced fraom the
Unitized Formation in all unitized land from the
date of first production down to January 1, 1962, as
reported to the State 011 Conservation Commission.

(w) "Tract Participation” means the percentage shown on
Exhibit "B" for allocating Unitized Substances pro-
duced from unitized land to a Tract of sald land
under this Agreement.

{x) "Unit Participation" of each Working Interest Owner
in unitized land means the sum of the percentages
obtalned by multiplying the Working Interest of such
Working Interest Owner in each Tract of unitized land
by the Tract Participation of such Tract.
SECTION 3, EXHIBITS: Exhibit "A" attached hereto is a
map showling, to the extent known to the Unit Operator, the Unit

Area and the boundaries and ldentity of Tracts and leases in said
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Unit Area. Exhibit "B" attached hereto is & schedule showing, to
the extent known to the Unit Operator, the acreage comprising each
Tract, the Tract Surface Acres in each Tract, the percentage
ownership of each Working Interest Owner in each Tract, and the
Tract Participation of each Tract. However, nothing herein or in
sald 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" shall be revised by the
Unit Operator whenever changes render such revision necessary,‘and
the required number of coples of such revision shall be filed with

the Commissioner and the Supervisor.

SECTION 4, EXPANSION: The above described Unit Area
may when practicable be expanded to include therein any additional
Tract or Tracts (as used in this section, the terms "Tract" and
"Tracts" mean not only the parcels of land described as such and
given tract numbers in Exhibit "B," but also any other parcels of

land proposed to be admitted to the Unit Area) regarded as rea-

sonably necessary or advisable for the purposes of this Agreement
to conform with the purposes of this Agreement, Such expansion
shall be effected in the following manner:

(a) The Working Interest Owner or Owners of a
Tract or Tracts desiring to bring such Tract or Tracts
into the Unit Area shall file an appllcation therefor
with Unit Operator requesting such admission.

(b) Unit Operator shall circulate a notice of
the proposed expansion to each Working Interest Owner
in the unit and in the Tract or Tracets proposed to be
included in the unit, setting out the bagls for admis-
sion, the Tract Participation to be assigned to such
Tract or Tracts, and other pertinent data. After
negotiation (at Working Interest Owners' meeting or
otherwise) if owners of 85 percent of the Working
Interest in unitized land (on the basis of Unit Far-
ticipation) have agreed to such Tract or Tracts being
brought into the Unit Area, then Unit Operator shall:

(1) After preliminary concurrence by
the Director and the Commissloner, prepare a
notice of proposed expansion describing the
contemplated changes in the boundaries of the
Unit Area, the reason therefor, the basis for
admission of the additional Tract or Tracts,
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the Tract Participation to be assigned thereto and
the proposed effective date thereof, preferably
the first day of a month subsequent to the date

of notice; and

(2) Deliver copies of said notice to the
Commissioner, the Supervisor, each Working
Interest Owner (mailing copy of such notice to the
last known address of each such Working Interest
Owner) and each lessee and lessor whose interests
are affected, advising such parties that thirty
(30) days will be allowed for submission to the
Unit Operator of any objectlion to such proposed
expansion; and

(3) File, upon the expiration of said
thirty (30) day period as set out in (2) im-
mediately above and provided that objections by
owners of not more than fifteen percent (15%) of
the Working Interest in unitized land (on the
basis of Unit Participation) have been filed
thereto, with the Commissloner and Supervisor the
following: (a) Comprehensive statement as to
mailing such notice of expansion; (b) An applica-
tion for such expansion; and (e¢) An instrument
containing the appropriate Joinders in compliance
with the particlipation requirements of Section 13,
infra.

The expansion shall, after due consideratlion of all
pertinent information and upon approval by the Commissioner and
the Director become effective as of the date prescribed in the

notice thereof.

SECTION 5, COMMITTED LAND AND UNITIZED SUBSTANCES: All

land effectively committed to this Agreement shall constitute the
land referred to herein as "unitized land" or "land subject to this
Agreement." All Unitized Substances, as heretofore defined, in or
produced from the "unitized land" are hereby unitized under the
terms of this Agreement. Surface rights of ingress and egress
shall be maintained for the benefit of the Unit, Nothing herein
shall be construed tc unitize, pool, or in any way affect the

0oll, gas and other minerals contained in or that may be produced

from any formation other than the Unitlized Formation.

SECTION 6. UNIT OPERATOR: Tlidewater 0Oil Company, a

Delaware corporation, 1s hereby designated as Unit Operator
and by signing this instrument as Unit Operator it agrees and

consents to accept the duties and obligations of Unit Operator for
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the operation, development and production of Uniti#g& Spbatances
from the unitized land as herein provided. Whenever reference is
mage hereln to the Unit Operator, .such reference means the Unit
Operator acting in that capacity and not as an owngr of interests
in Unitized Substances, and the term "Working Interest Owner"
when ysed herein shall include or refer to Unit Operator as the

owner of a Working Interest when such an interest 1s owned by it.

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR:
Unit Operator shall have the right to resign at'any time, but such
resignation shall not become effective 8o as to release Unit
Operator from the duties and gbligations of Unit Operator and
terminate Unit Operator's rights as such for a period of six (6)
months after written notice of intention to resign has been given
by Unit Operator to all Working Interest Owners, the Commissioner
and the Superviaor, unless a new Unit Operator shall have taken
over and assumed the duties and obligations of Unit Operator prior
to the expiration of said period.

The Unit Operator may, upon default or fallure in the
pérformance of 1ts dutles or obliggtions hereunder, be subject to
removal hy owners of 80 percent of the Working Interest in the
unitized land (on the basis of Unit Participation) exclusive of
the Working Interest owned by the Working Intereét,Owner who is
the Unit Operaﬁor. Such removal shall be effective upon notice
thereof to the Commlsslioner and the Supervisor,

In all instances of resignation or removal, until a suc-
cessor Unit Operator 1s selected and approved as hereinafter pro-
vided, the Working Interest Owners shall be jointly responsible for
performance of the duties of Unit Operator and shall not later than
thirty (30) days before such resignation or removal becomes ef-
fective appoint a Unit Manager to represent them in any action
to be taken hereunder.

The resignation or removal of Unif Opérator under this
Agreement shall not terminate its right, title or interest as
the owner of a Working Interest or other interest 1n Unitized Sub-

stances, but upon the resignation or removal of Unit Operator
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becoming effective, such Unit Operator shall deliver possession
of all equipment, books, and records, materials, appurtenances
and any otheyr assets, used in conducting the unit operations and
owned by the Working Interest Owners (including any and all
data and information which it might have gained or assembled by
reason of its operation of the unitized land) to the new duly
qualified successor Unit Operator or to the Unit Manager 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,
Nothing herein céntained shall be construed to relieve
or discharge any Unit Opefator who resigns or i#‘removed here-
under for any llability or dutiles accruing or performable by 1t

prior to the effective date of such resignation or removal.

SECTION 8. SUCCESSOR UNIT OPERATOR: Whenever the

Unit Operator shall\ﬁénder its resignation as ﬁnit Operator or
shall be removed as hereinabove provided, the Worﬁing Interest
Owners shall by affirmative vote of at least 70 percent of their
voting interest, based upon Unlit Particlipation as shown on
Exhibit "B," select a successor Unit Operator; provided; however,
that should any WOrking Interest Owner own a voting interest of
more than 30 percent, the vote of salid party shall not serve to
disapprove the selection of a new Unit Operator approved by 70
percent or more of the voting interests of the remaining Working
Interest Owners, and provided further that the Unlt Operator
shall not vote to succeed himself, Such selectlon shall not be-
come effective until (a) a Unit Operator so selected shall accept
in writing the duties and responsiblitles of Unit Operator, and
(b) the selection shall have been approved 5y the Commissioner
and filed with the Supervisor. If no successor Unit Operator

or Unit Manager is selected and qualified as herein provided,
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the Commissioner and the Director, at thelr election, may de-

clare this Agreement terminated.

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING

AGREEMENT:
Costs and expenses incurred by Unit Operator in con-
ducting unit operations hereunder shall be paid, apportioned
among and borne by the Working Interest.Owners,in accordance
wlth the Unlt Operating Agreement. Such Unit Operating Agreement
shall also provide for such other rights and obligations as
between Unit Operator and Workling Interest Owners as may be
agreed upon by the Unit Operator and Working Interest Owners;
however, no such Unit Operating Agreement shall be deemed either
to modify any of the terms and condlitions of this Unit Agreement
or to relieve the Unlt Operator of any right or obligation
established under this Unit Agreement, and in case of any in-
consistency or conflict between the Unit Agreement and the Unit
Operating Agreement, thls Unit Agreement shall prevall. The re-
quired number of copies of any Unit Operating Agreement executed
pursuant to this Section shall be filed with thg Commissioner

and the Supervisor, prior to approval of this Agfeement.

SECTION 10, RIGHTS AND OBLIGATIONS OF UNIT OPERATOR:

Except as otherwlse specifically provided hereln, the excluslve
right, privilege and duty of exercising any and all rights of

the parties hereto which are necessary or convenlent 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 of title to sald rights shall be deposited with sald
Unit Operator, and together with this Agreement, 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
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its capacity as Unit Operator, shall exercise the rights of pos-
session and use vested in the garties hereto only for the pur-

poses herein specified.

SECTION 11. PLAN OF OPERATIONS: It 1is recognized and

agreed by the parties hereto that all of the land subject to this
Agreement 1s reasonably proved to be productive of Unitized Sub-
stances in paying quantities and that the object and purpose of
this Agreement is to formulate and to put into effect a secondary
recovery project in order to effect the greatest ultimate recovery
of Unitized Substances, prevent waste and conserve natural re-
sources. The parties hereto agree that the Unit Operator may,
subject to the consent and approval of a plan of operation by the
Working Interest Owners, the Supervisor, the Commission, and the
Commissioner, inject into the Unitized Formation, through any
well or wells completed therein, brine, water, air, gas, oil,
liquefied petroleum gas, and other substance or a comblnation of
any of said substances, whether produced from the Unitized Forma-
tion or not, and that the location of input wells and the rates
of injection therein and the rate of production shall be governed
by standards of good geologic and petroleum engineering practices
and conservation methods. After commencement of secondary opera-
tions, Unit Operator shall furnish the Commission, the Commis-
sioner, and the Supervisor monthly injection and production re-
ports for each well on the unitized land. The Working Interest
Owners, the Supervisor, the Commission, and the Commissioner shall
be furnished periocdic reports on the progress of the plan of
operation and any revisions or changes thereto; provided, however,
that any major revisions of the plan of operation involving a
basic deviation from the initial plan of operation shall be sub-
Ject to the consent and approval of the Working Interest Owners,
the Supervisor, the Commission, and the Commissioner.

The initial plan of operation shall be filed with the
Supervisor, the Commission, and the Commissloner concurrently

with the filing of this Unit Agreement for final approval.
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Said initial plan of operation and all revisions thereof shall
be as complete and adequate as the Supervisor, the Commission,
and the Commissloner may determine to be necessary for timely
operation consistent herewith. Reasonable dlligence shall be
exercised in complying with the obligations of the approved

plan of operation.

SECTION 12. TRACT PARTICIPATION: In Exhibit "B" at-

tached hereto, there are listed and numbered the various Tracts
within the Unit Area and set forth opposite each Tract 1is a
figure which represents the Tract Participation of such Tract.
The formula used for the calculation of such percentages of
participation 1s as follows:

5% of Tract Surface Acres
Unit Area Jurface Acres

Plus

5% of Traet Current Production
Unlit Area Current Production

Plus

904 of Tract Cumulative Production
Unit Area Cumulative Production

The percentages of participation set forth opposite
each Tract in Exhibit "B" were calculated on the basis of one-
hundred percent (100%) Tract commitment, If the Unit Agreement
is approved with less than one-hundred percent (100%) Tract
commitment, said percentages of participation shall be revised
to fit the commitment status as of the effective date hereof,
and thereafter, as needed pursuant to Section 14 (Allocation of

Unitized Substances).

SECTION 13, TRACTS QUALIFIED FOR PARTICIPATION: On and

after the effective date hereof the Tracts within the Unit Area
which shall be entitled to participation (as provided in Section
12 hereof) in the production of Unitized Substances therefrom
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shall be those Tracts more particularly described in said

Exhibit "B" that corner or have a common boundary (Tracts sep-

arated only by a public highway or a raillroad fight of way shall

be considered to have a common boundary) and otherwise qualify

as fbllows:

(a)

(b)

(e)

Each Tract as to which Working Interest Owners
owning one hundred percent (100%) of the Working
Interest have become parties to this agreement
and as to which Royalty Owners owning eighty-five
percent (85%) or more of the Royalty Interest have
become parties to thls agreement.

Each Tract as to which Working Interest Owners
owning one hundred percent (100%) of the Working
Interest have become partlies to this agreement,
and as to which Royalty Owners owning less than
eighty-five percent (85%) of the Royalty Interest
have become parties to this agreement, and as to
which (1) all Working Interest Owners in such
Tract have Joined in a request for the acceptance
of such Tract, and as to which (2) eilghty percent
(80%) of the combined voting interests of Working
Interest Owners in all Tracts that meet the re-
quirements of (a) have voted in favor of the
acceptance of such Tract. For the purpose of

this Subsection (b), the voting interest of a Work-
ing Interest "Owner shall be equal to the ratlo that
its Unit Participation attributable to Tracts

that qualify under (a) above bears to the total
Unit Participation of all Working Interest Owners
attributable to all Tracts that qualify under

(a) above.

Each Tract as to which Working Interest Owners
owning less than one hundred percent (100%) of the
Working Interest have become parties to this agree-
ment, regardless of the percentage of Royalty
Interest thereln that is committed hereto; and as

to which (1) the Working Interest Owner who operates
the Tract and all of the other Working Interest
Owners in such Tract who have become parties to this
agreement have Jjolned in a request for acceptance of
such Tract, and have executed and delivered an
indemnity agreement indemnifying and agreeing to
hold harmless the Working Interest Owners in all
other Tracts that qualify under this Section 13,
their successors and assigns, against all claims

and demands that may be made by the owners of
Working Interests in such Tract who are not parties
to thls agreement, and which arise out of the ac-
ceptance of the Tract; and as to which (2) eighty
percent (80%) of the combined voting interest of
Working Interest Owners 1n all Tracts that meet the
requirements of (a) and (b) above have voted in
favor of the acceptance of such Tract and to accept
the indemnity agreement. For the purpose of this
Subsection (¢), the voting interest of each Working
Interest Owner shall be equal to the ratio that its
Unit Participation attributable to Tracts that
qualify under (a) and (b) above bears to the total
Unit Particlpation of all Working Interest Owners
attributable to all Tracts that qualify under (a)
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and (b) above. Upon the acceptance of such a Tract,

the Unit Participation that would have been at-

tributed to the non-subscribing owners of the

Working Interest in such Tract, had they become

parties to this agreement and the Unit Operating

Agreement, shall be attributed to the Working In-

terest Owners in such Tract who have become

parties to such agreements, in proportion to their

respective Working Interests in the Tract.

If, on the effective date of this Agreement, there are
any Tract or Tracts in the Unit Area which have not been ef-
fectively committed to or made subject to this Agreement by
qualifying as above provlided, then such Tract or Tracts shall not
be considered as unitized land and shall not be entitled to Tract
Participation hereunder. Unit Operator, shall, when submitting
this Agreement for final approval by the Commissioner and the
Director, file therewith a schedule of those Tracts which have
been committed and made subject to this Agreement and are entitled
to Tract Participation hereunder., Said schedule shall set forth
opposlte each such committed Tract the lease number or assignment
number, the owner of record of the lease, and the Tract Partici-
pation of such Tract which shall be computed aeccording to the
participation formula set out in Section 12 (Tract Participation)
above., This schedule of participation shall be a part of Exhibit
"B" and upon approval thereof by the Commissioner and the Director
shall become a part of this Agreement and shall govern the alloca-~
tion of production of Unitlized Substances until a new schedule

i1s filed and approved by the Commissioner and the Director.

SECTION 14, ALLOCATION OF UNITIZED SUBSTANCES: All

Unitized Substances produced and saved (less, save and except
any part of such Unitized Substances used in conformity with
good operating practices on said unitized land for drilling,
operating, camp and other production or development purposes
and for pressure maintenance or unavoidably lost) shall be ap-
portioned among and allocated to the Tracts of unitized land

in accordance with the respective Tract Participations then
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effective hereundef éufihg thé respective periodé'éuch Unitized
Substances we;é prﬁduéed, aé set forth in the schedule of partiei-
pation in Exhibit "B." The amount of Unitized Subsfances so al-
located to each Tract, and'bnly that amount, (regardless of
whether 1t be more or 1ess thaﬁ the amount of the actual production
of Unitized Substances from the well or ﬁells, if any, on such
Tract) shall, for all intents, uses and‘purposes, be deemed to
‘have Been produced from such Tract.

The Unitized éubstances allocaézd to each Tract of
unitized land shall be distributed among, or accounted for to the
parties executing, conéenting to ‘or ratifying this Agreement en-
titled to share in the produetion froﬁ such Tract in the samé
manner, in the same proportions, and upon the same cénditioﬁ;;‘as
they would have participated and shafed in the’produétionffrom
such Tracts, or in the proceeds thereof, had this Agreement not
been entered inko; and with the Same legal foéce and effect.

No Tract committed to this Agreement and qualified for
participation as above provided shall be subsequently excluded
from participation hereunder on account of depletion of Unitized
Substances, and nothing herein contaiﬁéd éhall be construed as
requiring any retroactive adjustment for production obtained prior
to the effective date of the joinder of any Tract.

If the Working Interest and the Royalty Interest in any
Tract are or hereafter become,divided with respect to separate
parcels or portions of such Tract and owned severally by differ-
ent persons, the Tract Participation assigned to such Tract shall,
in the absence of a recordable instrument executed by all owners
and furnished to Unit Operator fixing the divisions of ownership,
be divided among such parcels or portions in proportion to the
number of surface acres in éach.

The Unitized Substances allocated to each Tract of
unitized land shall be delivered in kind to the respective Working
Interest Owners and partles entitled thereto by virtue of the

ownershlp of oil and gas rights therein or by purchase from such
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owners. Each Working Interest Owner and the partles entitled
- thereto shall have the continuing right to receive such production
in kind at a common point on unitized land and to sell or dispose
of the same as it sees fit. Each such party shall have the right
to construct, maintain and operate all necessary facilities for
that purpose on unitized land, provided the same are so constructed,
maintained and operated as not to interfere with operations car-
ried on pursuant hereto. Subject to Section 15 hereof, any extra
expenditures ineurred by Unit Operator by reason of the delivery
'in kind of any portion of the Unitized Substances shall be borne
by the party receiving the same in kind, 1If any party hereto
shall fall to take in kind or separately dispose of 1ts propor-
tionate share of the production from the unitized land, Uﬁit
Operater shall have the right, for the time being and subject to
revocation at will by the party owning such share, to:ﬁurchase
for its own account or sell to others such share at not less than
-the price received by the Working Interest Owner acting as Unit
Operator for its proportionate share; provided, however, all con-
tracts of sale by the Unit Operator of any other party"s share of
saild production shall be only feor such reasonabl§ periods of time
as are consistent with the minimum needs of the industry under
the circumstances, but in no event shall any such contract be for
a period in excess of one (1) year, and further provided, that
Unit Operator shall not make a sale into interstate commerce of
any other party's share of gas production wlthout first giving
such other party sixty (60) days' notice of such intended sale.
The net proceeds, 1f any, of the Unitized Substances so disposed
of by Unit Operator -shall be paid to the party entitled thgreto.
Any party receiving in kind or separately disposing of
all or any part of the Unitized Substances allocated to any
Tract of unitized land, or recelving the proceeds therefrom if
the same 1s sold or purchased by Unit Operator, shall be responsible

for the payment of all Royalty on the lease or leases and Tracts
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contributed by 1t and recelved into the Unit, and each such party
shall hold each other party hereto harmless agalnst all claims,
demands and causes of actlon for such Royalty on thé lease or
leases and Tracts contributed by it and received into the Unit.
If, after the effective date of this Agreement, there 1s
any Tract (or Tracts) subsequently committed to the Unit Area,
as provided in Section 4 (Expansion) hereof, or any Tract (or
Tracts) within the Unit Area not committed hereto as of the
effective date hereof but which 1s subsequently committed hereto
under the provisions of Section 30 (Nonjoinder and Subsequent
Joinder), or if any Tract is excluded from the Unit Area, as
provided for in Section 29 (Losé of Title), the Tract Participations
as shown in Exhibit "B," subject to Section 12 (Tract Participation)
or Section 30 (Nonjoinder and Subsequent Joilnder), whichever 1s
appropriate, shall be revised by the Unit Operator and distributed
to the Working Interest Owners, the Commissioner, and the Director
to show the new Tract Participations of all the then effectively
commlitted Tracts in the Unit Area; and the revised schedules,
upon approval by the Commissioner and the Director, shall govern
all the allocatlion of production of Unitized Substances from
unitized land from and after the effective date thereof untll a

new schedule 1s approved by the Commlissioner and the Director.

SECTION 15. ROYALTY SETTLEMENT: The State of New Mexico

and the United States of America and all Royalty Owners'who, under
an existing contract, are entitled to take in kind a share of the
substances produced from any Tract of unitized land, shall continue
to be entitled to such right to take 1n kind thelr share of the
Unitized Substances allocated to such Tract, and Unit Operator
shall make deliveries of such Royalty share taken in kind in con-
formity with the applicable contracts, laws and regulations., Set-
tlement for Royalty Interest not taken in kind shall be made by
Working Interest Owners responsible therefor under existing con-

tracts, laws and regulations, on or before the last day of each
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month for Unitized Substances produced during the preceding calendar
month; provided, however, that nothlng herein contained shall
operate to relieve the lessees of any land from thelr respective
lease obligations for the payment of any Royalty due under thelr
leases, except that such Royalty shall be computed in accordance
with the terms of this Unit Agreement.

If natural gas (as opposed to liquefied petroleum gas)
obtained from lands or formations not subject to this Agreement
is introduced into the Unitized Formation for use in repressuring,
stimulation of production or increasing ultimate recovery in con-
formity with a plan approved pursuant to Section 11 (Plan of
Operation), a like amount of gas, less appropriate deductions
for loss from any cause, may be withdrawn from the Unitlzed
Formation royalty free as to dry gas but not as to the products
extracted therefrom subject to a plan approved by the Supervisor.
If liquefied petroleum gas (as opposed to natural gas) obtained
from lands or formations not subject to this Agreement is intro-
duced into the Unitized Formation for the purposes and under the
conditions mentioned in the preceding sentence, then part or all
of such liquefied petroleum gas may be withdrawn royalty free
pursuant to such conditlons and formulas as may be prescribed or
approved by the Supervisor and the Commissioner. The rights of
withdrawal in this section contained shall terminate as of the
effective date of termination of this Unit Agréement.

All royalty due the State of New Mexico and the United
States of America and the other Royalty Owners hereunder shall be
computed and paid, at the rates prescribed in the leases, on the
basls of all Unitized Substances allocated to the respective Tract
or Tracts of unitized land, in lieu of actual production from such
Tract or Tracts; provided, that for federal leases on which the

royalty rate depends on the daily average production per well,
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said average production shall be determined in accordance with the
operating regulatlions as though the unitized land were a single
consolidated lease,

Each Royalty Owner (other than the State of New Mexico
and the Unlted States of America) that executes thls Agreement
represents and warrants that it 1s the owner of a Royalty Interest
in a Tract or Tracts within the Unit Area as its Ilnterest appears
in Exhibit "B" attached hereto. If any Royalty Interest in a
Tract or Tracts should be lost by title failure or otherwise in
whole or in part, during the term of this Agreement, then the
Royalty Interest of the party representing himself to be the owner
thereof shall be reduced proportionately and the interest of all
parties shall be adjusted accordingly.

SECTION 16, RENTAL SETTLEMENT: Rentals or minimum

royalties due on leases committed hereto shall be paid by Working
Interest Owners responsible therefor under exlsting contracts, laws
and regulations, provided that nothing herein contained shall
operate to relieve the lessees of any land from theilr respective
lease obligations for the payment of any rental or minimum royalty
in lieu thereof, due under their leases. Rental for lands of the
State of New Mexico subject to thls Agreement shall be pald at the
rate specified in the respectlve leases from the State of New
‘Mexico. Rental or minimum royalty for lands of the United States
of America subject to thls Agreement shall be pald at the rate
specified in the respective leases from the Unlted States of
America, unless rental or minimum royalty is walved, suspended,

or reduced by law or by approval of the Secretary or his duly

authorized representative,

SECTION 17. CONSERVATION: Operations hereunder and

production of Unitized Substances shall be éonducted to provide for
the most economical and efflcient recovery of said substances
without waste, as defined by or pursuant to Federal and State laws

and regulations.
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SECTION 18, DRAINAGE: The Unit Operator shall take
appropriate and adequate measures to prevent drainage of Unitized
Substancés from the unitized land by wells on land not subject to

this Agreement,

SECTION 19, LEASES AND»CONTRA¢TS CONFORMED AND EXTENDED:

The terms, conditions and provisions of all leases, subleases and
other contracts relating to exploration, drilling, development or
operation for oil or gas on lands committed to this Agreement are
hereby expressly modifled and amended to the extent necessary to
make the same conform to the provisions hereof, but otherwise to
remain in full force and effect, and the parties hereto hereby con-~
sent that the Secretary and the Commissioner, respectively, shall
and by their'approval hereof, or by the approval hereof by thelr
duly authorized representatives, do hereby establish, alter,
change or revoke the drllling, producing, rental, minimum royalty
and royalty requirements of Federal and State leases committed
‘hereto and the regulations in respect thereto to conform said re-
quirements to the provisions of this Agreement,

Without limiting the generality of the foregoing, all
leases, subleases and contracts are particularly modified in ac-
cordance with the following:

(a) * The development and operation of lands subject to
. This Agreement under the terms hereof shall be
“ deemed full performance of all obllgations for
development and operatlon with respect to each

and every part or separately owned Tract subject

to this Agreement, regardless of whether there is

any development of any particular part or Tract

of the Unlt Area, notwithstanding anything to the

contrary in any lease, operating agreement or

other contract by and between the parties hereto,

or thelr respective predecessors in interest, or

any of them,

(b) Drilling, producing or secondary recovery opera-

tlons performed hereunder upon any Tract of

unitized land : shall be accepted and deemed to be

performed upon and for the beneflt of each and

every Tract of unitized land, and no lease shall

be deemed to explre by reason of fallure to drill

or produce wells situated on land thereln embraced,

(¢) Suspension of drilling or producing operations on
.. all unitized lands pursuant to direction or consent
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(4)

(e)

(f)

(8)

(h)

of the Commissioner and the Supervisor or their
duly authorized representatives, shall be deemed
to constitute such suspension pursuant to such
direction or consent as to each and every Tract
of unitized land.

Each lease, sublease, or contract relating to the
exploration, drilling, development or operation for

- 011l and gas which by its terms might expire prior to

the termination of this Agreement, is hereby ex-
tended 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.

Terminatlon of this Agreement shall not affect any
lease which, pursuant to the terms thereof or any
applicable laws, shall continue 1n force and effect
thereafter.

Any lease embracing lands of the State of New Mexico
which 1is made subject to thls Agreement, shall con-
tinue in force beyond the term provided ‘therein as
to the lands committed hereto until the termination
hereof,

Any lease embracing lands of the State of New Mexico
having only a portion of its land committed hereto,
shall be segregated as to that portion committed and
that not committed, and the terms of such lease shall
apply separately to such segregated portions com-
mencing as of the effective date hereof., Provided,
however, that notwlthstanding any of the provisions
of thls Agreement to the contrary, such lease shall
continue in full force and effect beyond the term
provided therein as to all lands embraced in such
lease if o0il or gas 1s, or has heretofore been dis-
covered in paying quantitlies on some part of the
lands embraced in such lease committed to this Agree-
ment or, so long as a portion of the Unitized Sub-
stances produced from the Unit Area is, under the
terms of this Agreement, allocated to the portion of
the lands covered by such lease committed to this
Agreement, or, at any time during the term hereof,
as to any lease that 1s then valid and subsisting
and upon which the lessee or the Unit Operator is
then engaged in bona fide drilling, reworking, or
secondary recovery operations on any part of the
lands embraced in such lease, then the same as to
all lands embraced therein shall remain in full
force and effect so long as such operations are
diligently prosecuted, and if they result in the
production of oil or gas, sald lease shall continue
in full force and effect as to all of the lands em-
braced therein, so long thereafter as oll or gas in
paying quantities is belng produced from any portion
of sald lands.

The segregation of any Federal lease committed to
this Agreement is governed by the following provision
in the fourth paragraph of Section 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
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plan shall be segregated into separate leases as

to the lands commlitted and the lands not committed
as of the effective date of unitization; Provided,
however, that any such lease as to the non-unitized
portion 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 paylng quantities,"

SECTION 20, MATHEMATICAL ERRORS: It is hereby agreed by

all parties to thls Agreement that Unit Operator is empowered to
correct any mathematical or clerical errors which might exist in
the pertinent exhibits to this Agreement upon approval of the

Commissioner and the Supervisor,

SECTION 21. COVENANTS RUN WITH LAND: The covenants

herein shall be construed to be covenants running with the land
with respect to the interest of the parties hereto and their suc-
cessors in interest until this Agreement terminates, and any
grant, transfer or conveyance of linterest in land or leases sub-
Ject hereto shall be and hereby is conditioned upon the assumption
of all privileges and obligations hereunder by the grantee,
tranaferee or other successor in interest. No assignment or
transfer of any Working 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, or acceptable photo-
static or certiflied copy, of the recorded instrument of transfer;
and no assignment or transfer of any Royalty Interest subject
hereto shall be binding upon the Working Interest Owner responsible
therefor until the first day of the calendar month after said
Working Interest Owner is furnished with the original, or ac-
ceptable photostatic or certified copy, of the recorded instrument

of transfer.

SECTION 22. EFFECTIVE DATE AND TERM: This Agreement

shall become binding upon each party who executes or ratifies it

as of the date of execution or ratification by such party and shall
become effective as of 7:00 o'eclock A.M. of the first day of the
month next following:
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(a) The execution or ratification of this Agreement
and the Unit Op>rating Agreement by Working
Interest Owners owning a combined Unit Participa-
tion of at least 80 percent, and the execution or
ratification of this Agreement by Royalty Owners
owning a combin:d interest of at least 65 percent
of the Royalty Interest, in the Unlt Area; and,

(v) The approval of this Agreement by the Commissioner,
the Director, and the Commission; and

(c) The filing for record in Lea County, New Mexico,

by Unlt Operator, of at least one counterpart of

this Unit Agreement.

If (a), (b), and (c) above are not accomplished on or before
July 1, 1965, this Agreemznt shall ipso facto terminate on said date
(hereinafter called "termination date") and thereafter be of no
further force or effect, unless prior thereto this Agreement has
been executed or ratified by Working Interest Owners owning a com-
bined Unit Participation of at least 60 percenﬁ, and the Working
Interest Owners owning a :ombined Unit Participation of at least
85 percent committed to this Agreement have decided to extend said
termination date for a period not to exceed six (6) months (here-
inafter called "extended termination date"). If said termination
date i1s so extended and (a), (b) and (¢) are not accomplished on
or before said extended termination date, this Agreement shall
ipso facto terminate on said extended terminatiqn date and there-
after be of no further force or effect. For the purposes of this
Section, ownership shall Ye computed on the basis of Unit Par-
ticipation as determined {rom the original Exhibit "B" attached
to the Unit Agreement.

Unit Operator :1all, within thirty (30) days after the
effective date of thls Ag reement, fille for record a certificate
to the effect that this Azreement has become effective according
to its terms and stating Jurther the effectlve date and the loca-
tion of the governmental agency offices where coples of this
.Agreement are filed.

The term of this Agreement shall be for and during the
time that Unitized Substances are produced in paylng quantities

from the unitized land and as long thereafter as drilling,
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reworking or other operations (including secondary recovery
operations) are prosecuted thereon without cessation of more than
ninety (90) consecutive days, unless sooner terminated by Worklng
Interest Owners in the manner hereilnafter provided.

This Agreement may be terminated with the approval of
the Commisslioner and the Director by Working Interest Owners owning
elghty-five (85%) bercent Unit Participation whenever such Working
Interest Owners determine that unit operations are no longer |
profitable, feasible or in the interest of conservation, Notlce
of any such termination shall be gliven by Unlt Operator to all
parties hereto.

Upon termination of this Agreement, the further develop-
ment and operation of the Unlit Area as a Unit shall be abandoned,
unit operations shall cease, and thereafter the partles hereto
shall be governed by the terms and provisions of the leases and
contracts affecting the separate Tracts.

If not otherwlise covered by the leases unitized under
this Agreement, Royalty Owners hereby grant Working Interest Owners
a period of six (6) months after termination of this Agreement in
which to salvage; sell, distribute or otherwise dlspose of the
personal property and facllitlies used in connection with unit

operations.

SECTION 23. RATE OF PROSPECTING, DEVELOPMENT AND PRO-

DUCTION:
All production and the disposal thereof shall be in con-
formity with allocations and quotas made or fixed by any duly ‘
authorized person or regulatory body under any Federal or State
statute. The Director 1s hereby vested with authority to alter
or modify from time to time, in his discretion, the rate of
prospecting and development and, within the limits made or fixed
by the Commlssion, to alter or modify the quantlty and rate of
production under this Agreement, such authority being hereby
limited to alteration or modification in the public interest, the
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purpose thereof and the public interest to be served thereby to
be stated in the order of alteration or modification; provided,
further that no such alteration or modification shall be effective
as to any land of the State of New Mexlico ag to the rate of
prospecting and development in the ébsence of the specific written
approval”thereof by the Commissioner and as to any lands of the
State of New Mexico or privately-owned lands subject to this Agree-
ment as to the quantity and rate of production in the absence of
specific written approval thereof by the Commission.

Powers in this Section vested in the Director shall only
be exercised after notice to Unit Operator and opportunity for
hearing to be held not less than fifteen days from notice, and

thereafter subject to administrative appeal before becoming final.

SECTION 24. NONDISCRIMINATION: In connection with the

performance of work under this Agreement, Unit Operator agrees
to comply with all of the provisions of Section 301 (1) to (7)
inclusive, of Executive Order 10925, as amended, (28 F.R. 6485),

which are incorporated by reference in this Agreement,

SECTION 25, APPEARANCES: Unit Qperator shall have the

right to appear for or on behalf of any and all interests af-
fected hereby before the Commissioner, the Department, and the
Commission, and to appeal from any order issued under the rules
and regulations of the Commlssioner, the Department, or the Com-
mission, or to apply for relief from any of sald rules and
regulations or in any proceedings relative to operatlions before
the Commissioner, the Department, or the Commission, or any other
legally constituted authority; provided, however, that any other
interested party shall also have the right at his or 1its own ex-

pense to be heard in any such proceeding.

SECTION 26, NOTICES: All notices, demands, objections
or statements required hereunder to be gilven or rendered to the

parties hereto shall be deemed fully given if made in writing
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- and personally delivered to the party or parties or sent by post-
rald certified mail, addressed to such party or parties at thelr
raespective addresses set forth 1ln connection with the signatures
hereto or to the ratification or consent hereof or to such other
address as any such party or parties may have furnished in writing
to the party sending the notice, demand or statement.

SECTION 27. NO WAIVER OF CERTAIN RIGHTS: Nothing in

this Agreement contained shall be construed aé a walver by any
party hereto of the right to assert any legal or constitutional
right or defense as to the validity or 1nvalidity of any law of
the State whereln said unitized lands are located, or rules or
regulations issued thereunder in any way affecting such party, or
as a walver by any such party of any right beyond his or its

authority to walve.

SECTION 28. UNAVOIDABLE DELAY: All obligations under

this Agreement requiring the Unit Operator to commence or con-
tinue secondary recovery operations or to operate on or produce
Unitized Substances from any of the lands covered by this Agree-
ment shall be suspended while, but only so long as the Unit
Operator despite the exerclse of due care and diligence, is pre-
vented from complying with such obligations, in whole of 1ﬁ part,
by strikes, acts of God, Federal, State or municipal law or
agency, unavoldable accident, uncontrollable delays in transporta-
tion, lnabllity to obtain necessary materials in open market, or
other matters beyond the reasonable control of the Unlt Operator

Whether similar to matters herein enumerated or not.

SECTION 29, LOSS OF TITLE: 1In the event title to any

Tract of unitized land shall fail so as to render the Tract in-

operable under thls Agreement and the true owner cannot be induced
to join in this Unlt Agreement, such Tract shall be automatically
regarded as not committed hereto and there shall be such readjust-

ment of future costs and benefits as may be required on account
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of the loss of such title., If the title or right of any party
claiming the right to receive in kind all or any portion of the
Unitized Substances allocated to a Tract of unitized land 1s in
dispute, Unit Operator, at the discretion of Working Interest Owners
shall either: 4
(a) require that the party to whom such Unitized Substances
. are dellivered or to whom the proceeds thereof are paild,
furnish security for the proper accounting therefor to
the rightful owner if the title or right of such party
fails in whole or in part, or
(b) withhold and market the portion of Unitized Substances
with respect to which title or right 1s.in dispute,
and impound the proceedsa thereof untll such time as
the right or title thereto 1s established by a final
Judgment of a court of competent jurisdiction or
otherwise to the satisfaction of Working Interest
Owners, whereupon the proceeds so impounded shall be
pald to the party rightfully entitled thereto;
provided, however, that as to State or Eederal land or leases, no
payments of funds due the State of New Mexlco or the Unlted States
of America shall be withheld, but such funds shall be deposited as
directed by the Commissioner or the Supervisor (as the case may be),
to be held as unearned money pending final settlement of the title
dispute and then applied as earned or returned in accordance with
such final settlement.
Unit Operator as such 18 relieved from any responsibility

for any defect or fallure of any title hereunder.

SECTION 30. NONJOINDER AND SUBSEQUENT JOINDER: If the

owner of any substantial interest in a Tract within the Unit Area
fails or refuses to subscribe, ratify, or consent in writing to
this Agreement, the Working Interest Owner in that Tract who has
executed or ratifféd this Agreement may wlthdraw sald Tract from
this Agreement by written notice to the Director, the Commissioner,
and Unlt Operator prior to the effective date of thils Agreement,
Joinder by any Royalty Owner, at any time, must be accompanied

by appropriate joinder of the corresponding Working Interest Owner
In order for the interest of such Royalty Owner to be regarded as

effectively committed., Joinder to the Unit Agreement by a Working
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Interest Owner, at any time, must be accompanied by appropriate
Joinder to the Unit Operating Agreement in order for such interest
to be regarded as effectively committed to this Unit Agreement.

Any o0ll or gas interest in the lands in the Unit Area
not committed hereto prior to submission of thils Agreement to the
Commissioner and the Director for final approval may thereafter
be committed hereto upon compllance with the applicable provisions
of this Section and of Section 13 (Tracts Qualified for Participa-
tion) hereof, at any time up to the effective date hereof on the
same basls of participation as provided in saild Section 13 by the
owner or owners thereof subscrlibing, ratifying, or consenting 1n
writing to this Agreement and, if the Interest is a Working In-
terest, by the owner of such interest subscribing also to the Unit
Operating Agreement, however, after final approval by the Commis-
sioner of this Agreement, any commitment of State land must be
approved by the Commissioner.

It is understood and agreed, however, that from and after
the effective date hereof the right of subsequent joinder as pro-
vided in this Section shall be subject to such requirements or
approvals and on such basis as may be agreed upon by owners of
eighty-five percent (85%) of the Working Interest in the unitized
land (based upon Unit Participation), subject to the approval of
the Commissioner and the Director. Such Jjoinder by a proposed
Working Interest Owner must be evidenced by his execution or rati-
fication of this Agreement and the Unit Operating Agreement and
where State land is involved, such Jolnder must be approved by
the Commissioner. Such Joinder by a proposed Royalty Owner must
be evidenced by his execution, ratification or consent of this
Agreement and must be consented to In writing by the Working
Interest Owner responsible for the payment of any benefits that
may accrue hereunder in behalf of such proposed Royalty Owner.
Except as may be otherwise herein provided, subsequent jolnder
to this Agreement shall be effective at 7:00 A.M. as of the first
day of the month following the filing with the Commissloner and
the Supervisor of duly executed counterparts of any and all
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documents necessary to establish effectlive commitment of any Tract
or interest to thils Agreement, unless obJjection to such joinder
by the Commissioner or the Director is duly made within sixty

(60) dzys after such filing, Notwithstanding any provision to the
contrary, any commitment of State of New Mexico land must be

approved by the Commlissioner.

SECTION 31. COUNTERPARTS: This Agreement may be executed

in any number of counterparts, no one of which needs to be exe-
cuted by all parties and may be ratified or consented to by
separate instrument in writing specifically referring hereto, and
shall be binding upon all those parties who have executed such a
counterpart, ratification or consent hereto with the same force
and effect as if all parties had signed the same document, and
regardless of whether or not 1t 1is executed by all other parties
owning or claiming an interest in the lands within the above-

described Unit Area.

SECTION 32, TAXES: Each»party hereto shall, for its
own account, render and pay its share of any taxes levied against
or measured by the amount or value of the Unitized Substances pro-
duced from the unitized land; provided, however, that if it is
required or if it be determined that the Unit Operator or the
sevFral Working Interest Owners must pay or advance said taxes for
the account of the parties hereto, 1t is hereby expressly agreed
that the parties so payling or advancing said taxes shall be re-
imbursed therefor by the parties hereto, inecluding Royalty Owners,
who may be responsible for the taxes on thelr respective allocated
share of sald Unitized Substances. No such taxes shall be charged
to the United States or to the State of New Mexlco, nor to any les-
gsor who has a contract with a lessee which requires his lessee to

pay such taxes,

SECTION 33. CONFLICT OF SUPERVISION: Neither the Unit

Operator nor the Working Interest Owners, nor any of them, shall
be subject to any forfeiture, termination or expiration of any

rights hereunder or under any leases or contracts subject hereto,
or to any penalty or liability on account of delay or fallure in
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whole or 1in part to comply with any applicable provisions thereof
to the extent that the said Unit 0p¢§atop or the Working Interest
Owners, or any of them, are hindered, delayed or prevented from
complying therewith by reason of fallure of the Unit Operator to
obtaln, in the exercise of due diligénce, the concurrence of
proper representatives of the United States and proper representa-
tives of the State of New Mexico in and about any matters or
things coneerning which it 1s required herein that such concur-
renéé be obtained. The parties hereto and the Commlission agree
that all powers and authority vested in the Commission in and by
any provisions of this Agreement are vested in the Commission and
shall be exerclsed by 1t pursuant to the provislons of the 1aw§ of
the State of New Mexico and subject in any casé to appeal or
Judicial review as may now or hereafter be provided byvthe laws

of the State of New Mexlco,

SECTION 34, LIMITATION OF APBEQVALS£ Notwithstanding'
anything herein contained to the contrary, if no Federal lands
are committed to thls Agreement, then no consents or approvals
provided herein shall be required of the Department, the Secretary,
_the Director, or the Supervisor, and 1t shall not be necessary to
file any instrument hereunder with saild officers or agencies un-
less and until Federal lands are so committed to this Agreement;
likewise, 1f no State lands are commltted to thls Agreement, then
no consents or approvals provided hereln shall be required of
the Commissioner, and it shall not be necessary to flle any in-
strument hereunder with said officer unless and until State lands

are so committed to this Agreement.

SECTION 35. BORDER AGREEMENTS: Subject to the approval

of the Supervisor and the Commissioner, the Unit Operator, with
concurrence of owners of sixty-five (65%) percent of the Working
Interest in the unitized land (based“upoh Unit Participation) may

enter into a bqrder'protection>agreement or agréements with the
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Working Interest Owners of adjacent lands- along the boundaries of
the unitized land with respect to the operations in the border
area for the maximum ultimate recovery, conservation purposes and

proper protection of the partles and interests.

SECTION 36. NO PARTNERSHIP: The duties, obligations,

and liabilities of the parties_hereto are intended to be several
and not joint or collective. This Agreement is not lntended to
create, and shall not be construed to create, an assoclation or
trust, or to impose a partnership duty, obligation or liability
with regard to any one or more of the parties hereto. Each party
hereto shall be individually responslble for its own obligations
as herein provided., This Agreement is not intended to provide,
and shall not be construed to provide, directly or indirectly,

for any cooperative refining, Joint sale, or marketing of Unitized

Substances.

SECTION 37. OIL IN LEASE TANKAGE ON EFFECTIVE DATE:

Unit Operator shall make a proper and timely gauge of all lease
and other tanks on the unitized land in order to ascertaln the
amount of merchantable olil in such tanks; above the pipe line
connections, as of 7:00 A.M, on the effective date hereof, All
such oll as 18 a part of the prior allowable of the well or wells
from which the same was produced shall be and remain the property
of the Working Interest Owners entitled thereto the same as if
the Unit had not been formed, and such Working Interest Owners
shall promptly remove sald oil from the unitized land. Any such
0il not so removed may be so0ld by the Unit Operator for the ac-
count of such Working Interest Owners, subject to the payment of
all Royalty to Royalty Owners under the terms and provisions of
the applicable lease or leases and other contracts., All such oil
and gas as 18 in excess of the prior allowable of the well or
wells from which the same was produced shall be regarded and

treated the same as Unitlzed Substances produced after the effective
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date hereof., If, as of the effective date hereof, any Tract 1s
overproduced with respect to the allowable of the well or wells
on that Tract and the amount of such overproduction has been sold
or otherwise disposed of, such overproduction shall be regarded
and included as a part of the Unitized Substances produced after
the effectlve date hereof.

SECTION 38. PERSONAL PROPERTY EXCEPTED: All lease and

well equipment, materials, and other facilitles heretofore or
hereafter placed by any of the Working Interest Owners on the
lands subject to this Agreement shall be deemed to be and shall
remain personal property belonging to and may be removed by the
Working Interest Owners. The rights and interests therein as
among Working Interest Owners are covered by the Unit Operating

Agreement.

SECTION 39. WAIVER OF RIGHT TO PARTITION: Each party

hereto covenants that, durling the exlstence of this Agreement, it
will not resort to any action to partition the Unit Area as to the
Unitized Formation or the personal property and equipment used in
the operation thereof, and to that extent walves the benefits of

all laws authorizing such partition.

IN WITNESS WHEREOF, the parties hereto have caused this
Agreement to be executed and have set opposite thelr respective

names the date of execution.

ATTEST§) ' TIDEWATER OIL COMPANY

kj/ Istant Secret Qr—— // /
~“Assistant Secretary \ ¢ ;
Date: ;}qj -23-4 S By Vo ‘d,éw/éu/c/”
- VICE PTYESIDENT

UNIT OPERATOR AND WORKING
INTEREST OWNER

ATTEST:

Secretary
Date: By

Presldent
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ATTEST:

Date:

Secretary

ATTEST:

Date:

Secretary

ATTEST:

Date:

Secretary

ATTEST:

Date:

Secretary

Date:

Date:

Date:

Date:

Date:

Date:

WORKING INTEREST OWNERS

By

President
By

President
By

President
By

Presldent
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ATTEST:

Date:

Secretary

ATTEST:

Date:

Secretary

ATTEST:

Date:

Secretary

ATTEST:

Date:

Secretary

ATTEST:

Date:

Secretary

Date:

Date:

Date:

Date:

Date:

Date:

ROYALTY INTEREST OWNERS

By

President
By

President
By

Pregsident
By

President
By i

President
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STATE OF ey ay
COUNTY OF I aaniy -

The foregoing instrument was acknowledﬁfd before me this

3 day of s> 19 by
ce President o OlL CO , a Delaware corporation, on
behalf of said corporation.

- -
*

et

My Commission Explires: otary c

- — “VIRGINIA HOLLOMAN

~ 1= Notary Publ!c in and for Hayris County, Texas
STATE OF R
COUNTY OF .
The foregoing instrument was acknowledged before me this
day of , 196 s by ,
of )

corporation, on behalf of said corporation.

My Commission Expires: Notary Public
STATE OF »
COUNTY OF .
The foregolng instrument was acknowledged before me this
day of . E 196 AN by f)
[3) a

corporation, on behalfl of sald corporaﬁion.

My Commission Expires: Notary Public
STATE OF R
COUNTY OF .
The foregoling instrument was acknowledged Jbefore me this
day of » 196, by
My Commission Expilres: Notary Public
STATE OF s
COUNTY OF .
The foregolng instrument was acknowledged'befére me this
day of » 196, vy
My Commission Expires: Notary, Public -
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Page 1

EXHIBIT "B" - PART I

SCHEDULE OF OWNERSHIP OF TRACTS

EAST EUMONT UNIT - LEA COUNTY, NEW MEXICO

PERCENT
NUMBER SERIAL NO, OVERRIDING WORKING INTEREST TRACT
TRACT SURFACE >ZU\om DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI~-
NO. DESCRIPTION ACRES OF LEASE* OF RECORD ROYALTY AND AMOUNT AND AMOUNT AMOUNT PATION
FEDERAL LANDS
1 NM~-02053 Texaco Inc, 12,5% USA - 1004 Olen F, Feath- Texaco Inec, - 100% 1,78860
11-1-50 erstone - 1,0%
A, M, Jackson - 1.5%
Sue S.
Graham - 0.5%
Elyse S,
Patterson - 0.5%
Sally S. Toles- 0,5%
2 NM-029141 The Atlantile Schedule USA -~ 100% None The Atlantic 1.09100
11-1-56 Refg. Co. " . Refg. Co, - 100%
3 LC 031620(b) Continental Sliding USA - 1004 None Continental 2,03452
T-2-37 0il Co,, Scale 011 Co, - 25%
The Atlantic  (Schedule D) The Atlantic
Refg. Co., 12.5% to Refg. Co. - 25%
California 33-1/3% Pan Ameri-
01l Co., and can Pet.
Pan American Corp., - 25%
Pet, Corp., California
as Trustees 011 Co, - 25%
for J, M.
Skaggs
3 Federal Tracts 285,21 Acres or 5.15% of Unit Area
STATE LANDS
4 E-7183 Ralph Lowe 12,5% State - 100% Ralph Lowe - 6,25% Morris R, 1.,48607
6-10-53 on oil Antwell 37.5%
and Jennings
12,504 Drlg, Co. 37.5%
on gas Bert Fields - 25.0%
5 B-15331 Continental 12,5% State - 100% None Continen- 1.52276
12-22-32 0il Co. tal 011 Co. 100%

#A11 leases are held by production



EXHIBIT "B" - PART I (Continued) - Page 2

PERCENT
NUMBER SERIAL NO. OVERRIDING CRKING INTERES TRACT

TRACT SURFACE >ZU\ON DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI-

NG, DESCRIPTION ACRES OF LEASE¥* OF RECORD ROYALTY AND AMOUNT AND AMOUNT AMOUNT . PATTION

6 E-8568 Aztec 01l & 12.5% State - 100% None Aztec 01l & 2,22336
10-19-54 Gas Co, Gas Co., - 100%

7 T-18-8, R-37-E 40 B-1651 Tidewater 12.5% State - 100% None Tldewater 0,40326
Sec., mw" IW/4swW/b 1-23-33 011 Co, 011 Co. - 100%

8 T-19-S, R-37-E 82,50 E-6424-1 Aztec 011 & 12,5% State - 100% ©None Aztec 01l & 1.,05847
Jec, 3: Lot T 8-11-62 Gas Co. Gas Co. - 100%

and SE/4 Nv/4

9 E-9122 Aztec 011 & 12.5% State - 100% None Aztec 011 & 1.08250
6-21-55 Gas Co. Gas Co. - 100%

10 B-2330 Tidewater 12,5% State - 100% None Tidewater 1.01274
12-21-33 01l Co. 01l Co, -~ 100%

11 E-65T74-1 Aztec 01l & 12.5% State - 100% None Aztec 011 & 2,12563
10-10-52 Gas Co, Gas Co. - 100%

12 B-246-1 Gypsy 011 Co. 12.5% State - 100% None Gulf 011 0.86151
9-30=~31 Corp. - 100%

13 B-2209 F. Wm, Kutter 12,54 State - 100% None Humble 011 & 1,11140
11-7-33 Refg. Co. - 100%

14 B~243 Gypsy 011 Co., 12.5% State - 100% Gulf 011 Continental 1,59191
9-10-31 Corp. - 10,9375% 01l Co. - 100%

15 E-T667 John M, Kelly 12.5%4 State -~ 100% None Continental 0.67564
12-15=33 011 Co, - 100%

16 E-5889.1 Aztec 011 & 12.5% State ~ 100% None Aztec O1ll & 0.44901
1-10-52 Gas Co, Gas Co, - 100%

17 B-2330 Tidewater 12,5% State - 100% None Tidewater 1.62430
12-21-33  0il Co. 01l Co. - 100%

18 E-2721 Socony~Mobil 12,5% State - 100%4 ©None Tidewater 1.67918
6-10-49 01l Co, 011 Co. - 100%

19 B-2209 F, Wm. Kutter 12,5% State - 100% None Humble 01l & 0.03614
11-7-33 Refg. Co. - 100%

20 T-19-3, R=37-E 160 B-2277 California 12,5% State -~ 100% None California 1.69968
Sec. MM" NW/T 12-7-33 011 Co, 01l Co. - 100%

*All leases are held by production
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PERCENT
NUMBER SERIAL NO, OVERRIDING WORKING INTEREST TRACT
TRACT SURFACE bZU\Ow DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI-
NO. DESCRIPTION ACRES OF LEASE* QF RECORD ROYALTY AND AMOUNT AND AMOUNT AMQUNT PATION
21 T-19-8, R-37-E 160 A-1469 Amerada Pet. 12.546 State - 100% None Amerada Pet. 3.72152
ec. : 12-18-28 Corp. Corp. 100%
22 T-19-3, R-37-E 40 E-6T06 Tidewater 12,5% State - 100% None Tidewater 0,87510
ec, : mm\t 12-10-52 011 Co. 011l Co, 100%
23 T-19-S, R~-37-E 4o B-1973-1 Gypsy 01l Co. 12.5% State - 100% None Gulf 011 0.,45332
Jec, shT St/ SE/4 6~10=-33 Corp. 100%
o4 T-19-3, R-37-E 160 B-246-1 Gypsy 01l Co. 12,5% State - 100% None Gulf 01l 4,45109
o 27T W2 NE/4 9-10-31 Corp. 100%
and N/2 NW/4
25 1T-19~3, R-37-E 80 E-6888 Humble 011 & 12,5% State - 100% None Humble 0il & 2.01836
Sec. Mw" TE/T N /L 1-10-53 Refg, Co, Refg, Co,. 100%
Sec., 35: NE/Ut SE/4
26 T-19-8, R-37-E 160 B-2330 Tidewater 12,54 State - 100% None Tidewater 3,16239
Yoo, 2/ E/T B/2 12-21-33 01l Co. 011 Co. 100%
27 T=-19-3, R-37-E 80 B-9130-5 Aztec 01l & 12.5% State - 100% J. C. Aztec 01l & 1.85429
ec. T SW/b 5-10-41 Gas Co. Maxwell - 1.,5625% Gas Co. 100%
and NW/4 SE/A4
28 T7-19~-3, R-37-E Lo B-9130-6 Aztec 011 & 12.5% State - 100% Pan Azteec 01l & 0.78365
Jec. mw" SE/T su/b 5-10-41 Gas Co, American Gas Co. 100%
Pet.
Corp., - 10.9375%
29 T=19-3, R=37-E 80 A-1543 Gypsy 01l Co. 12.5% State - 100% Gulf 0Oil Waterflood 2,22360
Sec, Mw" SW/LSE/b 12-29-28 Corp, -~ 10,9375% Assoclates,
Sec. 35: SW/4 NW/h4 J. S. Inc, - 16,750%
Alcorn R, H.
and Siegfried,
Dorothy Inc. ~ 22.500%
Balfour Staples
Alcorn - 2,3926% 011 Co, - 12,000%
Mardy's
011 Co. - 12.000%
M., W,
Staples &
T, A,
Hester,
Trustees
for the
Martha Lou
Hester,
Trust - 10,375%

*A11 Hmmmmm.m%m held by production
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PERCENT
NUMBER SERIAL NO, OVERRIDING WORKING INTEREST TRACT
TRACT SURFACE >2U\ow DATE LESSEE BASIC ROYALTY OWNERS ROYALTY OWNERS OWNERS AND PARTICI-
NO. DESCRIPTION ACRES OF LEASE* OF RECORD ROYALTY AND AMOUNT AND AMOUNT AMOUNT PATION
29 (Continued) T. A,
Hester,
Inc. - 10,000%
Hester 011
Co, - 10,000%
Marjalu
01l Co, - 6.375%
30 B-2736 Wm. A, Hudson 12.5% State -~ 100% None Humble 0il & 0,66970
4.10-34 and Edward R, Refg., Co. ~ 100%
Hudson
31 B-2736 Gypsy 0il Co. 12.5% State - 100% None Gulf 01l " 1,65618
4.10-34 Corp. - 100%
32 B-2656 Continental 12.5%4 State - 100% None Continental 0,.34901
9-23-33 0il Co, 0il Co, - 100%
33 E-274 Sinclair 12,5% State -~ 100% None Sinclair 1.53187
E/4 4-10-45 011 & Gas Co, 011 &
and SE/4 NE/L Gas Co. -~ 100%
Sec. 35: NW/4 NE/4
34 A-1118 Shell 0il Co, 12.