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STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION COMMISSION

APPLICATION OF GOODNIGHT
MIDSTREAM PERMIAN LLC FOR APPROVAL
OF A SALTWATER DISPOSAL WELL,
LEA COUNTY, NEW MEXICO. COMM. CASE NO. 24123
APPLICATIONS OF GOODNIGHT
MIDSTREAM PERMIAN LLC FOR APPROVAL
OF SALTWATER DISPOSAL WELLS,
LEA COUNTY, NEW MEXICO. DIV. CASE NOS. 23614-23617
APPLICATION OF GOODNIGHT
MIDSTREAM PERMIAN, LLC TO AMEND
ORDER NO. R-22026/SWD-2403 TO INCREASE
THE APPROVED INJECTION RATE IN ITS
ANDRE DAWSON SWD #1,
LEA COUNTY, NEW MEXICO. DIV. CASE NO. 23775
APPLICATIONS OF EMPIRE NEW MEXICO LLC

TO REVOKE INJECTION AUTHORITY,
LEA COUNTY, NEW MEXICO. DIV. CASE NOS. 24018-24020

SELF-AFFIRMED STATEMENT OF JACK E. WHEELER

I, Jack E. Wheeler state as follows:

1. [ am over eighteen years of age and have personal knowledge of the
matters stated herein. [am an Attorney working as Senior Vice President - Land and
Legal for Empire Petroleum Corporation ("Empire"). [ have previously testified
before the New Mexico Oil Conservation Division ("Division") on matters of
unitization, pooling and various other matters, and my credentials as a land and legal
expert have been accepted by the Division and made a matter of record; however, I
have never testified before the New Mexico Oil Conservation Commission

(“Commission™). My credentials as an attorney and landman may be found in the

EXHIBIT A
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attached resume. I graduated from the University of Houston with a Juris Doctorate
Degree in 1976. [ began my oil and gas career as an Attorney for Texaco and except
for a few years working for the CIA, I have been employed in the oil and gas industry
since law school graduation. I have been the Vice President of Land and Legal for
Empire since September, 2023. I have over 45 years of oil and gas experience and
have worked in all of the major oil and gas producing Basins and States including
New Mexico during my career. [ have been working exclusively on New Mexico

land and legal matters for the past six (6) years. See Attachment 1.

2. My area of responsibility for Empire includes the area of Lea County

in New Mexico.

3. I am familiar with the applications filed by Goodnight Midstream

Permian, LLC (“Goodnight”).

4, I am familiar with the status of the lands that are subject to these
applications.
5. [ submit the following information in support of Empire's

opposition to the referenced Goodnight saltwater disposal applications and Empire’s
Motions to Revoke the four (4) permitted saltwater disposal wells within the Eunice

Monument South Unit boundaries.

6. In Cases 23614, 23615, 23616 and 23617, Applicant seeks an order

authorizing injection of produced saltwater for purposes of disposal in the San Andres
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Formation, underlying Sections 3, 4 and 10, Township 21 South, Range 36 East,
NMPM, Lea County, New Mexico. Applicant seeks authority to drill and dispose

into the following wells:

No. 26314: Doc Gooden SWD #1
Unit J, Section 3-21S-36E, Lea County, New Mexico.

No. 26315: Hernandez SWD #1
Unit P, Section 10-21S-36E, Lea County, New Mexico.

No.26316: Hodges SWD #1
Lot 11, Section 4-21S-36E, L.ea County, New Mexico.

No.26317: Seaver SWD #1
Unit K, Section 10-21S-36E, Lea County, New Mexico.

e Attached hereto as Exhibit A-1 is a map showing the Eunice

Monument South Unit boundaries.

8. Attached hereto as Exhibit A-2 is a Map showing the locations of
Goodnight Midstream Permian, LLC's currently proposed saltwater disposal wells,
which include the four (4) proposed in the above-referenced applications and the
Piazza SWD #0001 which is on appeal following the Denial of Goodnight’s Permit
Application (Order No. R-22689) by the New Mexico Oil Conservation Division

(Case No. 24123).

9. Attached hereto as Exhibit A-3 is a map showing Goodnight
Midstream Permian, LLC's ("Goodnight") (1) proposed saltwater disposal wells and
(2) their currently active or permitted saltwater disposal wells, all of which are

located within the boundaries of the Funice Monument South Unit. Wells indicated
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in red are the proposed wells for which applications are currently pending before the
Commission. Wells indicated in blue are wells that have been previously permiited
and are the subject of Empire’s Motions to Revoke. The Andre Dawson #001 (30-
025-50634) is the subject of a pending application in Case No. 23775 to increase the

amount permitted for injection.

10. Empire acquired the Eunice Monument South Unit from XTO
Holdings, LLC ("XTO") on March 12, 2021, for a purchase price of Seventeen
Million Eight Hundred Thousand ($17,800,000) Dollars. Because of this
substantial investment, it is imperative that Empire be allowed to conduct Primary,

Secondary and Tertiary recovery of all hydrocarbons present in the Eunice Monument

South Unit.

11. Attached hereto as Exhibit A-4 is the Unit Agreement. The subject
Field was discovered March 31, 1929, with the completion of the Lockhart "B-31"
Well.  Within five years, development had spread and it was proved to be an
anticlinal structure. Within ten years, the Field had produced its first one million
barrels of oil, and, in 1979 Gulf, Exxon and many others began studying the area for
possible waterflood. At the time of issuance of the Order of the Commission on
December 27, 1984, it was estimated that 64.2 million barrels of additional oil could
be recovered from within this area.  As of this date EMSU has produced 25.66
million barrels of oil since November 1, 1984.  The approved Unit Area
encompasses 14,189.84 acres with the State Lands comprising 58.32 percent of the

land, which is 8,274.8 acres. The Fee Lands comprise 22.41 percent of the Unit and
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3,180.28 acres, while the Federal Lands comprise 19.27 percent of the Unit and
2,734.76 acres. The lands subject to the Unit are evident in Exhibit A of Exhibit A-
4.

12.  Because of the ownership by the State of New Mexico and the Bureau
of Land Management of almost seventy-eight (78%) percent of the Unit it is
imperative that the Commission consider and protect the rights of the State of New
Mexico and the Federal Lands managed by the BLM where the four (4) permitted
saltwater disposal well are currently injecting volumes in violation exceeding the
contractual area covered by the surface leases contained with the Unit Area. More
information regarding these violations is contained in the Self-Affirmed Statement
of William West.

13. Attached as Exhibit A-S is a copy of the Exxon Mobil (doing
business as XTO) Sales Brochure that preceded XTO's sale of the Eunice Monument
South Unit (and other lands) to Empire and a copy of the Purchase and Sale
Agreement between XTO Holdings, LLC and Empire New Mexico LLC dated
March 12, 2021 (the “Agreement”). The Brochure identifies the Residual Oil Zone
("ROZ") as being in the San Andres Formation and is approximately 350 feet thick
with approximately 912,000,000 barrels of original oil in place. Knowing the upside
potential and the value of the San Andres ROZ, to implement the CO2 Project XTO
Holdings, LLC (Exxon) provided a CO2 Purchase Obligation in Section 12.8 of said
Agreement which provides that:

(a) From and after the Closing until the Fifticth (50th) Anniversary

thereof, in the event Purchaser (or its Affiliates) elects to conduct carbon dioxide
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flooding involving the Leases or Wells, in each such instance, Purchaser shall
provide Seller with sixty (60) days advance notice of any such tertiary recovery
project. In such event, Seller (or its Affiliates) shall have the right (but not the
obligation) to offer, at then current market rates, such quantity of carbon dioxide to
Purchaser as Seller may determine, and, subject to clause (b) below, Purchaser shall
be required to purchase such carbon dioxide offered by Seller. If, following the
Closing, Purchaser assigns its interest in a Lease or the Wells to a third party, the
assignment must require that the assignee assume the assigning party's obligations
with respect to this Section 12.8.

(b) If Purchaser receives a bona fide offer from a third party to purchase
the same quantity of carbon dioxide as offered by Seller, but for a lower price,
Purchaser shall notify Seller of the price and term of such transaction and Seller
shall, within 30 days of receipt of the notice, notify Purchaser whether it elects to
match such price and term. If Seller elects to match, Purchaser shall be obligated to
purchase such quantity of carbon dioxide from Seller. If Seller elects not to match
or fails to give notice of its intention within the 30-day period, Purchaser shall be
free to purchase such quantity of carbon dioxide from the third party at a price not
more than stated in the notice and for not longer than such term as stated in the notice
(and for avoidance of doubt, the terms of this clause (b) shall again apply to any
potential renewal following expiration of such term).

As further evidence in Exxon’s belief in the value of the ROZ, as part
of the negotiated Purchase Price Exxon provided for a retained “Overriding

Royalty” which on Page 6 of the Appendix A is defined as “means an overriding
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royalty interest for the benefit of Seller equal to four percent (4%) (not
proportionately reduced) net revenue interest in the Leases and contractual interests
in any individual field in which such Leases and contractual interests are located
insofar and only insofar as such interests pertain to the time period after which
Purchaser conducts any carbon dioxide tertiary recovery efforts commencing after

the Effective Time in such field.”

14. Attached as Exhibit A-6 is a copy of Order No. R-7765 establishing
the Eunice Monument South Unit dated December 27, 1984. The applicant and
original operator of the Eunice Monument South Unit was Gulf Oil Corporation
which was rebranded as Chevron U.S.A. Inc. In 2004, XTO acquired Chevron's
interest and was the successor Operator from 2004 through 2021. Empire acquired
XTO's interests in the Units and other like wells in Lea County, New Mexico, and

Empire became the successor Operator on March 12, 2021.

15. As reflected in Order No. R-7765, the Unitized Formation is

defined as that interval underlying the Unit Area, the vertical limits of which
extend from an upper limit described as 100 feet below mean sea level or at the
top of the Grayburg Formation, whichever is higher, to the lower limit at the

base of the San Andres Formation.

16. Likewise, the Unit Agreement for the EMSU defines the "Unitized
Formation" as '"that interval underlying the Unit Area, the vertical limits of

which extend from an upper limit described as 100 feet below mean sea level or
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at the top of the Grayburg formation, whichever is higher, to a lower limit at
the base of the San Andres Formation; the geologic markers having been
previously found to occur at 3,657 feet and 5,290 feet, respectively, in Continental
Oil Company's #23 Meyer B-4 well (located at 660 feet FSL and 1,980 feet FEL of
Section 4, T-21-S, R-36-E, Lea County, New Mexico) as recorded on the Welex
Acoustic Velocity Log taken on October 30, 1962, said Log being measured from a

Kelly Drive Bushing Elevation of 3,595 feet above sea level”. Exhibit A-4.

17. Thus, the Unitized Formation includes both the Grayburg and

the San Andres Formations.

18. The Unit Agreement defines "Unitized Substances" as "all oil, gas,
gaseous substances, Sulphur contained in gas, condensate, distillate and all
associated and constituent liquid or liquefiable hydrocarbons, other than outside

substances, within and produced from the Unitized Formation".

19. Attached as Exhibit A-7 is a nomenclature order, Qrder No. R- 7767.

Order No. R-7767 establishes the Eunice Monument Gas Pool and Eunice
Monument Oil Pool to include both the Grayburg and the San Andres

Formations.

20. Empire's Leasehold Interests in the Eunice Monument South Unit and
all other Leases in Lea County, New Mexico extend from the surface to the top of
the stratigraphic equivalent of the Wichita Albany Formation at approximately

6,745" except for 17 Leases. Of those 17 Leases, two cover the surface to the Base
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of the Blinebry (below the San Andres Formation), one Lease covers the surface to
the Base of the Grayburg San Andres Formation and 14 Leases cover the surface to
the stratigraphic equivalent of the Base of the Wichita Albany Formation at
approximately 7,750'. The original B ase Leases are not depth limited as indicated
in the attached sample Lease, attached as Exhibit A-8; however, various assignments
have created the above depth limits. There are Nineteen (19) Working Interest
Owners in the EMSU Unit with Empire owning 61% of the Unit, Apache Corporation
owning 30% of the Unit, EEF Acquisition Company LLC owning 8% of the Unit and
various other entities owning the remaining 1% of the Unit.

21. Goodnight Midstream Permian. LLC made previous SWD Applications
during the COVID pandemic. XTO Holdings, LLC was in the process of selling the Eunice
Monument South Unit so they did not expend the time or money necessary to protest the
Applications. In each of these Applications Goodnight failed to disclose to the NMOCD
that they were making an application to inject SWD into Empire's Unitized
Formation. The four (4) Goodnight saltwater disposal wells currently injecting into our San
Andres Formation have already disposed of over 49,352,029 Barrels of Water as of June 1,
2024. Empire has filed an application with the State of New Mexico Oil Conservation
Commission to revoke these Permits in Case Nos. 24018, 2019, 24020 and 24025. Empire
has also filed suit against Goodnight in Lea County, New Mexico against the Goodnight
saltwater disposal wells currently injecting into our San Andres Formation for trespass to
protect Empire and other interest owners' correlative rights in the Eunice Monument South

Unit.

22. Empire acquired EMSU from XTO due to its significant CO2-EOR

2024 5:24:15 PM
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potential in the San Andres ROZ and Grayburg Main Pay Zone intervals, _After

discovering that Goodnight was disposing of enormous volumes of water into the

San_Andres and had plans to expand additional disposal operations into the

unitized interval, Empire’s operational focus during 2023 and 2024 has been

suspended while we seek support from the New Mexico Oil Conservation

Commission _to revoke existing SWD permits and to deny new applications.

Disposal of water into the San Andres is violating the correlative rights of State,

Federal, and Private Mineral Owners at EMSU, EMSU-B (Eunice Monument

South B Unit), and AGU (Arrowhead Grayburg Unit), all of which are operated

by Empire. The disposal water is pressuring up the reservoir to levels above original
reservoir pressure (1527 psi @ 4000 feet) and based upon maximum allowed surface
injection pressures, will likely reach 3000 psi before disposal rates decline
significantly. This will require that Empire operate the CO2 at a higher pressure
than necessary (Minimum Miscibility Pressure less than 2000 psi) and will have to
inject the produced water into another zone to make room for the CO2 to avoid
fracturing the formation. This will add significant capital to the cost of the project.
Of major concern is that the re-pressurization of the San Andres is increasing water
influx into the Grayburg through natural fractures, and this is pre-maturely watering
out Grayburg producers. Reservoir modeling work indicates that water influx into
the Grayburg could reach 50,000 BWPD over the next two years due to the increased
pressure, even without the use of the five new application wells. Water disposal

inside EMSU must be terminated so that correlative rishts are protected and

Empire can proceed with the Grayburg Waterflood and the San Andres/Grayburg

Released to Imaging: 8/27/2024 5:24:15 PM
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CO2 Project.

23. The attachments to this Statement were prepared by me and compiled

from company business records.

24, [ attest that the information provided herein is correct and complete to

the best of my knowledge and belief.

25. The denial of these applications and approval of the Motions to
Revoke is in the interests of conservation, the prevention of waste, and the protection

of correlative rights.

[ understand that this Self-Affirmed Statement will be used as written testimony
in this Case. [ affirm that my testimony above is true and correct and is made under
penalty of perjury under the laws of the State of New Mexico. My testimony is made

as of the date identified next to my signature below.

o / - /

{‘}/ £ / <_.( ,f"/-'. ',’:’:/. (.r...."."‘"'_'_
Jack E. Wheeler, Sr.
Senior Vice President Land and Legal

Empire Petroleum Corporation
August 8, 2024
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Attachment

JACK E. WHEELER SR.

431 Spindle Ridge Drive Cell Phone: 970) 388-9120
Spring, Texas 77386 iw r ir c

ATTORNEY, LANDMAN AND OIL AND GAS EXECUTIVE

Highly accomplished, meticulously organized, skilled advocare, strategic planner, negotiator
and experienced dynamic corporate o1l and gas specialist with more than forty years
diversified expertence in the o1l and gas petroleum industry providing expert legal counsel
and directing company policy on a broad range of issues. Demonstrated expertise in all land
and legal areas domestically and internationally; offshore and onshore; Federal Lands and
Indian Lands; unleased acreage and acreage held by production. Have extensive dealings with
the Bureau of Land Management (BLM), Bureau of Indian Affairs (BIA) and individual
Indian Trnibes.

A proven leader, adept at strategic planning, evaluating and mtegrating multi-well drilling
programs and opportumties with land and legal compliance and ability to be able to
communicate complete, concise, logical, objective and persuasive ideas in both oral and
written communications to Semior Management. Broad legal oil and gas background in
governmental regulations related to regulatory pooling and umtization statutes and horizontal
spacing and density statutes. Land and legal experience has ranged from preparing stand-up
dnilling and title opinions to legal representation n litigation to negotiating and closing over
$4 Billion of Acquisitions.

CAREER OVERVIEW

EMPIRE PETROLEUM CORPORATION, Houston, Texas 2023 to Present
Vice President — Land and Legal

Responsible for all Land and Legal matters related to Subsidiaries, Empire New Mexico LLC|
Empire North Dakota LLC; Empire Texas LLC and Empire Louisiana LLC. Duties mclude
overseemg work with New Mexico O1l Conservation Division. preparing title opinions on
producing properties, preparation of all legal documents required for operations and similar
land and legal matters.

ATTORNEY AND OIL AND GAS CONSULTANT 2014 to Present

O1l and Gas Attorney who provides Financial. Land, Legal, Operations. Production and
Regulatory Services to Clients in the O1l and Gas Industry. Principal States of Operation
have been in Colorado. Kansas. Loussiana. New Mexico and Texas. Services have
mncluded preparing Stand-up Title Opimons: preparing run sheets and Mineral Ownership
Reports: preparing curative for title opimons: managing - house land and legal
departments; making regulatory filings with various State Agencies; testifying before
State O1l and Gas Commussions; assisting in the preparation of 10-Q's and 10-K's; serving
as an Expert Witness m Trials and Hearngs. assisting in the preparation of Reserve
Reports and researching surface, mineral and working interest ownership of properties.

Jack E. Wheeler Sr. Resume 1
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PATRIOT ENERGY, LLC, Windsor, Colorado 2011 - 2013
General Counsel Land Manager

Hired to manage assets of Company to resolve all existing land. legal and operational
obligations of O1l and Gas and Real Estate Development Company. Helped te restructure
debt. assisted with a jomt venture agreement to have multiple horizontal wells drilled on
Company minerals and helped raise third party capital to fund development of o1l and gas
properties and unfinished lots 1n sub-divisions.

Favorably settled defense of a Multi-Million Lawsuit with major Independent Oil and Gas
Company. Prepared acquisition, joint operating, gas balancing and pooling agreements;
complex surface damage agreements; division orders; drilling contracts, umt designations
and related land and legal documents. Responsible for securing title opinions and curing
title for properties and dmll sites Serve as company liaison with creditors. financial
institutions, landowners, local, city, county, state and federal regulatory agencies. Work
with local, State and Federal regulatory agencies to provide necessary information in order
to comply with the regulatory requirements.

Served as General Counsel for Water Valley Land Company: LLC - Northern Colorado’s
premuer resort-style lakefront/golf course development that encompassed over 1.200 acres
with 2,000 homes. Infrastructure included 1rrigation systems. pumnp stations. boulevards
and vast areas of open space with 400 acres of lakes plus businesses and shopping centers.

TUSCANY OIL AND GAS, Oklahoma City. Oklahoma 2002 - 2010
Managing Partner and Owner

Responsible for multifaceted investment portfolio related to the acquisition, development,
management and operation of several oil and gas related businesses including a workover
drilling company. gas gathering system, oilfield tool rental company, o1l and gas marketing
company, producing oil and gas properties and pipeline construction company. Operated
one hundred eighty-six (186) wells and five (5) producing water-flood properties. Operated
sixty (60) mule pipeline from Stroud, Oklahoma to Cushing, Oklahoma. Had three (3)
gathening systems collecting gas from over thirty (30) operators and one hundred and
fifteen (115) wells. Responsible for the management of field and office personnel.
Directly responsible for all legal affairs affecting diversified company. Responsible for the
successful location and negohation of financing including equity investments and asset-
based debt financing with multiple banks and the USDA.

COTTON VALLEY RESOURCES CORPORATION 1994-2002
Dallas, Texas and Oklahoma City. Oklahoma

Chairman. Chief Executive Officer and Founder with mitial investment of $325.000.00
built a publicly traded o1l and gas company valued at over $125 Million. Acquired interest
mm over nine hundred (900) producing properties located primarily in Texas, Colorado,
Oklahoma, Lowsiana and New Mexico with additional wells mn California, Mississippi,
North Dakota, Pennsylvania, Utah, Wyoming and Canada. Also acquired royalty mterest in
twelve hundred eight (1,208) wells. All acquisitions were either by cash payment or stock
purchase. With a staff of forty-four (44) employees managed operations on approximately

thirty-five (35) percent of the producing propemes
Jack E. Wheeler Sr. Resume
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Did amalgamation with existing American Stock Exchange Public Company and private
company. East Wood Equity Ventures. Inc. Successfully navigated the Company through
an IPO to form Aspen Group Resources listed on Toronto Exchange. Responsiblie for the
successful location and negotiation of financing including equity investments and asset-
based debt financing. Responsible for timely and accurate preparation and filing of SEC
documents ncluding 10 - Q's, 10 - K's and creation and implementation of a company
wide Sarbanes-Oxley legislation and related rules compliance and general ethics policy.
Recommended and developed company policy and position on all legal issues.
Responsible for tax planmng and compliance: development and maintenance of operating
and capital budgets.

EL PASO NATURAL GAS, Houston. Texas 1990- 1994
Vice President - Assistant General Counsel and Assistant Secretary
Senior Vice-President - Business Development

Primary attorney responsible for the negotiation and documentation of over 300
acquisitions of producing properties exceeding $2 Billion for subsidiary. Sonat
Exploration. Responsible for handling all due diligence analysis of land and title and
mnsuring the timely delivery of information required. Coordinated with the accounting due
diligence team to make all purchase price adjustments based on discovered title defects
duning due diligence. Following closing of each acquisition coordinated with the
respective regional land department to integrate all wells and leases into their respective
operational systems. In addition managed day-to-day operation within legal department
while managing five mn-house lawyers in Houston location and seven in-house lawyers in
field offices and supervised all outside counsel. Position required the ability to be
successful at communicating complex business and legal issues to senior corporate
management and personnel.

Implemented revised corporate contracts procedures by drafting a multi-volume set of
approved Corporate Legal Fonms for use by the entire Corporation related to the drafting,
review, execution and control of all land and legal contracts for the otl and gas and pipeline
operations. Initiated and established corporate environmental policies by drafting the
Corporate Environmental Safety Manual which mstituted an environmental employee
development program with an alcohol and drug testing and substance abuse control
program.

THE ST. PAUL COMPANIES, St. Paul, Minnesota 1988-1990
Vice President - Land and Legal for St. Paul Oil and Gas Investments

Corporate attorney responsible for negotiation. closing and documentation of annual
budgeted $750 Million in o1l and gas and real estate investments. Handled all legal matters
related to acquisitions, divestitures and operations. Responsible for securing title opinions
and curing title for acquired properties and drill sites. Prepared acquisition, joint operating,
gas balancing and pooling agreements; drilling contracts: division orders: unit designations
and related land and legal documents. Designed and implemented a contract review and
contract administration system for a busmess featuring more than five thousand seven
hundred fifty (5.750) active. unique files and leases. Resolved five Take-or-Pay Contract

disputes for ultimate settlements exceeding $38 Million. Settled nieteen lawsuits having
ack E. Wheeler Sr. Resume 3
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total potential claims of $44 Million for less than $600.000.00. Managed a litigation
portfolio of nearly one hundred (100) active lawsuits or claims in a variety of states and
legal junisdictions.

KRITI EXPLORATION, INC. 1984 — 1988
Stamford, Connecticut, New York City and Houston
Vice President Land & Legal

Served as General Counsel for the U.S. and certain of the foreign subsidiaries of holding
companies of Vardis Vardinogiannis who has interests in oil. publishing, real estate.
shipping (Avin International S.A.) and television broadcasting. Motor Oil (Hellas) is an
independent o1l refinery in Corinth, Greece. Vegas Oil and Gas S.A_is an Exploration and
Production Company based m Egypt with assets in the United States. Egypt and Yemen
whose primary assets are the Alam El Shawish Concession, the East Ghazalat Concession
and the NW Gemsa Concession in Egypt. It operates its activities in the United States as
Kriti Holdings, Inc. with a primary focus on oil and gas production and the construction,
sale and operation of certam real estate holdings mcluding The Cormnthian that is a 57-story
residential and commercial development located at 330 East 38" Street (between Second
Avenue and First Avenue) mn New York City.

Responsible for handling all of the legal affairs of these various operating companies and
managing the legal staff Participated in the review. screening and evaluation of all drilling
prospects and if approved handled the preparation and execution of all land and legal
agreements. Provided counsel to ensure comphance with all laws and regulations.
Supervised all litigation matters and selected and managed outside legal counsel.
Coordinated all matters related to mnsurance issues including review of coverage and
policies and securing and maintaining insurance certificates from all operators, suppliers
and subcontractors. Negotiated and drafted various contracts and agreements including
employment agreements. international concession agreements, leases, non-
disclosure/confidentiality agreements, offshore operating agreements, purchase agreements,
sales contracts, and subcontract agreements.

TEXACO, INC., New Orleans and Houston 1980 - 1984
Corporate Attomey

Provided land and legal counsel to management on o1l and gas matters including acquisitions,

divestitures, operational and environmental matters, litigation, document preparation and
review, FERC/gas regulatory matters, domestic exploration and production. Developed field
expertise in reviewing records and determining record title ownership of counties in various
states. Prepared and/or approved farmout/farmin agreements, joint-operating agreements,
stand-up title opinions, umtization agreements and other legal documents and agreements.
Evaluated disputes and claims and either negotiated settlements or supervised and managed
litigation efforts of outside legal counsel. Represented the Company before Federal and State
Governmental Agencies.

Jack E. Wheeler Sr. Resume 4
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SOUTHERN AIR TRANSPORT, Mianu. Florida 1977 - 1980
Executive Director of International Contracts

Responsible for handling all contract negotiations for civilian Air Charter Company owned by
CIA whose aircraft operated on all seven continents and i over a hundred countries.
Negotiated contracts with the UN, CARITAS, the International Commuttee of the Red Cross
and numerous governments to provide humamtarian aid and food for the helpless saving
countless thousands of hves i developing countries in Africa, Asia, Eastern Europe, Latin
America and South America. Job responsibilities ranged from being involved in famine and
disaster relief efforts i countries such as Angola, El Salvador, Kenya and Nicaragua to

supporting Chevron's drilling activities operations in the central highlands of Papua New
Guinea.

Law Clerk, Honorable William M. Schultz, Houston, Texas 1976 - 1977
United States Bankruptcy Judge, Southern District of Texas

Jack E. Wheeler Sr. Resume 5
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EDUCATION

Juris Doctor - Bates College of Law, University of Houston
Master of Arts - University of Colorado

Bachelor of Arts - Texas A & M University

CONTINUING EDUCATION

Harvard Business School Executive Education - Advance Management
Program

Harvard Business School Executive Education - Strategic Financial Analysis for
Business Evaluation

LICENSURE & AFFILLIATIONS

AMERICAN BAR ASSOCIATION
ASSOCIATION OF CORPORATE COUNSEL
STATE BAR OF LOUISIANA

MILITARY

UNITED STATES ARMY 011970 - 12,1973

Distinguished Disabled Vietnam Combat Veteran having served with 5%
Special Forces and received numerous commendations for bravery and valor
mcluding the Silver Star. RVN Gallantry Cross, Purple Heart. Bronze Star for Valor
A Medal. Army Commendation Medal for Valor and Combat Infantryman's Badge.
Rated by the Veterans Admunistration as One Hundred (100%) Percent disabled for
wounds suffered in Vietnam.

Jack E. Wheeler Sr. Resume 6
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UNIT AGREEMENT
AND £XHIBITS "A" & "B"

EUNICE MONUMENT SOUTH
STATUTORY SECONDARY RECOVERY
FEDERAL - STATE UNIT
LEA COUNTY, NEW MEXICO

EFFECTIVE DATE
FEBRUARY 1, 1985
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UNIT AGREEMENT

EUNICE MONUMENT SOUTH UNIT
LEA COUNTY, NEW MEXICO

Index

Preliminary Recitals . . . .
Enabling Act and Regulations
Unit Area and Definitions .
Exhibits . . . « « « &+ «
Expansion . . « « o+ &+
Unitized Land . . . . .
Unit Operator . . . .
Resignation or Removal of Unit
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Plan of Operations . . . . 2 AR
Use of Surface and Use of Water .
Tract Participation . . . . . . .
Tracts Qualified for Participation
Allocation of Unitized Substances
Windfall Profit Tax . . . :
Imputed Newly Discovered Crude oil
Imputed Stripper Crude O0il . . . .

Excess Imputed Newly Discovered Crude

Excess Imputed Stripper Crude 0Oil
Taking Unitized Substances in Kind
Outside Substances . . . . .
Royalty Settlement . .
Rental Settlement .
Conservation . . . .
Drainage . . « .« . .
Loss of Title . . . .
Leases and Contracts Confo
Covenants Run With Land .
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Effective Date and Term .
Rate of Prospecting, Deve
Production ., . . . . .
Nondiscrimination . . .
Appearances . . . . . .
Notices . . . « « ¢ « + &
No Waiver of Certain Rights
Equipment and Facilities Not
Attached to Realty . . . .
Unavoidable Delay . . . « « . .
Nonjoinder and Subsequent Joinder
Counterparts . « « o« + o o o & « @
Joinder in Dual Capacity . . . . .
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No Partnership . . . « e .
Production as of the Effectlve Date
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No Sharing of Market . . . . . .
Statutory Unitization . .'. . .

Exhibit "A" (Map of Unit Area)
Exhibit "B" (Schedule of Ownership
Participation)
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UNIT AGREEMENT
t _{ THE DEVELOPMENT AND OPEl. .ION
OF THE sook 440 ne 609
EUNICE MONUMENT SOUTH UNIT
LEA COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the 22nd day gf
. June , 1984, by and between the parties subscribing,

ratifying, or consenting hereto, and herein referred to as the
"parties hereto,"

WITNESSETH:

WHEREAS, the parties hereto are the owners of working, roy-
alty, or other oil and gas interests in the Unit Area subject to
this Agreement; and

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41
Stat. 437, as amended, 30 U.S5.C. Secs. 181 et seqg., authorizes
Federal lessees and their representatives to unite with each other,
or jointly or separately with others, in collectively adopting and
operating a cooperative or unit plan of 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
Interior to be necessary or advisable in the public interest; and

WHEREAS, the Commissioner of Public Lands of the State of
New Mexico is authorized by an Act of the Legislature (Section 1,
Chapter 88, Laws 1943, as amended by Section 1 of Chapter 176,
Laws of 1961) (Chapter 19, Article 10, Section 45, New Mexico
Statutes 1978 Annotated), to consent to and approve the develop-
ment or operation of State lands under agreements made by lessees
of State land jointly or severally with other lessees where such
agreements provide for the unit operation or development of part
of or all of any oil or gas pool, field or area; and

WHEREAS, the Commissioner of Public Lands of the State of New
Hexico is authorized by an Act of the Legislature (Section 1,
Chapter 88, Laws 1943, as amended by Section 1, Chapter 162, Laws
of 1951) (Chapter 19, Article 10, Section 47, New Mexico Statutes
1978 Annotated) to amend with the approval of lessee, evidenced by
the lessee's execution of such agreement or otherwise, any oil and
gas lease embracing State lands so that the length of the term of
said lease may coincide with the term of such agreements for the
unit operation and development of part or all of any oil or gas
pool, field or area; and

. WHEREAS, the 0Oil Conservation Division of the State of New
Mexico (hereinafter referred to as the "Division") is authorized
by an Act of the Legislature (Chapter 72, Laws of 1935 as amended)
{Chapter 70, Article 2, Section 2 et seq., New Mexico Statutes
1978 Annotated) to approve this Agreement and the conservation
provisions hereof; and

WHEREAS, the Oil Conservation Division of the Energy and Min-
erals Department of the State of New Mexico is authorized by law
{Chapter 65, Article 3 and Article 14, N.M.S. 1953 Annotated) to
approve this Agreement and the conservation provisions hereof; and

_ WHEREAS, tpe parties hereto hold sufficient interest in the
Unit Area covering the land hereinafter described to give reason-
ably effective control of operations therein; and

WHEREAS, it is the purpose of the parties hereto to conserve
natural resources, prevent waste, and secure other benefits ob-
tainable through development and operation of the area subject to
;hls Agreement under the terms, conditions, and limitations here-
in set forth;

) NOW, THEREFORE, in consideration of the premises and the prom-
ises herein c?ntained, the parties hereto commit to this Agreement
their respective interest in the below~defined Unit Area, and agree
severally among themselves as follows:
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SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral Leas-
ing ACt of February 25, 1920, as amended, supra, and all valid
pertinent regulations, including operating and uni; plan regula-
tions, heretofore issued thereunder or valid, pertinent, and rea-
sonable regulations hereafter issued thereunder are accepted and
made a part of this Agreement as to Federal lands, provided such
regulations are not inconsistent with the terms of this Agreement;
and as to non-Federal lands, the oil and gas operating regulations
in effect as of the Effective Date hereof governing drilling and
producing operations, not inconsistent with the terms hereof or
the laws of the state 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 here-
in shall mean:

(a) "Unit Area" is defined as those lands described in Ex-
hibit "B" and depicted on Exhibit "A" hereof, and such land is
hereby designated and recognized as constituting the Unit Area,
containing 14,190 acres, more or less, in Lea County, New Mexico.

(b) "Land Commissioner" is defined as the Commissioner of
Public Lands of the State of New Mexico.

(c) "Division" is defined as the 0il Conservation Division
of the Department of Energy and Minerals of the State of New
Mexico.

(d) "Authorized Officer" or "A.0." is any employee of the

Bureau of Land Management who has been delegated the required au-
thority to act on behalf of the BLM.

(e) "Secretary" is defined as the Secretary of the Interior
of the United States of America, or his duly authorized delegate.

(£) "Department" is defined as the Department of the Inte-
rior of the United States of America.

(g) "Proper BLM Office" is defined as the Bureau of lLand
Management office having jurisdiction over the federal lands in-
cluded in the Unit Area.

(h) "Unitized Formation" shall mean that interval underlying
the Unit Area, the vertical limits of which extend from an upper
limit described as 100 feet below mean sea level or at the top of
the Grayburg formation, whichever is higher, to a lower limit at
the base of the San Andres formation; the geoclogic markers having
been previously found to occur at 3,657 feet and 5,290 feet, re-
spectively, in Continental 0il Company's #23 Meyer B-4 well (lo-
cated at 660 feet FSL and 1,980 feet FEL of Section 4, T-21-8,
R-36-E, Lea County, New Mexico) as recorded on the Welex Acoustic
Velocity Log taken on October 30, 1962, said log being measured
from a kelly drive bushing elevation of 3,595 feet above sea level.

(i) "Unitized Substances" are all oil, gas, gaseous sub-
stances, sulphur contained in gas, ¢ondensate, distillate and all
associated and constituent liquid or liquefiable hydrocarbons,
other than outside substances, within and produced from the Unit-
ized Formation.

(j) "Tract" is each parcel of land described as such and
given a Tract number in Exhibit "B".

(k) "Tract Participation" is defined as the percentage of
participation shown on Exhibit "B" for allocating Unitized Sub-
stances to a Tract under this Agreement.

(1) "Unit Participation" is the sum of the percentages ob-

tained_by multiplying the Working Interest of a Working Interest
Owner in each Tract by the Tract Participation of such Tract.

-2-
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{m) "Working .terest" is the right to : cch for, produce
and acquire Unitized Substances whether held as an incident of
ownership of mineral fee simple title, under an oil and gas 1ease,§§
operating agreement, or otherwise held, which interest is charge- =
able with and obligated to pay or bear, either in cash or out of
production, or otherwise, all or a portion of the cost of drill- S
ing, developing and producing the Unitized Substances from'the (==}
Unitized Formation and operations thereof hereunder. Provided 2
thadt any royalty interest created out of a working interest sub- ™
sequent to the execution of this Agreement by the owner of the o
working interest shall continue to be subject to such working in- s
terest burdens and obligations. [

v

#% (n) "Working Interest Owner" is 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. The owner of oil and
gas rights that are free of lease or other instrument creating a
Working Interest in another shall be regarded as a Working Inter-
est 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.

(o) "Royalty Interest" or "Royalty” is an interest other
than a Working Interest in or right to receive a portion of the
Unitized Substances or the proceeds thereof and includes the Loy~
alty interest reserved by the lessor or by an o0il and gas lease
and any overriding royalty interest, oil payment interest, net
profit contracts, or any other payment or burden which does not
carry with it the right to search for and produce unitized sub-
stances.

(p) "Royalty Owner" is the owner of a Royalty Interest.

(qd) "Unit Operating Agreement" is the agreement entered into
by and between the Unit Operator and the Working Interest Owners
as provided in Section 9, infra, and shall be styled "Unit Opera-
ting Agreement, Eunice Monument South Unit, Lea County, New Mexico".

(r) "0il and Gas Rights" is the right to explore, develop
and operate lands within the Unit Area for the production of Unit-
ized Substances, or to share in the production so obtained or the
proceeds thereof.

(s) "Outside Substances" is any substance obtained from any
source other than the Unitized Formation and injected into the
Unitized Formation.

(t) "Unit Manager" is any person or corporation appointed
by Working Interest Owners to perform the duties of Unit Operator
until the selection and qualification of a successor Unit Operator
as provided for in Section 7 hereof.

(u)  "Tnit Operator" is tha r2r:uy designated by Working Inter-
est Owners undar the Uni: Cperating Agreement to conduct Unit Oper-
ations.

(v) . "Unit Operations" is any operation conducted pursuant to

this Agreement and the Unit Operating Agreement.

. (w) "Unit Equipment” is all perscnal property, lease and well
equipment, plants, and other facilities and equipment taken over

or otherwise acquired for the joint account for use in Unit Opera-
tions.

(x) "Unit Expense" is all cost, expense, or indebtedness in-
curred by Working Interest Owners or Unit Operator pursuant to this
Agreement and the Unit Operating Agreement for or on account of
Unit Operations.

) (y) '"Effective Date" is the date determined in accordance
with Section 24, or as redetermined in accordance with Section 39.

_SECTION 3. EXHIBITS. The following exhibits are incorporated
herein by reference: Exhibit "A" attached hereto is a map showing

-3-
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the Unit Area and e boundaries and identit; f tracts and leases
in said Unit Area .o the extent known to the _.it Operator. Ex-
hibit "B" attached hereto is a schedule showing, to the extent
known to the Unit Operator, the acreage comprising each ?ract, per-
centages and kind of ownership of oil and gas interests in all land
in the Unit Area, and Tract Participation of each Tract. However,
nothing herein or in said schedule or map shall be construed as a
representation by any party hereto as to the ownership- of any in-
terest other than such interest or interests as are shown in said
map or schedule as owned by such party. The shapes and descrip-
tions of the respective Tracts have been established by using

the best information available. Each Working Interest Owner is
responsible for supplying Unit Operator with accurate information
relating to each Working Interest Owner's interest. If it sub-
sequently appears that any Tract, because of diverse royalty or
working interest ownership on the Effective Date hereof, should be
divided into more than one Tract, or when any revision is requested
by the A.0., or any correction of any error other than mechanical
miscalculations or clerical is needed, then the Unit Operator, with
the approval of the Working Interest owners, may correct the mis-
take by revising the exhibits to conform to the facts. The revi-
sion shall not include any reevaluation of engineering or geolog-
ical interpretations used in determing Tract Participation. Each
such revision of an exhibit made prior to thirty (30) days after
the Effective Date shall be effective as of the Effective Date.
Each other such revision of an exhibit shall be effective at 7:00
a.m. on the first day of the calendar month next following the fil-
ing for record of the revised exhibit or on such other date as may
be determined by Working Interest Owners and set forth in the re-
vised exhibit. Copies of such revision shall be filed with the Land
Commissioner, and not less than four copies shall be filed with the
A.0. In any such revision, there shall be no retroactive alloca-
tion or adjustment of Unit Expense or of interests in the Unitized
Substances produced, or proceeds thereof.

SECTION 4. EXPANSION. The above described Unit Area may,
with the approval of the A.0. and Land Commissioner, when practi-
cable be expanded to include therein any additional Tract or Tracts
regarded as reasonably necessary or advisable for the purposes of
this Agreement provided however, in such expansion there shall be
no retroactive allocation or adjustment of Unit Expense or of in-
terests in the Unitized Substances produced, or proceeds thereof. .
Pursuant to Subsection (b), the Working Interest Owners may agree
upon an adjustment of investment by reason 6f the expansion. Such
expansion shall be effected in the following manner:

. ga) The Working Interest Owner or Owners of a Tract or Tracts
de51r1ng to'bring such Tract or Tracts into this unit, shall file
an application therefor with Unit Operator requesting such admis-
sion.

(b) Unit Operator shall circulate a notice of the proposed
expansion to each Working Interest Owner in the Unit Area and in
the Tract proposed.to be included in the unit, setting out the
basis for admission, the Tract Participation to be assigned to each
Tract in the enlarged Unit Area and other pertinent data. After
negotiation (at Working Interest Owners' meeting or otherwise) if
at least three Working Interest Owners having in the aggregate
seventy-five percent (75%) of the Unit Participation then in ef=
fect have agreed to inclusion of such Tract or Tracts in the Unit
Area, then Unit Operator shall: ’

(1) After obtaining preliminary concurrence by the
A.0. and Land Commissioner, 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 addi-
tional Tract or Tracts, the Tract Participation to be assigned
thereto and the proposed effective date thereof; and

(2) Deliver copies of said notice to Land Commissioner,
the A.0. at the Proper BLM Office, each Working Interest Owner and
to the last known address of each lessee and lessor whose inter-
ests are affected, advising such parties that thirty (30) days will
be allowed for submission to the Unit Operator of any objection to
such proposed expansion; and
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(3) File, upon the expiration of s..d thirty (30) day
period as set out in (2) immediately above with the Land Commis-
sioner and A.O0. the following: (a) evidence of mailing or de-
livering copies of said notice of expansion; (b) an app}igation 2
for approval of such expansion; (c) an instrument containing the =
appropriate joinders in compliance with the participation require-
ments of Section 14, and Section 34, infra; and (d) a copy of all _
objections received along with the Unit Operator's response thereto.

The expansion shall, after due consideration of all pertinent
information and approval by the Land Commissioner and the A.O.,
become effective as of the date prescribed in the notice thereof,
preferably the first day of the month subsequent to the date of no-
tice. The revised Tract Participation of the respective Tracts
included within the Unit Area prior to such enlargement shall re-
main the same ratio one to another.

€19 M

SECTION 5. UNITIZED LAND. All land committed to this Agree-
ment as to the Unitized Formation shall constitute land referred
to herein as "Unitized Land” or "Land subject to this Agreement".
Nothing herein shall be construed to unitize, pool, or in any way
affect the o0il, gas and other minerals contained in or that may
be produced from any formation other than the Unitized Formation
as defined in Section 2(h) of this Agreement.

SECTION 6. UNIT OPERATOR. GULF OIL CORPORATION is hereby
designated the Unit Operator, and by signing this instrument as
Unit Operator, agrees and consents to accept the duties and obli-~
gations of Unit Operator for the operation, development, and pro-
duction of Unitized Substances as herein provided. Whenever ref-
erence 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 Substances, when such interests are owned by
it and the term "Working Interest Owner" when used herein shall
include or refer to the Unit Operator as the owner of a Working
Interest when such an interest is owned by it.

Unit Operator shall have 4 lien upon interests of Working In-
terest Owners in the Unit Area to the extent provided in the Unit
Operating Agreement.

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit
Operator shall have the right to resign at any time, but such res-
ignation shall not become effective so as to release Unit Operator
from the duties and obligations of Unit Operator and terminate
Unit Operator's rights as such for a period of six (6) months af-
ter written notice of intention to resign has been given by Unit
Operator to all Working Interest Owners, the Land Commissioner
and the A.0. 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 shall, upon default or failure in the czr-
formance of its duties and obligations hereu:der, Le subject to
removal by Working Interest Owners having in the aggregate eighty
percent (80%) or more of the Unit Participation then in effect ex-
clusive of the Working Interest Owner who is the Unit Operator.
Such removal shall be effective upon notice thereof to the Land
Commissioner and the A.O.

_ In all such instances of effective resignation or removal, un-
til a successor to Unit Operator is selected and approved as here-
inafter provided, the Working Interest Owners shall be jointly re-
sponsible for the performance of the duties of the Unit Operator
and shall, not later than thirty (30) days before such resignation
or removal becomes effective, appoint a Unit Manager to represent
them in any action to be taken hereunder.

The resignation or removal of Unit Operator under this Agree-
ment shall not terminate its right, title or interest as the owner
of a Working Interest or other interest in Unitized Substances,
but upon the resignation or removal of Unit Operator becoming ef-
fec;;ve, such Unit Operator shall deliver possession of all wells,
equipment, books and records, materials, appurtenances and any
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other assets used in connection with the Unit Operations to the
new duly qualified successor Unit Operator or to the Unit Manager
if no such new Unit Operator is elected. Nothing herein shall be
construed as authorizing the removal of any material, equipment or
appurtenances needed for the preservation of any wells., Nothing
herein contained shall be construed to relieve or discharge any
Unit Operator or Unit Manager who resigns or is removed hereunder
from 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 Opera-
tor shall tender its resignation as Unit Operator or shall be re-
moved as hereinabove provided, the Working Interest Owners shall
select a successor Unit Operator as herein provided. 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 Land
Commissioner and the A.0. If no successor Unit Operator or Unit

' Manager is selected and qualified as herein provided, the Land Com-
missioner and/or the A.0., at their election, may declare this
Agreement terminated.

In selecting a successor Unit Operator, the affirmative vote
of three or more Working Interest Owners having a total of sixty-
five percent (65%) or more of the total Unit Participation shall
prevail; provided that if any one Working Interest Owner has a
Unit Participation of more than thirty-five percent (35%), its
negative vote or failure to vote shall not be regarded as suffi-
cient unless supported by the vote of one or more other Working
Interest Owners having a total Unit Participation of at least
five percent (5%). If the Unit Operator who is removed votes only
to succeed itself or fails to vote, the successor Unit Operator
may be selected by the affirmative vote of the owners of at least
seventy-five percent (75%) of the Unit Participation remaining af-
ter excluding the Unit Participation of Unit Operator so removed.

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT.

Costs and expenses incurred by Unit Operator in conducting Unit

.+ Operations hereunder shall be paid, apportioned among and borne by’
the Working Interest Owners in accordance with the Unit Operating
Agreement. Such Unit Operating Agreement shall also provide the
manner in which the Working Interest Owners shall be entitled to
receive their respective proportionate and allocated share of the
bepefits accruing hereto in conformity with their underlying oper-
ating agreements, leases or other contracts and such other rights
and obligations as between Unit Operator and the Working Interest
Owners as may be agreed upon by the Unit Operator and the Working
Interest Owners; however, no such Unit Operating Agreement shall
be deemed either to modify any of the terms and conditions of this
Agreement or to relieve the Unit Operator of any right or obligation
established under this Agreement, and in case of any inconsistency
or_conflict between this Agreement and the Unit Operating Agreement,
this Agreement shall prevail. Copies of any Unit Operating Agree-
ment.exgcuted pursuant to this Section shall be filed with the Land
Comm1s51oner and with the A.0. at the Proper BLM Office as required
prior to approval of this Agreement.

SECT;ON 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except
as otherwise specifically provided herein, the exclusive right,
perllege and duty of exercising any and all rights of the parties
hereto including surface rights which are necessary or convenient
fo; prospecting for, producing, storing, allocating and distrib-
uting the Unitized Substances are hereby delegated to and shall be
exercised by the Unit Operator as herein provided. Upon request,
acceptable evidence of title to said rights shall be deposited
with said Unit Operator, and together with this Agreement, shall
constitute and define the rights, privileges and obligations of
Unit Operayor. Nothing herein, however, shall be construed to
pransger title to any land or to any lease or operating agreement,
it being understood that under this Agreement the Unit Operator,
in its capacity as Unit Operator, shall exercise the rights of

possession and use vested in the parties hereto only for the pur-
pPoses herein specified. '
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SECTION 11. PLAN OF OPERATIONS. It is recognized and agreed
by the parties hereto that all of the land subject to this Agree-
ment is reasonably proved to be productive of Unitized Substances
and that the object and purpose of this Agreement is to formulate
and to put into effect an improved recovery project in order to
effect additional recovery of Unitized Substances, prevent waste
and conserve natural resources. Unit Operator shall have the right
to inject into the Unitized Formation any substances for secondary
recovery or enhanced recovery purposes in accordance with a plan
of operation approved by the Working Interest Owners, the A.O.,
the Land Commissioner and the Division, including the right to drill
and maintain injection wells on the Unitized Land and completed in
the Unitized Formation, and tg“use abandoned well or wells produc-
ing from the Unitized Formatibn for said purpose. Subject to like
approval, the Plan of Operation may be revised as conditions may
warrant. .

The initial Plan of Operation shall be filed with the A.0.,
the Land Commissioner and the Division concurrently with the filing
of this Unit Agreement for final approval. Said initial plan of
operations and all revisions thereof shall be as complete and
adequate as the A.0., the Land Commissioner and the Division may
determine to be necessary for timely operation consistent herewith.
Upon approval of this Agreement and the initial plan by the A.O.
and Commissioner, said plan, and all subsequently approved plans,
shall constitute the operating obligations of the Unit Operator
under this Agreement for the period specified therein. Thereafter,
from time to time before the expiration of any existing plan, the
Unit Operator shall submit for like approval a plan for an addi-
tional specified period of operations. After such operations are
commenced, reasonable diligence shall be exercised by the Unit
Operator in complying with the obligations of the approved Plan
of Operation. .

Notwithstanding anything to the contrary herein contained,
should the Unit Operator fail to commence Unit Operations for the
secondary recovery of Unitized Substances from the Unit Area with-
in eighteen (18) months after the effective date of this Agreement,
or any extension thereof approved by the A.0., this Agreement shall
terminate automatically as of the date of default.

SECTION 12. USE OF SURFACE AND USE OF WATER. The parties
to the extent of their rights and interests, hereby grant to
Unit Operator the right to use as much of the surface, including
the water thereunder, of the Unitized Land as may reasonably be nec-
essary for Unit Operations.

Unit Operator's free use of water or brine or both for Unit
Operations, shall not include any water from any well, lake, pond
or irrigation ditch of a surface cwner, unless approval for such
use is granted by the surface owner.

.Unit Operator shall pay the surface owner for damages to
growing crops, fences, improvements and structures on the Unitized
Land that result from Unit Operations, and such payments shall be
considered as items of unit expense to be borne by all the Working
Interest Owners of lands subject hereto.

SECTION 13. TRACT PARTICIPATION. In Exhibit "B" attached
he;eto there are listed and numbered the various Tracts within the
Unit Area, and set forth opposite each Tract are figures which re-
present the Tract Participation, during Unit Operations if all
Tracts in the Unit Area qualify as provided herein. The Tract
Participation of each Tract as shown in Exhibit "B" was determined
in accordance with the following formula:

Tract Participation = 50% A/B + 40% C/D + 10% E/F

A = the Trgct Cumulative 0il Production from the Unitized
Formation as of September 30, 1982.
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B = the Uni. otal Cumulative 0il Prodv ion from the
Unitized Formation as of September 30, 1982.

C = the Remaining Primary Oil Reserves from the Unit-
ized Formation for the Tract, beginning October 1,
1982, as determined by the Technical Committee on
February 25, 1983.

D = the Remaining Primary Oil Reserves from the Unit-
ized Formation for all Unit Tracts, beginning Octo-
ber 1, 1982, as determined by the Technical Com-
mittee on February 25, 1983.

E = the amount of oil produced from the Unitized For-
mation by the Tract from January 1, 1982, through
September 30, 1982.

F = the amount of oil produced from the Unitized For-
mation by all Unit Tracts from January 1, 1982,
through September 30, 1982.

In the event less than all Tracts are qualified on the Effec-
tive Date hereof, the Tract Participation shall be calculated on
the basis of all such qualified Tracts rather than all Tracts in
the Unit Area.

SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and af-
ter the Effective Date hereof, the Tracts within the Unit Area
which shall be entitled to participation in the production of
Unitized Sybstances shall be those Tracts more particularly de-
scribed in Exhibit "B" that corner or have a common boundary
(Tracts separated only by a public road or a railroad right-of-
way shall be considered to have a common boundary), and that other-
wise 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
seventy-five percent (75%) or more of the Royalty Interest have
become parties to this 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 seventy-five percent (75%) of the Royalty Interest have
become parties to this Agreement, and as to which (1) the Working
Interest Owner who operates the Tract and Working Interest Owners
owning at least seventy-five percent (75%) of the remaining Work-
ing Interest in such Tract have joined in a request for the in-
clusion of such Tract, and as to which (2) Working Interest Owners
owning at least seventy-five percent (75%) of the combined Unit
Participation in all Tracts that meet the requirements of Section
14 (a) above have voted in favor of the inclusign of such tract.

{c) Each Tract as to which Working Interest Owners owning
less than one hundred percent (100%) of the Working Interest have
become parties to this Agreement, regardless 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 Working
Inte;est Owner owning at least seventy~five percent (75%) of the
remalping Working Interest in such Tract who have become parties
to this Agreement have joined in a request for inclusion of such
Tract, and have executed and delivered, or obligated themselves
to execute and deliver an indemnity agreement indemnifying and
agreeing to hold harmless the other owners of committed Working
Interests, their successors and assigns, against all claims and
demands that may be made by the owners of Working Interest in such
Tract who are not parties to this Agreement, and which arise out
of the inclusion of the Tract; and as to which (2) Working Inter-
est Owners owning at least seventy-five percent (75%) of the Unit
Participation in all Tracts that meet the requirements of Section
l4(a) and 14(b) have voted in favor of the inclusion of such Tract
and to accept the indemnity agreement. Upon the inclusion of such
a Tract, the Tract Participations which would have been attributed
to the nonsubscribing owners of 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
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such Tract who have become parties to such agree@ents, and joined
in the indemnity agreement, in proportion to their respective
Working Interests in the Tract.

. - If on the Effective Date of this Agreement there is any Tract
or Tracts which have not been effectively committed to or made sub-
ject to this Agreement by qualifying as above provided, then such
Tract or Tracts shall not be entitled to participate hereunder.
Unit Operator shall, when submitting this Agreement for final ap-
proval by the Land Commissioner and the A.O., file therewith a

" schedule of those tracts which have been committed and made sub-
ject to this Agreement and are entitled to participate in Unitized
Substances. Said schedule shall set forth opposite each such com-
mitted Tract the lease number or assignment number, the owner of
record of the lease, and the percentage participation of such tract
which shall be computed according to the participation formula set
forth in Section 13 (Tract Participation) above. This schedule of
participation shall be revised Exhibit "B" and upon approval there-
of by the Land Commissioner and the A.O., shall become a part of
this Agreement and shall govern the allocation of production of
Unitized Substances until a new schedule is approved by the Land
Commissioner and A.O.

SECTION 15.A. ALLOCATION OF UNITIZED SUBSTANCES. All Unit-
ized Substances produced and saved (less, save and except any part
of such Unitized Substances used in conformity with good operating
practices on unitized land for drilling, operating, camp and other
production or development purposes and for injection or unavoid-
able loss in accordance with a Plan of Operation approved by the
A.0. and Land Commissioner) shall be apportioned among and allo-
cated to the qualified Tracts in accordance with the respective
Tract Participations effective hereunder during the respective pe-
riods 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 it be more or less than the amount of the ac-
tual production of Unitized 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 shall be dis-
tributed among, or accounted for, to the parties entitled to share
in the production from such Tract in the same manner, in the same
proportions, and upon the same conditions, as they would have par-
ticipated 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-
thlPaylon'as above provided shall be subsequently excluded from
participation hereunder on account of depletion of Unitized Sub-
stances,

If the Working Interest and/or the Royalty Interest in any
Tract are divided with respect to separate parcels or portions of
such Tract and owned now or hereafter in severalty by different
persons, the Tract Participation shall in the absence of a record-
able instrument executed by all owners in such Tract and furnished
to Unit Operator fixing the divisions of ownership, be divided
among such parcels or portions in proportion to the number of sur-
face acres in each.

SECTION 15.B. WINDFALL PROFIT TAX. In order to comply with
the Windfall Profit Tax Act of 1980, as amended, and applicable
regulatxong and to ensure that interest owners of each Tract re-
taxq ;hg Windfall Profit Tax benefits accruing to each Tract prior
to joining the Unit, for Windfall Profit Tax purposes only, crude
©0il shall be allocated to individual Tracts as follows:

-
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SECTION 15.C. IMPUTED NEWLY DISCOVERED CRUDE OIL. Each Tract
contributing newly discovered crude oil to the Unit Area, that is,
each Tract certified as a newly discovered property for Windfall
Profit Tax purposes prior to joining the Unit (Newly Discovered
Tract), shall be allocated imputed newly discovered crude oil in
the proportion that the Tract Participation of such Tract bears

! to the total of the Tract Participations of all Newly discovered
‘ Tracts; provided, however, that imputed newly discovered crude
0il allocated to any Tract under this Subsection 15.C. shall not
exceed, in any month, the total number of barrels of crude oil
allocable out of unit production to such Tract in accordance with
its Tract Participation. In the event a Newly Discovered Tract
is so allocated a number of barrels of imputed newly discovered
crude oil which is less than the total number of barrels of crude
oil allocable out of unit production to such Tract in accordance
with its Tract Participation, then such Newly Discovered Tract
shall be allocated any remaining unallocated newly discovered crude
0il in the proportion that the Tract Participation of such Tract
bears to the total of the Tract Participations of all Newly Dis-
covered Tracts not previously so allocated the total number of
barrels allocable out of unit production in accordance with their
Tract Participations. This additional allocation process shall
continue to be repeated, as outlined in the preceding sentence,
until such time as:

(a) all Newly Discovered Tracts have been so allocated
a number of barrels of imputed newly discovered crude oil equal
to the total number of barrels of crude oil allocable out of
unit production to such Tracts in accordance with their Tract
Participations; or

(b) there is no imputed newly discovered crude oil re-
maining to be allocated,

whichever occurs first.

Any imputed newly discovered crude oil in excess of the amount of
oil allocable to a Tract in accordance with this Subsection 15.C.
shall be termed excess imputed newly discovered crude oil.

SECTION 15.D. IMPUTED STRIPPER CRUDE OIL. Each Tract con-
tributing stripper crude oil to the Unit Area, that is, each Tract
certified as a stripper property for Windfall Profit Tax purposes
prior to joining the Unit (Stripper Tract), shall be allocated im-
puted stripper crude oil in the proportion that the Tract Partici-
pation of such Tract bears to the total of the Tract Participations
of all Stripper Tracts; provided, however, that imputed stripper
crude oil allocated to any Tract under this Subsection 15.D. shall
not exceed, in any month, the total number of barrels of crude oil
allocable out of unit production to such Tract in accordance with
its Tract Participation. In the event a Stripper Tract is so allo-
cated a number of barrels of imputed stripper crude oil which is
less than the total number of barrels of crude oil allocable out of
unit production to such Tract in accordance with its Tract Partici-
pation, then such Stripper Tract shall be allocated any remaining
unallocated imputed stripper crude oil in the proportion that the
Tract Participation of such Tract bears to the total of the Tract
Participations of all Stripper Tracts not previously so allocated
the total number of barrels allocable out of unit production in
accordance with their Tract Participations. This additional allo-
cation process shall continue to be repeated, as outlined in the
preceding sentence, until such time as:

(a) all Stripper Tracts have been so allocated a number of
barrels of imputed stripper crude oil equal to the total number
of barrels of crude oil allocable out of unit production to such
Tracts in accordance with their Tract Participations; or

L (b) there is no imputed stripper crude oil remaining to be
allocated,

whichever comes first.

-10-

Released to Imaging: 8/27/2024 5:24:15 PM



Received by OCD: 8/27/2024 9:15:47 AM Page 40 of 155

Book 440 mee 619

Any imputed stripper crude oil in excess of the amount of oil allo-
cable to a Tract -in accordance with this Subsection 15.D. shall be
termed excess imputed stripper crude oil.

SECTION 15.E. EXCESS IMPUTED NEWLY DISCOVERED CRUDE OIL.

. Each Tract shall be allocated any excess imputed newly discovered
crude oil in the proportion that its Tract Participation bears to
the total of the Tract Participations of all Tracts not previously
allocated the total number of barrels of crude oil allocable to
these Tracts out of unit production in accordance with the Tract
Participations of such Tracts; provided, however, that exggss im=-
puted newly discovered crude oil allocated to each such Tpract,
when added to the total number of barrels of imputed newly discov-
ered crude oil previously allocated to it, shall not exceed, in
any month, the total number of barrels of oil allocable to it out
of unit production in accordance with its Tract Participation.

SECTION 15.F. EXCESS IMPUTED STRIPPER CRUDE OIL. Each Tract
shall be allocated any excess imputed stripper crude oil in the
proportion that its Tract Participation bears to the total of the
Tract Participations of all Tracts not previously allocated the
total number of crude 0il barrels allocable to these Tracts out
of unit production in accordance with the Tract Participations of
such Tracts; provided, however, that excess imputed stripper crude
oil allocated to each such Tract, when added to the total number
of barrels of imputed stripper crude oil previously allocated to
it, shall not exceéd, in any month, the total number of barrels
of oil allocable to it out of unit production in accordance with
its Tract Participation.

SECTION 15.G. TAKING UNITIZED SUBSTANCES IN KIND. The Unit-
ized Substances allocated to each Tract shall be delivered in kind
to the respective parties entitled thereto by virtue of the owner-
ship of oil and gas rights therein. Each such party shall have
the right to construct, maintain and operate all necessary facil-
ities for that purpose within the Unitized Area, provided the same
are so constructed, maintained and operated as not to interfere
with Unit Operations. Subject to Section 17 hereof, any extra ex-
penditure incurred by Unit Operator by reason of the delivery . in
kind of any portion of the Unitized Substances shall be borne by
the party taking delivery. 1In the event any Working Interest
Owner shall fail to take or otherwise adequately dispose of its
proportionate share of the production from the Unitized Formation,
then so long as such condition continues, Unit Operator, for the
account and at the expense of the Working Interest Owner of the
Tract or Tracts concerned, and in order to avoid curtailing the
operation of the Unit Area, may, but shall not be required to,
sell or otherwise dispose of such production to itself or to others,
provided that all contracts of sale by Unit Operator of any other
party's share of Unitized Substances shall be only for such rea-
sonable periods of time as are consistent with the minimum needs
of the industry under the circumstances, but in no event shall
any such contract be for a period in excess of one year, and at
not less than the prevailing market price in the area for like
production, and the account of such Working Interest Owner shall
be charged therewith as having received such production. The net
prqceeds, if any, of the Unitized Substances so disposed of by
Unit Operator shall be paid to the Working Interest Owner of the
Tract or Tracts concerned. Notwithstanding the foregoing, Unit Op-
erator shall not make a sale into interstate commerce of any Work-
ing Interest Owner's share of gas production without first giving

suih Working Interest Owner sixty (60) days' notice of such intended
sale.

] Any Working Interes= Owner receiving in kind or separately
disposing of all or any part of the Unitized Substances allocated
to any Tract, or receiving the proceeds therefrom if the same is
sold or purchased by Unit Operator, shall be responsible for the
payment of all royalty, overriding royalty and production payments
due thereon, and each such party shall hold each other Working In-
terest Owner harmless against all claims, demands and causes of

-11-
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action by owners of such royalty, overriding royalty and production
payments.

If, after the Effective Date of this Agreement, there is any
Tract or Tracts that are subsequently committed hereto, as pro-
vided in Section 4 (Expansion) hereof, or any Tract or Tracts with-

« in. the Unit Area not committed hereto as of the Effective Date
hereof but which are subsequently committed hereto under the pro-
visions of Section 14 (Tracts Qualified for Participation) and Sec-
tion 32 (Nonjoinder and Subsequent Joinder); or if any Tract is ex~
cluded from this Agreement as provided for in Section 21 (Loss of
Title), "the schedule of participation as shown in Exhibit "B" shall
be revised by the Unit Operator; and the revised Exhibit "B", upon
approval by the Land Commissioner and the A.0., shall govern the
allocation of production on and after the effective date thereof
until a revised schedule is approved as hereinabove provided.

SECTION 16. OUTSIDE SUBSTANCES. If gas obtained from forma-
tions not subject to this Agreement is introduced intoc the Unitized
Formation for use in repressuring, stimulating of production or
increasing ultimate recovery which shall be in conformity with a
Plan of Operation first approved by the Land Commissioner and the
A.0., a like amount of gas with appropriate deduction for loss
or depletion from any cause may be withdrawn from unit wells com=-
pleted in the Unitized Formation royalty free as to dry gas, but
not royalty free as to the products extracted therefrom; provided
that such withdrawal shall be at such time as may be provided in
the approved Plan of Operator or as otherwise may be consented to
or prescribed by the Land Commissioner and the A.0. as conforming
to good petroleum engineering practices and provided further that
such right of withdrawal shall terminate on the termination date
of this Agreement.

SECTION 17. ROYALTY SETTLEMENT. The State of New Mexico and
United States of America and all Royalty Owners who, under an exist-
ing contract, are entitled to take in kind a share of the sub-
stances produced from any Tract unitized hereunder, 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 con-
formity with the applicable contracts, laws and regulations. Settle-
ment for Royalty not taken in kind shall be made by Working Interest
Owners responsible therefor under existing contracts, laws and reg-
ulations on or before the last day of each month for Unitized Sub-
stances produced during the preceding calendar month; provided, how-
ever, that 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 the leases, except that such Roy-
alty shall be computed on Unitized Substances as allocated to each
Tract in accordance with the terms of this Agreement. With respect
to Federal leases committed hereto on which the royalty rate de-
pends upon the daily average production per well, such average pro-
duction shall be determined in accordance with the operating regu-
lations pertaining to Federal leases as though the committed Tracts
were included in a single consolidated lease.

If the amount of production or ,the proceeds thereof accruing
to any Royalty Owner (except the United States of America) in a
T;act‘depends upon the average production per well or the average
pipeline runs per well from such Tract during any period of time,
then such production shall be determined from and after the effec-
tive date hereof by dividing the quantity of Unitized Substances
allocated hereunder to such Tract during such period of time by
the number of wells located thereon capable of producing Unitized
Substances as of the Effective Date hereof, provided that any
Tract not having any well so capable of producing Unitized Sub-
stances on the Effective Date hereof shall be considered as having
one such well for the purpose of this provision.

All Royalty due the State of New Mexico and the United States
of Ame;ica and the other Royalty Owners hereunder shall be computed
and paid on the basis of all Unitized Substances allocated to the

-12-
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respective Tract or Tracts committed hereto, in lieu of actual pro-
duction from such Tract or Tracts.

With the exception of Federal and State requirements to the
contrary, Working Interest Owners may use or consume Unitized Sub-
stances for Unit Operations and no Royalty, overriding royalty,
production or other payments shall be payable on account of Unit-
ized Substances used, lost, or consumed in Unit Operations.

Each Royalty Owner (other than the State of New Mexico and
the United States of America) that executes this Agreement repre-
sents and warrants that it is the owner of a Royalty Interest in
a Tract or Tracts within the Unit Area as its interest 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 there-
of shall be reduced proportionately and the interests of all par-
ties shall be adjusted accordingly.

SECTION 18. RENTAL SETTLEMENT. Rentals or minimum Royalties
due on the leases committed hereto shall be paid by Working Inter-
est Owners responsible therefor under existing contracts, laws and
regulations provided that nothing herein contained shall operate
to relieve the lessees of any land from their respective lease ob-
ligations 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 this 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 such
rental or minimum Royalty is waived, suspended or reduced by law or
by approval of the Secretary or his duly authorized representative.

SECTION 19. CONSERVATION. Operations hereunder and produc-
tion of Unitized Substances shall be conducted to provide for the
most economical and efficient recovery of said substances without
waste, as defined by or pursuant to Federal and State laws and
regulations.

SECTION 20. DRAINAGE. The Unit Operator shall take all rea-
sonable and prudent measures to prevent drainage of Unitized Sub-
stances from unitized land by wells on land not subject to this
Agreement.

The Unit Operator, upon approval by the Working Interest
Owners, the A.0. and the Land Commissioner, is hereby empowered
to enter into a borderline agreement or agreements with working
interest owners of adjoining lands not subject to this Agreement
with respect to operation in the border area for the maximum eco-
nomic recovery, conservation purposes and proper protection of
the parties and interest affected.

SECTION 21. LOSS OF TITLE. In the event title to any Tract
of unitized land shall fail and the true owner cannot be induced
to join in this Agreement, such Tract shall be automatically
regarded as not committed hereto, and there shall be such read-
justment of future costs and benefits as may be required on ac-
count of the loss of such title. In the event of a dispute as to
title to any Royalty, Working Interest, or other interests subject
thereto, payment or delivery on account thereof may be withheld
without liability for interest until the dispute is finally set-
tled; provided, that, as to State or Federal lands or leases, no
payments of funds due the United States or the State of New Mexico
shall be withheld, but such funds shall be deposited as directed
by the A.0. or Land Commissioner (as the case may be) to be held
as unearned money pending final settlement of the title dispute,

agd then applied as earned or returned in accordance with such
final settlement.

' Ig the title or right of any party claiming the right to re-
ceive in kind all or any portion of the Unitized Substances allo-

cated to a Tract is in dispute, Unit Operator at the direction of
Working Interest Owners shall either:
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(a) reguire at the party to whom sucl 1itized Substances
are delivered or to whom the proceeds thereocf are paid furnish
security for the proper accounting therefor to the rigptful 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 is in dispute, an@ impound
the proceeds thereof until such time as the title or right the;e—
tb is established by a final judgment of a court of competent ju-
risdiction or otherwise to the satisfaction of Working Interest
Owners, whereupon the proceeds so impounded shall be paid to the
party rightfully entitled thereto.

Each Working Interest Owner shall indemnify, hold harmless,
and defend all other Working Interest Owners against any and all
claims by any party against the interest attributed to such Work-
ing Interest Owner on Exhibit "B".

Unit Operator as such is relieved from any responsibility for
any defect or failure of any title hereunder.

SECTION 22. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The
terms, conditions and provisions of all leases, subleases and other
contracts relating to exploration, drilling, development or opera-
tion for oil or gas on lands committed to this 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 effect, and the parties hereto hereby consent that
the Secretary and the Land Commissioner, respectively, shall and
by their approval hereof, or by the approval hereof by their duly
authorized representatives, do hereby establish, alter, change or
revoke the drilling, producing, rental, minimum Royalty and Roy-
alty requirements of Federal and State leases committed hereto and
the regulations in respect thereto to conform said requirements to
the provisions of this Agreement.

Without limiting the generality of the foregoing, 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 performance
of all obligations for development and operation with respect to
each Tract subject to this Agreement, regardless of whether there
is any development of any Tract of the Unit Area, notwithstanding
anything to the contrary in any lease, operating agreement or
other contract by and between the parties hereto, or their respec-
tive predecessors in interest, or any of them.

(b) Drilling, producing or improved recovery operations per-
formed hereunder shall be deemed to be performed upon and for the
benefit of each Tract, and no lease shall be deemed to expire by
reason of failure to drill or produce wells situated on the land
therein embraced.

(c) Suspension of drilling or producing operations within
the Unit Area pursuant to driection or consent of the Land Com-
missioner and the A.0., or their duly authorized representatives,
shall be deemed to constitute such suspension pursuant to such
direction or consent as to each Tract within the Unitized Area.

(d) Each lease, sublease, or contract zelating to the ex-
plqratlon, drilling, development, or operation for oil and gas
which by its terms might expire prior to the termination of this
Agreement, is hereby extended beyond any such term so provided
therein, so that it shall be continued in full force and effect
for and during the term of this Agreement.

) (g) Any lease embracing lands of the State of New Mexico
which is made subject to this Agreement shall continue in force
beyqnd the term provided therein as to the lands committed hereto
until the termination hereof. '

) (f) Any lease embracing lands of the State of New Mexico hav-
ing 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
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commencing as of t. Effective Date hereof. vided, however, that
notwithstanding any of the provisions of this Agreement to the con-
trary, such lease (including both segregated portions) shall con-
tinue in full force and effect beyond the term provided therein as
to all lands embraced in such lease if o0il or gas is, or has here-
tofore been discovered in paying quantities on some part of the
lands embraced in such lease committed to this Agreement or, so
long as a portion of the Unitized Substances produced from the Unit
Area is, under the terms of this Agreement, allocated to the por-
tion of the lands covered by such lease committed to this Agreement,
or, at any time dQuring the term hereof, as to any lease that is
then valid and subsisting and upon which the lessee or the Unit Op-
erator is then engaged in bona fide drilling, reworking, or im-
proved 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, said lease shall continue in full force and effect as to
all of the lands embraced therein, so long thereafter as oil or

gas in paying quantities is being produced from any portion of said
lands. v

£29 MW Qbb Y008

(g) 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 plan shall be segregated into 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 nonunitized 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 paying quantities."

SECTION 23. COVENANTS RUN WITH LAND. The covenants herein
shall be construed to be covenants running with the land with re-
spect to the interest of the parties hereto and their successors
in interest until this Agreement terminates, and any grant, trans-
fer or conveyance of interest in land or leases subject hereto
shall be and hereby is conditioned upon the assumption of alil
privileges and obligations 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 Opera-
tor until the first day of the calendar month after Unit Operator
is furnished with the original, or acceptable photostatic or
certified copy, of the recorded instrument or 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 Inter-
est Owner is furnished with the original, or acceptable photostatic
or certified copy, of the recorded instrument or transfer.

} SECTION 24. 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 be-
come effective on the first day of the calendar month next follow-
ing the approval of this Agreement by the A.0., the Land Commis-
sioner and the Commission. ,

If this Agreement does not become effective on or before
June 1, 1986 » it shall ipso facto expire on said date
(hereinafter called "Expiration 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 Participation of at least seventy five percent (75%); and at
leasp seventy-five percent (75%) of such Working Interest Owners
committed to this Agreement have decided to extend Expiration Date
for a period not to exceed one (1) year (hereinafter called "Ex-
tepded Expiration Date"). If Expiration Date is so extended and
this Qgreement does not become effective on or before Extended Ex-
piration Date, it shall ipso facto expire on Extended Expiration
Date and thereafter be of no further force and effect.

Unit Operator shall file for record within thirty (30) days
after the Effective Date of this Agreement, in the office of the
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County Clerk of Lea County, New Mexico, where a counterpart of
this Agreement has become effective according to its terms and
stating further the effective date.

The terms of this Agreement shall be for and during the time
that Unitized Substances are produced from the unitized land and
so long thereafter as drilling, reworking or other operations (in-

! cluding improved recovery operations) are prosecuted thereon with-~
out cessation of more than ninety (90) consecutive days unless
sooner terminated as herein provided.

This Agreement may be terminated with the approval of the
Land Commissioner and the A.0. by Working Interest Owners owning
eighty percent (80%) of the Unit Participation then in effect when-
ever such Working Interest Owners determine that Unit Operations
are no longer profitable, or in the interest of conservation. Upon
approval, such termination shall be effective as of the first day
of the month after said Working Interest Owners' determination,
Notice of any such termination shall be filed by Unit Operator in
the office of the County Clerk of Lea County, New Mexico, within
thirty (30) days of the effective date of termination.

Upon termination of this Agreement, the parties hereto shall
be governed by the terms and provisions of the leases and con-
tracts affecting the separate Tracts just as if this Agreement had
never been entered into.

Notwithstanding any other provision in the leases unitized
under this Agreement, Royalty Owners hereby grant Working Interest
Owners a period of six months after termination of this Agreement
in which to salvage, sell, distribute or otherwise dispose of the
personal property and facilities used in connection with Unit Op-
erations.

SECTION 25. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION.
All production and the disposal thereof shall 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
A.0. is hereby vested with authority to alter or modify from time
to time, in his discretion, the rate of prospecting and develop-
ment and within the limits made or fixed by the Division to alter
or modify the quantity and rate of production under this Agree-
ment, such authority being hereby limited to alteration or modifi-
cation in the public interest, the purpose thereof and the public
interest to be served thereby to be stated in the order of alter-
ation or modification; provided, further, that no such alternation
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 thereof by the Land Com-
missioner and as to any lands in the State of New Mexico or
privately-owned lands subject to this Agreement or to the quan-
tity and rate of production from such lands in the absence of
specific written approval thereof by the Division.

Powers in this Section vested in the A.0. shall only be ex-
ercised after notice to Unit Operator and opportunity for hearing
to be held not less than fifteen (15) days from notice, and there-
after subject to administrative appeal before becoming final.

) SECTION 26. NONDISCRIMINATION. Unit Operator in connection
with the performance of work under this Agreement relating to
leases of the United States, agrees to comply with all of the
provisions of Section 202(l) to (7) inclusive of Executive Order
}1246, (30 F.R. 12319), which are hereby incorporated by reference
in this Agreement.

SECTION 27. APPEARANCES. Unit Operator shall have the right
to appear for or on behalf of any interests affected hereby before
the Land Commissioner, the Department, and the Division, and to
appeal from any order issued under the rules and regulations of
the Lanq Commissioner, the Department or the Division, or to apply
for ;ellef fro@ any of said rules and regulations or in any pro-
ceedings relative to operations before the Land Commissioner, the
pepartmen? or the Division or any other legally constituted author-
ity; provided, however, that any other interested party shall also
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have the right at his or its own expense to be heard in any such
proceeding.

SECTION 28. NOTICES. All notices, demands, objections or
statements required hereunder to be given or rendered to the par-
ties hereto shall be deemed fully given if made in writing and.
personally delivered to the party or parties or sent by postp§1d
certified or registered mail, addressed to such party or parties
at their last known address 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 29. NO WAIVER OF CERTAIN RIGHTS. Nothing in this
Agreement contained shall be construed as a waiver by any party
hereto of the right to assert any legal or constitutional right
or defense as to the validity or invalidity of any law of the State
wherein said Unitized Lands are located, or regulations issued there-
under in any way affecting such party, or as a waiver by any such
party of any right beyond his or its authority to waive; provided,
however, each party hereto covenants that it will not resort to any
action to partition the unitized land or the Unit Equipment.

SECTION 30. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO
REALTY. Each Working Interest Owner has heretofore placed and used
on its Tract or Tracts committed to this Agreement various well and
lease equipment and other property, equipment and facilities. It
is also recognized that additional equipment and facilities may
hereafter be placed and used upon the Unitized Land as now or here-=
after constituted. Therefore, for all purposes of this Agreement,
any such equipment shall be considered to be personal property and
not fixtures attached to realty. Accordingly, said well and lease
equipment and personal property is hereby severed from the mineral
estates affected-by this Agreement, and it is agreed that any such
equipment and personal property shall be and remain personal pro-
perty of the Working Interest Owners for all purposes.

SECTION 31. UNAVOIDABLE DELAY. All obligations under this
Agreement reguiring the Unit Operator to commence or continue im-
proved 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 Unit Operator, de-
spite the exercise of due care and diligence, is prevented from
complying with such obligations, in whole or in part, by strikes,
acts of God, Federal, State or municipal law or agency, unavoid-
able accident, uncontrollable delays in transportation, inability
to obtain necessary materials or equipment in open market, or other
matters beyond the reasonable control of the Unit Operator whether
similar to matters herein enumerated or not.

SECTION 32. NONJOINDER AND SUBSEQUENT JOINDER. 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 this Agreement by a Working 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 Agreement.

) Any oil or gas interest in the Unitized Formations not com-
mlttgd hereto prior to submission of this Agreement to the Land
Commissioner and the A.O. for final approval may thereafter be
committed hereto upon compliance with the applicable provisions
of this Section and of Section 14 (Tracts Qualified for Partici-
pation) bereof, at any time up to the Effective Date hereof on the
same basis of Tract Participation as provided in Section 13, by
the owner or owners thereof subscribing, ratifying, or consenting
in writing to this Agreement and, if the interest is a Working
InFerest, by the owner of such interest subscribing also to the
Unit Operating Agreement. ’

I; is understood and agreed, however, that from and after the
Effective Date hereof the right of subsequent joinder as provided

-17-
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in this Section shall be subject to such requirements or approvals
and on such basis as may be agreed upon by Working Interest Owners
owning not less than sixty-five percent (65%) of the Unit Partici-
pation then in effect, and approved by the Land Commissioner and
A.0. Such subsequent joinder by a proposed Working Interest
Owner must be evidenced by his execution or ratification of this
Agreement and the Unit Operating Agreement and, where State or
Federal land is involved, such joinder must be approved by the Land
Commissioner or A.0. 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 joinder

to this Agreement shall be effective as of the first day of the
month following the filing with the Land Commissioner and A.O.

of duly executed counterparts of any and all documents necessary
to establish effective commitment of any Tract or interest to
this Agreement, unless objection to such joinder by the Land Com-
missioner or the A.0., is duly made sixty (60) days after such
filing.

SECTION 33. 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 sep-
arate 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 re-
gardless of whether or not it is executed by all other parties
owning or claiming an interest in the land within the described
Unit Area. Furthermore, this Agreement shall extend to and be
binding on the parties hereto, their successors, heirs and assigns.

SECTION 34. JOINDER IN DUAL CAPACITY. Execution as herein
provided by any party as either a Working Interest Owner or a
Royalty Owner shall commit all interests owned or controlled by
such party; provided, that if the party is the owner of a Working
Interest, he must also execute the Unit Operating Agreement.

SECTION 35. 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 sev-
eral Working Interest Owners must pay or advance said taxes for
the account of the parties hereto, it is hereby expressly agreed
that the parties so paying or advancing said taxes shall be reim-
bursed therefor by the parties hereto, including Royalty Owners,
who may be responsible for the taxes on their respective allocated
share of said Unitized Substances. No 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 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 intended to create,
and_shall not be construed to create, an association 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
bgdlgdividually responsible for its own obligation as herein pro-
vided. ’

SECTION 37. PRODUCTION AS OF THE EFFECTIVE DATE. Unit Op-
erator shall make a proper and timely gauge of all leases and
other tanks within the Unit Area in order to ascertain the amount
of merchantable oil above the pipeline connection, in such tanks
as of 7:00 a.m. on the Effective Date hereof. Aall such oil which
has then been produced in accordance with established allowables
sball be and remain the property of the Working Interest Owner en-—
titled ;hereto, the same as if the unit had not been formed:; and the
responsible Working Interest Owner shall promptly remove said oil

-18~-
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from the unitized land. Any such oil not so removed shall be sold
by Unit Operator for the account of such Working Interest Owners,
subject to the payment of all Royalty to Royalty Owners under the
terms hereof. The oil that is in excess of the prior allowable
of the wells from which it was produced shall be regarded as Unit-
ized Substances produced after Effective Date hereof.

If, as of the Effective Date hereof, any Tract is over-
produced with respect to the allowable of the wells on that Tract
and the amount of over-production has been sold or otherwise dis-
posed of, such over-production shall be regarded as a part of the
Unitized Substances produced after the Effective Date hereof and
shall be charged to such Tract as having been delivered to the
parties entitled to Unitized Substances allocated to such Tract.

SECTION 38. NO SHARING OF MARKET. This Agreement is not
intended to provide and shall not be construed to provide, di-
rectly or indirectly, for any cooperative refining, joint sale
or marketing of Unitized Substances.

SECTION 39. STATUTORY UNITIZATION. If and when Working In-
terest Owners owning at least seventy-five percent (75%) Unit Par-
ticipation and Royalty Owners owning at least seventy-five percent
(75%) Royalty Interest have become parties to this Agreement or
have approved this Agreement in writing and such Working Interest
Owners have also become parties to the Unit Operating Agreement,
Unit Operator may make application to the Division for statutory
unitization of the uncommitted interests pursuant to the Statutory
Unitization Act (Chapter 65, Article 14, N.M.S. 1953 Annotated).
If such application is made and statutory unitization is approved
by the Division, then effective as of the date of the Division's
order approving statutory unitization, this Agreement and/or the
Unit Operating Agreement shall automatically be revised and/or
amended in accordance with the following:

(1) Section 14 of this Agreement shall be revised by sub-
stituting for the entire said section the following:

"SECTION l14. TRACTS QUALIFIED FOR PARTICIPATION. On
and after the Effective Date hereof, all Tracts within the Unit
Area shall be entitled to participation in the production of Unit-
ized Substances."

' (?) Section 24 of this Agreement shall be revised by sub-
stituting for the first three paragraphs of said section the fol-
lowing:

"SECTION 24. EFFECTIVE DATE AND TERM. This Agreement
shall become effective on the first day of the calendar month next
following the effective date of the Division's order approving
statutory unitization upon the terms and conditions of this Agree-
ment, as amended (if any amendment is necessary) to conform to the
Division's order; approval of this Agreement, as so amended, by
the Land Commissioner; and the A.0. and the filing by Unit Opera-
tor of this Agreement or notice thereof for record in the office
of the County Clerk of Lea County, New Mexico. Unit Operator
shall not file this Agreement or notice thereof for record, and
hgnce this Agreement shall not become effective, unless within
ninety (90) days after the date all other prerequisites for ef-
fectiveness of this Agreement have been satisfied, such filing is
app;oveq by Working Interest Owners owning a combined Unit Par-
ticipation of at least sixty-five percent (65%) as to all Tracts
within the Unit Area.

) "Unit Operator shall, within thirty (30) days after the
Effective Date of this Agreement, file for record in the office
of the County Clerk of Lea County, New Mexico, a certificate to
the effect that this Agreement has .become effective in accordance
with its terms, therein identifying .the Division's order approving
statutory unitization and stating the Effective Date."

=]19=
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(3) This Agreement and/or the Upit Operating Agreement shall
be amended in any and all respects necessary to conform to the
Division's order approving statutory unitization.

Any and all amendments of this Agreement and/or the Unit Op-
erating Agreement that are necessary to conform said agreements to
the Division's order approving statutory unitization shall be deemed
to be hereby approved in writing by the parties hereto without any
necessity for further approval by said parties, except as follows:

(a) If any amendment of this Agreement has the effect
of reducing any Royalty Owner's participation in the production of
Unitized Substances, such Royalty Owner shall not be deemed to have
hereby approved the amended agreement without the necessity of fur-
ther approval in writing by said Royalty Owner; and

(b) If any amendment of this Agreement and/or the Unit
Operating Agreement has the effect of reducing any Working Inter-
est Owner's participation in the production of Unitized Substances
or increasing such Working Interest Owner's share of Unit Expense,
such Working Interest Owner shall not be deemed to have hereby ap-
proved the amended agreements without the necessity of further ap-
proval in writing by said Working Interest Owner.

Executed as of the day and year first above written.

GULF OIL CORPORATION “

syc::z,‘é’—m/_/

Attorney-in-Fact

Date of Execution:

Jupe 22, 1984

THE STATE OF TEXAS §

COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me this
22nd day of June v 19__5_4: by 1. a. Turner
Attorney-in-Fact + for/of guif 0i1 Corporation

+ 2 _ Pennsylvania
corporation, on behalf of said corporation.
- .
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APPROVALS AND STATUTORY UNITIZATION ORDZER

UNITED STATES DEPARTMENT OF THE INTERIOR
BUREAU OF LAND MANAGEMENT

STATE OF NEW MZXICO
COMMISSIONER OF PUBLIC LANDS
OIL AND GAS DIVISION

STATE OF NEW MEXICO
ENERGY AND MINERALS DEPARTMENT
OIL CONSERVATION DIVISION
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United States Department of the Interior

BUREAU OF LAND MANAGEMENT
Roswell District Office
P. O. Box 1397
Roswell, New Mexico 88201

. INREPLY
REFER TO:

NMO61P35-85U494 November 6, 1984

Gulf 0il Exploration and Production Company
Attention: Ray Vaden

P.0. Drawer 1150

Midland, TX 79702

Gentlemen:

One approved copy of the Eunice Monument South Unit Agreement, Lea County, New
Mexico, is enclosed. The agreement has been assigned No. NMO61P35-85U494,
Approval of the agreement is subject to approval of statutory unitization by
the NMOCD. The agreement will become effective the first day of the month
following the date of approval by the BLM, NMOCD, and the Commission pursuant

to section 24 of the unit agreement.

Sincerely yours,

A
Y,

District Manager

Ao uing

Enclosure
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JIM BACA Commissionzr o[ Puu.ic Lanc[s P.0. BOX 1148

MISSIONER SANTA FE, NEW MEXICO 87504-1148
o November 6, 1984 Express Mail Delivery Uses
310 01d Santa Fe Trail
Gulf 0il Exploration and Production Co. Santa Fe, New Mexico 87501
P. 0. Box 1150
Midland, Texas 79702

Re: FEunice Monument South Unit
Lea County, New Mexico
ATTENTION: Mr. Ray M. Vaden
Gentlemen:

The Commissioner of Public Lands has this date granted final approval
to the Eunice Monument South Unit Area, Lea County, New Mexico, along with
your Initial Plan of Operation. Our approval is subject to like approval
by the Bureau of Land Management and the New Mexico 0il Conservation Divis-
ion.,

Cur approval is given with the understanding that you will obtain the
New Mexico O0il Conservation Division's approval of Statuatory Unitization
within a reasonable time.

Enclosed are Five (5) Certificates of Approval.

Your filing fee in the amount of $720.00 has been received.

Very truly yours,

JIM BACA

COMM ER OF PUBLIC LANDS

BY: s K@%'Adw
RAY D. GRA » Director

0il and Gas Division
AC 505/827-5744

JB/RDG/pm

encls.

ce: OCD-Santa Fe, New Mexico
BLM-Albuquerque, New Mexico
BLM-Roswell, New Mexico
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NEW MEXICO STATE LAND OFFICE

CERTIFICATE OF APPROVAL

COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO

EUNICE MONUMENT SOUTH 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 de-
velopment and operation of acreage which is described within the attached Agree-
went, dated June 22, 1984 , which has been executed, or is
to be executed by parties owning and holding oil and gas leases and royalty in-
tereats in and under the property described, and upon examination of ssid Agree-
ment, the Commissioner finds:

(a) That such sgreement will tend to promote the conservation
of oil 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 ite 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 oil 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
19-10~45, 19-10-46, 19-10-47, New Mexico Statutes Amnotated, 1978 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 resources 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 eaid Agree-
ment. Thie approval is subject to all of the provisions of the aforesaid
statutes.

affixed, this 6th day of November » 19 g4 0

A T
FOLTL U ity
P s T

IN WITNESS WHEREOF, this Certificate of Approval is executed, with seal
of the St of New Mexico
0G:
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STATE OF NEW MEXICO

ENERGY axvo MINERALS DEPARTMENT

OIL CONSERVATION DIVISION

CERTIFICATE

TONEY ANAYA
. POST OFFICE BOX 2088
GOVERNGRA STATE LAND OFFICE BUILDING
e SANTA FE, NEW MEXICO 87501
TO WHOM IT MAY CONCERN: (505} 827-5800

I, R. L. STAMETS, Director of the 0il Conservation Division
of the New Mexico Energy and Minerals Department, do hereby
certify that the attached is a true and correct copy of the
Nunc Pro Tunc order issued in Case No. 8397, Order No. R-7765
taken from the official records of this-ggency. 7

{ .. _.J'J. Vs
N '{'- ] rd
/ ‘ / k_ll ) [ S /o

R. L. STAMETS, Director

December 28, 1984

STATE OF NEW MEXICO )
})ss.
COUNTY OF SANTA FE )

The foregoing instrument was acknowledged before me this

28th day of December, 1984. 7(57.
Ve L, . x
%(Ma 2ol lgrs

Notary Public

5

- i -(rpa .I'«
My Gemmission Expires:

-_—

" : October 28, 1985
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[EUNICE MONUMENT SOUTH UNIT
'\?Y})BOOK 442 Face 346 LEA COUNTY, NEW MEXICO
)\\ T

CERTIFICATE OF EFFECTIVENESS

Pursuant to the provisions of the Unit Agreement for the
Eunice Monument South Unit, in Lea County, New Mexico, said
agreement being dated June 22, 1984, and recorded in Book 440, at
Page 607, of the Mlscellaneous Records of said county, Gulf 0il
Corporatlon, as Unit Operator, hereby certifies as follows:

(a) Statutory wunitization upon the terms and
conditions of said Unit Agreement and the Unit
Operating Agreement for said unit was approved and
ordered by the 0il Conservation Commission of
New Mexico on December 27, 1984, by Order No.
R-7765 in Case No. 8397 heard on November 7 and 8,
1984,

(b) The said Unit Agreement became effective in
accordance with its terms on February 1, 1985,
which date is the Effective Date as defined in
said agreement.

(c} The said Unit covers the following lands as to the
unitized formation:

TOWNSHIP 20 SOUTH, RANGE 36 EAST, N.M.P.M.
Section 25: All
Section 36: All

TOWNSHIP 20 SOUTH, RANGE 37 EAST, N.M.P.M.
Section 30: S/2, S/2N/2, NE/4nNW /4 and NW/4NE/4
Section 31: All

Section 32: Aall

TOWNSHIP 21 SOUTH, RANGE 36 EAST, N.M.P.M.

Section 2: §8/28/2

Section 3: Lots 3, 4, 5, 6, 11, 12, 13, and 14
and S/2

Section 4 through 11: All

Section 12: W/2S8W/4

Section 13: NW/4NW/4

Section 14 through 18: Aall

Section 21: N/2 and N/2S/2

Section 22: N/2 and N/2S/2

IN WITNESS WHEREOF, this certificate is executed this éﬁ th
day of February, 1985.

2 *"'1 ﬂ STATE OF NEW MEXIC®" guyrr 011, CORPORATION, as Unit
et e COUNTY OF LEA Operator of the Eunice
w42 ';"t}f; FILED Monument South Unit

. ot ""?5' 7
gi"ﬁ*‘ ~ FEB141985 By . <L

il fe Attorney-in-Fact
/ 3 — ] L, A. TURNER
3 ', and murg&f&vpk

“Page

4 U" y Lok
S‘I‘A‘I‘E " TEXAS i"@’%. County Cierk
By Geputy

COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me this
N [ :~day, of February, 1985, by g- RNER

Attornéy 1n<. t for GULF OIL CORPORATION, a Pennsylvania
:; coggéxat onj6n *behalf of the corporation.

‘1»." \‘ s, "-." "'_
H:.z icomi*r-sz. l:‘:;épfi.res:

““‘:}7 ';ié &:3)';‘

oy

] L

Notary Public 1in and for
T Midland County, Texas
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NEW MEXICO STATE LAND OFFICE "

CERTIFICATE OF APPROVAL
COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO
EUNICE MONUMENT SOUTH UNIT

LEA COUNTY, NEW MEXICO

ment,

(a)

(b)

(d)

ment.
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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 June 22, 1984 , which has been executed, or is
to be executed by parties owning and holding oil and gas leases and royalty in-
terests in and under the property described, and upon examination of said Agree-

the

NOW, THEREFORE, by virtue of the authority conferred upon me under Sections
19-10-45, 19-10-46, 19-10-47, New Mexico Statutes Annotated, 1978 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 resources 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 Agree-

Thi

statutes.

IN WITNESS WHEREOF, this Certificate of Approval is executed, with seal
affixed, this 6th day of November , 19 g4 .

Commissioner finds:

That such agreement will tend to promote the conservation
of oil and gas and the better utilization of reservoir
energy in said area.

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 oil and gas under its lands within the area.

That such agreement is in other respects for the best
interests of the State, with respect to state lands.

s approval is subject to all of the provisions of the aforesaid

— |




Received by OCD: 8/27/2024 9:15:47 AM Page 58 of 155

pook 440 ne: /78

STATE OF NEW MEXICO

) ENERGY avo MINERALS DEPARTMENT

(%)

S OIL CONSERVATION DIVISION

—

«TONEY ANAYA

POST DFFICE BOX 2088
GOVERNOR CERTIVFICATTE STATE LAND OFFICE BUILDING
—= SANTA FE. NEW MEXICO 87501

(505) 827-5800

TO WHOM IT MAY CONCERN:

I, R. L. STAMETS, Director of the 0il Conservation
Division of the New Mexico Energy and Minerals Department,
do hereby certify that the attached is a true and correct
copy of Order No. R-7765 issued in Case No. 8397, Gulf 0il
Corporation for Statutory Unitization, Eunice Monument
South Unit, Lea County, New Mexico, taken from the official
records of this agency. <3 o

5 "{-'T w /

s ) / . ity ¢ /
R. L. STAMETS, Director

December 27, 1984

o>TATE OF NEW MEXICO )
) ss.
COUNTY OF SANTA FE )

The foregoing instrument was acknowledged before me
this 27th day of December, 1984/ ”)

| /
iy 47 /
Z"{' & N /T (L A[{/é -*(7/\_ )

NOTARY PUBLIC

' %yugommission Expires:

October 28, 1985

-
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PURCHASE AND SALE AGREEMENT

This Purchase and Sale Agreement (this “Agreement”) is made as of March 12, 2021, by
and between XTO Holdings LLC, a limited liability company, with an address of 22777
Springwoods Village Parkway, Spring, Texas 77389 (“Seller™), and Empire New Mexico LLC, a
limited liability company, with an address of 2200 South Utica Place, Suite 150, Tulsa, Oklahoma
74114 (“Purchaser”). Seller and Purchaser are sometimes referred to in this Agreement
collectively as the “Parties” and individually as a “Party.”

WITNESSETH

WHEREAS, Scller desires to sell to Purchaser the Assets (as defined below) and Purchaser
is willing to purchase the Assets from Seller, upon the terms and conditions set forth in this
Agreement:

NOW THEREFORE, in consideration of the mutual promises of the Parties contained in
this Agreement, and other gaod and valuable consideration, the receipt and sufficiency of which
are hereby acknowledged, the Parties agree as follows:

ARTICLE I
DEFINITIONS

Section 1.1 Certala Defined Terms. Capitalized terms used in this Agreement shall
have the meanings given such terms as set forth in Appendix A attached to this Agreement.

ARTICLE I
PURCHASE ANDSALE

Section 2.1 Agreement to Purchase and Sell. At the Closing, and subject to theterms
and conditions of this Agreement, Purchaser agrees to purchase the Assets from Seller, and Seller
agrees to sell, transfer and assign the Assets to Purchaser, effective as of the Effective Time.

Section2.2  The Assets. The term “Assets” shall mean all of Seller’s right, title and
interest in and to the following, less and except for the Excluded Assets:

(a) the oil and gas leases described in Exhibit A-1 to the extent and only to the
extent that such leases cover the lands and/or the depths described in Exhibit A-1, and all rights
incident thereto and derived therefrom, including overriding royalty interests, net profits interests,
and other revenue interests therein, to the extent and only to the extent relating to such lands and/or
depths described in Exhibjt A-1 (the “Leases™).

(b) the wells described in Exhibit B and all other wells (including all disposal
or injection wells) located on any of the Leases or on any other lease or lands with which any
Lease has been unitized, whether such wells are producing, shut-in or abandoned (the “Wells™);

©) all rights and interests in, under or derived from all unitization or pooling

agreements in effect with respect to any of the Leases or Wells and the units created thereby (the
“Units");
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(d all Rights-of-Way that are used primarily in connection with the ownership
or operation of any of the Leases, Wells, Units or other Assets, including the Rights-of-Way set

forth in Exhibit A-2;

(e) the offices and office leases described in Exhibit A-3 and all improvements,
furniture and fixtures and related tangible personal property used primarily in connection with the
offices covered thereby (the “Assigned Office”);

(i) a royalty free oil and gas lease in the form attached as Exhibit C (the
“Royalty Free Lease™) for cach of the mineral interests described in Exhibit A-4 (the “Mineral
Interests™);

(® all equipment, machinery, fixtures and other personal and mixed property,
operational and nonoperational, known or unknown, located on any of the Leases, Wells, Units or
other Assets, that are primarily used or held for use in connection with the ownership, operation
or development of the Leases, Well, Units or other Assets, including the inventory set forth on
Schedule 3.2(f), and pipelines, gathering systems, well equipment, casing, tubing, pumps, motors,
fixtures, machinery, compression equipment, flow lines, processing and separation facilities,
structures, materials and other items primarily used in the ownership, operation or development of
the Leases, Well, Units or other Assets;!

(h) to the extent that they may be assigned, all Permits that are primarily used
in connection with the ownership or operation of the other Assets;

0] to the extent they may be assigned, the Existing Contracts;

G) all Hydrocarbons attributable to the Leases, Wells and/or Units to the extent
such Hydrocarbons were produced from and after the Effective Time and all Imbalancesrelating
to the Assets;

9] the Transferred Vchicles; and

()] to the extent transferable, the Records.

Section2.3  Excluded Assets. The following are specifically excluded from the Assets
and are reserved by Seller (collectively, “Excluded Assets”):

(@  all of Seller’s corporate minute books, financial records and other business
records that relate to Seller's business generally (including the ownership and operation of the
Assets);

(b) all accounts, trade credits, accounts reccivable, and all other proceeds,

income or revenues attributable to the Assets with respect to any period of time prior to the
Effective Time;
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© all claims and causes of action, manufacturer’s and contractor’s warranties
and other rights of Seller arising under or with respect to any Existing Contracts that are
attributable to periods of time prior to the Effective Time (including claims for adjustments or
refunds), except to the extent any of the foregoing relates to any of the Assumed Obligations;

(d) all rights and interests of Setler (i) under any policy or agreement of
insurance, (ii) under any bond or (iii) to any insurance or condemnation proceeds or awards
arising;

O] all Hydrocarbons produced and sold from the Assets with respect to all
periods prior to the Effective Time;

H any claim, right or interest of Seller in or to any refunds or loss carry
forwards, together with any interest due thereon or penalty rebate arising therefrom, with respect
to (i) any and all taxes based on net income imposed on Seller or any of its Affiliates, (ii) any
Property Taxes allocable to Seller pursuant to Section 13.1 or (iii) any Property Taxes attributable
to the Excluded Assets;

® all personal computers and associated peripherals and all radio and
telephone equipment except and untess located on any of the Wells or facilities to be assigned;

(b all documents and instruments of Seller that may be protected by an
attorney-client or other privilege;

() all data that cannot be disclosed to Purchaser as a result of confidentiality
arrangements under agreements with third parties (provided that Seller has used its commercially
reasonable efforts to cause such confidentiality restrictions to be waived);

0] all audit rights arising under any of the Existing Contracts or otherwise with
respect to any period prior to the Effective Time or to any of the Excluded Assets, except with
respect 10 any Imbalances;

(x) all geophysical and other seismic and related technical data and information
relating to the Assets;

® documents prepared or received by Seller or its Affiliates with respect to (i)
lists of prospective purchasers for such transactions compiled by Seller or its Affiliates or their
respective representatives, (ii) offers submitted by other prospective purchasers of the Assets, (iii)
analyses by Seller or its Affiliates or any of their respective representatives of any offers submitted
by any prospective purchaser, (iv) correspondence between or among Seller or its Affiliates or any
of their respective representatives, on the one hand, and any prospective purchaser other than
Purchaser, on the other hand, and (v) correspondence among Seller or its Affiliates or any of their
respective representatives with respect to any other offers, the prospective purchasers, or the
transactions contemplated by this Agreement;

(m) any offices, office leases, and any personal property located in or on such
offices or office leases, except the Assigned Office;
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(n) concurrent rights to use all Rights-of-Way but only to the extent Seller or
any of its Affiliates currently uses such Rights-of-Way in connection with its use, ownership or
operation of assets other than the Assets;

(0) all vehicles, other than the Transferred Vehicles;

()] all fee mineral intcrests associated with the Assets (but subject to the grant
of the Royalty Free Lease);

(@ any royalty only wells and associated leases other than those listed on
Schedule 3.2(q);
{n any master service agreements, blanket agreements or similar contracts; and

(s) the Overriding Royalty.

Section2.4  Effective Time; Property Expenses and Revenues. Subject to the terms
hereof, ownership and possession of the Assets shall be transferred from Seller to Purchaser at the
Closing but effective as of the Effective Time. Except to the extent accounted for in the
adjustments to the Purchase Price made under Section 3.2 or Section 3.3 and without duplication
of any such amounts: (a) Seller shall remain entitled to all of the rights of ownership (including
theright to all production, proceeds of production and other proceeds) and shall remain responsible
for all Property Expenses (in each case) attributable to the Assets for the period of time prior to
the Effective Time; and (b) from and after the occurrence of Closing, Purchaser shall be entitled
to all of the rights of ownership (including the right to all production, proceeds of production and
other proceeds) and shall be responsible for al) Property Expenses (in cach case) attributable to the
Assets for the period of time from and after the Effective Time.

ARTICLE III
PURCHASE PRICE

Section 3.1  Purchase Price. The purchase price for the Assets shall be SEVENTEEN
MILLION EIGHT HUNDRED THOUSAND DOLLARS ($17,800,000.00) (the “Purchase
Price”). The Purchase Price shalt be allocated among the Assets as set forth in Exbibit D (the
“Allocated Values").

Section3.2 Upward Adjustments to the Purchase Price. The Purchase Price shall be
adjusted upward by the following (without duplication):

(a) the amount of all Property Expenses and other costs paid by Seller that are
attributable to the Assets on and after the Effective Time including royalties, rentals and similar
charges and expenses and capital costs billed under applicable operating agreements and all
prepaid expenses, but excluding costs paid by Seller to cure and/or Remediate, as applicable, any
Title Defects, Environmental Defects or Casualty Losses, or to obtain any Required Consents or
waiver of any Preferential Rights;

(b) an amount equal to the value of all Hydrocarbons attributable to the Assets
inpipelines or in tanks (including inventory) above the pipeline sales connection as of the E ffective
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Time, such value to be based upon the contract price in effect as of the Effective Time (or if no
such contract is in effect, the market value in the area as of the Effective Time), less applicable
taxes and gravity adjustments;

(c) the amount of any Property Taxes prorated to Purchaser under Section 13.],
but paid or payable by Seller;

(@) an amount equal to the value of all Title Benefits in accordance with Section
4.7 below;

(e) an amount equal to the fair market value of the Transferred Vehicles
required to be bought out by Seller plus any transfer costs for such Transferred Vehicles (provided
that in the event any Transferred Vehicle leases can be transferred to Purchaser, then the
adjustment shall only be theamount of transfer costs for such lease transfer, if any); and

® any other upward adjustment agreed upon by Seller and Purchaser.

Section3.3  Downward Adjustments to the Purchase Price. The Purchase Price shall
be adjusted downward by the following (without duplication):

(a) the amount of all proceeds and revenues received by Seller, if any, from and
after the Effective Time up to the Closing that are attributable to the Assets from and after the
Effective Time (net of any royalties and any production, severance, sales or other similar taxes not
reimbursed to Seller by the purchaser of production);

®) an amount equal to the Allocated Value of each of the Assets that have been
excluded from the transactions contemplated by this Agreement pursuant to Section 4.4(a),

Section 4.8(b), Section 4.8(c), Section 4.11(a) or Section 4.13(b)ii);

(©) subject to Sectiof 4.6, if Seller makes the election under Section 4.4(c) with
respect to any Title Defect, the Title Defect Amount with respect to such Title Defect;

(d) subject to Seclion 4.12, if Scller makes the election under Section 4.11(c)
with respect to any Environmental Defect, the Remediation Amount with respect to such
Environmental Defect;

(¢ if Seller makes the election under Section 4.13(b)(iji) with respect to any
Casualty Loss, the reduction in value of any Asset that is attributable to such Casualty Loss;

® an amount equal to the net amount of suspended funds Seller elects to
transfer to Purchaser in accordance with Section 12.2:

(g the amount of all Property Taxes prorated to Seller in accordance with
Section 3.1, but paid or payable by Purchaser: and

(h) any other downward adjustment agreed upon by Selter and Purchaser.
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