In Reply: Refer -
to Unit Division e

1R

June 8, 1961

vilshire 011 Comparv of Texas
e/o Britalta Petrolewms Limited
970 Elveden House
Calgary, Alberta
Re: Application to extend
the term of the Seven
Rivers Kills Unit

Agresment
Attention: Mr. Clyde X, Stone

Gentlemen:

The Crmmissioner of Public Lands has approved as
of June 6, 1961, your application to extend the term
of the Sevem Rivers Xille Unit Agreement, Rddy County,
New Mexieco. This extension is from July 1, 1961 ¢o
October 1, 1962,

Ve are enclosing one approved eopy of this Appli-
cation and forwexding eight copies to Gulf Oil Corporatiom,
?. 0. Box 1938, Roswell, New Mexico, sttention Mr. Williew

Kastler.
Very truly yours,
E. S. JONNY WALKER
COMMISSIONER OF PUBLIC LANDS
ESW/mmx /v

ce: 0i1l Comservation Commigsion
Santa Yo, New Mexico

u. 8. M“M Smy
Roswell, New Mexico

Gulf 011 Cerporatiom
Roswell, New Mexico



In reply refer to:
Unit Division

February 16, 1960

vwilshire 0il Company of Texas
c/o Britalta Patroleums, Ltd,
717 Bamlett Building

Calgary, Alberta, Canada

re: Seven Rivers Hills
I'mit Agreemant
£ddy County, New Mexico

Gentlemen:

We are handing to Mr, Foster Morrell, nine copies of
application to extend the time in which to commence drilling
a further test well and axtension of the term of the Seven
Rivers Hills Unit Agreement to July 1, 1961, This application
was approved by the Commissioner of Public Lands, February
16, 1960,

This appraval being subject to like approval by the
United States Geological Survey and we request that we be
furnished another copy of this application when {t has been
fully executed.

Very truly yours,
MURRAY E. MORGAN

Commissioner of Public I.nds

BY:
Ted Bilberry, Supervieor
01l and Gas Division
MEM/MMR /m -
oc?e pCC~Santa Fe
USGS~Roswall



UNITED STATES
DEPARTMENT OF THE INTERIOR , - - . -n .+, "
GECLOGICAL SURVIY v e e
. WASHINSTSN.25 0, C.

P

BAR 28 B
¥Wilshire Cil Compeuy of Texas
¢c/o ¥r. Foster Korrell
Post (€rice Box 933
Posswll, Hew Kexice

Gentiemen :

On Mewch 38, 1960, Arthur A. Beker, fotinz Diveslor of toe Gesloglesl
Suwrvey, approved your spplication f Jesmery 29, 15%, Lo o oueoyeor
axteosion until July 1, 1961, of the teva of “he Beve: Wlvers Nilis
unit egremment, Rddy Couwniy, Jew ¥exico, wnd for @ sly-amnih oxiopsiom
expiring st mldnight SBeptembsr 10, 1960, of the ulme within waleh %0
cxpence the fourth test wall,

Mnclcaed ave five coples of the spproved emplicetion Jwr your rzcieds.
It 13 sesumwed that you will fwrrish the Liunte of Now BeXico end 3oy
other irterested [rincipals sith vhatever ovidesco of hilz spyrevad I8

deamed spvropriaie. ‘

Bucioparen 5

el BIFLY SETEW T



O. BOX 933 PHONES: MAIN 2-5230
OR MAIN 2.0420

FOSTER MORRELL A
PETROLEUM CONSULTANT ”
NIcksON HOTEL BUILDING | “y’
RosweLL, NEw MEXICO !

March 31, 1960

Mr. Clyde N. Stone
Vice-President, land Department
Wilshire Oil Company of Texas
% Britalta Petrcleums, Litd.

717 Bamlett Building

Calgary, Alberia, Canada

Re: Seven Rivers Hills Unit Agreement
Eday County, New Mexico

Dear Mr. Stone:

Forwarded herewith is an approved copy of application
of Wilshire 041 Company of Texas dated January 29, 1960, for s
one-year extension until July 1, 1961, of the term of the Seven
Rivers Hills Unit Agreement, Eddy County, New Mexico, and for a
six-months extension expiring at midnight September 10, 1960, of
the time within which to commence the fourth test well. Alsc
forwarded herewith is 8 copy of transmittal letter dated
March 28, 1960, from H. J. Duncan, for the Director, to %¥ilshire
01l Company of Texas, in care of the undersigned, advising that
the above application was approved on March 18, 1960, by Arthur A.
Baker, Acting Director of the United States Geological Survey.

At the time coples of the application of January 29, 1960,
were circulated for executicn you were furnished with coples of
Exhibit "B" revised to January 29, 1960. Attached hereto are
copies of Exhibit "A" revised ito conform to Exhibit "B" to
January 29, 196€0.

By copy of this letter an approved copy of the application
of January 29, 1960, 8 copy of trensmitial letter of March 28, 1960,
and a copy of reviged Exhibit "A" are being forwarded to the
working interest owners and representatives of the Stste of New
Mexico as listed below.
Very truly yours,

GUSYYeio o 8 Signed) Foster farrell
Foster Morrell
FM/rpd

Enclosures



i,
JJ‘{}}’
,f\ November 27, 1961
1
i
Hom Gulf 0il Corporation
\J P. 0. Box 1938
Roswell, New Mexico
fm\ Re: Termination of Seven
!1 | Rivers Hille Unit
| i Agreement, Eddy County,
’\Uj New Mexico
Attention: Mr, William V. Kastler
m
QLJ) Gentlmen:
o
U The Commissioner of Public Lands has approved the

Termination of the Seven Rivers Hills Unit Agreement,
Eddy County, New Mexico as of Novembar 27, 1961.

v We are enclosing thirteen Certificates of Approval.

; Please notify us as to the effective date of this term-
% ination.

Very truly yours,

B, 5, JOHNNY WALKER
COMMISSIONER OF PUBLIC 1LANDS
ESW/mmx /v
BEncl:

cc: 0il Conservation Commission
Senta Fe, Rew Mexico

U, 8. Geological Survey
Roswell, New Mexico



CC: My, Murray E

¢ (ca

ce;

+ Morgen

Co 83iongy of Pubiie Lang,;
P, o, Bex 79;

Santg Fe, Now Mex1oo

Mr, 4. L. Porter, Jr,
Manager and Secretary
New Mexicn 0i1 Cens.grvati
P. 0. Box an

on Commiss
Sants Fe, Rey Mexi oo

( Enclosures)
( Enelosures)
{ thclosures )

(Enclosures )

( Enelosuz-es )

lon



WILSHIRE OIL COMPANY OF TEXAS
% Britalta Petroleums, Ltd.
717 Bamlett Building
Calgary, Alberta, Canada

January 29, 1960 N +
{, P‘{ !
/ j;f. Lo

PR
[

Commissioner of Public Lands <

State of New Mexico

Capitol Annex Building

Santa Fe, New Mexico

Director

United States Geological Survey
Department of the Interior
WBShington 25, D. C.

Through: Regional Oil and Gas Supervisor
United States Geological Survey
Roswell, New Mexico

Re: Seven Rivers Hills Unit Agreement
No. 14-08-001-3900
Eddy County, New Mexico

Gentlemen:

Wilshire 0il Company of Texas, Unit Operator of the subject unit,
respectfully requests an extension of time to September 10, 1960, to
commence the drilling of a further test well on the unit area pursuant to
Section 9 of the Seven Rivers Hills Unit Agreement and an extension of
the term of said unit agreement to July 1, 1961, to provide adequate time
for the completion of said additional test well.

In support of this application Wilshire submits the following
statements and facts regarding the unit agreement and the drilling
conducted thereunder.

The Seven Rivers Hills Unit Agreement, Eddy County, New Mexico,
was approved on September 27, 1957, by the Acting Director of the
Geological Survey. The agreement was designated No. 14-08-001-3900 and
became effective as of Ociober 1, 1957.

Section 9 of the unit agreement provides that an initial test
well shall be drilled until the upper portion of the San Andres formation
has been tested or until at a lesser depth unitized substances shall be
discovered which can be produced in paying quantities, or to a depth not
in excess of 3000 feet. It also provides that within ninety days
following completion of the aforesaid initial test well upon the unit
area, Unit Operator shall commence the drilling of an additional well
to said formation or depth, Thereafter, until the discovery of a deposit
of unitized substances capable of being produced in paying quantities,
Unit Operator is required to continue drilling diligently one well at a
time, allowing not more than six months between the completion of one well
and the beginning of the next well. After completion of the two test
wells mentioned above, the Director may modify the drilling requirements
of said Section 9 by granting reasonable extensions of time when, in his
opinion, such action is warranted.

The two test wells required by Section 9 of the unit agreement
have been drilled. The initial test well, located 1980 feet from the
north line and 560 feet from the east line of Section 29, Township 20 South,
Range 26 East, N.M.P,M., was spudded September 30, 1957, and completed on
January 27, 1958, at a total depth of 3000 feet, plugged back to 2487 feet,
as a producing oil well with an initial flowing production natural of 12
barrels of 25.3° gravity oil and 117 barrels of water per day from the
lower San Andres formation. Crude oil runs from the well totaled 59
barrels in January 1958, 185 barrels in February and 59 barrels in March,
The well has been shut in since that time. The tops of geologic formations
penetrated were: Queen, 427 feet; San Andres, 138, feet; Bone Springs,
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Commissioner of Public lLands
Page 2
January 29, 1960

2520 feet, Surface elevation was 3302 feet. Seven inch casing was set
and cemented at 2562 feet, and perforated from 2460 to 2465 feet. This
discovery of oil, although not sufficient to warrant the establishment
of an initial participating area pursuant to Section 11 of the unit
agreement, was encouraging.

The second test well, located 760 feet from the north line and
2080 feet from the east line of Section 29, Township 20 South, Range 26
East, N.M.P.M., was spudded March 28, 1958, and finished drilling May 31,
1958, at a total depth of 2502 feet after testing through the San Andres
formation to the Delaware lime. The tops of geologic formations penetrated
were: Queen, 447 feet; San Andres, 1388 feet; Delawasre lime, 2433 feet.
Surface elevation was 3337 feet, Seven inch casing was set and cemented at
2502 feet, and perforated from 2358 to 2378 feet and from 2452 to 2458 feet.
On June 3, 1958, the upper perforations were acidized in two stages, first
with 500 gellons and then with 2500 gallons, and the lower perforations
were acidized with 500 gallons. On test the upper zone swabbed dry and
the lower zone swabbed salt water with no shows of oil or gas., The well
was shut in and temporarily abandoned on June 6, 1958,

Under the terms of the unit agreement the time interval allowed
between drilling of wells would have expired on December 6, 1958, six
monthe from the date tests were completed on the second test well.

On November 25, 1958, the Acting Director of the Geological
Survey approved an application by Wilshire for a six months extension of
time expiring June 6, 1959, within which to commence drilling a third
test well under the Seven Rivers Hills Unit Agreement.

Wilshire then caused the third test well {0 be commenced May 29,
1959, located 1649 feet from the north line and 658 feet from the east
line, or center of Lot 8, of Section 5, Township 21 South, Range 25 East,
N.M.P.M, This well was drilled to a total depth of 10,663 feet, drilling
ceased September 6, 1959, Following completion of drilling, several
formation tests were made without finding production in paying quantities.
The tops of geologic formations penetrated were: Queen, 460 feet; Bone
Springs, 2630 feet; Wolfcamp, 7006 feet; Cisco, 8170 feet; Canyon, 8430 feet;
Strawn, 8608 feet; Bend, 9056 feet; Morrow, 10,002 feet; Mississippian,
10,650 feet. Plugging and abandonment operations on the well were completed
September 10, 1959.

While drilling the third test well a drill-stem test was made at
depths of 9194 to 9237 feet in lime in the Pennsylvanian-Bend with the tool
open 180 minutes, gas showed at the surface in three minutes and flowed at
a meximum rate of 65,000 cubic feet per day. This showing was encouraging,
but was not of sufficlent character to warrant further testing in this
particular hole., The major zone of interest in this well and the one now
being studied as probably the best prospect for commercial production else-
where on this unit is Morrow sand found in the interval from 10,050 to
10,340 feet, A drill-stem test from 10,000 to 10,155 feet recovered 200
feet gas cut mud plus 400 feet salt water. The microlog shows 13 feet
of good porosity plus 42 feet of broken porosity in this sand section.

Well contrcl to the northwest and east indicates the presence of this
sand with shows of gas being recorded. Further north in the Atoka Area
five gas wells have been completed from sands of similar age.

Pursuant to Section 9 of the unit agreement the six months from
completion of the third test well would expire March 10, 1960. Efforts
are presently being made to evaluate fully the induction-electric logs,
mierologs, and sonic logs run in the last test well, an integrated velocity
survey made and the additional sub-surface geological data resulting from
such drilling, together with the encouraging shows of gas in the
Pennsylvanian formation particularly in relation to other wells drilled
or being drilled in the general area, Additional time is needed to
determine the feasibility and best possible location for an additional
test well to the Pemmsylvanian formation within the unit ares.
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In view of the good faith evidenced by Unit Operator in testing
the unit area by completion of the two initial test wells required and
the drilling of an additional deep exploratory well through the
Pennsylvanian formation, Wilshire 0il Company of Texas hereby respectfully
requests approval of this application by the Commissioner of Public Lands
of the State of New Mexico and by the Director of the United States
Geological Survey for a six months extension of time expiring September 10,
1960, within which to commence drilling a fourth test well to test the
Pennsylvanian formation under the Seven Rivers Hills Unit Agreement, or
to initiate action to terminate the unit agreement.

In order to provide time for the contemplated additional drilling,
Wilshire also respectfully requests the approval by the Commissioner of
Public Lands of the State of New Mexico and by the Director of the United
States Geological Survey of this application for an extension of the term
of the Seven Rivers Hills Unit Agreement for one year so that the Seven
Rivers Hills Unit Agreement shall remain in effect to July 1, 1961, and
so long thereafter that unitized substances are capable of being produced
in paying quantitites as defined in Section 20 of said agreement., It may
be noted that this unit agreement provided for an initial term of less than
three years, October 1, 1957 to July 1, 1960, as coupared to present
practice under stendard unit form allowing an initial term of five years.

Six copies of a revised Exhibit "B", dated January 29, 1960,
are submitted herewith. The exhibit shows that the term of all Federal
leases within the Seven Rivers Hills Unit area extend to or beyond July 1,
1961, the requested extension of term of the unit agreement.

The working interest owners under the Seven Rivers Hills Unit
Agreement join in this application of Wilshire Oil Company of Texas by
separate instrqment in writing specifically referring hereto.
Very truly yours,
WILSHIRE OIL CCOMPANY OF TEXAS, UNIT OPERATOr

By _/s/ Claude E Peavy
Vice-President

Enclosures

APPROVED: Feb. 16, 1960

By /s/ M. E Morgan

Commissioner of Public Lands
of the State of New Mexico

APPROVED: Mar. 18, 1960

By /s/ Arthur A Baker
Acting Director
' United States Geological Survey




The Undersigned working interest owners under the Seven Rivers
Hills Unit Agreement, No. 14-08-001-3900, Eddy County, New Mexico, by
counterpart hereby join in the application dated January 29, 1960, of
Wilshire Oil Company of Texas, as Unit Operator, for an extension of time
expiring September 10, 1960, within which to commence drilling en
additional test well on the unit area to test the Pennsylvanian formetion
or to initiate action to terminate the unit agreement, and for an
extension to July 1, 1961, of the term of the Seven Rivers Hills Unit
Agreement,

WORKING INTEREST OWNERS

WILSHIRE OIL CCMPANY OF TEXAS

Date: February 11, 1960 = By /s/ (Claude B, Peavy

Executive Vice~President
ATTEST:

/s/ Marion Dodds

Asst. gecretary

% Britalta Petroleums, Ltd.
717 Bamlett.Building .-
Calgary, Alberta, Canada

CARPER DRILLING COMPANY, INC.

Date: By

President

ATTEST:

Secretary
200 Carper Building
Artesia, New Mexico

PHILLIPS PETROLEUM COMPANY

Date: By
Vice~President

ATTEST:

Assistant Secretary
Phillips Building
Bartesville, Oklahoma

SINCLAIR OIL & GAS COMPANY

DATE: By

Vice-~President

ATTEST:

Assistant Secretary
P. 0. Box 1470
Midland Savings & Loan Building
Midland, Texas



Dominion of Canada

/17 S )
Province of Alberia ) ss.
Vevdoig indlid ) 6o
On the 11 day of _February , 19%8, A.D., personally appeared
before me CLAUDE E. PEAVY , who, being by me duly sworn, did say

that he is the Vice- President of WILSHIRE OIL COMPANY OF TEXAS

and that said instrument was signed in behalf of said corporation by authority
of its by-laws (or by resolution of its board of directors, as the case may be)

and said _CLAUDE E. PEAVY acknowledged to me that said corporation

executed the same.

/s/ John Doe
My Commissicn Expires: Notary Public in and for _Dominion of Canada

CHMRKL S ) BHEXE/Of Province of Alberta

at the Queen's pleasure

STATE OF )
) ss.
COUNTY OF )
On the day of , 1958, A.D., personally appeared
before me , who, being by me duly sworn, did say
that he is the President of

and that said instrument was signed in behalf of said corporation by authority
of its by-laws (or by resolution of its board of directors, as the case may be)

and said acknowledged to me that said corporztion

executed the same.

My Commission Expires: Notary Public in and for
County, State of

STATE OF )
) ss.
COUNTY OF )
On the day of , 1958, A.D., personally appeared
before me , who, being by me duly sworn, did say
that he is the ___ President of

and that said instrument vwas signed in benalf of sazid corporation by authority
of its by-laws (cr by resclution of its board of directors, as the same may be)

and said acknovledged to me that said corporation

executed the same.

My Commission Expires:

Notary Public in and for
Counvy, State of




The Undersigned working interest owners under the Seven Rivers
Hills Unit Agreemént, No. 14-08-001-3900, Eddy County, New Mexico, by
.gounterpart hereby join in the application dated January 29, 1960, of
Wilshire Oil Company of Texas, as Unit Operator, for an extension of time
expiring September 10, 1960, within which to commence drilling en
additional test well on the unit area to test the Pemnsylvanian formation
or to initiate action to terminate the unit agreement, and for an
extension to July 1, 1961, of the term of the Seven Rivers Hills Unit
Agreement.

WORKING INTEREST OWNERS

WILSHIRE OIL CCOMPANY OF TEXAS

Date: By

Vice=President
ATTEST:

Secretary
% .Britalta Petroleums, Ltd.
717 _Bamlett.Building -
Calgary, Alberta; Canada
CARPER DRILLING COMPANY, INC.

Date: 2-8-1960 By _/s/ Marshall Rowley
Vice~ President

ATTEST:

/s/ Glenn A. Caskey
Asst. Secretary

200 Carper Building
Artesia, New Mexico

PHILLIPS PETROLEUM COMPANY

Date: By
Vice=-President

ATTEST:

Assistant Secretary
Phillips Building
Bartesville, (klahoma

SINCLAIR OIL & GAS COMPANY

DATE: By

Vice~President

ATTEST:

Assistant Secretary
P. 0. Box 1470
Midland Savings & Loan Building
Midland, Texas



STATE OF NEW MEXICO )

) ss.
COUNTY OF EBDY )
60
On the _8 _ day of _February , 1988, A.D., personally appeared
before me Marshall Rowley , who, being by me duly sworn, did say
that he is the Vice President of Carper Drilling Company, Inc.

and that said instrument was signed in behalf of said corporation by authority
of its by-laws (or by resolution of its board of directors, as the case may be)

and said Marshall Rowley acknowledged to me that said corporation

executed the same.

,/q’ Chrig Chanin

My Commission Expires: Notary Public in and for _Eddy

County, State of New Mexico

10-15-63
STATE OF )
) ss.
COUNTY OF )
On the day of , 1958, A.D., personally appeared

before me , who, being by me duly sworn, did say

that he is the President of

and that said instrument was signed in behalf of said corporation by authority
of its by-laws (or by resolution of its board of directors, as the case may be)

and said acknowledged to me that said corporation

executed the same.

My Commission Expires: Notary Public in and for
County, State of

STATE OF )
) ss.
COUNTY OF )
On the day of , 1958, A.D., personally appeared
before me , who, being by me duly sworn, did say

that he is the President of

and that said instrument was signed in behalf of said corporation by authority
of its by-laws (or by resolution of its board of directors, as the same may be)

and said acknowledged to me that said corporation

executed the same.

My Commission Expires:

Notary Public in and for
County, State of




The Undersigned working interest owners under the Seven Rivers
Hills Unit Agreement, No. 14-08-001~-3900, Eddy County, New Mexico, by
.counterpart hereby join in the application dated January 29, 1960, of
Wilshire Qil Company of Texas, as Unit Operator, for an extension of time
expiring September 10, 1960, within which to commence drilling an
additional test well on the unit area to test the Pennsylvanian formation
or to initiate action to terminate the unit agreement, and for an
extension to July 1, 1961, of the term of the Seven Rivers Hills Unit
Agreement.,

WORKING INTEREST OWNERS

WILSHIRE OIL COMPANY OF TEXAS

Date: By

Vice=President
ATTEST:

Secretary
% Britalta Petroleums; Ltd.
717 Bamlett.Bullding -
Calgary, Alberta, Canada
CARPER DRILLING COMPANY, INC.

Date: By
President

ATTEST:

Secretary
200 Carper Building
Artesia, New Mexico

PHILLIPS PETROLEUM COMPANY

Date: February 19, 1960 By _/s/ B. F. Stradley
Vice-President

ATTEST:

/s/ I. Huflod (f)
Assistant Secretary
Phillips Building
Bartesville, Oklahoma

SINCLAIR OIL & GAS COMPANY

DATE: By

Vice-President

ATTEST:

Assistant Secretary
P. 0. Box 1470
Midland Savings & Loan Building
Midland, Texas



STATE OF OKLAHOMA 8
COUNTY OF WASHINGTON )]
The foregoing instrument was acknowledged before me this 19thday of

February , 1960, by _B. F. Stradlev , Vice-President

of PHILLIPS PETROLEUM COMPANY, a Delaware corporation, on behalf of said
corporation.
My Commission Expires:

1-21-62 /s/ Marlyn Liahoe

Notary Public in and for the State
of Oklahoma




The Undersigned working interest owners under the Seven Rivers
Hills Unit Agreement, No. 14-08-001-3900, Eddy County, New Mexico, by
.counterpart hereby join in the application dated January 29, 1960, of
Wilshire 0il Company of Texas, as Unit QOperator, for an extension of time
expiring September 10, 1960, within which to commence drilling an
additional test well on the unit area to test the Pennsylvanian formation
or to initiate action to terminate the unit agreement, and for an
extension to July 1, 1961, of the term of the Seven Rivers Hills Unit
Agreement,

WORKING INTEREST OWNERS

WILSHIRE OIL COMPANY OF TEXAS

Date: : By

Vice~President
ATTEST:

Secretary
% .Britalta Pstroleums, Ltd.
717 Bamlett.Bullding -
Calgary, Alberta, Canada '
CARPER DRILLING COMPANY, INC.

Date: By

President

ATTEST:

Secretary
200 Carper Building
Artesia, New Mexico

PHILLIPS PETROLEUM COMPANY

Date: By

Vice-President

ATTEST:

Assistant Secretary
Phillips Building
Bartesville, Oklahoma

SINCLAIR OIL & GAS COMPANY

DATE: Feh. 10, 1960 By /s/B. 1. Flstan
Vice=Presgident

ATTEST:

/s/ R. J. Silah (?)

Assistant Secretary
P. 0. Box 1470
Midland Savings & Loan Building
Midland, Texas




STATE OF TEXAS )
) ss.
COUNTY OF MIDLAND )

60
On the 10th day of February , 195 A.D., personally appeared
before me __ R. L. Elston , who, being by me duly sworn, did say
that he is the V268~  President of SINCLAIR OIL & GAS COMPANY

and that said instrument was signed in behalf of said corporation by authority
of its by-laws (or by resolution of its board of directors, as the case may be)

and said __ R. L. Elston acknowledged to me that said corporation

executed the same.

/s/ Betty C. Richardson

My Commission Expires: Notary Public in and for Midland
County, State of Texas
June 1, 1961
STATE OF )
)y ss.
COUNTY OF )
On the day of , 1958, A.D., personally appeared

before me , who, being by me duly sworn, did say

that he is the President of

and that said instrument was signed in behalf of said corporation by authority
of its by-laws (or by resolution of its board of directors, as the case may be)

and said acknowledged to me that said corporation

executed the same.

My Commission Expires: Notary Public in and for
County, State of

STATE QF )
) ss.
COUNTY OF )
On the day of , 1958, A,D., personally appeared
before me , who, being by me duly sworn, did say

that he is the President of

and that said instrument was signed in behalf of said corporation by authority
of its by-laws (or by resolution of its board of directors, as the same may be)

and said acknowledged to me that said corporation

executed the same.

My Commission Expires:

Notary Public in and for
County, State of
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Foswell, Hew Wamiee
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{ “Gatober 13, 1958

Yilshire 011 Coupary of Texes
¢/o Hx, Postsr Weersil

F. 0. Box 933

Roswell, New Maxioo

Gont lewgn:

This will sckoowledsge receipt of tie Solloving documants
reiatiog to the Seven Rivers Bills wnit agzeement (No. 14~03-001-3%0C),
£ddy Coumty, New Nexico:

l1+-a, Fiwe copies of & Astification and Joinder to thw unit
sgrevmant, axecuted by Fhillips Petvolews Cowpany. Eubibit
"5 shows Fhillips Fetroloum Company ewns a1l recerd title and
working isterast fz 3tate of New Mumice land wmit tresect 16
;m,)ﬂ;, BERSEY, amd SWSEL sec, 32, 7. 20 8., K. 26 X,,

i~b, Five coples of a Zstiiicatien and Joinder te the wvoit
opersking agvenment, executed by Phillips Petreleum Com-
pasy, slse mlsting ts State of New Hexico land wait

tract 16,

2-a, Fiws eopias of g Ratification snd Jolnder to the
it sgroseent, sxeemted by Mys, R, L. Boyle and R, E.
Boyla., The Buresu of Land Mensgewent has i{nformed this
office that Nrs. Seyle is the successful eofferer for
Fadewal il and 3as losse HM 068471 {to e isewed),
omdracing the Stk sad BEBVE sec. 5, ¥. 21 5., %, 25 E.,
ENPHR, Sueh land wvas fommarly isclinded 1n loase
1C-070356, vhich expived ou Juew 30, 1939. Sshibic "B
shwows the land is quostiea a» wait trect 1,

2-b. Peur cuples ¢f 2 datification snd Jeicder o the
unit opevating agveemsut, cxcowbted by Mrs. R. . Boyle
and R, £, Doyle also relating te Vederel lead uait €rsct 1.

By virtue of the Rstifications asd Joinders iisted as l-a
and 1-b above, State of Kew Mexice land unit trset 16 is considercd
sffectively comsiztnd to the Seven Rivers Hills wait agresment, effective
June 1, 1999, the first day of the mouth following filing of the
Batifications end Joiwndars.



By virtue of the Ratifications sad Joivders itsted as 2-a
and 2-b shove, Foedaral land unit tesct 1 {lssse =¥ 066471) is con-
sidered effactively soamitted o the Seven Rivers Rills wait agree-
ment, effective as of the affective date of the lasse.

Copies of the Zatifications and Joinders ave being distributed
to sppropriste Fedazal offices for inclusfon io the official caee
raconds. It {8 essumed you will furaieh ether interested parties
with appropriste svidence of this actien. Une evpy of sach of the
Ratificstions and Joindere liated as 1l-9, i-b, and 2-a showw fis sur-
plus to our oseds and is returmed herewith,

Very truly yeurs,

JOaN A,  ANDERESOU
Begional C11 and Cas Superviser

Ene lJosures

Copy to: Wash, (w/ey of Joinders)
Axtesia (w/ey of Jcinders)
BlM-Santa Fe (w/cy of Joinders)
State Land Office, (Mrs. Eheas)(Letter oaly)
. ¥OCC (lettar only)



F, O, Box 6721
Seguwell, New Mexico

1 Oetobar 6, 1953

V4

Aervay, Dow & Hinkle o -
Hivkla Building

Ceat lepan:

This will sckepwledge veceipt of the following documents
relating to the Bell Lake unit agresment (Me. 14-05-G01-1068), Lea
County, Bew Maxico:

i-a. Five sopias of & Consent sud Ratificaticon of ths
unit agreenent, oxaeuted by Malec Zefineries, Ine. Ra-
vised Exhibit "B shows Donald B. Acdersen ovns sll ve-
cord title and working interest in Federsl land unit
tract 1 (lesss -03). Hovewver, by decisicwn dated
Septomber 11, 1955, the Buresu of land ap-
proved an aseigwment of lesse BM-030 fn ite sntirety
from Andexson to Maleo. Acceptancs and Appreval of
Continentasl 041 Cowpany, unit eperator is affized to
each capy of the Ratificetion and Joindar.

i~b. Thres coples of & Rastification sud Jotudar to the
vnit operating agreemwst, sxecuted Ly MHaleo Relinurios,
inc,., alse wslating to Federal lend unit trace 1,

2-a. Feur copies of & Ratiffemtion and Joinder to the
unit agreemsat, cxecuted by Unien Cil Company of Cali-
foreta. Exhibiz "B” shoua Unien 0il Cempany of Calf-
fovnia owss vecord title snd working intevest in State
of Baw Hexioo land unit twact He. 0. Approval aud
Coasent of Comginentsl Oil Company, unit operator, is
affined to emch copy of the Raification smd Joinder,

2+b, Thres copise of & Sacifteation and Joinder to the
unit epeveting ngrecmmat, oxeemted by Union 011 Company
of Califosuis alsc rveleting oo State land unit tysct

No, 60

3. Four copies of a Ratification aud Jeinder to the
it agrossest, esecuted by WM1ltem A, Schulte. While



reviesd Bxbibit "B shoss My, Schulte owns w0 foterest
in Faderal land unit tract 3, (lesse BN-Q33Y7) your
letter of Baptember 23 states B bas squived an ower-
riding soyally lutepest in said lend, Accoptasce and

1 of Continental 011 Compeny, unit operster, sud
iigatl 011 sod Cos Company, working toterest cwnsr of
wnit teset 3 is affisced te emch copy of the Ratification
and Joinder.

By virtws of the Ratificaticns sad Joinders listed sa lea
aud 1-b sbove, Federal isad unit tract 1 (lesse MH-UI9) is constdered
sifeecivaly cvamitted to the Beil Lake unit agreomnt, sffective
Depobar 1, 1992, the first day cf the month foliswiag filfang of the
Ratifications and Joindevs.

By virtwe of the Ratifications and Joinders listad as i-a2
and i-b sdove, State land unit tyect No. 60 {8 considered effectively
cosmsicted to the Bell Lake unit agreememt, cffectiwe Dotober 1, 1359,
the Fipst day of the sontk fellowing filing of the REmtiffcations and
Joicdess.

By wirtus of the Retifications and Joindexs listed as Be. 3
shove, the overriding veyalty istersst in Federsl land ynit teact 3
owasd by ¥r. Schulte, is constdared offcctively copmitted to tha B2ll)
ke wnit sgproswot, effsetive October 1, 1992, the firet day of the
montk folleving filfeg of the Ratifications sud Joinders,

Coples of the Ratificatiocns and Joinders aze baing distri-
buted to appropriaste Federal offices fof inclusion in the oificisl
case vecords. It is assused you will fursish other intewnsted partiss
with sppropriste swidence of this sctica. (me copy of the Astifica-
tions end Joinders listed a3 l-a slove i3 surplue te ocur needs end s
returned hsxewith.

¥ary truly yours,

PRI M. THOMASSON
Acting Cil and Ces Superviser

Enelcsuse

Copy to: Washington (w/cy of Joiaders)
Artesia (w/cy cf Jeinders)
BiM-Senta Pe (w/cy of Joinders)
State lLand Office, (Mrs. Rbes) (Letter only)
[ AN0CC (Letter Cnly)
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PHILLIPS PETROLEUM COMPANY

BOX 791
PERMIAN BUILDING

MIDLAND, TEXAS

LAND AND GEQLOGICAL DEPARTMENT
MIDLAND DIVISION

May 21, 1959

Re: G. F. 11123
Seven Rivers Hills Unit Area
Eddy County, New Mexico

The Honorable Pete Porter
0il Conservation Commission
State Capitol

Santa Fe, New Mexico

Dear Sir:
Attached hereto is one copy of each of the following instruments:

1. Phillips Petroleum Company's Consent and Ratification
to the Seven Rivers Hills Unit, Eddy County, New Mexico.

2. Phillips Petroleum Company's Consent and Ratification
to the Unit Operating Agreement covering the Seven
Rivers Hills Unit Area.

3. Designation of Agent, form whereby Wilshire 0il Company
of Texas designates Phillips Petroleum Company as their
Agent on certain lands covered by the above captioned
unit.

L. Designation of Operator, form 9-1123 whereby Wilshire
0il Company of Texas designates Phillips Petroleum
Company as their Operator on certain lands covered by
the above captioned unit.

These instruments are sent to you for your information. If you desire
any further information, we will be more than glad to furnish it.

Very truly yours,

Worth E. Whitworth
FB:1T Asst, Contract & Title Supervisor

Attachments

cc: Mr. R. B. Johnston It's Performance That Counts
FLITE-FUEL —_— TROP-ARTIC



CONSENT AND RATIFICATION OF UNIT AGRERMENT
FOR THE DEVELOPMENT AND OPERATION OF
THE SEVEN RIVEERS HILIS UNIT AREA
COUNTY OF BDDY, STATE OF NEW MEXICO

NO. I¥ - 0% - 00l - 3900

th
WHEREAS, heretofors on the | 3 ™ day of H"oLJ 957
13 N

certain parties entered into a certain Unit Agreement covering the fol-
lowing described lands, to wit:

New Mexice Principsl Meridian
Township 20 South, Range 26 Rast

Acres
Section 19: Iots 3, 4, S#NE4, Eh3WL, SE 400,04
Sections 20, 21, 22: All 1,920.00
Section 27: N'bl{, W2SWi 240,00
Sections 28, 29: All 1,280,00
Section 30: Lots 1, 2, 3, &, gxg, (all) 639,84
Section 31: lots 1, 2, 3, 4, (all) 639,84,
Sections 32, 33: All 1,280,00
Township 21 South, Range 25 East

Sectian 3: lots 2, 3, 4, 5, 12, 13 24631
Section 4: Lots 1 through 16, swi, Ngsm},, MSE& 876,80
3ection 5: Lote 1 through 16, (al 917.9¢
Section 6: Lots 1 through 18, swi sm& (all) 918,27
Section 7: lots 1 2 3, 4, E Eé 638,88
Section 8: Ng, ’ SWtSE% 600,00
Section 9: NaNwi 80,00
Section 18: Lots 1, 2, 3, k4, EANWE, WANEZ 317.92

Total 10,995.88

WHEREAS, Phillips Petroleum Company is the working interest
owner of Tract No. 16 set out in Bxhibit "B* attached to said Unit Agree-
ment; and

WHEREAS, the Unit Agreement provides that after operations are
commenced thereunder the right of subsequeni joinder by a working interest
owner is subject to such requirements or approvals, if any, pertaining to
such joinder as may be provided for in the Unit Operating Agreement; ard

WHEREAS, by consent and ratification said Unit Operating Agree-
ment, executed by Phillips Petroleum Company and Wilshire 0il Company of
Texas, as operator, under said Unit Operating Agreement of even date
herewith, all requirements or approvals provided for in said Unit Opera-
ting Agreement have been satisfied as of date,

NOW, THEREFORE, for and in consideration of the premises and

other good and valuable consideration Phillips Petroleum Company does
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hereby ratify and consent to all of the terms and provisions of said

Unit Agreement as provided Section 30 of said Unit Agreement.

EXECUTED this /”' day of Més » 1959,

‘V{ | / : sy . W{;

Vice President F8
\\\ Wy ABSiStant vecretary R lo for
; gv']
\\ -
R )
d SR
T DV
-
’\f\"-" \ "‘ .‘::
B
{‘!‘\Jd"‘
STATE OF OXLAHOMA i
COUNTY OF WASHINGTON ]
The foregoing instrument was acknowledged before me this /o7 day
) )
of A » 1959, by é’/ ﬁ X:Q gt , Yice Presidemt
J
of PHILLIPS" PETROLEUM COMPANY, a Delaware corporation, an behalf of said
corporation,
o ‘\ W l/‘gf ,
“‘“xoyw Expires:
“'EP\”'&L_]C E

. erR“‘f

\',, ~"‘\ R LI
St A
- 7,..,“ ¥ n\ﬁ

ERCATTYONTEITII



CONSENT AND RATIFICATION OF UNIT OPERATING AGREEMENT
COVERING SEVEN RIVERS HILLS UNIT AREA
EDDY COUNTY, NEW MEXICO

WITNESSETRH:

WHEREAS, heretofare on the 13 day of Mazch. 1987
a certain Unit Agreemsnt for the development ami operation of the Sevea

Rivere Hills Unit Area, located in the County of Eddy, State of New Mexieo,
was entered into by and between certain of the owners of the unit area;
and

A#HEREAS, said Unit Agreement has by instrument of even date
herewith been consented to and ratified by Phillips Petrolewm Campany, the
owner of the working interest in tract No. 16 as shown on Exhibit *Be aof
said Unit Agreement; and

WHEREAS, certain owners of working interest included in said
Unit Agreemsnt entered into a Unit Operating Agreemsnt pursuant to the
terms of said Unit Agreement on the 13 day of March, 1957 $

and

WHEREAS, Section No. 27 of said Unit Operating Agreemsnt provides
in pert that any working interest owner desiring to join subsequent to the
effective date thereof shall be permitted to join only in accord with sush
terms and conditions as then may be agreeable to the unit opsrator; and

WHERBAS, Phillips Petroleum Company desires to ratify and com~
sent to the terms of and join in said Unit Operating Agreemsnt as of the
date hereof, and on the following terms and conditions which are agreeabls
to the Wilshire 01l Company of Texas as unit operstor.

NOW, THFREFCRE, for and in consideration of the premises and other
good and valuable consideration, Phillips Petrolsum Company doss heredy rﬂtm
and consent to all of the terms and provisions of said Unit Operating Agree-
ment and join in said Unit Opereting Agreement, subject only to the fellewing
terms and conditionss

1. That nothing contained in said Unit Operating Agreement a this
Ratification shall change the rights and dutiss of Phillips Petroleum Compeny
under that certain Agreemsnt executed by Oarper Drilling Compeny and Phillipe
Petroleum Company of even dats hereof; amd



2. Wilshire 0il Compeny of Texas as unit 'operator under said
Unit Operating Agreement certifies that pursuant to the terms of Section
3 thereof working interest omners of an area of less than the area covered
by the entire Unit Agreement did agree as to a manner of paying the cost of
drilling and completing and/or plugging or abandoning all wells drilled
heretofore on the unit area and such costs were paid and that no part of
the cost or expense heretofore incurred in operations of the unit area will
be charged against the interest of Phillipe Petrolewm Company; and

Further, Wilshire 0il Company of Texas as unit operatar under
said Unit Operating Agreement hereby signifies that the terms and conditions
of this Ratification and Consent are in accordance with terms and coxiitions
which are agreeable with it as unit operator within the meaning of Jection

27 of saic¢ Unit Operating Agreement as of the date hereof.

EXECUTED this /&/ 54 day of w? / | , 1959,

PHILLIPS PETROLEUM COMPANY

e WILSHIRE OIL COMPANY OF TEXAS

Vice President




STATE OF CKLAHOMA §
COUNTY OF WASHINGTON {
The foregoing instrument was acknowledged before ms this

gt dayof _ Fliaeg » 1959, by _ﬁ_ﬁmr
7

4
Vice-President of PHILLIPS PETROLEUM COMPANY, a Delaware carporation, om

behalf of said corporation.

My Cemmisszion Expires: é lggg 4: - ; % ; atias .
otary a @

UL “Nu,“

w [ g 0, , Washington County,
e, 8o i o 2 Oklahome
- ., .
ST " P
i ACTY 2
B 7 o FCR .E
A ,(CF';\ ‘-;.
Lant :. ‘\“'3
SESIITINAS

DOMINION OF CANADA )

fﬁ&&c}E OF ALBERTA?

The foregoing instrument was acknowledged before me this

pe >
/4 day of (2"4«—‘;,- , 1959, by _W,
Wot WILSHIRE OIL COMPANY OF TEXAS, a Texas carporatiom,

on behalf of said c¢arporetion.
My Commission Hepdwres:




Federal Serial N.M. - 03203
Fddy County, New Mexico
Supervisor, 0il and Gas Operations:
DESIGVATION OF AGENT
The undersigned is, on the records of the U. S. Geological Survey,
'nit Cperator of the Seven Rivers Hills Unit, No. 14-08-001-390C, embracing
in part the hereinbelow described acreage, and hereby designates
AME: PHILLIPS PETROLEUM COMPANY
ADDRESS: Bartlesville, Oklahoma
a5 its agent, with full authority to act in its behalf in complying with the
terms of the Seven Rivers Hills Unit Agreement and regulations applicable
thereto and on whom the supervisor or his representztive may serve written
or oral instructions in securing compliance with the 0il and Gas Operating
Pegulatioas with respect to all operatioas involving the following lands com~
mitted to said Seven Rivers Hills init Agreement:

Lot 5, Section 5, Township 21-South, Range 25-Fast,
d.Ji.F .M., Eddy County, State of New iMexico

It is understood that tnis Designation of Agent does not relieve the Unit
Operator of responsibility or compliance with the terms of the leases, the
Seven Rivers Hills Unit Agreement, and the 0il and Gas Operating Regulations.
It is alsc understood that this Designation of Agent does not constitute an
assignment of any interest in the leases involved.

In case of default on the part of the designated agent, the Unit
Operator will make full and prompt compliance with all regulation lease terms
or orders of the Secretary of the Interior ar his representative.

The Unit Operator agrees promptly to notify the 0il and Gas
Supervisor of any change in the designated agent.

UNIT OPERATCR:

PAPRESS SR

(address) celie

......

May 14, 1959

(Date)



Form #1128

NOPERVISGR, il AND GAs OPERATIGNS

The undomigned s, on the records of e

i

2F

1
and here

FHubicdt in Priplicets)

DESIGNATICN OF OPERATOR

nageme:

1ali t LanD OFrice:  Bee Bemics

AL NG '. & a}‘gm

Dy Jeetgnates

NaMe: Patliips Petreiss Loepsay
AT DRSS Bartlasville, GiUiskosms

i case o detault on the p

vtk il oren

ddmy R4, A9%2

craLsad agent. wirh fell authoney 1w T

e cesigeanion is applicabic )

soviie o0 Lae lease and the (il ang Gas Qperarg egulations [t 2 also undersiond th

;iu;' - therere and on wion he

SLouring ;U'ﬂ[ lance with the (ol Lnd Gas finges aring Re, ’L!"

walf in om"iung with the tzra: of the |

v fits repres CNERALVE MY 3¢ e v en

i, hoider e ol and gas lease

Lrase Aol
[SS S S

1ns with resnet o ideonibe a reale

ot 8, Sestion 5, Tewrsikip D-lowsk, Kengs XS-imsy Ro.?.f.

#4éy Owumdy, Mete of Eow Smdwe

e oo that s destznation o

ISR REDTe LiUC( net con STI e an 215}",3‘;4«'1171"15 [B3 SERH

purt of the aesignated operor,
wons, lease terms, or ordess o0 the Secr

o

qus supervisor of any change w the designated soeritur

ve agrees promiptly to notity the i ar d

rarcr dess act relieve the bessee of res

the lessee will m

spensibiiiy 1o

thal \} 1z

naen

2y interess n the leasce

ake full and prompr comgliance

ary of the Interior of his representative

3 LIRS 34

YILHENR O1L SOKPMY OF TIX3

3 '
"’ ’i :L-fé :"'-' ——

f-érl;n&u!lr;. fles (&: ﬁ:"mm

e/e Britatia Petroioume L imdted

630 Eighth Ave. £, W,

ok : L Lslgary, Albeute, Coatdh.

LS usrankdnt MOaciv. WRInT LG —B5508 .

ILLEGIBLE

PAddrens)



P. O. BOX £33

PHONES: MAIN 2-8230
OR MAIN 2-0420

P Y

PETROLEUM CONSULTANT
I { ! Nickgon HoTteL BuiLDING
RosweELL, NEwW MEXico

December 5, 1958

Mr, Glyde N. Stone

Wilahire Gil Company of Texss
717 Bamlett Building

Celgary, Alberta

Canada

Re: Seven Rivers Hille Unit
Eddy County, New Mexico
Order No. R=973
Case No. 1224

Dear Mr. Stone:

Enclosed is the original of letter dated December 2, 1948,
Director of the U. S. Geological Survey ed the spplication of
Wilshire 0i1 Company of Texas for & six (6) momths extention of time
expiring June 6, 1959, within which to commence drilling the third
test well under the Seven Rivers Hills Unit Agreement, New Mexico,
No. 14~08-001+3900,

Very iruly yours,

COPY (Original Signed) Foster Moirell
Foster Morrell

/s

ccs” Mr. A, L. Porter, Jr. (enclosure)
New Mexico Oil Conservation Commission
P. 0. Box 871
Santa Fe, New Mexico
cet Mrs. Marian M. Rhea (encloaure)
State Land Office
P. O. Box 971
Santa Fe, New Mexico

Encloasure

Tl e . //
FOSTER MORRELL ﬂri [ =

(e
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of the Gealog!

R "UNITED STATES
' fBEPieRTMENT OF THE INTERIOR
o GEOLOGICAL SURVEY
WASHINGTON 25,D.C.

DEC > 1958

Wilshire 0il Company of Texas
c/o Mr. Foster Morrell

Post Office Box 933
Roswell, Nevf Hexzee

Gentlemer: .- " o

g 7%958, Arthur A. Baker, Acting Director
{ eal Survey, ‘approved your applicetion for a six-month
extension of time expiring June 6, 1959, within which to commence
drilling the third test well under the Seven Rivers Hills unit
agreement, New México, No. 14-08-001-3900.

It 1is ismnned::tt;at you will furnish the State of
New Mexico or any other interested principal with whatever evidence
of this approval is deemed sppropriate.

Inasmich as only three executed copies of the applicetion
were submitted, we are unable to furnish you an approved copy.

Very truly yours,

/ \
QJW““A‘&
L

For the Director

RECEIVEDDEC 5 1958

\7/




October 7, 1957

e e
Res Fropossd Leven Fdverp’
e
Hddy Oounty, Now laxieo

Wilshire C4) Company of Texas
Leggett Building

Attention Frank W, Lake
Gentleman:

In response to Foster Morrell's letter of September 13, 1957, we wish to acvise
that thie company deelines $o Join in the Seven Fivers Hills Unit as proposed
by you. Inasmush, ar our imvestment in the seresge whieh yom desire to imclude
in the unit is a part of our explerstion program aimed st evaluating the desper
horisons, we desnm it neither in the dept Interests of eur company, nor of the
public, thal sueh deeper evaluation bs handicepped, 4f mot prevented, by the
contridbution ef our sorsege t0 2 shallow plan of sxplerstion,

At the mesting in your offices July 15, cur ecipany representatives presented

a propossl which owr management would consider we would join the umit

as you proposs with certain techmical changes ' %o you, Uhersby, under
s wodified operating sgreemest, our company would scndust a geephysical survey
vith an option t0 sarn one-~half of your deep rights by the drilling of a deep

test. 4s you may recall, this propesal wae declired, however, if you thought

such a proposal gsould be soncluded, we would still attampt te work out such a

Progran.

The extreme variance in costs from shallow to deep drilling as sonsidered hers
wvould make it sesm umvisze to expsct the same wnit members imtereated in drill-
ing shallow teste to be willing to participste im deep drilling, Feither would
a prudent sperstor thin out his deep rights over a large area vhen it would
appear probebls that ghould he propose a deep test, his omly protection
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July 29, 1957

In reply refer tot
Unit Division

Mr. Foster Morrell
P. O. Box 933
Roswell, New Mexico

Res Secven Rivers Hills Unit Agreement -
Wilshire Oil Company of Texas,
Operator

Jear Mr. Morrell:

The Commissioner of Public Lande has approved the
Seven Rivers Hills Unit Agreement as of July 29, 1957.

We are handing you herewith fourteen executed
Certificates of Approval.

Also enclosed is 2 temporary receipt !n the amount

of $95.,00, covering the filing fee for nineteen sections
or parts thereof within the Seven Rivers Hills Unit Area,

Our Cfficlal Receipt will be malled to you as soon
as il is tssued.
Very truly yours,

MURRAY E. MORGAN
Commissioner of Public Lands

Byt Ted Bilberry, Supervisor
0fl and Gas Department

MEM$MMR /m
Enc.

ccy OCC-=Sgnta Fe
USGS<~Roswell



In reply refer to: /5T§ s
Unit Division / ;

Mr, Foster Morrell
Petroleum Consultant
P. O. Box 93
Roswell, New Mexico

Re: Seven Rivers Hills Unit -
£diy County, New Mexico

Dear Mr. Morrell:

This Is to advise you tbat the revised form
of Saeven NRivers Hills Unlt Agreement was aoproved

asw to form and context by i'r. Dscar Jordan, attorney
for this office, az of March 7, 1957,

Very truly yours,

MURRAY £, ~ORGAN
Commissioner of Public Lands

By: Ted Bilberry, Supervisor
0il and Gas Nepartiment

MEM :MMR /m

ce: (OCC=Santa Fe



Oll. CONSERVATION COMMISSION
P. 0. BOX 871

SANTA FE, NEW MEXICD

April 99 1957

Mr. Foster Morrell
P.0. Bex 933
Roswell, New Mexico

Dear Sir:
We enclose two copies of Order R-973 issued April 5, 1957, by

the 0il Comservation Commission in Case 122/, which was heard on
March 20th at Santa Pe.

o &= G2

Very truly yours,

A. L. Porter, Jr.
Secretary -~ Director

e
%

bp
Encls.



Stute of Newr Mexico

OFFICE OF THE

AR . MOROAN
[ ]

In reply refer to:
Unit Division

Mr. Foster Morrell
Petroleum Comsultant
P. O. Box 9}
Roswell, New Mexico

Re: Seven Rivers Hills Unit -
Eddy County, New Mexico

Dear Mr, Morrell:

This i{s to advise you that the revised form
of Seven Rivers Hills Unit Agreemeat was approved
as to form amd comtext by Mr. Oscar Jordan, attermney
for this office, as of March 7, 1957,

By

MEM :MMR/m
cc: OCC~Santa Fe

OIL CCH5 ¥

AW

CASE i

Very truly yours,

MURRAY E. MCRGAN
Commissioner of Public Lands

Z:;‘Bllbcrry; Supervisor

Oil and CGas Department




OIL CONSERVATION COMMISSION
SANTA FE, NEW MEXICO

Date 5/2715 > 7

CASE / 22 '7/ Hearing Date 3/20/3 7

My recommendations for an order in the above numbered cases are as follows:

Z‘%%&Zc/b

(obatnes  Aloven Mzes Ut
g JJ/7‘ é:;z’ s nshrrs
/{ZW 7:35’4&—“%94470

077 5. XX&W—QM
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OIL CONSERVATION COMMISSION
pj /U - SANTA FE, NEW MEXICO
Date (j% 3% JZ
7 7 ;

CASE / s 2 ‘7[ Hearing Date /& Am 27 2’7@’7@ JK
Y%

My recommendations for an order in the above numbereg ﬁsesfare as follows:

78

Staff Member



No. 9-57

DOCKET: EXAMINER HEARING MARCH 20, 1957

01l Conservation Commission 10:00 a.m., Mabry Hall, State Capitoel, Santa Fe

The following cases will be heard before Daniel S. Nutter, Examiner:

; CASE 1224:

N———.
CASE 1225:

CASE 1226;

TTe—
Application of Wilshire 0il Company of Texas for approval of
its propesed Seven Rivers Hills Unit Agreement located in Eddy
County, New Mexico, in accordance with Rule 507 of the New
Mexico 0il Conservation Commission Statewide Rules and Regula-
tions. Applicant, in the above-styled cause, seeks an order
granting approval of its Seven Rivers Hills Unit Agreement
embracing 10,995.88 acres, more or less, of federal and state
lands situated in all or pertions of Sections 19, 20, 21, 22,
27, 28, 29, 30, 31, 32 and 33, Township 20 South, Range 26 East,
and all or portions of Sections 3, 4, 5, 6, 7, 8, 9 and 18,
Township 21 South, Range 25 East, all in Eddy County, New
Mexico.

e
Applicatioen of Moab Drilling Company for an order authorizing
a pilot waterflpod project in the High Lonesome Pool, Eddy
County, New Mexico, in exception to Rule 701 of the New Mexice
0il Conservation Commission Statewide Rules and Regulations,
and further, approval for the drilling of several unorthodox
locatieons for water injection wells in said pool. Applicant,
in the abeve-styled cause, seeks an order authorizing a pilot
waterflood preject in the Queen formation of the High Lonesome
Pool, said project to be effected by means of water injection
through the drilling of appreximately six wells in Sections 15
and 16, Township 16 South, Range 29 East, Eddy County, New
Mexice. Applicant also seeks Commission approval for the drill-
ing of these six unorthodox locations to serve as the water
injectien wells in the High Lonesome Pool.

Application of Magnolia Petroleum Company for permission to
move distillate off the lease before being measured, to produce
more than eight wells into a single tank battery and for per-
missien to commingle distillate from the Blance Mesaverde Gas
Pool and an undesignated Pictured Cliffs Gas Area in Rio Arriba
County, New Mexico, in exception to Rules 303, 304 and 309 of
the New Mexice 0il Conservation Commission Rules and Regulations.
Applicant, in the above-styled cause, seeks an order to move
and commingle the distillate produced from the Pictured Cliffs
and Mesaverde formations from its Cheney-Federal lease covering
SE/4, SE/4 NE/4, and E/2 SW/4 Section 4, E/2 and SW/4 Section
8, W/2 and W/2 E/2 Section 9, and All Sectioens 16 and 17, Town~
ship 26 North, Range 2 West, to a separate tank battery on its
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Docket No.

CASE 1226:
Coentinued

ir/

9-57

Jicarilla "H" Lease in the SE/4 of Section 2, Township 26
North, Range 3 West; applicant further desires to move the
distillate preduced from the Pictured Cliffs and Mesaverde
formations from its Jicarilla "D" Lease covering All Sections
13, 14, 23, and 24, Township 26 North, Range 3 West, to its
Jicarilla "H" Lease, covering All Sections 1, 2, 11, and 12,
Township 26 North, Range 3 West, and to commingle the pro-
duction from the said two leases in a common tank battery in
the SE/4 of Section 2, Township 26 North, Range 3 West; Appli-
cant further desires to move distillate produced from the
Pictured Cliffs and Mesaverde formations from its Jicarilla
"E" Lease, covering All Sections 11, 12, 13, 14, and the S/2
of Section 15, Township 27 North, Range 3 West, and its
Jicarilla "F" Lease, cevering All Sections 22, 23, 24, and 27,
Townsghip 27 North, Range 3 West, to its Jicarilla "G" Lease
covering All Sections 25, 26, 35, and 36, Township 27 North,
Range 3 West, and to commingle the productien from the said
three leases in a commeon tank battery in the SE/4 Section 26,
Township 27 North, Range 3 West, all in the Blance Mesaverde
Gas Pool and an undesignated Pictured Cliffs Gas Area, Rio
Arribha County, New Mexiceo.



P. O. BOX 833

PHONES: MAIN 2-5230
OR MAIN 2-0420

oo FOSTER MORRELL (\F‘
PETROLEUM CONSULTANT ! . -
. % Py
, NiIcksON HOTEL BUILDING !
P RosweLL, NEw MEXiIcO ; '/ 2 i

S

February 26, 1957 ;

H

Mr. A. L. Porter, Jr.

0il Conservation Commission
P. 0. Box 871

Santa Fe, New Mexico

Re: Seven Rivers Hills Unit
Eddy County, New Mexico

Dear Mr. Porter:

Transmitted herewith is a copy of the proposed unit agreement
for the Seven Rivers Hills Unit Area, Eddy County, New Mexico, with
Exhibits "A" and '"B" attached. Wilshire Oil Company of Texas is the
unit operator,

The Acting Director, U. 5. Geological Survey, by letter dated
December 4, 1956, copy attached, designated 10,995.88 acres of land in
T. 20 S., R. 26 E., and T. 21 S., R. 25 E., N.M.P.M., as a logical unit,
1o be known as the Seven Rivers Hills Unit Area, and approved the form
of unit agreement.

Wilshire 0il Company of Texas hereby respectfully requestis
the approval of the unit agreement by the 011l Conservation Commission
of New Mexico, and for such purpose petitions said Commission to enter
this case on the docket for the regular hearing on March 14, 1957, or
for an examiner hearing to be held on or about that date, whichever is
preferable or more convenient to you.

Very truly yours,

WILSHI OIL COMPANY OF TEXAS

M/ as B
Enclosures Foster Morrell
Its Representative
ce/ Mr. Clyde N. Stone
Wilshire 011 Company of Texas
Leggett Bullding
Midland, Texas



M REPLY REFER YOV
UNITED STATES
DEPARTMENT OF THE INTERIOR
GEOLOGICAL SURVEY
WASHINGTON 25,D.C.
DEC 4 1956

Mr, “oster Morrell, Agert
Wilshire 0il Company of Texes
P. 0. Box 933

Roswell, !'ew Mexico

pody oo e~
LI TN W N

poot

bk

Dear Sir:

Refererce is made to your application of October 24, 1956,
filed with the 0il and Gas Supervisor, Roswell, l'ew Mexico, requesting
designatior of 10,995.88 acres ir Eddy County, New Mexico, a&a logically
subject to exploratiorn and developmert under the unitization provisions

of the Mineral leasing Act, &s amended,

Reference is alsoc made to the

three copies of & proposed form of agreement filed with the application
for preliminary epproval,

Pursuant to the reguletions of December 22, 1950, 30 C.F.R.,
226.,3, the following described land is designated as a logical wnit,
to be laown as the Seven Fivers Hills unit aresas

Law Mexico Princinal Marldan
Iownshin 20 South. Zange 2Q Eaat
ALIes

Section 191 Tots 3,4, SsE}, Eiswd, sEd 400,04
Sectiors 20, 21, 221 4ll 1,920.00
Section 291 Wi, Wicwl 240,00
Sections 25, 29: All 1,280,00
Sectior 301 Lots 1,2,3,4, ENH, E-g (a11) 639.84
Section 311 lots 1,2,3,4, Elwb, B4 (all) 639.8
Sections 325 33: All 1,280,00

deansnip gl South. Kange £2 East
Sectior 31 lots 2,3,4,5,12 13, 246,31
Section 4t Iots 1 througb 16 ;-SE 876,80
Sectior 53 Lots 1 through 16, SJ!' (all 917,98
Section 631 lots 1 throue,}“ 1Q sz-} (a11) 918.27
Sectiorn 73 Lots 1,2, 3 all) 638,88
Section 33 S\fiﬂﬁi 600,00
Section 93 ’ -2 80,00
Section 183 Lots 1,2,3,4, E%—I-‘-ﬁ}, WHED



The proposed test program of two wells to test the upper
portion of the San Andres formation or to a depth of 3000 feet is
deemed acceptable.

The form of agreement substantially follows the standard
form including modifications necessary 1o meet the requirements of
the State of New Mexico and to conform with Public Law 555 (68 Stat.
585) and Executive Order No. 10557 (19 F.R., 5655). Other modifica-
tions heretofore approved for the San Juan 25-2 unit agreement have
also been included. The proposed form will be acceptable if altered
as indicated by red pencil. One copy so marked is returned herewith,
one copy is being furnished the Cil and Gas Supervisor, and one copy

*1s retained.

In the absence of any cbjections not now apparent, s duly
executed agreement identical with the above mentioned foarm will be
approved if submitted within a reasonable peried of time. However,
notice is bereby given that the right is reserved to deny approval
of any executed agreement submitted which, in my opiniomn, doces not
bave the full commitment of sufficient lands to afford effective
control of unit operations. When the exacuted agreement is trans-
mitted to the Superviscr for approval, include the latest status of
all Federal acreage showing the current record owner of all leases.

Very truly yours,

Acting piyrector

Enclosure
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P. O. BOX 933 PHONES: MAIN 2.5230

OR MAIN 2-0420

.. ) FOSTER MORRELL
PETROLEUM CONSULTANT
» NicksON HOTEL BUILDING
< . -~ - ROSWELL. NEW MEXICO
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oy

February 26, 1957

m‘- Ac Lo m; Jrc

0il Conservation Commission
P. O. Box 871

Santa Fe, Kew Mexico

Re: Seven Rivers Hills Unit
Eddy County, New Mexico

Dear Mr. Pcrter:

Transmitted herewith is & copy of the proposed unit agreement
for the Seven Rivers Hills Unit Area, Eddy County, New Mexico, with
Exhibits “A" and "B* attached. Wilshire Qi1 Complny of Texae ia the
unit operator,

The Aeting Director, U. S. Geological Survey, by letter dated
December 4, 1956, copy atteched, designsted 10,995.88 acres of lend in
T. 20 3., B. 26 !c, and T, 21 S., B. 25 E., NJLP.H., as 8 logicll mt,
tc be known &s the Seven Rivers Hills Unit Ares, and approved the form
of unit agreement,

¥Wilshire 011 Company of Texas hereby respectfully requests
the approval of the unit agreement by the 0il Conservation Commission
of New Maxico, and for such purpose petitions said Commiasion to enter
this case on the dosket for the regular hearing on March 14, 1957, or
for an examiner hearing to de held on or sbout that date, whichever is
preferable or more convenient to you.

Very truly yours,
WILSHIRE OIL COMPANY OF TEXAS

/as By Z L4
Enclosures ter Morrell

Ita Representative
ce/ Mr. Clyds N, Stone
Wilshire 011 Compamy of Texas

Leggett Building
Midland, Texae



Mr. Toster Morrell, agert R R

UNITED STATES
DEPARTMENT OF THE INTERIOR
GEOLOGICAL SURVEY
WASHINGTON 28, D.C.

Wilshire 0il Company of Terus

Po Oc BCX 933
Foswell, ¥

Lear Sirs

aw Mexico

N REPLY AEFER TOt

kefererce is made to your applicetior of October 24, 195¢,
filec with the 0il and Gas Supervisor, Roswell, lew Mexico, requesting
desigretion of 10,995,328 &acres ir Eddy Counrty, Yew Mexico, as logically
subject to exploration and developmer t under the unitization provisions
of the Mireral leasing Act, ss amended. Reference is also made to the
three copies of & proposed form of agreement filed with the application
for preliminary spprovel,

Pursuant to the regulations of December 22, 1950, 3C C,.F.R.,
226.3, the following described land is desigrnated us & logical wnit,
to be known as the Seven Fivers Hills unit area:

Section
Sectiors
Sectiiorn
Sections
Sectior
Sectiorn
Sections

ectior
Section
Sectiorn
Section
Section
Section
Section
Ssection

193
2,
71
2%,
3Cs
3
325

31
4
51
61
71
3
93
158

v : . .
. 1
m

Tots 3,4, SHNES, Eigwd, sEd

4i, <23 All

W, Wiswl

291 ALl

Iots 1,2,3,4, B, Ei (all1)

Iots 1,2,3,4, Wi, B (e11)

331 4ll

Iawnszip 2l Soutr, Range 25 Egst

luts 2,3,4,5,12,13, N*Mv#

Iots 1 t“.roug‘" 1¢, Q&, , SwisEd

lots 1 through 16, S%— (all)

lots 1 throaak lQ =2 W? SE1 (e21)
lots 1 l all
N%‘ SJ ) t‘l

nial

Lots 1,2,3,4, E%w.’:. WhEd

ASras
400,04
1,920,00
240,00
1,280,00
639.84

639.84
1,280,00

246,31
876,80
917,98
918,27
638,88
600,00

80,00

10,995, 88

Wi



The proposed test program of two wells to test the upper
portion of the San Andres formation or to a depth of 3000 feet is
deemed acceptable.

The form of agreement substantially follows the standard
form including modifications necessary to meet the requirements of
the State of New Mexico and to conform with Public Law 555 (68 Stat.
585) and Executive Order No. 10557 (19 F.R., 5655). Other modifica-
tions heretofore approved for the San Juan 25-2 unit agreement have
also been included. The proposed form will be acceptable if altered
as indicated by red pencil. One copy so marked is returned bherewith,
one copy 1s being furnished the Oil and Gas Supervisor, and one copy
is retained.

In the absence of any ocbjections not now apparent, a duly
executed agreement identical with the above mentioned form will be
approved if submitted within a reascmable period of time. Bowever,
notice is hereby given that the right is reserved to deny approval
of any executed agreement submitted which, in my opinion, does not
have the full commitment of sufficient lands to afford effective
control of unit operetions. When the executed agreement is trans-
mitted to the Supervisor for approval, include the latest status of
all Federal acreage showing the current record owner of all leases.

Very truly yours,

AL W

Acting pDirector

Enclosure
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UNIT AGREEMENT
SEVEN RIVERS HILLS UNIT AREA

EDDY COUNTY, NEW MEXICO
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE SEVEN RIVERS HILLS UNIT AREA
COUNTY OF EDDY
STATE OF NEW MEXICO

NO.

THIS AGREEMENT, entered into as of the day of ,

195__, by and between the parties subscribing, ratifying or consenting hereto,
and herein referred 1o as the "partiés hereto, "
WIINESSETIH:

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

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437,
as amended, 30 U.S.C. Sec. 181 et seq., authorizes Federal lessees and their
representatives to unite with each other, or jolntly 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 when-
ever 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 (Chapter 88, Laws 1943) to consent to
and approve the development or operation of lands of the State of New Mexico
under this agreement; and

WHEREAS, the 0il Conservation Commission of the State of New Mexico
is authorized by an act of the Legislature (Chapter 72, Laws 1935, as amended
by Chapter 193, Laws of 1937, Chapter 166, Laws of 1941, and Chapter 168, Laws
of 1949) to approve this agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold suffilcient interests in the Seven
Rivers Hills 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 obtainable through develop-
ment and operation of the area subject to this agreement under the terms, con-
ditions, and limitations herein set forth;

NOW, THEREFORE, in consideratlon of the premises and the promises herein

contained, the parties hereto commit to this agreement thelr respective interests



in the below=defined unit area, and agree severally among themselves as

follows:

The Mineral Leasing Act of February 25, 1920, as amended, supra, and
all valid pertinent regulations, including operating and unit plan regulatioms,
heretofore issued thereunder or valid pertinent and reasonable regulations here-
after 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 regula-
tions in effect as of the effective date hereof governing drilling and producing
operations, not inconsistent with the terms hereof or the laws of New Mexico are
hereby accepted and made a part of this agreement.

2. INIT ABEA.
The following=described land is hereby designated and recognized as

constituting the unit area:

Township 20 South, Range 26 Fast

Acres

Section 19: Lots 3,4, SINEE, E3SWL, SER 400.04
Sections 20, 21, 22: All 1,920.00
Section 27: NW#, WhSN% 240.00
Sections 28, 29: All 1,280.00
Section 30: Lots 1,2,3,4, E%W%, E% (all) 639.84
Section 31: Lots 1,2;3,4, EsWs, E5 (all) 639.8/
Sections 32, 33: All 1,280.00
Section 3: Lots 2,3,4,5,12,13, NW%;SW% 246,31
Section 4: Lots 1 through 16, SWi, N3SEf, SWiSEE 876,80
Section 5: Lots 1 through 16, S% (all) 917.98
Section 6: Lots 1 through 18, E2SW#, SEE (all) 918.27
Section 7: Lots 1,2,3,4, E3Ws, E> (all) 638,88
Section 8: N-%—, SW, N5SEf, SWiSEZ 600.00
Section 9: NsNWi 80.00
Section 18: Lots 1,2,3,4, EiNWE, WiNEE ' 317,92
Total 10,995.88

Exhibit "A" attached hereio is a map showing the unit area and the
boundaries and identity of tracts and leases in said area to the extent known to
the Unit Operator. Exhibit "B" attached hereto is a schedule showing to the ex~
tent known to the Unit Operator the acreage, percentage, and kind of ownership
of o0il and gas interests in all land in the unit area. However, nothing herein
or in gaid schedule or map shall be construed as a representation by any party
hereto as to the ownership of any interest other than such interest or interests

as are shown in said map or schedule as owned by such party. Exhibits "A" and

Seven Rivers Hills Unit Agreement - Page 2



"B" shall be revised by the Unit Operator whenever changes in the unit area
render such revision necessary, or when requested by the 0il and Gas Supervisor,
hereinafter referred to as "Supervisor," or when requested by the Commissioner
of Public Lands of the State of New Mexico, hereinafter referred to as "Commis-
sioner," and not less than six copies of the revised exhibits shall be filed with
the Supervisor and coples thereof shall be’filed with the Commissioner and the
New Mexico 011l Conservation Commission, hereinafier referred to as the "Commission.™

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

(a) Unit Operator, on its own motion or on demand of the Director of
the Geological Survey, hereinafter referred to as "Director," or on demand of
the Commissioner, after preliminary concurrence of the Director, shall prepare
a notice of proposed expansion or contraction deseribing the contemplated changes
in the boundaries of the unit area, the reasons therefor, and the proposed ef-
fective date thereof, preferably the first day of & month subsequent to the date
of notice.

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

(c) Upon expiration of the 30-day period provided in the preceding
item (b) hereof, Unit Operator shall file with the Commission, the Commissioner,
and the Supervisor evidence of mailing of the notice of expansion or contrac-
tlon and a copy of any objections thereto which have been filed with the Unilt
Operator, together with an application in sufficient number, for approval of
such expansion or coniractlon, and with appropriate Jjoinders.

(d) After due consideration of all pertinent information, the expan-
sion or contraction shall, upon approval by the Commission, the Commissicner, and

the Director, become effective as of the date prescribed in the notice thereof.

Seven Rivers Hills Unit Agreement - Page 3



(e) All legal subdivisions of unitized lands (i.e., 40 acres by Govern-
ment survey or its nearest lot or tract equivalent in instances of irregular sur-
veys, however, unusually large lots or tracts shall be considered in multiples
of 40 acres, or the neareat aliguot equivalent thereof, for the purpose of elimin-
ation under this subsection), no parts of which are entitled to be in a partici~-
pating area within five years after the first day of the month following the
effective date of the first initial participating area established under this
unit agreement, shall be eliminated automatically from this agreement, effective
as of the first day thereafter, and such lands shall no longer be a part of the
unit area and shall no longer be subject to this agreement, unless at the ex-
piration of said 5~year peried diligent drilling operations are in progress on
unitized lands not entitled to participation, in which event all such lands shall
remain subject hereto for so long as such drilling operations are continued dili-
gently, with not more than 90 days' time elapsing between the completion of one
such well and the commencement of the next such well, except that the time allowed
between such wells shall not expire earlier than 30 days after the expiration of
any period of time during which drilling operations are prevented by a matter
beyond the reasonable control of Unit Operator as set forih in the section hereof
entitled "Unavoidable Delay"; provided that all legal subdivisions of lands not
in a participating area and not entitled to become participating under the ap-
plicable provisions of this agreement within 7 years after sald first day of the
month following the effective date of said first initial participating area shall
be eliminated as above speeified° Determination of creditable "Unavoidable
Delay" time shall be made by Unit Operator and subject to approval of the Com~
missioner and the Director. The Unit Operator shall, within 90 days after the
effective date of any elimination hereunder, describe the area so eliminated
to the satisfaction of the Commissioner and the Director and promptly notify all
parties in interest.

If conditions warrant extension of the 7=year period specified in
this subsection 2(e), a single extension of not to exceed 2 years may be accom-
plished by consent of the owners of 90% of the current unitized working interests
and 60% of the current unitized basic royalty interests (exclusive of the basic
royalty interests of the United States), on a total-nonparticipating-acreage
basis, respectively, with approval of the Commissioner and the Director, pro-

vided such extension application is submitted to the Commissioner and the
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(e) A1l legal subdivisions of unitized lands (i.e., 40 acres by Govern-
ment survey or its nearest lot or tract equlvalent in instances of irregular sur-
veys, however, unusually large lots or tracts shall be considered in multiples
of 40 acres, or the nearest aliquot equivalent thereof, for the purpose of elimin-
ation under this subsection), no parts of which are entitled to‘be in a partici-
pating area within five years after the first day of the mongh following the
effective date of the first initial participating area est-glished under this
unit agreement, shall be eliminated automatically from J is agreement, effective
as of the first day thereafter, and such lands shall  ¥7longer be a part of the
unit area and shall no longer be subject to this a;(;ement, unless at the ex-
piration of said S5~year period diligent drilling gperations are in progress on
unitized lands not eniitled to participation, iy which event all such lands shall
remain subject hereto f¥r so long as such dri;;ing operations are continued dili-
gently, with not more thdp 90 days' time elfising between the completion of one
such well and the commencenent of the nexg(such well, except that the time allowed
between such wells shall no? expire earJ;er than 30 days after the expiration of
any period of time during whikh drill;fg operations are prevented by & matter
beyond the reasonable control Af Un,ﬁ Operator as set forth in the section hereof
entitled "Unavoidable Delay®; profihed that all legal subdivisions of lands not
in a participating area and notﬁ: -it1ed 10 become pariicipating under the ap-
plicable provislons of this agféeme t within ;quears after said first day of
the month folleowing the effev%ive dafa of said first initial participating area
shall be eliminated as abo;i specified;‘ Determination of creditable "Unavoidable
Delay" time shall be mad;ﬁﬁy Unit Operat-: and subject to approval of the Com-
missioner and the Direggbr, The Unit Operdfor shall, within 90 days after the
effective date of’any,ilimination hereunder,'gescribe the area so eliminated
to the satisfaction gf the Commissioner and tﬁ* Director and promptly notify
all parties in :

If cond;.ions warrant extension of the l!-year period specified in
this subsection ;(e), a single extension of not to}i(ceed 2 years may be accom-
plished by congfnt of the owners of 90% of the curregiiunitized working interests
and 60% of thﬁicurrent unitized basic royalty interestgkﬁexclusive of the basic
royalty integésts of the United States), on a total—nonpérticipating-acreage

i :
basis, respectively, with approval of the Commissioner and the Director, pro-

vided suchuéxtension application is submitted to the Commissioner and the
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Director not later than 60 days prior to the expiration of said 7-year
period.

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

gidered automatic commitment or recommitment of such lands.

A1) land commitied to this agreement shall constitute land referred to
herein as "unitized land” or "land subject to this agreement." All oil and gas
in any and all formations of the unitized land are unitized under the terms of
this agreement and herein are called "unitized substances.”

4. UNIT QPERATOR.

Wilshire 011 Company of Texas, a Delaware corporation with offices at
Midland, Texas, 1s hereby designated as Unit Operator and by signature hereto
as Unit Operator agrees and consents to accept the duties and obligations of Unit
Operator for the discovery, development, and production of unitized substances
as herein provided. Whenever reference is made herein to the Unit Operator,
such reference means the Unit Operator acting in that capacity and not as an
owner of interest in unitized substances, and the term "working interest owner"
when used herein shall include or refer to Unit Operator as the owner of a work-

ing interest when such an interest is owned by it.

Unit Operator shall have the right to resign at any time prior to the
establishment of a participating area or areas hereunder, but such resignation
shall not become effective so as to release Unit Operator from the duties and
obligations of Unit Operator and terminate Unit Operator's rights as such for
a period of six months after notice of intention to resign has been served by
Unit Operator on all working interest owners and the Commission, the Commissioner,
and the Director, and until all wells then drilled hereunder are placed in a
satisfactory condition for suspension or abandonment whichever is required by
the Supervisor as to Federal lands and by the Commission as to other lands, un=-
less a new Unit Operator shall have been selected and approved and shall have
taken over and assumed the duties and obligations of Unit Operator prior to the
expiration of said period.

Unit Operator shall have the right to resign in 1like manner and sub-

Ject to like limitations as above provided at any time a participating area
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Director not later than 60 days prior to the expiration of said 10-year

period.

Any expansion of the unit area pursuant to this section which embraces
lands theretofore eliminated pursuant to this subsection 2(e) shall not be con-
sldered automatic commitment or recommitment of such lands. /(

A1 land committed to this agreement shall con?fgtute land referred to
herein as "unitized land" or "land subject to this agr?é;ent." All oil and gas
in any and all formations of the uniiized land are ugilized under the terms of

¢
this agreement and herein are called "unitized subg&ances."
J
i

4. INIT OPERATQR. jf

Wilshire 0il Company of Texas, a Delgware corporation with offices at
Midland, Texas, is heryby designated as Uhitjgberﬁtor and by signature hereto

ag Unit Operator agrees consents to accg;t the duties and obligations of Unit

evelopnment, d production of unitized substances
&

as herein provided. Whenever eference‘gé made herein to the Unit Operator,

%

such reference means the Unit ngggfor 3

Operator for the disecovery,

cting in that capacity and not as an

owner of interest in unitized subst&n VS, and the term "working interest owner"

i
when used herein shall include or refem to Unit Operator as the owner of a work-
. .

ing interest when such an interestgﬁs owrled by it.

establishment of a participat § area or areas yereunder, but such resignation
shall not become effective so fs to release Unit!??erator from the duties and
obligations of Unit Qperator,ind terminate Unit Qpé[ator‘s rights as such for
a period of six months afteﬁrnotice of intention to sign has been served by
Unit Operator on all work { interest owners and the C »'ssion, the Commissioner,
and the Director, and unt,i all wells then drilled hereﬁ%@er are placed in a
satisfactory condition fg? suspension or abandonmentwhicﬂé¥er 1s required by
the Supervisor as to Fedgral lands and by the Commission asvio other lands, un-
less a new Unit Qperatiz shall have been selected and approved‘and shall have
taken over and assumedg he duties and obligations of Unit Operator prior to the
expiration of said per§0d.

Unit Operato% shall have the right to resign in like manner and sub-

ject to like limitations as above provided at any time a participating area
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established hereunder is in existence, provided, that such resignation shall not
releage Unlt Operator from any liability for any default by it hereunder occur-
ring prior to the effective date of its resignation.

The Unit COperator msy, upon default or failure in the performance of
1ts duties or obligations hereunder, be subject to removal by the same percent-
gge vote of the owners of working interests determined in like manner as herein
provided for the selection of a new Unit 0pe¥ator. Such removal shall he effec-
tlve upon notiée thereof to the Commissioner and the Director.

At any time for any reason whatsoever there is no Unit Operator, until
a successor Unit Operator is selected and approved as hereinafter provided, the
working interest owners shall be Jjolntly responsible for performance of the
duties of Unit Operator, and shall not later than thirty days before such resig-
nation or removal becomes effective appoint a common agent to represent them in
any actlion to be taken hereunder.

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

6. SUCCESSO. TO TOR

Whenever the Unit Operator shall tender his or its resignation as Unit
Operator or shall be removed as hereinabove provided, the owners of the working
interests in the participating area or areas according to their respective acre-
age interests in such participating area or areas, or until a participating area
shall have been established, the owners of the working interestis according to
thelr respective acreage interests in all unitized land, shall by majority vote
select a successor Unit Operator; Provided, That, if & majority but less than
seventy-five percent of the working interests qualified to vote are owned by one
party to this agreement, a concurring vote of one or more additional working in-

terest owners shall be required to select a new operator. Such selection shall
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not become effective until (a) a Unit Operator so selected shall accept in writing
the duties and responsibilities of Unit Operator, and (b) the selection shall
have been approved by the Commissioner and the Director. If no successor Unit
Operator is selected and qualified as herein provided, the Commissioner and the
Director at their election may declare this unit agreement terminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT,

Costs and expenses incurred by Unit Operator in conductiné unit oper-
ations hereunder shall be paid and apportioned among and borme by the owners of
working interests, all in accordance with the agreement or agreements entered
into by and between the Unit Operator and the owners of working interests, whether
one or more, separately or collectively. Any agreement or agreements, entered
into between the working interest owners and the Unit Operator as provided in
this section, whether one or more, are herein referred to as 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 pro-
portionate and allocated share of the benefits accruing hereto in conformity
with their underlying operating agreements, leases, or other independent con-
tracts, and sucih other rights and obligations as between Unit Operator and the
working interest owners as may be agreed upon by 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 unit agreement or to relieve
the Unit Operator of any right or obligation established under this unit agreement,
and in case of any inconsistency or conflict between the unit agreement and the
unit operating agreement, this unit agreement shall prevail. Three true copies
of any unit operating agreement executed pursuant to this section should be filed
with the Supervisor prior to épproval of this unit agreement by the Director.

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR,

Except as otherwise specifically provided herein, the exclusive right,
privilege, and duty of exercising any and all rights of the parties hereto which
are necessary or convenient for prospecting for, producing, storing, allocating,
and distributing the unitized substances are hereby delegated to and shall be
exercised by the Unit Operator as herein provided. Acceptable evidence of title
to said rights shall be deposited with said Unit Operator, and together with
this agreement, shall constitute and define the rights, privileges, and obli-

gations of Unit Operator. Nothing herein, however, shall be construed to transfer
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title to any land or to any lease or operating agreement, it being understood
that under this asgreement the Unit Operator, in its capacity as Unit Operator,
shall exercise the rights’of possession and use vested in the parties hereto
only for the purposes hereln specified. |

9. DRILLI Y
@i}hin six months after the effective date hereof, the Unit Operator

shall begin to drill an adequate test well at a location approved by the Super-

crreeTing,

mc—————

visor if on Fedéral land or the Commission if on State or patented land, unless
on such effective date a well is being drilled conformably with the terms hereof,
and thereafter continue such drilling diligently until the upper portion of the
San Andres formatlion has been tested or until at a lesser depth unitized sub-
stances shall be discovered which can be produced in paying quantities (to-wit:
quantities sufficient io repay the costs of drilling, and producing operations,
with a reasonable profit) or the Unit Operator shall at any time establish to
the satisfaction of the Supervisor if on Federal land or the Commissioner if on
State land or the Commission if on patented land that further drilling of said
well would be unwarranted or Impracticable, provided, however, that Unit Opera-
tor shall not in any event‘Pe required to drill said well to a depth in excess

P

of 3000 feet. Eithin ninety days following completion of the aforesaid initial
———————r .

test well upon the unit area, Unit Operator shall commence the drilling of an

additional well and shall thereafter continue drilling operations thereon to

said formation or depth at a location selected by Unit Qperatbr and approved by
the Supervisor 1f on Federal land or the Commission if on State or patented
land, so spaced within thé unit area as to determine so far as may be practi-
cable the productive acreagé in the San Andres and shallower formations under-
~———e
lying said unit area. Until the discovery of a deposit of unitized substances
capable of being produced.in paying quantities, the Unit Operator shall continue
drilling diligently one well at a time, allowing not more than six months be~
tween the completion of one well and the beginning of the next well, until a
well capable of producing unitized substances in paying quantlities is completed
to the satisfaction of sald Supervisor, or until it is reasonably proved that
the unitized land is incapable of producing unitized substances in paying quan-
tities in the formations drilled hereunder. Nothing in this section shall be

deemed to 1limit the right of the Unit Operator to resign as provided in Section

5 hereof, or as requiring Unit Operator to commence or continue any drilling
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during the period pending such resignation becoming effective in order to comply
with the requirements of this section. After completlion of the two test wells
mentioned above, the Director may modify the drilling requirements of this sec-~
tion by granting reasonable extensions of time when, in his opinion, such action
is warranted.

Upon failure 10 comply with the drilling provisions of this section,
the Commissioner and the Director may, after reasonable notice to the Unit Opera-
tor, and each working interest owner, lessee, and lessor at their last known
addresses, declare this unit agreement terminated.

10.

Within six months after completion of a well capable of producing uni-
tized substances in paying quantities, the Unit Operator shall submit for the
approval of the Commlssion, the Commissioner, and the Supervisor an acceptable
plan of development and operation for the unitized land which, when approved by
the Commission, the Commissioner, and the Supervisor, shall constitute the fur-
ther drilling and operating obligations of the Unit Operator under this agree-
ment for the peried specified therein. From time to time before the expiration
of any existing plan, the Unit Operator shall submit for the approval of the
Commission, the Commlssioner, and the Supervisor & plan for an additional speci-
fled period for the development and operation of the unitized land. Any plan
gubmitted pursuant to this section shall provide for the exploration of the
unitized area and for the diligent drilling necessary for determination of the
area or areas thereof capable of producing unitized substances in paying quan-—
tities in each and every productive formation and shall be as complete and ade-
quate as the Commission, the Commissioner, and the Supervisor may determine to
be necessary for timely development and proper conservation of the oll and gas
resources of the unitized area and shall (a) specify the number and locations
of any wells to be drilled and the proposed order and time for such drilling;
and (b) to the extent practicable specify the operating practices regarded as
necessary and advisable for proper conservation of natural resources. Separate
plans may be submitted for separate productive zones, subject to the approval of
the Commission, the Commissioner, and the Supervisor. Said plan or plans shall
be modifled or supplemented when necessary to meet changed conditions or to
protect the interests of all parties to thls agreement. Reasonable diljigence

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

s
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development. The Commissioner and the Supervisor are authorized to grant a reason-
able extension of the six-month period herein prescribed for submission of an
initlal plan of development ‘where such action is Justified because of unusual con-
ditions or circumstances. After completion hereunder of a well capable of pro-
ducing any unitized substance in paying quantities, no further wells, except such
as may be necessary to afford protection against operations not under this agree-
ment or such as may be specifically approved by the Commlission, the Commissioner,
and the Supervisor, shall be drilled except in accordance with a plan of develop-
ment approved as herein provided.

11. PARTICIPATION AFTER DISCOVERY,

Upon completion of a well capable of producing unitized substances in
paying quantities or as soon thereafter as required by the Commissioner or the
Supervisor, the Unlt Operator shall submit for approval by the Commission, the
Commissioner, and the Director a schedule, based on subdivisions of the public-
land survey or aliquot parts thereof, of all unitized land then regarded as
reascnably proved to be productive of unitized substances in paying quantities;
all lands in said schedule on approval of the Commission, the Commissioner, and
the Director to constitute a participating area, effective as of the date of com-
pletion of the well, or the effective date of this unit agreement, whichever is
later. Sald schedule #lso shall set forth the percentage of unitized substances
to be allocated as herein provided to each unitized trsct in the participasting
area go established, and shall govern the allocatlon of preductlon from and after
the date the participating area becomes effective. A separate participating
area shall be established in like mammer for each separate pool or deposit of
unitized substances or for any group thereof produced as a single pool or zone,
and any two or more participating areas so established may be combined into one
with the consent of the owners of all working interests in the lands within the
participating areas so to be combined, on approvel of the Commission, the Commis-
sioner and the Director. The participating area or areas so established shall
be revised from time to time, subject to like approval, whenever such action
appears proper a8 a result of further drilling operations or otherwise, to in-
clude additional land then regarded as reasonably proved to be productive in
paying quantities, or to exclude land then regarded as reasonably proved not to
be productive in paying quantities and the percentage of sllocation shall also

be revised accordingly. The effective date of any revision shall be the first
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of the month in which is obtained the knowledge or informetion on which such re-
vision is predilcated, provided, however, that & more appropriate effective date

may be used if Justified by the Unit Operator and approved by the Director. No

land shall be excluded from & participating area on account of depletion of the

unitized substances.

It 1s the intent of this section that a participating area shall rep-
resent the srea known or redsonably estimated to be productive in paying quanti-
ties; but, regardless of any revision of the participating aresa, nothing herein
contained shall be construed as requiring any retroactive adjustment for pro-
duction obtained prior to the effective date of the revision of the participating
area.’

In the absence of agreement at any time between the Unit Operator and
the Commission, the Commissioner, and the Director as to the proper definition
or redefinition of a participating area, or until a participating area has, or
areas have, been established &as provided hereln, the portion of all payments af-
fected thereby may be impounded in & manner mutually acceptable to the owners of
working interests, except royalties due the United States and the State of New
Mexico, which shall be determined by the Supervisor and the Commissioner and the
amount thereof deposited &s directed by the Supervisor, and the Commissioner,
regpectively, to be held as unearned money until a participating area is finally
approved and then applied as earned or returned in accordance with a determina-
tion of the sum due as Federal and State royalty on the basis of such approved
participating area.

Whenever it is determined, subject to the approval of the Supervisor
ag to wells on Federsal land, the Commissioner ss to wells on State land, and the
Commission as to patented land, that a well drilled under this agreement is not
capable of production in paying quantities and inclusion of the land on which it
is situated in a participating area is unwarranted, production from such well,
for the purposes of settlement among all parties other than working interest
owners, shall be allocgted to the land on which the well is located so long as
such land is not within a participating area established for the pool or deposit
from which such productlen is obtained. Settlement for working interest benefits

from such a well shall be made as provided in the unit operasting agreement.
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12. ~ UCTION

A1l unitized substances produced from each participating area estab-
lished under fhis.agreement, except any part’thereof uged in conformity with
good operating practices within the unitized area for drilling, operating, camp
and other productlon or development purposes, for repressuring or recycling inl
accordance with a plan of development approéed by the Commission, the Commis-
sloner, and the Supervisor, or unavoidably lost, shall be deemed to be produced
equally on the acreage basis from the several tracts of unitized land of the
participating area established for such production and, for the purpose of deter-
mining any benefits accruing under this agreement, each such tract of unitized
land shall have allocated to it such percentage of said production as the number
of acres of such tract included In said participating area bears to the totasl
acres oflunitized land in said participating area, except that allocation of
production hereunder for purposes other than for settlement of the royalty, and
overriding royalty, shall be on the basis prescribed in the unit operating agree-
ment whether in conformity wlth the basis of allocation herein set forth or other-
wise. It is hereby asgreed that production of unitized substances from & partici-
pating area shall be allocated as provided herein regardless of whether any wells
are drilled on sny particular part or tract of said participating area. If any
gas produced from one participating area is used for repressuring or recycling
purposes in another participating srea, the first gas withdrawn from such last
mentioned participating area for sale during the life of this agreement shall be
considered to be the ggs so transferred until an amount equal to that transferred
shell be so produced for sale and such gas sghall be allocated to the participat-
ing area from which initially produced as constituted at the time of such final
production.

13.

DRILLING OF WELLS NOT MUTUALLY AGRFED UFON,

Any party or partles hereto owning or controlling the working interests

or a majority of the working interests in any unitized land having thereon a
regular well location may, with the approval of the Supervisor as to Federal land,
or the Commission as to State land and privately-owned land, and subject to the
provisions of the unit operating agreement, at such party's sole risk, cost and
expense, drill a well to test any formation for which a participating area has

not been established or to test any formation for which a participating area has
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been established if such location is not within said participating area, or drill
any well not mutually agreed to by all interested parties, unless within ninety
days of receipt of notice from said party of his intention to drill the well the
Unit Operator elects and commences to drill such well in like manner as other
wells are drilled by the Unilt Operator under this agreement.

If any well drilled as aforesaid by a working interest owner resultis
in production such that the land upon which it is situated may properly be in-
cluded in a participating ares, such particiﬁating area shall be established or
enlarged as provided in this agreement, and the party or parties paying the cost
of drilling suech well shall be reimbursed as provided in the unit operating sgree-
ment for the cost of drilling such well, and the well shall thereafter be operated
by Unlt Operator in accordance with the terms of this agreement and the unit
operating agreement.

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

14. ROYALIY SEITLEMENT,

The United States and the State of New Mexico andAall royalty owners
who, under existing contracts, are entitled to take in kind a share of the sub-
stances now unitized hereunder produced from smy tract, shall hereafter be en~
1itled to the right to take in kind their share of the unitized substances al-
located to such tract, and Unit Operator, or in case of the operation of & well
by & working interest owner as herein in special cases provided for, such work-
ing interest owner, shsll mede deliveries of such royalty share taken in kind in
conformity with the applicable contracts, laws, and regulations. Settlement for
royalty interest not taken in kind shall be made by working interest owners
responsible therefor under existing contracts, laws, and regulations, on or be-
fore the last day of each month for unitized substances produced during the
preceding calendar month; provided, however, that nothing herein contaiﬁed shall
operate to relieve the lessees of any land from thelr respective lease obligations

for the payment of any royalties due under their leases.
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If gas obtained from lands not subject to this agreement is introduced
into any participating area of the lands being operated hereunder, for use in
repressuring, stimulation of production, or increasing ultimate recovery, which
shall be in conformity with a plan first approved by the Commission, the Commis-
sioner, and the Supervisor, a like amount of gas, after settlement as herein
provided for any gas transferred from any other participating area and with due
allowance for loss or depletlion from any cause, may be withdrawn from the for-
mation into which the gas was introduced, royalty free as to dry gas, but not
as to the products extracted therefrom; provided that such withdrawal shall be
at such time as may be provided in the plan of operations or as may otherwise
be consented to by the Commission, the Commissioner, and the Supervisor, as con-
forming to good petroleunm engineering practice, and provided further, that such
right of withdrawal shall terminate on the termination of this unit agreement.

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

Royalty due on account of State and privately-owned lands shall be com-
puted and paid on the basis of all unitized substances allocated to such lands.

15. RENT T T

Rental or minimum royalties due on leases committed hereto shall be
paid by working interest owners responsible therefor under existing contracts,
laws, and regulations, provided that nothing herein contained shall operate to
relieve the lessees of any land from their respective lease obligations for the
payment of any rental or minimum royalty in lieu thereof due under their leases.
Rental or minimum royalty for lands of the United States subject to this agree-
ment shall be paid at the rate specified in the respective leases from the United
States unless such rental or minimum royalty is waived, suspended, or reduced by

law or by approval of the Secretary or his duly authorized representative.
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Rentals on State of New Mexico lands subject to this agreement shall
be pald at the rates specified in the respective leases.

With respect to any lease on non-Federal land, if and when committed
to this agreement, containing provisions which would terminate such lease un-
less drilling operations were within the time therein specified commenced upon
the land covered thereby or rentals paid for the privilege of deferring such
drilling operations, the rentals required thereby shall, notwithstanding any
other provision of this agreement, be deemed to accrue and become payable dur-
ing the terms thereof as extended by this agreement and until the required drill-
ing operations are commenced upon the land covered thereby or some portion of
such land is included within a participating area.

16. CONSERVATION.

Operatlions hereunder and production of unitized substances shall be con-
ducted to provide for the most economical and efficient recovery of said sub-
stances without waste, as defined by or pursuant to State or Federal law or regu-
lation.

17. DRAINAGE,

The Unit Operator shall take appropriate and adequate measures to pre-
vent drainage of unitized substances from unitized land by wells on land not sub-
Jjecet to this agreement, including wells on adjacent unit areas, or with the consent
of the Director or the Commissioner, respectively, pursuant to applicable regu-
lations pay a fair and reasonasble compensatory royaliy as determined by the
Supervisor for Federal lands or as approved by the Commissioner for State lands.

18,

The terms, conditions, and provisions of all leases, subleases, and
other contracts relating to exploration, drilling, development, or operation for
oll or gas of 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 as to Federal leases and the Commissioner as
to State leases shall and each by his approval hereof, or by the approval hereof
by his duly authorized representative, does hereby establish, alter, change, or
revoke the drilling, producing, rental, minimum royalty, and royalty require-

ments of Federal and State leases committed hereto and the regulations in respect
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thereto to conform said requirements to the provisions of this agreement, and,
without 1limiting 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 and every part or separately-owned
tract subject to this agreement, regardless of whether there is any development
of any particular part or tract of the unit area, notwithstanding anything to the
contrary in any lease, operating agreement or other contract by and between the
partles hereto, or their respective predecessors in interest, or any of them.

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

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

(d) EFach lease, sublease or contract relating to the exploration,
drilling, development or operation for oil or gas of lands other than those of
the United States, committed to this agreement, which, by its terms might ex=-
pire 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; provided, however, each such
lease, sublease or contract, where not already extended by production, shall only
be extended in the event unitized substances are capable of being produced from
gome part of the lands embraced in such lease committed to this agreement, or
some part of said lands are committed to a participating area prior to the
expiration of the primary term of such lease, sublease or contract. Termination
of this agreement shall not affect any lease which, pursuant to the terms thereof

or applicable law, shall continue in full force and effect thereafter.
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(e) Any Federal lease for a fixed term of twenty years or any renewal
thereof or any part of such lease which is made subject to this agreement shall
continue in force beyond the term provided therein until the termination hereof.
Any other Federal lease committed hereto shall continue in force beyond the term
so provided therein or by law as 1o the committed land so long as such lease re=-
mains subject hereto, provided, that production is had in paying quantities under
this agreement prior to the expiration date of the term of such lease.

(f) Each sublease or contract relating to the operation and develop-
ment of unitized substances from lands of the United States committed to this
agreement, which by its terms would expire prior to the time at which the under-
lying lease, as extended by the immediately preceding paragraph, will expire,
is hereby extended beyond any such term so provided therein so that it shall be
continued in full force and effect for and during the term of the underlying
lease as such term is herein extended.

(g) The segregation of any Federal lease committed to this agreement
is governed by the following provision in the fourth paragraph of Sec. 17(b) of
the Act of February 25, 1920, as amended by the Act of July 29, 1954, (68 Stat.
583,585): "Any (Federal) lease hereafter committed to any such (unit) plan em-
bracing 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 com~
mitted and the lands not committed as of the effective date of unitization; pro-
vided, 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 thereafier as oil or gas is produced
in paying quantities.™

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

unitized substances are discovered and are capable of being produced in paying
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continued in full force and effect for and during the term of the underlying

lease as such term is herein extended.

(g) The segregation of any Federal lease gommitted to this agreement

is governed by the following provision in the fourth/paragraph of Sec. 17(b) of

the Act of FebruarW\ 25, 1920, as amended by the of July 29, 1954, (68 Stat.

583, 585): "Any (Fed¥ral) lease hereafter compftted to any such (unit) plan em—
bracing lands that are part within and in jpart outside of the area covered
by any such plan shall be \gegregatied into ;;parate leases as Lo the lands com~
mitted and the lands not co {ij

tted as of ; effective date of unitization; pro-

vided, however, that any such {ease as;to the nonunitized portion shall continue
in force and effect for the 1e the#;éf but for not less than two years from

fiong thereafter as o0ll or gas is produced
§

the date of such segregation and

in paying quantities.” , ’
(h) Any lease embraciﬁg’ ands of the State of New Mexico, which is

made subject to this agreement,‘shall S%Stinue in force beyond the term provided

til the termination hereof, provided,

therein as to the lands cemmiggéd hereto
however, termination of thlsiﬁgreement shall not affect any such lease which
pursuant to the terms there ; or applicable \law shall continue in full force and
effect thereafter. ;f
(i) Any 1eag§, other than a Federdl lease, having only a portion of
its lands committed he;?io shall be segregated ak to the portion committed and
the portion not commi géd, and the provisions of sjch lease shall apply sepa-
rately to such segref ted portions commencing as of‘the effectlive date hereof.
In the event any sui% lease provides for a lump~sum ‘ tal payment, such payment
shall bhe prorated iétween the portions so segregated inyproportion to the acre~
age of the respegtive tracts. Provided, however, notwitégtanding any of the
provisions of 1 ;s.agreement 40 the contrary, any lease e : acing lands of the
State of New co having only a portion of its lands commiffed hereto shall
continue in féil force and effect beyond the term provided thenein as to all
lands embraced in sueh lease, if unitized substances are dlscoveﬁgd and are cap=-
able of belng produced in paying quantitlies from some part of the iands embraced
in such lease, or from a well spacing unit defined or approved by the Commission
includingrsome part_of the lands embraced in such lease, committed to thls agree-

ment, or if production in paying quantities is being produced from some part of

the lands embraced in such lease cutside this unit area, at the expiration of
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quantities from some part of the lands embraced in such lease committed to this
agreement at the expiration of the secondary term of such lease; or if, at the
expiration of the secondary term, the lessee or the Unit Operator is then engaged
in bona fide drilling or reworking operations on some part of the lands embraced
in such lease, the same &8s to all lands embraced therein shall remain in full
force and effect so long as such operations are being diligently prosecuted, and
if they result in the production of unitized substances, said lease shall con~
tinue in full force and effect 8s to all of the lands embraced therein, so long
thereafter as unitized substances in paying quantities are being produced from
any portion of said lands. |
19. COVENANTS RUN WITH LAND.

The covenants herein shall be construed to.be covenants running with
the land with respect to the interest of the parties hereto and their successors
in interest until this sgreement terminates, and any grant, tranéfer, or convey-
ance, of interest in land or leases subject hereto shall be and hereby is con-
ditioned upon the asssumption of all privileges and obligations hereunder by the
grantee, transferee, or other successor <in interest. No assignment or transfer
of any working interest, royalty, or other interest subject hereto shall be bind~
ing upon the Unit Operator until the first day of the calendar month after Unit
Operater 1s furnished with the origipal, photostatlc, or certified copy of the
instrument of transfer. ?

20. EEFECTIVE DATE AND .TFRM.

This agreement shall become effective upon approval by the Commissioner
and the Director, or their ddly authorized representatives, as of the firgt day
of the month following approval by the Director and shall remain in effect until
July 1, 1960, and so long thereafter as unitized substances can be produced in
paying quantities, 1l.e., in this particular instance in quantities sufficient to
pay for the costs of produclng same from wells on unitized land within any partici-
pating area established hereunder and, should production cease, so long thereafter
as diligent operations are in progress for the restoration of production or discovery
of new production and so long thereafter as the unitized substances so discovered can
be‘produced ag aforesald, or it is terminated as heretofore provided in this agreement.

This agreement may be terminated at any time by not less than seventy~

five percent, on an acreage basis, of the owners of working interests signatory
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the secondary term of such lease; or if, at the expiration of the secondary term,
the lesgee or the Unit Operator is then engaged in bona fidﬁ/grilling or rework-
ing operations on some part of the lands embraced in such Yease, or on a well

7

spacing unit defined or approved by the Commission inclu ing some part of the

lands embraced in\such lease, the same as to all lands/embraced therein shall re-

main in full foree ynd effeet so long as such operatfons are being diligently
prosecuted, and if tAey result in the production of unitized substances, said
lease shall continue iX full force and effect asfto all lands embraced therein,
and so long thereafter af unitized substances paying quantities are being
produced from any portion gaid lands.
| 19.

’ shall bejzonstrued to be covenants running with

The covenants here

&
the land with respect to the intérest og the parties hereto and their successors
in interest until this agreement tgrmynates, and any grant, transfer, or convey-

ance, of interest in land or 1easesf£ubJect hereto shall be and hereby is con-

ditioned upon the assumption of al§ pwiv1leges and obligations hereunder by the

.}‘ 7

grantee, transferee, or other suébessor in interest. No assignment or transfer
; ‘!

of any working interest, reyalgg, or otﬁerrlnterest subject hereto shall be bind-

ing upon the Unit Operator un‘zl the firs% day of the calendar month after Unit

Operator is furnished with fhe original, ph@tostatlc, or certified copy of the

kS
E
S

instrument of transfer. ;

iZ
20. EFFECTIVE DATE AND TERM..

This agreemght shall become effectzba the first day of the month fol-

%

¥
o
o

lowing approval by the Director or his duly authoﬁiged representative and shall

remain in effect unt%i July 1, 1960, and so long thé&eafter as unitized substances

can be produced in ;aying quantities, i.e., in this p tlcular instance in quanti-
3

ties sufficient tofbay for the costs of producing same om‘wells on unitized

land within any girticlpating area established hereunder hnd, should production

}f\x"n

cease, so long thereafter as. dillgent operations are in prdgress for the resto=-
ration of prodﬁctian or discovery of new production and so lagg thereafter as
the unitized substances.so discovered can be produced as aforeSald, or 1t is
terminated as heretofore provided in this agreement.

This agreement may be terminated at any time by not less than seventy~

five percent, on an acreage basls, of the owners of working interests signatory
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hereto, with the approval of the Commissioner and the Director; notice of any
such approval to be given by the Unit Operator to all parties hereto.
21. RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION,

All unit production and the disposal thereof shall be in conformity
with allocations, allotments and quotas made or fixed by any duly authorized
person or regulatory body under any Federal or State statute. The Director is
hereby vested with authority to alter or modify from time to time, in his dis-
cretion, the rate of prospecting and development and within the limits made or
fixed by the Commission to alter or modify the quantity and rate of production
under this agreement, such authority being hereby limited to alteration or modi-
fication in the public Iinterest, the purpose thereof and the public interest to
be served thereby to be stated in the order of alteration or modification; pro-
vided, further, that no such alteration or modification shall be effective as
to any land of the State of New Mexico as to the rate of prospecting and develap-
ment in the absence of the specific written approval thereof by the Commissioner
and as to any lands of the State of New Mexico or privately-owned lands subject
to this agreement as to the quantity and rate of production in the absence of
specific writien approval thereof by the Commission.

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

22. CONFLICT OF SUPERVISION.

Neither the Unit Operator nor the working interest owners nor any of
them shall be subject to any forfeiture, termination or expiration of any rights
hereunder or under any leases or.contracts subject hereto, or to any penalty or
liability on account of delay or failure in whole or in part to comply with any
applicable provision thereof to the extent that the said Unit Operator, working
interest owners or any of them are hindered, delayed or prevented from complying
therewith by reason of failure of the Unit Operator to obtain, in the exercise
of due diligence, the concurrence of proper representatives of the United States
and proper representatives of the State of New Mexico in and about any matters
or thing concerning which it is required herein that such concurrence be ob-
tained. The parties hereto, including the Commission, agree that all powers and
authority vested in the Commission in and by any provisions of this contract are

vested in the Commission and shall be exercised by it pursuant to the provisions
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of the laws of the State of New Mexico and subject in any case to appeal or
judicial review as may now or hereafter be provided by the laws of the State of
New Mexico.

23. APP CES

Unit Operator shall, after notice to other parties affected, have the
right to appear for or on behalf of any and all interests affected hereby before
the Departmeni of the Interior and the Commlssion and to appeal from orders issued
under the regulations of said Department and/or Commission or to apply for relief
from any of said regulations or in any proceedings relative 1o operations before
the Department of the Interior, the Commission, or any other legally constituted
authority; provided, howevér, that any other interested party shall also have
the right at his own expense to be heard in any such proceeding.

24. NOTICES,

A1l notices, demands or statements required hereunder to be given or
rendered to the parties hereto shall be deemed fully given if given in writing
and personally delivered to the party or sent by postpaid registered meil, ad-
dressed to such party or parties at their respective addresses set forth in con-
nection with the signatures hereto or to the ratification or comsent hereof or to
such other address ag any such party may have furnished in writing to party send-
ing the notice, demand or statement.

25. 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 of the United States, or regulations issued there-~
under in any way affecting such party, or as a walver by any such party of any
right beyond his or its authority to waive.

26. UNAVOIDABLE DELAY,

All obligations under this agreement requiring the Unit Operator to
commence or continue drilling 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 despite the exercise of due care and diligence
is prevented from complying with such obligations, in whole or in part, by
gtrikes, acts of God, Federsl, State, or municipal law or agencies, unavoidsble

accidents, uncontrollable delays in transportation, inability to obtain necessary
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materials in open markei, or other matters beyond the reasonable control of the
Unit Operator whether similar to matters herein enumerated or not.
27. FAIR EMPLOYMENT, |

In connection with the performance of work under this agreement, the
Unit Operator agrees not to discriminate against any employee or applicant for
employment because of race, religion, color, or national origin., The aforesald
provision shall include, but nbt be limited to, the following: employment, up-
grading, demotion, or transfer; recruitment or recruitment advertising, layoff
or termination; rates .of pay or other forms of compensation; and selection for
training, including apprenticeship. The Unit Operator agrees to post hereafter
in conspicuous places, available for employees and applicants for employment,
notices to be provided by the contracting officer setting forth the provisions
of the nondiscrimination clause.

The Unit Operator agrees ito insert the foregoing provision in sll sub-
contracts hereunder, except subcontracts for siandard commercial supplies or
raw materials.

28. L0SS QF TITLE,

In the event title to any tract of unitized land shall fail and the
true owner cannot be induced to Jjoin in this unit agreement, so that such tract
is not fully committed to this agreement and the operation thereof hereunder
becomes impractical as a result thereof, such {iract shall be automatically re-
garded as not commitied heretoc and there shall be such readjustment of future
costs and benefits as may be required on account of the loss of such title. In
the event of a dispute as to title as to any royalty, working interest, or other
interests subject thereto, payment or delivery on account thereof may be withheld
without liability for interest until the dispute is finally settled; provided, |
that as 10 Federal land and State land or leases, no paymentis of funds due the
United States or the State of New Mexico should be withheld, but such funds of
the United States shall be depeosited as directed by the Supervisor, and such
funds of the State shall be deposited as directed by the Commissioner, to be held
as unearned money pending final settlement of the title dispute, and then applied
as earned or returned in accordance with such final settlement.

Unit Operator as such is relieved from any responsibility for any de=-

fect or failure of any title hereunder.
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29. NON-JOINDER AND SUBSEQUENT JOINDER,

If the owner of any substantial interest in a tract within the unit
area fails or refuses to subscribe or consent to this agreement, the owner of
the working interest in that tract may withdraw sald tract from this agreement
by written notice to the Director, the Commissioner and the Unit Operator prior
to the spproval of this agreement by the Director. Any such tract not so with-
drawn shall be considered ags unitized, and any necessary adjustments of royalty
occasioned by fallure of the royalty and record owner to joln will be for the
account of the corresponding working interest owner. Any oil or gas interests
in lands within the unit area not committed hereto prior to submission of this
agreement for final approval may thereafter be commltted hereto by the owner or
owners thereof subscribing or consenting to this agreement, and, if the interest
is a8 working interest, by the owner of such interest also subscribing to the unit
operating agreement. Joinder to the unit agreement by a working interest owner,
at any time, must be accompanied by appropriate joinder to the unit operating
agreement, if more than one commiited working interest owner is involved, in
order for the interest t0 be regarded as effectively committed to this unit agree-
ment. "After operations are commenced hereunder, the right of a subsequent joinder,
as provided in this section, by a working interest owner is subject to such re=-
quirements or spprovals, if any, pertaining to such joinder, as may be provided
for in the unit operating agreement. After final approval hereof, Joinder by a
non-working interest owner must be consented to in writing by the working interest
owner committed hereto and responslble for the payment of any benefits that may
sccrue hereunder in behalf of such non-working interest. Joinder by any owner
of a non-working interest at any time must be accompanied by appropriate Joinder
by the owner of the corresponding working interest in order for the interest to
be regarded ag effectively committed hereto. FExcept as may otherwise herein be
provided, subsequent Jjoinders to this agreement shall be effective as of the
first day of the month following the filing with the Commissioner and the Super-
visor of duly executed counterparts of all or any papers necessary to establish
effective commitment of any tract to thls agreement unless objection to such
Joinder is duly made within sixty days by the Director or the Commissioner.

30. COUNTERPARTS,
This agreement may be executed in any number of counterparts, no one

of which needs to be executed by all parties or may be ratified or consented to
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by separate instrument in writing specifically referring hereto and shall be
binding upon all those parties who have executed such a counterpart, rafification,
or consent hereto with the same forcg and effect as if all such parties had
signed the same document and regardless of whether or not it 1s executed by all
other parties owning or claiming an interest in the lands within the sbove=-

deseribed unit ares,

IN WITNESS WHEREQF, this unit agreement is executedvby the undersigned

parties hereto .as of the dates set opposite their respective signatures.

UNIT OPERATOR AND WORKING INTEREST OWNER
WILSHIRE OIL COMPANY OF TEXAS

Date: , : By

Vice President
ATTEST:

Assistant Secretary
Leggett Building
Midland, Texas

OTHER WORKING INTEREST OWNERS
CARPER DRILLING COMPANY

Date: i By

President
ATTEST:

Secretary
200 Carper Building
Artegia, New Mexico

SINCLAIR OIL & GAS COMPANY

Date: By

Vice President
ATTEST:

Assistant Secretary
Sinclair Building
.Tulsa, Oklahoma
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PHILLIPS PETROLEUM COMPANY

Date: By

ATTEST:

Assistant Secretary
Bartlesville, Qklahoma

Date: By

" Vice President

ATTEST:

Assistant Secretary

Date:

Vice President

Address:

Paul 0. Sergant

Witnessa:

OTHER PARTIES
Date:

Address:

Witness:

Date:

Bermitef—Piadt

Address:

Paul Childress

Witness:

Date:

Address:

Witness:

Date:

Address:

Witness:
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P. O. BOX 933 PHONES: MAIN 2.5230
. OR MAIN 2-0420

7 f ?;","t o~
“On FOSTER MORRELL
. PETROLEUM CONSULTANT
/;/ . NICKSON HOTEL BUILDING
Dy 0o RosweLL, NEw MEXICO

October 8, 1957

Mr. A. L. Porter

Secretary and Director

New Mexico 0il Conservation Commission
P. 0. Box 871

Santa Fe, New Mexico

Re: Seven Rivers Hills Unit Agreement
Eddy County, New Mexico

Dear Mr. Porter:

On September 27, 1957, the Acting Director of the Geological
Survey approved the Seven Rivers Hills Unit Agreement embracing 10,995.88
acres of land in T. 20 S., R. 26 E., and T. 21 S., R. 25 E., N.M.P.M.,
Eddy County, New Mexico. This agreement is designated by the Department
of Interior as Contract No. 14-08-001-3900 and is effective as of
October 1, 1957.

An executed counterpart of the approved Unit Agreement and
Unit Operating Agreement for the Seven Rivers Hills Unit Area is filed
herewith for your records pursuant to Section 5 of the Commission's
Order No. R-973, dated April 5, 1957, in Case No. 1224.

Wilshire 0il Company of Texas, Leggett Bullding, Midland, Texas,
is designated under these agreements as the Unit Operator.

Very truly yours,

FM/as Foster Morrell
Enclosures

cc: Mr., Clyde N. Stone
Wilshire Oil Company of Texas
Leggett Building
Midland, Texas
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE SEVEN RIVERS HILLS UNIT AREA
COUNTY OF EDDY
STATE OF NEW MEXICO

NO. _IM-0f-001-39D8

THIS AGREEMENT, entered into as of the zsﬁ?day of M

raijl, by and between the partlies subscribing, ratifying or consenting hereto,

and herein referred to ag the "parties hereto,"

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

WHEREAS, the Mineral lLeasing Act of February 25, 1920, 41 Stat. 437,
as amended, 30 U.S.C. Sec. 181 et seq., authorizes Federal lessees and their
representatives to unite with each other, or jointly or separately with others,
in collectively adopting and operating a cooperative or unit plan of 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 when-
ever 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 Sfate of New Mexico
is authorized by an act of the lLegislature (Chapter 88, Laws 1943) to consent to
and approve the development or operation of lands of the State of New Mexico
under thls agreement; and

WHEREAS, the (il Conservation Commission of the State of New Mexico
ig authorized by an act of the Legislature (Chapter 72, Laws 1935, as amended
by Chapter 193, Laws of 1937, Chapter 166, Laws of 1941, and Chapter 168, Laws
of 1949) to approve this agreement and the conservatlion provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests in the Seven
Rivers Hills 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 obtainable through develop-
ment and operation of the areé subject to this agreement under the terms, con-
ditions, and limitations herein set forth;

NOW, THEREFORE, in consideration of the premises and the promises herein

contained, the parties hereto commit to this agreement thelr respective interests



in the below=defined unit area, and agree severally among themselves as

follows:

The Mineral Leasing Act of February 25, 1920, as amended, supra, and
all valid pertinent regulations, including operating and unit plan regulations,
heretofore issued thereunder or valid pertinent and reasonable regulations here-
after 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 1o non-Federal lands, the cil and gas operating regula-
tions in effect as of the effective date hereof governing drilling and producing
operations, not inconsistent with the terms hereof or the laws of New Mexico are
hereby accepted and made a part of this agreement.

2. INIT ABEA.
The following-~described land is hereby designated and recognized as

constituting the unit area:

Acres

Section 19: Lots 3,4, SiNEE, E:Sws, SER 400.04
Sections 20, 21, 22: All 1,920.00
Section 27: NW&, WhSwi 240.00
Sections 28, 29: All 1,280.00
Section 30: Lots 1,2,3,4, E%WL, E% (all) 639.84
Section 31: Lots 1,2,3,4, EsWs, Es (all) 639.84
Sections 32, 33: All 1,280.00
Section 3: Lots 2,3,4,5,12,13, NW%SW% 246.31
Section 4: Lots 1 through 16, SWi, N5SEE, SWiSER 876.80
Section 5: Lots 1 through 16, s% (all) 917.98
Section 6: Lots 1 through 18, EzSW#, SEx (all) 918.27
Section 7: lLots 1,2,3,4, EsWs, Ei (all) 638.88
Section 8: N%, SW%, NZSEL, SWisEL 600.00
Section 9: NsNWi 80.00
Section 18: Lots 1,2,3,4, E3NWL, WiNEE 317,92
Total 10,995.88

Exhibit "A" attached hereto is a map showing the unit area and the
boundaries and identity of tracts and leases in said area 1o the extent known to
the Unit Operator. Exhibit "B" attached hereto is a schedule showing to the ex-
tent known to the Unit Operator the acreage, percentage, and kind of ownership
of oil and gas interests in all land in the unit area. However, nothing herein
or in said schedule or map shall be construed as a representation by any party
hereto as to the ownership of any interest other than such interest or interests

as are shown in said map or schedule as owned by such party. Exhibits "A" and
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"B" shall be revised by the Unit Operator whenever changes in the unit area
render such revision necessary, or when requested by the 0il and Gas Supervisor,
hereinafter referred to as "Supervisor," or when requested by the Commissioner
of Public Lands of the State of New Mexico, hereinafter referred to as ."Commis-
sioner," and not less than six copies of the revised exhlbits shall be filed with
the Supervisor and copies thereof shall be'filed with the Commissioner and the
New Mexico 01l Conservation Commission, hereinafter referred to as the "Commission."

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

(a) Unit Operator, on its own motion or on demand of the Director of
the Geological Survey, hereinafter referred to as "Director," or on demand of
the Commissioner, after preliminary concurrence of the Director, shall prepare
a notice of proposed expansion or contraction describing the contemplated changes
in the boundaries of the unit area, the reasons therefor, and the proposed ef-
fective date thereof, preferably the first day of & month subsequent to the date
of notice.

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

(c) Upeon expiration of the 30-day perlod provided in the preceding
item (b) hereof, Unit Operator shall file with the Commission, the Commissioner,
and the Supervisor evidence of mailing of the notice of expansion or contrac-
tion and a copy of any objections thereto which have been filed with the Unit
Operator, togetﬁer~with an gpplication in sufficient number, for approval of
such expansion or coentraction, and with appropriate Joinders.

(d) After due consideration of all pertinent information, the expan-
sion or contraction shall, upon approval by the Commission, the Commissioner, and

the Director, become effective as of the date prescribed in the notice thereof.
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(e) A1l legal subdivisions of unitized lands (i.e., 40 acres by Govern~
ment survey or its nearest lot or tract equivalent in instances of lrregular sur-
veys, however, unusually large lots or tracts shall be considered in multiples
of 40 acres, or the nearest aliquot equivalent thereof, for the purpose of elimin-
ation under this subsection), no parts of which are entitled to be in a partici-
pating area within five years after the first day of the month following the
effective date of the first initial participating area established under this
unit agreement, shall be eliminated automatically from this agreement, effective
as of the first day thereafter, and such lands shall no longer be a part of the
unit area and shall no longer be subject to this agreement, unless at the ex-
piration of said 5-year peried diligent drilling operations are in progress on
unitized lands not entitled to participation, in which event all such lands shall
remain subject hereto for so long as such drilling operations are continued dili-
gently, with not more than 90 days' time elapsing between the completion of one
such well and the commencement of the next such well, except that the time allowed
between such wells shall not expire earlier than 30 days after the expiration of
any period of time during which drilling operations are prevented by a matter
beyond the reascnable control of Unit Operator as set forth in the section hereof
entitled "Unavoidable Delay”; provided that all legal subdivisions of lands not
in a participating area and not entitled to become participating under the ap-
plicable provisions of this agreement within 7 years after said first day of the
month following the effective date of said first initial participating area shall
be eliminated as above gpecified. Determination of creditable "Unaveoidable
Delay"” time shall be made by Unit Operator and subject to approval of the Com-
missioner and the Director. The Unit Operator shall, within 90 days after the
effective date of any elimination hereunder, describe the area so eliminated
to the satisfaction of the Commissioner and the Director and promptly notify all
parties in interest.

If conditions warrant extension of the 7~year period specified in
this subsection 2(e), a single extension of not to exceed 2 years may be accom-
plished by consent of the owners of 90% of the current unitized working interests
and 60% of the current unitized basic royalty interests (exclusive of the basic
royalty interests of the United States), on a total-nonparticipating-acreage
basis, respectively, with approval of the Commissioner and the Director, pro-

vided such extension application is submitted to the Commissioner and the
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Director not later than 60 days prior to the expiration of said 7-year
period.

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

sidered automatic commitment or recommitment of such lands.

A1l land committed to this agreement shall constitute land referred to
herein as "unitized land" or "land subject to this agreement." All oil and gas
in any and all formations of the unitized land are unitized under the terms of
this agreement and herein are called "unitized substances."

4. UNIT OPERATOR.

Wilshire 011 Company of Texas, a Delaware corporation with offices at
Midland, Texas, is hereby designated as Unit Operator and by signature hereto
as Unit Operator agrees and consents to accept the duties and obligations of Unit
Operator for the discovery, development, and production of unitized substances
as herein provided. Whenever reference is made hereln to the Unit Operator,
such reference means the Unit Operator acting in that capacitiy and not as an
owner of interest in unitized substances, and the term "working interest owner®
when used herein shall include or refer to Unit Operator as the owner of a work-

ing interest when such an interest is owned by it.

Unit Operator shall have the right to resign at any time prior to the
establishment of a participating area or areas hereunder, but such resignastion
shall not become effective s0 as to release Unit Operator from the duties and
obligations of Unit Operator and terminate Unit Operator's rights as such for
a period of six months after notice of intention to resign has been served by
Unit Operator on all working interest owners and the Commission, the Commissioner,
and the Director, and until a8ll wells then drilled hereunder are placed in a
satisfactory condition for suspension or abandonment whichever is required by
the Supervisor as to Federal lands and by the Commission as to other lands, un-
less a new Unit Operator shall have been selected and approved and shall have
taken over and assumed the duties and obligations of Unit Operator prior ito the
expiration of said period.

Unit Operator shall have the right to resign in like manner and sub-

Ject to like limitations as above provided at any time a participating area
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established hereunder is in existence, provided, that such resignation shall not
relegase Unit Qperator from any liability for any default by it hereunder occur-
ring prior to the effective date of its resignation.

The Unit Operator may, upon default or failure in the performance of
its duties or obligatiens hereunder, be subject to removal by the same percent-
age vote of the owners of working interests determined in like manner as herein
provided for the selection of a new Unit Opefator. Such removal shall be effec-
tive upon notiée thereof to the Commissioner and the Director.

At any time for any reason whatsoever there is no Unit Operator, until
a successor Unlt Operator is selected and approved as hereinafter provided, the
working interest owners shall be Jointly responsible for performance of the
duties of Unit Operator, and shall not later than thirty days before such resig-
nation or removal becomes effective appoint a common agent to represent them in
any action to be taken hereunder.

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

6. SUCCESSOR UNIT OPERATOR

Whenever the Uhit.Operator shall tender his or its resignation as Unit
Operator or shall be removed_as hereinabove provided, the owners of the working
interests in the participating area or areas according to their respective acre=-
age interests in such partiéipating area or areas, or until a participating area
shall have been éstablished,:the owners of the working interests according to
their respective acreage interests in all unitized land, shall by majority vote
select a successor Unit Operator; Provided, That, if a majority but less than
seventy-five percent of the working interests qualified to vote are owned by one
party to this agreement, a concurring vote of one or more additional working in-

terest owners shall be required to select a new operator. Such selection shall
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not become effective until (a) a Unit Operator so selected shall accept in writing
the duties and responsibilities of Unit Operator, and (b) the selection shall

have been approved by the Commissioner and the Director. If no successor Unit
Operator is selected and qualified as herein provided, the Commissioner and the
Director at their election may declare this unit agreement terminated.

7. ACCOUNTING PROVISTONS AND UNIT OPERATING AGREEMENT,

Costs and expenses incurred by Unit Operator in conducting unit oper-
ations hereunder shall be paid and apportioned among and borne by the owners of
working interests, all in accordance with the agreement or agreements entered
into by and between the Unit Operator and the owners of working interests, whether
one or more, separately or collectively. Any agreement or agreements, entered
into between the working interest owners and the Unit Operator as provided in
this section, whether one or more, are herein referred to as 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 pro-
portionate and allocated share of the benefits accruing hereto in conformity
with their underlying operating agreements, leases, or other independent con-
tracts, and such other rights and obligations as between Unit Operator and the
working interest owners as may be agreed upon by 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 unit agreement or to relieve
the Unit Operator of any right or obligation established under this unit agreement, .
and in case of any inconsistency or conflict between the unit agreementi and the
unit operating agreement, this unit agreement shall prevail., Three true copies
of any unit operating agreement executed pursuant to this section should be filed
with the Supervisor prior to approval of this unit agreement by the Director.

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR,

Except as otherwise specifically provided herein, the exclusive right,
privilege, and duty of exercising any and all rights of the parties hereto which
are necessary or convenlent for prospecting for, producing, storing, allocating,
and distributing the unitized substances are hereby delegated to and shall be
exercised by the Unit Operator as herein providéd. 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 obli-

gations of Unit Operator. Nothing herein, however, shall be construed to transfer
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title to any land or to any lease or operating agreement, it being understood
that under this dgreement the Unit Operator, in its capacity as Unit Operator,
shall exercise the rights of possession and use vested in the parties hereto
only for the purposes herein specified.

9. DRILLING TO DISCOVFRY,

Within six months after the effective date hereof, the Unit Operator
shall begin to drill an sdequate test well at a location approved by the Super-
visor if on Federal land or the Commission if on State or patented land, unless
on such effective date a well 1s being drilled conformably with the terms hereof,
and thereafter continue such drilling diligently until the upper portiion of the
San Andres formation has been tested or until at a lesser depth unitized sub-
stances shall be discovered which can be produced in paying quantities (to-wit:
quantities sufficlent to repay the costs of drilling, and producing operations,
with a reasonable profit) or the Unit Operator shall at any time establish to
the satisfaction of the Supervisor if on Federal land or the Commissioner if on
State land or the Commisslion 1f on patented land that further drilling of said
well would be unwarranted or Impracticable, provided, however, that Unit Opera-
tor shall not in any event be required to drill said well to a depth in excess
of 3000 feet. Within ninety days following completion of the aforesaid initial
test well upon the unilt area, Unit Operator shall commence the drilling of an
additional well and shall thereafter continue drilling operations thereon to
sald formation or depth &t a location selected by Unit Operator and approved by
" the Supervisor if on Federal land or the Commission if on State or patented
land, so spaced within the unit area as to determine so far as may be practi-
cable the productive acreage in the San Andres and shallower formations under- '
lying said unit area. Until the discovery of a deposit of unitized substances
capable of being produced-in paying quantities, the Unit Operator shall continue
drilling diligently one well at a time, allowing not more than six months be~
tween the completion of one well and the beginning of the next well, until a
well capable of producing unitized substances in paying quantities is completed
to the satisfactlon of said Supervisor, or until it is reasonably proved that
the unitized land is incapable of producing unitized substances in paying quan-
tities in the formetions drilled hereunder. Nothing in this section shall be
deemed to limit the right of the Unit Operator to resign as provided in Section

5 hereof, or as requiring Unit Operator to commence or continue any drilling
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during the period pending such resignation becoming effective in order to comply
with the requirements of this section. After completion of the two test wells
mentioned above, the Director may modify the drilling requirements of this sec-
tion by granting ressonable exténsions of time when, in his opinion, such action
is warranted. |

Upon failure to comply with the drilling provisions of this section,
the Commissioner and the Director may, after reasonable notice to the Unit Opera-
tor, and each working Interest owner, lessee, and lessor at their last known
addresses, declare this unit agreement terminated.

10. P 0 ! MENT AND OPERATIO

Within six months after completion of a well capable of producing uni-
tized substances in paylng quantities, the Unit Operator shall submit for the
approval of the Commission, the Commissioner, and the Supervisor an scceptable
plan of development and operstion for the unitized land which, when approved by
the Commission, the Commissioner, and the Supervisor, shall constitute the fur-
ther drilling and operating obligations of the Unit Operator under this agree-
ment for the perlod specified therein. From time to time before the expirstion
of any existing plan, the Unlt Cperator shall submit for the approval of the
Commission, the Commissioner, and the Supervisor & plan for an additlonal speci-
fied period for the development and operation of the unitized land. Any plan
submitted pursuant to this section shall provide for the exploration of the
unitized area and for the diligent drilling necessary for determination of the
area or areas thereof capable of producing unitized substances in paying quan-
tities in each and every productive formation and shall be as complete and ade-
quate as the Commission, the Commissioner, and the Supervisor may determine to
be necessary for timely development and proper conservation of the oll and gas
resources of the unitized area and shall (a) specify the number and locations
of any wells to be drilled and the proposed order and time for such drilling;
and (b) to the extent practicable specify the operating practices regarded as
necessary and advisable for proper conservation of natural resources. Separate
plans may be submitted for separate productive zomes, subject to the approval of
the Commission, the Commissioner, and the Supervisor. Sesid plan or plans shall
be modified or supplemented when necessary to meet changed conditions or to
protect the interests of all parties to this agreement. Reasonable diligence

shall be exercised in complying with the obligations of the approved plan of
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development. The Commissioner and the Supervisor are authorized to grant a reason-
able extension of the six-month period herein prescribed for submission of an
initial plan of development where such action is justified because of unusual con-
ditions or circumstances. After completion hereunder of a well capable of pro-
ducing any unitized substance in paying quantities, no further wells, execept such
as may be necessary to afford protection against operations not under this agree-
ment or such as may be specifically approved by the Commission, the Commissioner,
and the Supervisor, shall be drilled except in accordance with a plan of develop-
ment approved as herein provided, |
11. PARTICIPATION AFTER DISCOVERY,

Upon completion of a well capable of producing unitized substances in
paying quantities or as soon thereafter as required by the Commissioner or the
Supervisor, the Unit Operator shall submit for approval by the Commission, the
Commissioner, and the Director a schedule, based on subdivisions of the public-
land survey or aliquot parts thereof, of all unitized land then regarded as
reasonably proved to be productive of unitized substances in paying quantities;
all lands in said schedule on gpproval of the Commission, the Commissioner, and
the Director to constitute a participating area, effective as of the date of com=-
pletion of the well, or the effective date of this unit agreement, whichever is
later. Said schedule &lso shall set forth the percentage of unitized substances
to be allocated as herein provided to each unitized tract in the participating
area so established, and shall govern the allocation of preduction from and after
the date the participating area becomes effective. A separate participating
area shall be established in like mammer for each separate pool or deposit of
unitlized substances or for any group thereof produced as a sgingle pooi or zone,
and any two or more participating areas so established may be combined into one
with the consent of the owners of all working interests in the lands within the
participating areas so to be combined, on approval of the Commission, the Commis-
sioner and the Director. The participating area or areas so established shall
be revised from time to time, subject to like approval, whenever such action
appears proper as a result of further drilling operations or otherwise, to in-
clude additional land then regarded as reasonably proved to be productive in
paying quantities, or to exclude land then regarded as reasonably proved not to
be productive in paying quantities and the percentage of sllocation shall also

be revised accordingly. The effective date of any revision shall be the first
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of the month in which is obtained the knowledge or information on which such re-
vision is predicated, provided, however, that a more appropriate effective date

mey be used if justified by the Unit Operator and approved by the Director. No

land shall be excluded from a participating area on account of depletion of the

unitized substances.

It 1s the intent of this section that a participating areas shall rep-
resent the area known or reasonably estimated to be productive in paying quanti-
ties; but, regardless of any revision of the participating area, nothing herein
contained shall be construed as requiring any retroasctive adjustment for pro-
duction obtained prior to the effective date of the revision of the participating
aresa.

In the absence of agreementi at any time between the Unit Operator and
the Commission, the Commissloner, and the Director as to the proper definition
or redefinition of a participating area, or until a participating area has, or
areas have, been established as provided herein, the portion of all payments af-
fected thereby may be impounded in & manner mutually acceptable to the owners of
working Interests, except royalties due the United States and the State of New
Mexico, which shall be determined by the Supervisor and the Commissioner and the
amount thereof deposited a&s directed by the Supervisor, and the Commissioner,
respectively, to be held as unearned money until a participating area is finally
approved and then applied as earned or returned in accordance with a determina-
tion of the sum due as Federal and State royalty on the basis of such approved
participating area.

Whenever it is determined, subject to the approval of the Supervisor
as to wells on Federsl land, the Commissioner as to wells on State land, and the
Commigsion as to patented land, that a well drilled under this agreement is not
capable of production in paylng quantities aﬁd inelusion of the land on which it
is situated in a participating area is unwarranted, production from such well,
for the purposes of settlement among all parties other than working interest
OWners, shall be sllocated to the land on which the well is located =0 long as
such land is not within a participating area established for the pool or deposit
from which suchvpraducticn is obtained. Seitlement for working interest benefits

from such a well shall be made as provided in the unit operating agreement.
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12.  ALLOCATION QF PRODUCTION,

A1l unitized substances produced from each participating area estab-
lished under this agreement, except any part‘thereof used in conformity with
good operating prectices within the unitized area for drilling, operating, camp
and other production or development purposes, for repressuring or recycling in
accordance with a plan of development appro%ed by the Commission, the Commis~
sioner, and the Supervisor, or unavoidably lost, shall be deemed to be produced
equally on the acreage basis from the several tracts of unitized land of the
particlipating area established for such production and, for the purpose of deter-
mining any benefits aceruing under this agreement, each such tract of unitized
land shall have allocated to it such percentage of said production as the number
of acres of such tract included in said participating area bears to the total
gcres of_unitized land in sald participating area, except that sllocation of
production hereunder for purposes other than for settlement of the royalty, and
overriding royalty, shall be on the basis prescribed in the unit operating agree-
ment whether in conformity with the basis of allocation herein set forth or other-
wise. It is hereby agreed that production of unitized substances from a partici-
pating area shall be allocated as provided herein regardless of whether any wells
are drilled on any particular part or tract of said participating area. If any
gas produced from one participating area is used for repressuring or recycling
purposes in another participating area, the first gas withdrawn from such last
mentioned participating area for sale during the life of this agreement shall be
considered to be the gas 8¢ trensferred until an amount equal to that transferred
shall be so produced for sale and such gas shall be allocated to the participat-
ing area from which initially produced &s constituted at the time of such final

production.

13. DEVELOPMENT OR OPERATION OF NON~-PARTICTPATING LAND OR FORMATTONS AND
DRILLING OF WELLS NOT MUTUALLY AGREED UPON,

Any party or parties hereto owning or controlling the working interests
or a majority of the working interests in any unitized land having thereon &
regular well location mey, with the approval of the Supervisor as to Federal land,
or the Commission &s to State land and privately-owned land, and subject to the
provisions of the unit operating agreement, at such party's sole risk, cost and
expense, drill a well to test any formation for which a participating area has

not been established or to test any formation for which a participating area has
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been established if such location is not within said participating area, or drill
any well not mutually agreed to by all interested parties, unless within ninety
days of receipt of notice from said party of his intentlon to drill the well the
Unit Operator elects and commences to drill such well in like manner as other
wells sre drilled by the Unit Operator under this agreement.

If any well drilled as aforesaid by a working interest owner resulis
in production such that the lend upon which it is situated may properly be in-
cluded in a participating area, such particiﬁating area shall be established or
enlarged as provided in this agreement, and the party or parties paying the cost
of drilling such well shall be reimbursed as provided in the unit operating &agree-
ment for the cost of drilling such well, and the well shall thereafter he operated
by Unit Operator in accordance with the terms of this agreement and the unit
operating agreement.

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

14. ROYALTY SETTLEMFNT,

The United Ststes and the State of New Mexico and all royaliy owners
who, under existing contracts, are entitled to take in kind a share of the sub-
gtances now unitized hereunder produced from any tract, shall hereafter be en-~
titled to the right to take in kind their share of the unitized substances al~-
located to such tract, and Unit Operator, or in case of the operation of a well
by a working interest owner as herein in special ceses provided for, such work-
ing Interest owner, shall made deliveries of such royalty share taken in kind in
conformity with the applicable contracts, laws, and regulations. Settlement for
royalty interest not taken in kind shall be made by working interest owners
responsible therefor under existing contracts, laws, and regulations, on or be-
fore the last day of each month for unitized substances produced during the
preceding calendar month; provided, however, that nothing herein contained shall
operate to relieve the lessees of any land from their respective lease obligations

for the payment of any royalties due under their leases.
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If gas obtained from lands not subject to this agreement is introduced
into any participating area of the lands belng operated hereunder, for use in
repressuring, stimulation of production, or increasing ultimate recovery, which
shall be in conformity with a plan first approved by the Commission, the Commis-
sioner, and the Supervisor, a like amount of gas, after settlement as herein
provided for any gas transferred from any other participating area and with due
dllowance for loss or depletion from any cause, may be withdrawn from the for-
mation into which the gas was introduced, royalty free as to dry gas, but not
as to the~products extracted therefrom; provided that such withdrawal shall be
at such time as may be provided in the plan of operations or as may otherwise
be consented to by the Commission, the Commissioner, and the Supervisor, as con-
forming to good petroleun engineering practice, and provided further, that such
right of withdrawal shall terminate on the termination of this unit agreement.

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

Royalty due on account of State and privately-owned lands shall be com-
puted and paid on the basis of all unitized substances allocated to such lands.

15. RENT ET T

Rental or minimum royalties due on leases committed hereto shall be
pald by working interest 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 obligations for the
payment of any rental or minimum royalty in lieu thereof due under their leases.
Rental or minimum royalty for lands of the United States subject to this agree-
ment shall be paid at the rate specified in the respective leases from the United
States unless such rental or minimum royalty is waived, suspended, or reduced by

law or by approval of the Secretary or his duly authorized representative.
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Rentals on State of New Mexico lands subject to this agreement shall
be pald at the rates specified in the respective leases.

With respect to any lease on non-Federal land, if and when committed
to this agreement, containing provisions which would terminate such lease un-
less drilling operations were within the time therein specified commenced upon
the land covered thereby or rentals paid for the privilege of deferring such
drilling operations, the rentals required thereby shall, notwithstanding any
other provision of this agreement, be deemed to accrue and become payable dur-
ing the terms thereof as extended by this agreement and until the required drill-
ing operations are commenced upon the land covered thereby or some portion of
such land is included within a pariicipating area.

16. CONSERVATION.

Operations hereunder and production of unitized substances shall be con-
ducted to provide for the most economical and efficient recovery of said sub=
stances without waste, as defined by or pursuant to State or Federal law or regu-

lation.

17. DRAINAGE,

The Unit Operator shall take appropriate and adequate measures to pre-
vent drainage of unitized substances from unitized land by wells on land not sub-
ject to this agreement, including wells on adjacent unit areas, or with the consent
of the Director or the Commissioner, respectively, pursuani to applicable regu-
lations pay a falr and reasonable compensatory royalty as determined by the
Supervisor for Federal lands or as approved by the Commissioner for State lands.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED.

The terms, conditions, and provisions of gll leases, subleases, and
other contracts relating to exploration, drilling, development, or operation for
oil or gas of lands commitied io this agreement are hereby expressly modified
and amended to the extent necessary to make the same conform to the provisions
hereof, but otherwise 1o remain in full force and effect; and the parties hereto
hereby consent that the Secretary as to Federal leases and the Commissioner as
to State leases shall and each by his approval hereof, or by the approval hereof
by his duly authorized representative, does hereby establish, alter, change, or
revoke the drilling, producing, rental, minimum royalty, and royalty require-

ments of Federal and State leases commitied hereto and the regulations in respect
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thereto to conform said requirements to the provisions of this agreement, and,
without 1limiting the generality of the foregoing, all leases, subleases, and
contracts are particularly meodified 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 and every part or separately-owned
tract subject to this agreement, regardless of whether there is any development
of any particular part or tract of the unit area, notwithstanding anything to the
contrary in any lease, operating agreement or other contiract by and between the
parties hereto, or their respective predecessors in interest, or any of them.

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

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

(d) Each lease, sublease or contract relating to the exploration,
drilling, development or operation for oil or gas of lands other than those of
the United States, committed to this agreement, which, by its terms might ex=-
pire 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; provided, however, each such
lease, sublease or contract, where not already extended by production, shall only
be extended in the event unitized substances are capable of being produced from
some part of the lands embraced in such lease committed to this agreement, or
some part of said lands are committed to a participating area prior to the
expiration of the primary term of such lease, sublease or contract. Termination
of this agreement shall not affect any lease which, pursuant to the terms thereof

or applicable law, shall continue in full force and effect thereafter.
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(e) Any Federal lease for a fixed term of twenty years or any renewal
thereof or any part of such lease which is made subject to this agreement shall
continue in force beyond the term provided therein until the termination hereof.
Any other Federal lease committed hereto shall continue in force beyond the term
80 provided therein or by law as to the committed land so long as such lease re-
mains subject hereto, provided, that production is had in paying quantities under
this agreement prior to the expiration date of the term of such lease.

(f) Each sublease or contract relating to the operation and develop-
ment of unitized substances from lands of the United States committed to this
agreement, which by its terms would expire prior to the time at which the under-
lying lease, as extended by the immediately preceding paragraph, will expire,
is hereby extended beyond any such term so provided therein so that it shall be
continued in full force and effect for and during the term of the underlying
lease as such term is herein extended.

(g) The segregation of any Federal lease committed to this agreement
is governed by the following provision in the fourth paragraph of Sec. 17(b) of
the Act of February 25, 1920, as amended by the Act of July 29, 1954, (68 Stat.
583,585): m"Any (Federal) lease hereafter committed to any such (unit) plan em-
bracing 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 com-
mitted and the lands not committed as of the effective date of unitization; pro-
vided, however, that any such lease as to the nonunitized portion shall continue
in force and effect for the terﬁ 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.®

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

unitized substances are discovered and are capable of being produced in paying
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quantities from some part of the lands embraced in such lease committed to this
agreement at the expliration of the secondary term of such lease; or if, at the
expiration of the seccondary term, the lessee or the Unlt Operator 1s then engaged
in bona fide drilling or reworking operations on some part of the lands embraced
in such lease, the same as to all lands embraced therein shall remain in full
force and effect so long as such operations are being diligéntly prosecuted, and
if they result in the produetion of unitized substancea, said lease shall con-~
tinue in full force and effect as to all of the lands embraced therein, so long
thereafter as unitized substances in paying quantities are being produced from
any pertion of said larnds.
19. COUENANTS RIUN WITH LAND.
The covenants herein shall be construed to be covenants running with
the land with respect to the interest of the parties hereto and their successors
in interest until this agreement terminates, and any grant, transfer, or convey-
ance, of interest in land or leases subject hereto shall be and hereby is con-
ditioned upon the agsumpiion of all privileges and obligations hereunder by the
grantee, transferee, or other successor -in interest. No assignment or transfer
of any working interest, royalty, or other interest subject hereto shall be bind~
ing upon the Unit Qberator-until the first day of the calendar month after Unit
Operator is furnished with the original, photostatic, or certified copy of the
instrument of transfer. :
20. EEFECIIVE DATE AND TEEM,
This agreement shall become effective upon approval by the Commissioner
and the Director, or their auly authorized representatives, as of the first day
of the month following approval by the Director and shall remaln in effect until
July 1, 1960, and so long thereafter as unitized substances can be produced in
paying quantities, i.e., in this particular instance in quantities sufficient to
pay for the costs of producing same from wells on unitized land within any partieci-
pating area established hereunder and, should production cease, so long thereafter
as diligent operations are in progress for the restoration of production or discovery
of new production and so long thereafter as the unitized substances so discovered can
be.produced as aforesaid, or it is terminated as heretofore provided in this agreement.
This agreement may be terminated at any time by not less than seventy-

five percent, on an acreage basis, of the owners of working interests signatory
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hereto, with the approval of the Commissioner and the Director; notice of any
such approval to be given by the Unit Operator to all parties hereto.
21. RATE OF PROSPECTING, DEVELOPMFNT, AND PRODUCTION,

A1l unit production and the disposal thereof shall be in conformity
with allocations, allotments and quotas made or fixed by any duly authorized
person or regulatory body under any Federal or State statute. The Director is
hereby vested with authority to alter or modify from time to time, in his dis-
cretion, the rate of prospecting and development and within the limits made or
fixed by the Commission to alter or modify the quantity and rate of production
under this agreement, such authority being hereby limited to alteration or modi-
fication in the public interest, the purpose thereof and the public interest to
be served thereby to be stated in the order of alteration or modification; pro-
vided, further, that no such alteration or modification shall be effective as
to any land of the State of New Mexico as to the rate of prospecting and develop-~
ment in the absence of the specific written approval thereof by the Commissioner
and as to any lands of the State of New Mexico or privately-owned lands subject
to this agreement as to the quantity and rate of production in the absence of
specific written approval thereof by the Commission.

Powers in this section vested in the Director shall only be exerclsed
after notice to Unit Operator and opportunity for hearing to be held not less

than fifteen days from notice.

22. CONFLICT OF SUPERVISION.

Neither the Unit Operator nor the working interest owners nor any of
them shall be subject to any forfeiture, termination or expiration of any rights
hereunder or under any leases or contracts subject hereto, or to any penalty or
liability on account of delay or failure in whole or in part to comply with any
applicable provision thereof to the extent that the said Unit Operator, working
interest owners or any of them are hindered, delayed or prevented from complying
therewith by reason of failure of the Unit Operator to obtain, in the exercise
of due diligence, the concurrence of proper representatives of the United States
and proper representatives of the State of New Mexico in and about any matters
or thing concerning which it is required herein that such concurrence be ob-
tained. The parties hereto, including the Commission, agree that all powers and
authority vested in the Commission in\and by any provisions of this contract are

vested in the Commission and shall be exercised by it pursuant to the provisions
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of the laws of the State of New Mexico and subject in any case to appeal or
Jjudicial review as may now or hereafter be provided by the laws of the State of
New Mexico.

23. APPE CE

Unit Operator shall, after notice to other parties affected, have the
right to appear for or on behalf of any and all interests affected hereby before
the Department of the Interior and the Commission and to appeal from orders issued
under the regulations of said Department and/or Commission or to apply for relief
from any of sald regulations or in any proceedings relative to operations before
the Department of the Interior, the Commission, or any other legally constituted
authority; provided, howevér, that any other interested party shall also have
the right at his own expense to be heard in any such proceeding.

24. NOTICES,

All'notices, demands or statements required hereunder to be given or
rendered to the parties hereto shall be deemed fully given if given in writing
and personally delivered to the party or sent by postpaid registered mail, ad-
dressed to such party or parties at their respective addresses set forth in con-
nection with the signatures hereto or to the ratification or consent hereof or to
such other address as any such party may have furnished in writing to party send-
ing the notice, demand or statement.

25, NO WAIVER OF CERTATN RIGHTS.

Nothing 1n 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 of the United States, or regulations issued there-
under in any way affecting such party, or as a walver by any such party of any
right beyond his or its authority to waive.

26. UNAVOID. DE

A1l obligations under this agreement requiring the Unit Operator to
commence or continue drilling 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 despite 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 agencies, unavoidable

accidents, uncontrollable delays in transportation, inability to obtain necessary
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materials in open market, or other matters beyond the reasonable control of the
Unit Operator whether similar to matters herein enumerated or not.
27. FAIR EMPLOYMENI, |

In connection with the performance of work under this agreement, the
Unit Operator agrees not to discriminate against any employee or applicant for
employment because of race, religion, color, or national origin. The aforesald
provision shall include, but not be limited to, the following: employment, up-
grading, demotion, or transfer; recruitment or recruitment advertising, layeff
or terminatioﬁ; rates of pay or other forms of compensation; and selection for
training, including apprenticeship. The Unit Operator agrees to post hereafter
in conspicuous places, available for employees and applicants for employment,
notices to be provided by the contracting officer setting forth the provisions
of the nondiscrimination clause.

The Unit Operator agrees to insert the foregoing provision in all sub-
contracts hereunder, except subcontracts for siandard commercial supplies or
raw materials.

28. 10SS OF TITLE,

In the event title to any tract of unitized land shall fail and the
true owner cannot be induced to Jjoin in this unit agreement, so that such tract
is not fully committed to this agreement and the operation thereof hereunder
becomes impractical as a result thereof, such tract shall be automatically re-
garded as not committed hereto and thére shall be such readjustment of future
costs and benefits as may be required on account of the loss of such title. In
the event of a dispute as to title as to any royalty, working interest, or other
interests subject thereto, payment or delivery on account thereof may be withheld
without liability for interest until the dispute is finally settled; provided, |
that as to Federal land and State land or leases, no payments of funds due the
United States or the State of New Mexico should be withheld, but such funds of
the United States shall be deposited as directed by the Supervisor, and such
funds of the State shall be deposited as directed by the Commissioner, to be held
as unearned money pending final settlement of the title dispute, and then applied
as earned or returned in accordance with such final settlement.

Unit Operator as such is relieved from any responsibility for any de-

fect or failure of any title hereunder.
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29. NON=- SEQUENT JOIND

If the owner of any substantial interest in a tract within the unit
area falls or refuses to subscribe or consent to this agreement, the owner of
the working interest in that tract may withdraw said tract from this agreement
by written notice to the Director, the Commissioner and the Unit Operator prior
to the approval of this agreement by the Director. Any such tract not so with-
drawn shall be considered as unitized, and any necessary adjustments of royalty
occasioned by fallure of the royalty and record owner to Join will be for the
account of the corresponding working interest owner. Any oil or gas interests
in lands within the unit area not committed hereto prior to submission of this
agreement for final approval may thereafter be commltted hereto by the owner or
owners thereof subseribing or consenting to this agreement, and, 1f the interest
is a working interest, by the owner of such interest also subscribing to the unit
operating agreement. Joinder to the unit agreement by a working interest owner,
at any time, must be accompanied by appropriate joinder to the unit operating
agreement, if more than one commltted working interest owner is-involved, in
order for the interest to be regarded as effectively committed to this unit agree-
ment. After operations are commenced hereunder, the right of a subsequent joinder,
as provided in this section, by a working interest owner is subject to such re-
quirements or approvals, if any, pertaining to such joinder, as may be provided
for in the unlt operating agreement. After final approval hereof, Jjoinder by a
non-working interest owner must be consented to in writing by the working interest
owner committed hereto and responsible for the payment of any benefiis that may
accrue hereunder in behalf of such non-working interest. Joinder by any owner
of a non-working interest at any time must be accompanied by appropriate Jjoinder
by the owner of the corresponding working interest in order for the interest to
be regarded as effectively committed hereto. Except as may otherwise herein be
provided, subsequent Joinders to this agreement shall be effective as of the
first day of the month following the filing with the Commissioner and the Super-
visor of duly executed counterpartis of all or any papers necessary to establish
effective commitment of any tract to thls agreement unless objection to such
Joinder is duly made within sixty days by the Director or the Commissioner.

30.  COUNTERPARTS,.
This agreement may be executed in any number of counterparts, no one

of which needs to be executed by all parties or may be ratified or consented to
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by separate instrument in writing specifically referring hereto and shall be
binding upon all those parties who have executed such a counterpart, ratification,
or consent hereto with the same force and effect as if all such parties had
signed the same document and regardless of whether or not it is executed by all
other parties owning or claiming an interest in the lands within the above-

described unit ares.

IN WITNESS WHEREQF, this unit agreement is executed by the undersigned

parties hereto .as of the dates set opposiie their respective signatures.

UNIT OPERATOR AND WORKING INTEREST OWNER

Midland, Texas

OTHER WORKING INTEREST OWNERS

CARFER DRILLING COMPANY

Date: By

President
ATTEST:

Secretary
200 Carper Building
Artesgia, New Mexico

SINCLAIR OIL & GAS COMPANY

Date: By

Vice President
ATTEST:

Assistant Secretary
Sinclair Building
.Tulsa, QOklahoma
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PHILLIPS PETROLEUM COMPANY

Date: , By

ATTEST:

Assistant. Se'cretary'
Bartlesville, Oklahoma

- Date: \ O RUTTER ROYALTY COMPANY
- | T g ©oprings | Peul-Or-Sergant
- Address: __ Midland, Texas_
| I By ,%4). 4

Secretafy

OTHER PARTIES

Date: March 15, 1957

Address: Z Trust Department,

First National Bank in Dallas, Paul Childress
Dallas, Texas.

Date:

Ralph A. Shugart
Address:

= yd
ena Sh
pate: 4444/ 71957 . ,f
:ZZ fg ,!é ‘ 4 i ) ugene E. Nearburg
Address: v

Anna A. Nearburg Va

Date: W7 ore A, -
y Tom L. In

Address: /A L.

Gty Frvie Dbt fio rer Z Lo

U/  Joan L. Ingréfm

Date: %//Z/Srf S—— é;é/; @ oy é”
Address: m ? é / ) Fred Brainard N
ﬂftﬁgﬁg‘ 2 < /Z‘z Y '

Date: March 15, 1957 _CHILDRESS ROYALTY COMPANY
% Trust Department
Address: _ Pr-0--Box-116 A
First National Bank in Dallas, -
Jopiin,-Migsourd =
Dallas, Texas ~Viee- Presiden

Julia Brainard

ATTEST; 7

¢
- 1

~Agsiestand Secretary

¢
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STATE OF 0261[4") )
W 58
COUNTY OF

The foregoing instrument was acknowledged before me this / j (4(‘ day of
%b&l\) , 1957, by 59 ﬂ ﬂ%ﬂdde—?/ %ﬁ—‘JPresment of
M{&_{Qﬁ/ Q ”sz»{@a Morporatlon, in behalf of

said corporation. %%“J/ ii

My Commission Expires: Notary Public in and £
LORENE BOSLER, Notary Public County, State of
My Commission Expires June 1, 1957,

STATE OF O?W )

COUNTY OF W‘—«‘A—)

The foregoing instrument was acknowledged before me this 2/ day of

.%&%_, 195,2, by é_az_ﬁzzag%u sz wPresident of izt
' oL bl o Corporation, in behalf
of sald corporation.

My Commission Expires: Notary Public in and %r _2rdlawodl

L ) NG County, State of
Al /,
74 7 F—

8S.

STATE OF )
Y. ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of

y 195__, by ’ President of

, a Corporation, in behalf

of said corporation.

My Commission Expires: Notary Public in and for
County, State of

STATE OF )
) ss.
COUNTY OF )

The foregoing Instrument was acknowledged before me this day of

y 195___’ by ’ President of

y @ Corporation, in behalf of

said corporation.

My Commission Expires: Notary Public in and for
County, State of




STATE OF WMISSOURIL )
) ss,
)

COUNTY OF  JASPER

March

The foregoing instrument was acknowledged before me this __15th  gay of
Paul Childress R President of

, 1957 , by

CHILDRESS ROYALTY COMPANY , a

Delaware Corporation, in behalf of

said corporation.

)An;Lﬂnaﬂx) 771;,jkLa44rﬂ~4~4_

My Commission Expires: Notary Public in and for JASPER
County, State of MISSOURT
March 7, 1961
STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of

’ 195__y by » President of

Corporation, in behalf

of said corporation.

My Commission Expires:

STATE OF )
) ss.
CQUNTY OF )

The foregoing instrument was

y 195__, by

Notary Public in and for
County, State of

acknowledged before me this day of

" President of

s A

Corporation, in behalf

of said corporation.

My Commission Expires:

STATE OF )
) ss.
COUNTY QOF )

The foregoing instrument was

s 195__, by

Notary Public in and for
County, State of

acknowledged before me this day of

’ President of

Corporation, in behalf of

gsaid corporation,

My Commission Expires:

Notary Public in and for
County, State of




STATE OF MISSOURI )
s88.
COUNTY OF JASPER )

The foregoing instrument was acknowledged before me this 15th day of

March , 195_7, by PAUL CHTLDRESS .
My Commission Expires: Notary Public in and for __ JASPER

County, State of MISSOURT

March 7, 1961

STATE OF %Mw);
county 0F (Lhaues ) o5

The foregoing insitrument was acknowledged before me this z i day of

J

My Commission Expires: Notary Fublic in aﬁ for (7

County, State of

t?'/’é/

STATE OFWW;
comty of (Xhnwes ) o

The foregoing instrument was acknowledged before me this z = day of

My Commission Expires: Notary BAblic in and for Md—.—%—
County, State of __Zeed/ m% </
S - by

[}

STATE OF 2Lesd Hegoo
COUNTY OF & éuLy

The foregoing instrument was acknowledged before me this _/ 2 day of

4 %ﬁzdﬂé , 195 7, by;/«/’7 LAt L o ] /»Z !

Q{J 22 A 7’) {/‘/,/70‘// z/ﬁ/z}

My Commission Expires: Notarg /Public in and for

- i County, State of ___“Zt M
Y. 22 S

SS.

A
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RATIFICATION AND JOINDER OF UNIT AGREEMENT
SEVEN RIVERS HILLS UNIT AREA

EDDY COUNTY, NEW MEXICO

In consideration of the execution of the Unit Agreement for the Develop-
ment and Operation of the Seven Rivers Hills Unit Area located within the County
of Eddy , State of New Mexico, in form approved on behalf of the Secretary
of the Interior, the undersigned owners of lands or leases, or interests therein or
royalties presently held or which may arise under existing option agreements, or
other interests in production covered by said Unit Agreement hereby severally, each
to the extent of his or her particular ownership or interest, as may appear, consent
to the inclusion of said lands within the Unit Area therein defined, ratify, approve
and adopt the terms of said Unit Agreement and any modifications thereof approved
by the Secretary of the Interior or his duly authorized representative as applicable
to said several lands and interests, agree that the term of any lease given by the
undersigned or under which the undersigned claims an interest herein is extended
and modified to the extent necessary to make the same conform to the terms of said
Unit Agreement, agree that the drilling, development and producing requirements of
all leases and other contracts in which their several rights and interests are
created or defined shall be deemed fully performed by performance of the provisions
of said Unit Agreement, and agree that payment for or delivery of (whichever may
be required under prior agreements) oil and gas duly made at contract rates applied
to the production allocated under said Unit Agreement to the particular lands to
which such rights or interests do or shall apply, regardless of actual production
therefrom, shall constitute full performance of all such obligations to the under-
signed existing under such leases or other contracts.

This Ratification and Joinder of Unit Agreement may be executed in any
number of counterparts with the same force and effect as if all parties had signed
the same document and shall be binding upon all those who execute a counterpart
hereof, regardless of whether or not it is executed by all other parties owning or
claiming an interest in the lands affected hereby, and when so executed shall be
binding upon the undersigned, his or her assigns or succegsors in interest.

ADDRESS SIGNATURE
ATTREDs

' ) )

Date: Septesber 33, 1957 Carper Bullding, Artesia, New Mexico

STATE OF )
) ss.
. COUNTY OF )

The foregoing ipgtrument was acknowledged before me this day of
, 19_#§ by .

My Commission Expires:

Notary Public in and for
County, State of

sTaTe oF HEW MEXICO )
) ss.
COUNTY OF »pY )

The foregoing Jnstryment, was acknowledged befare me i iﬂhﬂﬂ day of
Septeber” ‘ bi&-wfﬁ éarper, w Ty o
; . N b -m Lz I m Corpor—

My Commission Expires: /tq_(;/{lﬁf*ﬁ

atlon, in behalf of said corporation.
, Notary Public in a Bl
Getover 15, 1989 Srase op “Wend endO ———

County, S




RATIFICATION AND JOINDER OF UNIT AGREEMENT

SEVEN RIVERS HIILS — UNIT AREA
EDDY. COUNTY, NEW MEXICO

In consideration of the execution of the Unit Agreement for the Develop-
ment and Operation of the _Seven Rivers Hills Unit Area located within the County

of Eddy , State of New Mexico, in form approved on behalf of the Secretary

of the Interior, the undersigned owners of lands or leases, or interests therein or
royalties presently held or which may arise under existing option agreements, or
other interests in production covered by said Unit Agreement hereby severally, each

to the extent of his or her particular ownership or interest, as may appear, consent
to the inelusion of said lands within the Unit Area therein defined, ratify, approve

and adopt the terms of said Unit Agreement and any modifications thereof approved

by the Secretary of the Interior or his duly authorized representative as applicable

to said several lands and interests, agree that the term of any lease given by the
undersigned or under which the undersigned claims an interest herein is extended
and modified to the extent necessary to make the same conform to the terms of said
Unit Agreement, agree that the drilling, development and producing requirements of
all leases and other contracts in which their several rights and interests are
created or defined shall be deemed fully performed by performance of the provisions
of said Unit Agreement, and agree that payment for or delivery of (whichever may

be required under prior agreements) oil and gas duly made at contract rates applied
to the production allocated under said Unit Agreement to the particular lands to
which such rights or interests do or shall apply, regardless of actual production
therefrom, shall constitute full performance of all such obligations to the under-
signed existing under such leases or other contracts.

This Ratification and Joinder of Unit Agreement may be executed in any
number of counterparts with the same force and effect as if all parties had signed
the same document and shall be binding upon all those who execute a counterpart
hereof, regardless of whether or not it is executed by all other parties owning or
claiming an interest in the lands affected hereby, and when so executed shall be
binding upon the undersigned, his or her assigns or successors in interest.

ADDRESS SIGNATURE
P. O. Box 933 &LM
Roswell, Ne. Mexico - e -
Date: September 24, 1957
STATE OF NEW MEXICO )
) ss.
COUNTY OF  CHAVES )

The foregoing instrument was acknowledged before me this __24th day of

— September , 1937, by wﬁ ster i is wife
My Commission Expires: Z%ﬁ;&£~ “77>4;”"7J§?L”1‘§

Notary Public in and for Chavag

March 16, 1957 County, State of New Mexico
STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
» 19, by > President of
» @ Corpor-

ation, in behalf of said corporation.

My Commission Expires:

Notary Public in and for
County, State of
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ORIEE OF THE QOMMISBIOR

BY TEE COMMISBION:

This cause came on lor hearing at 19 o'clock a.m. onm
March 20, 1987 at Banta Fe, New Nexioo, befers Damisl B. Nutter,
Exaniner duly appoisted by the 0Ll Comservation Cesmission ¢f New
Mexico, hereinaiter referred to as the 'Commission," ia accordance
with Ruis 1214 of the Commissicn Rules and Regulationas.

A
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MO¥, om this .= day of Aprii, 1957, the Commission,

evidence adduced and the recommendations ¢ the Examiner, Daniel
8. Sutter, and being fully advised in the premises,

FEINDS .

{1) That dud public notice havimg bheen given as
required by lawv, the Commuissior bas jurisdiction of this cause
amd the subject matter thereof.

(2) That the proposed unit plam will ias primciple toJ
to promote the conservation of oil amd gas &nd tke preventioa of
waste.

IT 18 THEREFORE URDERED;

1. That this srder shall be known as the

BEVEX RIVERS RILLE URXT AGREENENT ORDER

2. (a) That the projsct herein referred to shall be
known 2® the Seoven Rivers Hills (init Agreewment amnd shall berein-
after be referred to as the "Project.’

(b) That the plan by whick the project sball be
opernted shall be embraced ir the form of u unit agreemest fer t»
development and operation cf the Seven Rivers Rills Unit Area,
reforred to in the Petitioner 's petition and filed with said
patiticn, and such plan shall bo kaown as the Seven Rivers Kills
tUeit Agroement Plaa.
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Case ¥o. 1344
Order Eo. R-973

7. That this order shall beouuime offeciive upon the
agproval of said unit agreement hy the Diresctor ¢f the Uuited
Btates Qeologlcal Burvey snd by the Commissiover of Public Lands
of the State of Nevw Mexiovo and shall terminate ipso facto upon '
the terminstioa of said unit agreemsnt. The laat unit operater
#ball immediately notify the Commimsion ir writiag of such
termination.

DOME at Baanta Ye, MNevw Mexice, on the day aamd year
horainabove designated,

STATE OF NE¥ MEXICO
OIL CONBERVATION COMXIZEION
ST _ )

S e e

EDYIE L. MECHEM, Chairmas

.1, PORTER, Jr./Member & Secretary

tr/




CERTIFICATE OF APPROVAL

BY COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO

SEVEN RIVERS HILLS UNIT

There having been presented to the undersigned Commissioner of
Public Lands of the State of New Mexico for examination, the attached
Agreement for the development and operation of acreage which is
described within the attached Agreement, dated March 13, 1957
which has been executed or iIs to be executed by parties owning and
holding oill and gas leases and royalty interests in and under the
property described, and upon examination of said Agreement, the Com~
missioner finds:

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

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

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

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

NOW, THEREFORE, by virtue of the authority conferred upon me
under Sections 7-11-39, 7-11-40, 7-11=41, 7-11=47, 7=11-48, New Mexico
Statutes Annotated 1953 Compilation, I, the undersigned, Commissioner
of Public Lands of the State of New Mexico, for the purpose of more
properly conserving the oil and gas 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 Agreement. This approval is subject to all of the provisions
of the aforesaid statutes.

IN WITNESS WHEREOF, this Certificate of Approval is executed,
with seal affixed, this __ 29th day of July 1957 .

T

Commissioper 6f Public Lands
of the § e of New Mexico
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CERTIFICATION--DETERMINATION

Pyursuant to the authorlity vested in the Secretary of Intericr,
under the act aspproved February 25, 1920, 41 Stat, 437, as asmended, 30
U, S. C. seca, 181, et seq., and delegated to the Direc’or of the
Ceological Survey pursusnt to Departmental Order No. 2365 of October 8,
1947, 43 C. F. R, sec. 4.611, 12 F. R. 6784, 1 do hereby:

A, Approve the attached agreement for the development and

operatian of the Seven Rivers Hills Unit

Area, State of New Mexico )

B. Certify and determine that the unit plen of development
and operation contemplated in the attached agreemert 1s necessary and
advisable in the public interest for the purpose of more properly con-
serving the natural resources.

. Certify and determine that the drilling, producing, rental,
minimum royalty, and royslty requlrements of all Federal leases committed
to said agreementy are hereby established, zltered, changed, or revoked

to conform with the terms and conditions of this agreement.

SEP 7
Dated : sl .

 dOLing Director, United States Geological Survey
R. H. Lyddan

14-08-001-3900



IABLE OF CONIENIO

Preliminary Recitals . . . . . . o e s e
Section 1 =~ Unit Agreement Conflrmed o« x s s
Section 2 -~ Titles . & . &« ¢ & o & . e e
Section 3 - Apportionment of Costs and Benefits
Section 4 =~ Royalty and Other Payments Out of

Production . . . ¢ o o« o o o « a
Section 5 -~ Rentals . . + + ¢ 4 ¢ ¢ v o & o o
Section 6 - Determinations by Majority Vote .
Section 7 - Drilling of Additional Wells . .
Section 8 = QOption to Take Qver Wells . . . .
Section 9 = Charges for Drilling QOperations .
Section 10 ~ Access 1o Operations and Information
Section 11 ~ Income Tax Election, Subchapter K of Chapter

1 Sub=-Title A Internal Revenue Code .
Section 12 = Disposition of Produciion . . . .
Section 13 - Pipe and Other Tubular Goods . .
Section 14 =~ AAVANCES & o o « « o o o o s o @
Section 15 - Operator's Lien v + - o v o ¢ & »
Section 16 -~ InSUrance « . o o o o o o a o + «
Section 17 = Surrender . « « « ¢« o o o o 5 . .
Section 18 = Taxes & 4 « « o o ¢ 4 o o o » =
Section 19 ~ EmplOyeesS v v v « & s o o s o o &
Section 20 ~ Relation of Parties . . . . « o .
Section 21 -~ Force MAJeuUre « « « + ¢« o o o o o
Section 22 - Notices . . . . e o o s
Section 23 ~ Fair Employment Practloes « e e o
Section 24 =~ Unleased Interests . . . . . .
Section 25 =~ Outstanding Agreements Conflrmed
Section 26 ~ Effective Date and Term . . . . .
Section 27 = Execution by Counterparts . . . .
Exhibit 1 - Accounting Procedure

UNIT OPERATING AGREEMENT
SEVEN RIVERS HILLS UNIT AREA

EDDY COUNTY, NEW MEXICO

o~

°

s

s

»

°

Qoo O WD

10
11

11
12
13
13
14
14
15
15
16
16
16
16
17
17
18
18
18



UNIT OPERATING AGREEMENT
SEVEN RIVERS HILLS MNIT AREA

THIS AGREEMENT, made and entered into this LZ' Zé day of M,

195_:LJ by and among Wilshire O0il Company of Texas, a Delaware Corporation, here-

inafter sometimes referred to as "Unit Operator," and such other parties owning

working interests subject to the Unit Agreement for the Development and Operation

of the Seven Rivers Hills Unit Area as may execute this agreement, which working

interest owners are hereinafter sometimes referred to as "Nonoperators," both

Operator and Nonoperators being sometimes referred to as "Working Interest Owners."
WITNESSETH:

WHEREAS, the parties hereto are also parties to that certain Unit Agree-
ment for the Development and Operation of the Seven Rivers Hills Unit Area, County
of FEddy, State of New Mexico, hereinafter called the "Unit Agreementi" embracing
the following described land:

New Mexico Principal Meridian

Iownship 20 South, Range 26 Fast

Acres
Section 19: Lots 3,4, SiNE#, E>SWE, SEf 400.04
Sections 20, 21, 22: All 1,920.00
Section 27: NWi, WiSWi 240.00
Sections 28, 29: All 1,280.00
Section 30: Lots 1,2,3,4, %Wg, E% (all) 639.84
Section 31: Lots 1,2,3,4,; EzWs, Ez (all) 639.84
Sections 32, 33: All 1,280.00
Jownship 21 South, Range 25 Fagt

Section 3: Lots 2,3,4,5,12,13, NW~SW¥ 246.31
Section 4: Lots 1 through 16 swk, NZSEE, SWASEL 876.80
Section 5: Lots 1 through 16 S? (a11) 917.98
Section 6: Lots 1 through 18 EzSW SWi, SEE (all) 918.27
Section 7 Lots 1,2,3,4, EZWZ, ) ta11) " 638.88
Section 8: N¥, sw%, N—SEf' SWESE4 600.00
Section 9: NZNWi 80.00
Section 18: Lots 1,2,3,4, ESNWE, WANEL 317,92

Total 10,995.88

WHEREAS, the parties hereto, in accord with the provisions of Section
7 and 12 of the Unit Agreement desire to provide for the apportionment of costs
and benefits among the Working Interest Owners and to establish between them-
selves certain matters relating to the development and operation of the said
Unit Area.

NOW, THEREFORE, in consideration of the premises and the mutual cove-
nants and agreements herein contained, it i1s hereby agreed by and between the

parties hereto as follows:



1. UNIT AGREEMENT CONFIRMED.

The Unit Agreement, including the exhibits thereto, is hereby confirmed
and adopted and made a part of this agreement. Terms employed in this agreement
shall bear the same meaning as given them in the Unit Agreement. The unit area
shall be developed and operated for the production and handling of unitized sub-
stances in accord with the Unit Agreement and this Unit Operating Agreement. In
the event of any inconsistency or conflict between provisions of this agreement
and the Unit Agreement, the Unit Agreement shall prevail,

2. TITLES.

a, Each of the parties hereto represents to all other parties
hereto that its ownership of oil, gas and mineral interests in the unit area is
correctly stated in the schedule attached as Exhibit "B" to the Unit Agreement.
In the event such representation of any party is erroneous or the title of any
party hereto fails, in whole or in part, the interests of the parties hereunder
shall be accordingly adjusted to the end that no party shall be credited with
interests that it does not own. Parties contributing acreage to the unit and
receiving credit hereunder therefor shall, subject to the provisions of Section
2c below, bear the entire loss occasioned by any failure of title or defect in
their title or encumbrance thereon and shall save the other parties hereto harm-
less from any obligation or liability on account thereof. All title curative
expense and all cosits and expenses incurred in defending or establishing title
to any interest in the unitized substances shall be borne by the party or parties
hereto who claim such interest.

b, Within fifteen (15) days following its execution of this agree-
ment, each Working Interest Owner shall furnish to the Unit Operator copies of
its leases, operating agreement or other documents upon which i1t relies as estab-
lishing its ownership of working interests, together with copies of its rental
receipts or other evidence satisfactory to establish that such leases, agree-
ments and other documents remain in full force and effect. It shall also fur-
nish any title data in its possession relating to its working interest ownership,
including the title opinion of its attorney and any curative instruments acquired
in relation thereto. Where outstanding title requirements have not been satisfied,

the Working Interest Owner whose title is affected shall proceed to satisfy such

Seven Rivers Hills Unit Operating Agreement - Page 2



title requirements with due diligence and furnish proof of the satisfaction
thereof to the Unit Operator.
c. As a prerequisite to the drilling of any well hereunder, Unit

Operator shall obtain a title opinion by a competent attorney or attorneys se-
lected by it, based upon examination of complete abstract of title certified to
date or the official county or state or federal records as well as examination of
the material submitted pursuant to Section 2b above, approving title for drilling
purposes to the spacing unit upon which the well is to be located; provided, how-
ever, that Unit Operator shall not be required to re-examine title to any spacing
unit for the drilling of any second or subsequent well thereon. The party or
parties owning working interests in such spacing unit shall furnish such abstracts
promptly as required and shall satisfy title requirements made by the examining
attorney, at such party's or parties' sole expense, without delay in order that
the drilling obligation stated in the Unit Agreement shall be timely performed.
Costs of title examination shall be charged as a part of the cost of drilling
the well. Approving opinion of title as a prerequisite of drilling may be waived
upon approval of the owners of eighty percent (80%) of the working interest com-
mitted to the unit. Any party hereto interested in obtaining the drilling of a
well may post a bond in form satisfactory to the Unit Operator in an amount equal
to one and one~half times the estimated cost of the proposed well, conditioned
to protect all parties hereto against any loss of their investmenit in the well
by reason of title failure, whereupon the requirement herein for an approving
opinion of title will be waived. If title subsequently fails to any tract or
tracts, the title to which has been cleared for drilling under this section, the
Working Interest Owner thereof shall bear the entire loss in partiecipation in
unitized substances produced after such title failure which would be attributable
to the leasehold estate or working interest in such tract under the terms of
this agreement, but shall not be obligated to save any parties hereto harmless
from other loss occasioned thereby except to the extent of any indemnity agree-~
ment which may have been executed as hereinabove provided.

3. APPORTIONMENT OF COSTS AND BENEFITS.

Except as herein otherwise expressly provided, the cost of drilling,
equipping and completing the first two test wells provided for in Section 9 of

the Unit Agreement, and the cost of plugging and abandoning same if any or all
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of such wells is a dry hole, shall ﬁe paid ty all of the Working Interest Owners
who have executed the Unit Agreement and this agreement, each in the proportion
that its ownership of working inteéésts on an acreage basis within the Unit Area
bears to the total of all such interests of such parties; provided, however,
that the Working Interest Owners of an area less than the area covered by the
entire Unit Agreement, by agreement, may pay the cost of drilling;, equipping

and completing, or plugging and abandoning any or all of the first two test
wells to be drilled hereunder, and such costs shall te paid by all such Working
Interest Owners in the proportion provided by such agreement.

In the event any well drilled hereunder shall encounter a unitized
substance in paying quantities so as to justify the establishment of a par-
ticipating area or the enlargement of an existing participating area for the
formation encountered, such participating area or enlargement shall be formed
as provided in the Unit Agreement. On the establishment of any participating
area, there shall be a retroactive adjustmsnt of the cost of drilling, completing
and equipping for production and operating of the said test well and of the cost
of Field Facilities, to the end that the owners of working interestis ir the par-
ticipating area newly established shall reimburse without interest the psrty or
parties who paid for the costs and expenses of drilling, completing and equipping
for production and operating the well less sny income derived by sald party or
parties up to the date of settlement; and thereafter the costs incurred and bene-
fits derived from the operation of the well shall be borne by and shall inure to
the benefit of the Working Interest Owners in the participating area in pro-=
portion to their ownership of interests herein. On the enlargement of any par-
ticipatihg area, there shall be an investment adjustment between the owners of
working interests in the enlarged participating area, to the end that the in-
vestment within the enlarged participating area, including the investment in the
allocated poriion of Field Facilities, shall bhe paid for by the affected Working
Interest Owners in the enlarged particibating area 1n proportion to the interests
of each therein and in proportion to their shares in the costs of operation and
revenue to be derived from the enlarged participating ares, and also to the end
that the parties who have previously'paid sald costs shall be reimbursed on the
basis hereinafter set forth. The affected Working Interest Owners in the par-

ticipating area before its enlargement shall receive credit for the intangible
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cost of drilling, completing and equipping for production all wells capable of
producing unitized substances situated within said participating area. The costs
to be so credited shall be measured by the average cost of drilling, completing
and equipping for production wells of like character and depth in the field in a
good and workmanlike manner at the time when said wells were drilled. Credit
shall also be given for the casing and other tangible properties and facilities
installed in the wells or used in connection with the operation thereof at a
percentage of the original cost, such percentage to be determined as provided

in the Accounting Procedure. The affected Working Interest Owners on any tract
outside of the participating area that is to be admitted to the enlarged partici=-
pating area shall likewise receive credit for the intangible cost of drilling,
completing, and equipping any wells on their respective lands so admitted, to-
gether with the value of the tangible equipment, facilities, and structures lo-
cated thereon and used in connection therewith, on the basis above set out. The
sum total of all credit shall be the investment cost apportionable to the en=-
larged participating area. The investment adjustment shall be made by cash settle~
ment among the Working Interest Owners through the Unit Operator. No credit shall
be given for the previous cost of operating any wells or repairing or maintsining
other property, nor shall there be any debit for or on account of production
taken from wells prior to the effective date of the enlargement of the partici-
pating area.

"Field Facilities™" as that term is used hereinabove shall mean facili=~
ties which are installed for serving the entire unit operation such as, but not
limited to, warehouses, field offices, camps, gathering system, field tankage
other than that serving a particular well, power stations, power lines, water
stations and water lines. Costs of Field Facilities shall be deemed to be the
tangible and intangible cost thereof as reflected by the Unit Operator*s books,
depreciated at the rate of four percent (4%) per annum, or fractional portion
thereof, up to the period an adjustment 1s required. In the event book costs
cannot be determlined on certain classifications of equipment, the current market
price in effect as of the date a well is drilled hereunder is admitted to the
participating area shall be used as a basis for price. Roads shall not be con-

sidered a part of Field Facilites.
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In any investment adjustment made under the provisions of this Section,
there shall be a separate adjustment for intangibles, and a separate adjustment
for tangibles, and in such adjustment intangibles shall be exchanged only for in-
tangibles or money and tangibles shall be exchanged only for tangibles or money.

4. ROYALTY AND OTHER PAYMENTS OUT OF PRODUCTION.

One-eighth (1/8) of all of the unitized substances produced hereunder,
or the proceeds thereof, shall be set aside for the payment or delivery in kind,
as the case may be, in accord with underlying leases and other documents requiring
payment of royalties, by the Unit Operator or the Working Interest Owner in accord
with Section 12 of the Unit Agreement. Where any working interest 1s burdened by
royalties in excess of one-eighth (1/8) or by overriding royalties, oil payments
or other payments out of production, the required payment in excess of one=-eighth
(1/8) shall be borne by the owner of the working interest so burdened. Before
recelving its proportionate share of the unitized substances produced hereunder
or the proceeds thereof, each Working Interest Owner shall pay or secure the pay-
ment of any such excess royalties or other payments constituting a burden upon
its working interest.

5. RENTALS.

Each Working Interesi Owner whose interest is chargeable with rentals,
minimum royalties in excess of the royalties on actual production, or other pay-
ments in the nature of rentals required to maintain its working interest rights,
shall properly pay such rentals, minimum royalties or other payments. The in-
advertent failure of any party to properly make such payments shall not subject
such party to liabilities hereunder except to the extent hereinabove provided in
the event of loss of title,

6. DETERMINATIONS BY MAJORITY VOTE.

In any matter in which the action of the Unit Operator requires the
concurrence of the working interest parties hereto or any of them, Unit Operator
will be governed by the decision of the owners of a majority of the working in-
terest in the participating area involved unless otherwise specifiied herein or
in the Unit Agreement, determined in the proportion that the acreage interest of each
gsuch party in such affected participating area bears to the total acreage interest
in the affected participating area., Matters affecting the unit area as a whole,

shall be determined in accordance with the proportionate acreage interest as
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above defined in the entire unit area. In any case where one working interest

party hereto holds such a majority interest, but less than the full working in-
terest in the area affected, his vote shall require the concurrence of one ad-

ditional party in order to comstitute the controlling vote.

In any case in which it is necessary to poll the working interest
parties hereto, Unit Operator shall notify sll affected Working Interest Owners
in writing of the question for decision and its recommended course of action.
Each such Working Interest Owner shall within ten (10) days of receipt of such
notice advise Unit Operator in writing of its decision thereon. Within five
{5) days thereafter Unit Operator shall notify each affected Working Interest
Owner in writing of the result of stch poll. In the event that any Working In-
terest Owner fails to advise Unit Operator in writing of its decision, within the
10-day period above provided, 1t shall be conclusively presumed that its decision
is in accord with the course of action originally recommended by Unit Operstor,
except that, 1f the matter for decision is one where the nonresponding Working
Interest Owner might elect, pursuant to the provisions of this agreement, not to
participate originelly in some element of cost or expense but instead to pay
his share thereof out of production or the proceeds thereof, it shall be con-
clusively presumed that such nonresponding Working Interest Owner elects 1o
follow that latter course.

The Unit Operator, except when o*therwise required by governmental
authority, shall not do any of the following without first obtaining the approval
of such a majority interest, as provided above, in the affected participating
area or unit area, as the case may be:

a. Mske any expenditure in excess of Five Thousand Dollars
{$5000.00) other than normal operating expenses, except in connection with a
well, the drilling of which has been previously authorized by or pursuant to
this agreement; provided, however, that nothing in this paragraph shall be deemed
to prevent Unit Operator from making an expenditure in excess of said asmount if
stch expenditure becomes necessary because of a sudden emergency which may other-
wise cause loss of l1life or extensive damage to property. In the event of such
emergency expenditure, Unit Operator shall, within fifteen (15) days after making

gueh expenditure, give writien notice to the other parties.
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b. Make any arrangement for the use of facilities owned by the
Working Interest Owners in one participating area for the purposes of operation
and development outside ssid area or determine the amount of any charges therefor
unless otherwise provided for in this agreement or in the Unit Agreement.

c¢. Dispose of any major items of surplus materisl or eguipment
having originzl cost of One Thousand Dollars ($1000.00) or more, other than junk.
Any such item or items of less cost may be disposed of without such consent.

d. Submit to the Supervisor or Commissioner any plen for further
development of the unit area or any participating area or any proposed expansion
or contraction of the unit area or any participating ares.

e. Abandon any well which i1s producing or has produced unitized
substances.

7. DRILLING OF ADDITIONAL WELLS,

In addition to the test wells requlred by Section 3 hereof, all other
wells which nit Operator is reguired to driil under the terms of the Unit Agree-~
ment or to comply with valid orders of governmenitsl authorities having juris-
diction in the premises shall be drilled by Unit Operator for the account of the
Working Interest Owners owning interests in the affected unit area or partici-
pating area, ss the case may be, !nit Operator will also drill appropriate de-
velopment wells within participating areszs in accord with plans of development
adopted bty a majority vote of affected Working Interest Owners in accord with
Section 6 above. Unit Operator will drill wells at regulasr well locations out=
side of the spplicable participating areas upon request of the Working Interest
Owner or Owners owning one hundred percent (100%) of the working interest within
the spacing urit upon which the well is to be located. Such wells shall be
drilied in order of their request and approval by applicable governmental
authorities.

Any Working Interest Owner owning a part of the working interest in a
tract desiring that a well be drilled thereon outside of the participating area
established hereunder for the objective formation, shall notify Unit Operator,
specifying the proposed location, objective depth and estimated cost of such well.
Upon receipt of such notice the Unit Operator shall advise those other Working
Interest Owners, parties hereto, who, under the provisions of this agreement,

would be required to share the cost and risk of the proposed well. Fach such
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psrty shall, by responsive notice given to the Tnit Operator within thirty {30)
days of receipt of the aforesaid notice, elect as to whether such party desires
1o Jjoin in the drilling of such well, Failure to respond within said thirty

£30) days shall be deemed an election not to join in the drilling of the proposed
well. If sll of said parties elect to join, the well shall be drilled for the
account of all sueh parties in accord with the preceding provisions of this
gereement. 17 less than all of such parties eleet to join in the drilling of
such well, "nit Operator shall, upon obtaining required governmental approvals,
procsed with due diligence to drill such well at the sole cost and risk of the
party or parties electing to share in the costs thereof, hereinafter called the
"drilling psrties." In the event sny such well is a dry hole {and is not taken
over for plug back or deepening), it shall be plugged and abandoned at the sole
cost of the drilling partles. 1In the event such well is a producer, it shall be
tested, completed and equipped to produce by the Unit Operator at the sole cost
of the drilling parties, snd such drilling parties esch in proportion to its con-
tribution to the cost of drilling, testing, completing and equipping the well
shall be entitled to recelve the proceeds of produciion from the well or, if it
is zapable of producing in paying quantities, shall be entitled to receive the
proceeds of production ailocable *o the interests admitted to the participating
ares on account of such well, after deducting therefrom all royalties, overriding
royalties, production payments and one hundred percent {100%) of the operating
expenseg attributable thereto, until said drilliing parties shall have received
therefrom twe hundred percent {200%) of the costs of drilling, testing, com-
pleting and equipping said well to produce. For the purposes of this Section,
where a party takes in kind, the proceeds of production from such a well shall

ve computed upon the same price basis ss that employed for payment of royalties
to the United States on comparable production from the unit area., When the
drilling parties shall have been reimbursed for two hundred percent (200%) of
s8id costs as hereinabove provided, proceeds from the well shall thereafter be
shared by the Working Interest Owners within the participating area in the manmer
stipulated in Section 3 above. Any amounts which may be realized from sale or
disposition of the well or equipment thereon, or required in conmection with

the drilling, testing, completing, equipping and operating thereof, shall he

paid to the drilling parties and credited against the total unreturned portion
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of said two hundred percent (200%), with the balance thereof, if any, to be divided,
zs provided in Section 3 above, among the parties owning the well. Locations of
5211 wells drilled under this provision must be in accord with the spacing pattern
sdopted bty the Unit Operator for the formation to which the well is projected.

8. OPTION TO TAKE OVER WELLS.

If any well drilled under this agreement is a dry hole and the party or
parties owning the well are ready to abandon 1% but the well can be plugged back
or deepened to a different formation, Unit Operator shall so notify the Working
Interest Owners in the affecited unit area or participating area, as the case may
be, and such parties shall have the right to take over said well and cause the
Init Operator to plug back or deepen i1, as the case mzy be, and to complete it
for the account of the parties owning working interests in the unit area or par-
ticipating area, as the case may be. The party or parties taking over operstions
shall pay to the party or parties who shall hazve borne the cost of drilling szid
well the "salvage value" of all materisls. The salvage value of any such well
shall be the fair market value, at the well site, of the salvagesble materials
comprised therein {computed in accordance with the Accounting Procedure attached
hereto). Working Irterest Owners so notified hereunder shall respond as pro-
vided in Section 6 above, If one, but less than all, of the affected working
interest parties elects to tske the well over, then Unit Operator shall take it
over and conduct the specified operation for the account of the electing party
or parties, and such party or parties shall be entitled to recover two hundred
percent (200%) of their costs in acquiring, deepening or plugging back, testing
and completing the well in the same msnner as provided in Section 7 above; pro=
vided, however, that where fifty percent {50%) of the affected Working Interest
Owners elect to take the well over for use in satisfying the obligation to drilli
a tegt well hereunder, the well shall be drilied for the account of all of the
gffected Working Interest Owners. In the event any one well is completed as a
paying producer in more than one formation, the Working Interest Owners of the
respective participating areas established for such formations shall arrange for
appropriate allocation of investment and operating costs .of such well by separste

agreement.
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9. CHARGES FOR DRILLING OPERATIONS.

All wells drilled on the unit area shall be drilled on a competitive
contract basis at the usual rates prevailing in the field. Any Working Interest
Owner or Owners may bid and contract to use its or their tools and equipment in
the drilling of any wells on the unit area. -Unit Operator, if 1t so desires, may
employ 1ts own tools and equipment in the drilling of wells, but in such event
the charge therefor shall not exceed the prevailing rate in the field and such
work shell be performed by Unit Operator under the same terms and conditions as
shall be customary and usual in the field in contracts of independent contractors
who are doing work of a similar nature.

10. ACCESS TO OPERATIONS AND INFORMATION.

Representatives of each party hereto shall have free access to the
entire unit area at all reasonable times to inspect and observe operations of
every kind and character thereon. Each party hereto shall have access at all
reasonable times to any and all information pertaining to wells drilled, pro-
duction secured, and to the books, records and vouchers relating to the operation
of the unit area. Unit Operator shall, upon request, furnish to the other parties
hereto daily drilling reports by post card, true and complete copiles of well logs
and other data relating to wells drilled, and shall also, upon request, make
available samples and cuttings from any and all wells drilled on the unit area,

11. INCOME TAX ELECTION, SUB-CHAPTER K OF CHAPTER 1 SUB~-TITLE A
INTERNAL REVENUE CODE.

Notwifhstanding any provisions herein that the rights and liabilities
of the parties hereunder are several and not Joint or collective, or that this
agreement and the operations hereunder shall not constitute a partnership, if for
Federal income tax purposes this agreement and the operations hereunder are re-~
garded as a parinership, then each of the parties hereto hereby elects to be ex-
cluded from the application of all of the provisions of Subchapter K, Chapter 1,
Subtitle A, of the Internal Revenue Code of 1954, as permitted and authorized
by Section 761 of said Code and the regulation promulgated thereunder. Operator
is hereby authorized and directed to execute on behalf of each of the parties
hereto such evidence of this election as may be required by the Secretary of
the Treasury of the United States or the Federal Internal Revenue Service, in-

cluding specifically, but not by way of limitation, all of the returns, statements,
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and data required by Federal Regulation 1.761-1 (a). Should there be any require-
ment that each party hereto further evidence this election, each party hereto
agrees to execute such documents and furnish such other evidence as mey be re-
quired by the Federal Internal Revenue Service or as may be necessary to evidence
this election. Each party hereto further agrees not to give any notices or take
any other action inconsistent with the election made hereby. If any present or
future income tax laws of the state or states in which the property covered by
this agreement 1s located, or any future income tax law of the United States,
contain, or shall hereafter contain, provisions similar to those contained in
Subchapter K, Chapter 1, Subtitle 4, of the Internal Revenue Code of 1954, under
which an election similar to that provided by Section 761 of said Subchapter K

is permitted, each of the parties hereto hereby makes such election or agrees fo
make such election as may be permitied by such laws. In making this election,
each of the parties hereto hereby states that the income derived by him from the
operations under this agreement can be adequately determined without the computa-
tion of partnership itaxable income.,

12. DISPOSITION OF PRODUCTION.

Each of the parties hereto shall take in kind or separately dispose of
its proportionate share of the unitized substances produced hereunder, exclusive
of production which may be used in development and producing operations of the
unit area, and in preparing and treating oil for marketing purposes, and pro-
duction unavoidably lost. In the event any party hereto shall fail to make the
arrangements necessary to take in kind or separately dispose of its proportionate
share of the unitized substances, Unit Operator shall have the right for the
time being and subject to revocation at will by the party owning same to purchase
such unitized substances or to sell the same 10 others at not less than the market
price prevailing in the area, Each party hereto shall be entitled to receive
directly payment for its proportionate share of the proceeds from the sale of
unitized substances produced, saved and sold from the unit area, and on all pur-
chases or sales each party shall execute any division order or contract of sale
pertaining to its interest. Any extra expenditure incurred by reason o} the taking
in kind or separate disposition by any party hereto of its proportionate share
of the production shall be borne by such party. In the event any party hereto

shall have a market for its share of unitized substances but there is no available
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market for the share of any other party or parties hereunder, the party or parties
having & market will share it with those who have no market, to the end that each
party will be enabled to take its share of current production without waste or
without being required to store same.

13. PIPE AND OTHER TUBULAR GOODS.

Notwithstanding any limitations of the Accounting Procedure, Exhibit A,
during such times as tubular goods and other equipment are not available at the
nearest customary supply point, Unit Operator shall be permitted to charge the
joint account of parties responsible hereunder for all tubular goods and other
equipment transferred from Unit Operator's warehouse or other stocks to the unit
area for use on a particular participating area with such costs and expenses as
may have been incurred in purchasing, shopping, and moving the required tubular
goods and other equipment to the unit area in accord with Accounting Procedure,
Exhibit A; provided, however, that each affected Working Interest Cwner shall be
given the opportunity, in lieu of bearing its proportionate part of such costis,
of furnishing in kind or in tonnage, as the parties may agree, its share of such
tubular goods and other equipment required.

14. ADVANCES.

Each of the partlies hereto shall promptly pay and discharge its pro=-
portionate part of all cost and expense on the basis set forth in the Accounting
Procedure attached as Exhibit A, Unit Operator, at its election, may require
the parties hereto to advance their respective proportion of development and
operating costs according to the following conditions: On or before the first
day of each calendar month, Unit Operator shall submit an itemized estimate of
such costs for the succeeding calendar month to each of the parties hereto with
a request for the payment of such pariy's proportionate part thereof. Within
ten (10) days thereafter each of such parties shall pay, or secure the payment
in a manner satisfactory to Unit Operator, such party's proportionate share of
such estimate. Unit Operator shall credit each Working Interest Owner with the
advances so made. Should any party fail to pay or secure the payment of such
party's proportionate part of such estimate, the same shall bear interest at the
rate of six percent (6%) per annum until paid. Adjustments between estimates
and actual costs shall be made by Unit Operator at the close of each calendar

month and the accounts of the parties adjusted accordingly.
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15.

OPERATOR'S LIEN.

—

Unit Operator shall have and is hereby granted a lien on the interest

of each of the parties in the unit area, unitized substances produced therefrom,

the proceeds therecof and the material and equipment thereon, to secure the pay-

ment of such party's proportionate part of the cost and expense of developing

and operating the unitized lands and to secure the payment by any such party of

such party's proportionate part of any advance estimate of such cost and expense.

Unit Operator shall protect such party from all other liens arising from the

operations hereunder.

16.

INSURANCE.

Unit Operator, or Unit Operator's contractors or subcontractors,

shall carry for the benefit of the joint account insurance to cover producing

operations on the unit as follows:

Kind

Workmen's
Compensation

Contractor's
Public
Liability

Motor
Vehicle

Policy Form

Statutory

Comprehensive (including
coverage under all
sections of policy)

Comprehensive (including
non-ownership liability
and hired automobile
coverage)

Minimum Iimits of Liability

Statutory

B.I. ($ 50,000
($100,000
($100,000

P.D. ($ 10,000
($ 50,000

B.I. ($ 50,000
($100, 000
P.D. ($ 10,000

each person
each accident
aggregate
each accident
aggregate

each perseon
each accident
each accident

With respect to driliing operations conducted hereunder on the

unit by the Unit Operator for the joint account of the parties hereto, Unit

Operator shall maintain in effect at all times while operations are so conducted

hereunder the following insurance coverage:

Kind

Workmen's
Compensation

Contractor's
Public
Liability

Motor
Vehicle
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Policy Form

Statutory

Comprehensive (including
coverage under all
sections of policy)

Comprehensive (including
non-ownership liability
and hired automobile
coverage)

Minimum ITimits of Lisbility

Statutory

B.I. ($100,000
($300,000
($300, 000

P.D. ($100,000
($100,000

B.I. ($100,000
($300, 000
P.D. ($ 10,000

each person
each accident
aggregate
each accident
aggregate

each person
each accident
each accident



17, SURRENDER.

No party hereto shall surrender to the lessor under its lease any of
its working interests insofar as they relate to land located within a partici-
pating area. Should any party hereto at any time desire to surrender any of the
oil and gas leases or operating agreements subject hereto, or any interest
therein, insofar as they cover lands located within the unit area, it shall
notify all other parties hereto in writing. Within thirty (30) days following
receipt of such notice by the other parties hereto, the party desiring to sur-
render such working interests insofar as they affect such land may proceed to
surrender the same if such right is reserved in the leases or operating agree-
ment, unless any other party or parties hereto have, within said 30-day period,
given written notice to the party desiring to surrender that they desire an
assignment of said working interests insofar as they cover said land. In such
event the party desiring to surrender shall assign, without express or implied
warranty of title, and subject to existing covenants, contracts and reservations,
all its interest in such working interests insofar as they cover such land and
the wells, material and equipment located thereon, to the party or parties desir-
ing an asssignment. Thereupon such assigning party shall be relieved from all
obligations thereafter accruing (but not theretofore accrued) hereunder with
respect to the interest assigned. From and after the making of such assignment,
the assigning party shall have no further interest in the property assigned but
shall be entitled to receive from the assignees payment for its interest therein
in an amount equal to the salvage value of any salvageable material located on
said land. If such assignment shall run in favor of more than one party hereto,
the interest covered shall be shared by such parties in the proportions that
the interest of each party assignee in the lands committed to the Unit Agreement
bears to the total interest of all parties assignee in the lands committed to
the Unit Agreement.

18. TAXES.

Unit Operator shall, for the joint account, render for ad valorem tax
purposes all personal property held and used for the joint account in connection
with operations hereunder, and shall pay all ad valorem taxes thereon at the time
and in the manner required by law and charge the same to the joint account of the

parties hereto. Each party shall pay its proportionate part of the total taxes
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so paid and expenses incurred in connection with the rendering and payment thereof
in accordance with the accounting procedure attached hefeto as Exhibit A. Nothing
herein contained shall relieve any Working Interest Owner of the consequence of
any loss of title occasioned by failure of the land owner to pay any ad valorem
taxes which may be levied against the land to which its working interest relates.

19. EMPLOYEES. |

The number of employees, the selection of such employees, the hours of
labor and the compensation for service to be paid any and all such employees
shall be determined by the Unit Operator. Such employees shall be employees of
Unit Operator.

20, RELATION OF PARTIES.

The rights, duties, obligations and liabillities of the parties hereto
shall be several and not joint or collective, and nothing herein contained shall
ever be construed as creating a partnership of any kind, joint venture, an asso-
ciation or a trust or as imposing upon any one or more of the parties hereto any
partnership duty, obligation or liability. Each party hereto shall be individually
responsible for only its obligations, as set out in this agreement.

21. FORCE MAJEURE.

This agreement and the respective rights and obligations of the parties
hereunder shall be subject to all valid and applicable state and federal laws,
rules, regulations and orders, and in the event this agreement, or any provision
thereof, is, or the operations contemplated thereby are, found to be inconsistent
with or contrary to any such law, rule, regulation or order, the latter shall be
deemed to control and this agreement shall be regarded as modified accordingly
and as so modified shall continue in full force and effect. Unit Operator shall
not be liable for any loss of property or of time caused by strikes, riots, fires,
tornadoes, floods, inability to obtain tubular goods or other required materials
or services, or for any other cause beyond the reasonable control of Unit Operator
in the exercise of due diligence.

22, NOTICES.

A1]1 notices that are required or asuthorized to be given hereunder shall
be given in writing by United States mail or Western Union telegram, postage or

charges prepaid, and addressed to the party to whom such notice is to be given
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at the address indlecated for such party opposite its signature hereto. The
originating notlice to be given under any provision hereof shall be deemed given
only when received by the party to whom such notices is directed, and the time
for such party to give any response thereto shall run from the date the originat-—
ing notice is received. The second or any subsequeni responsive notice shall be
deemed given when deposited in the United States post office or with the Western
Union Telegraph Company with postage or charges prepaid.

23. FATR EMPLOYMENT PRACTICES.

In connection with the performance of work under this agreement, the
Unit Operator agrees not to discriminate against any employee or applicant for
employment because of race, religion, color, or national origin. The aforesald
provision shall include, but not be limited to, the following: employment, up-
grading, demotion, or transfer; recrultment or recrultment advertising, layoff
or termination; rates of pay or other forms of compensation; and selection for
training, including epprenticeship. The Unit Operator agrees to post hereafter
in conspicuous places, available for employees and applicants for employment,
notices to be provided by the contracting officer setting forth the provisions
of the nondiscrimination clause.

The Unit Operator agrees ito insert the foregoing provision in all sub-
contracts hereunder, except subcontracts for standard commercial supplies or
row materials.,

24, UNLEASED INTERESTS.

Should the owner of any unleased interest in lands lying within the
unit area become a party to the Unit Agreement and this agreement, such unleased
interest shall be treated, for all purposes of this agreement, as if there were
an oil and gas lease covering such unleased interest on a form providing for the
usual and customary one-eighth (1/8) royalty and containing the usual and cus-
tomary "lesser interest clause." This agreement shall in no way affect the right
of the owner of any such unléased interest to receive an amount or share of uni-
tized substanceé equlvalent to the royalty which would be payable or due under
the terms of the Unit Agreement if such unleased interest were subjeect to such

an oil and gas lease.
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25, OUTSTANDING AGREEMENTS CONFIRMED.

This Unit Operating Agreement is made subject to any farmout agreement
or operating agreement heretofore entered into by and between working interest
owners who are parties hereto and the Unit Operator and nothing herein contained
shall be construed as abrogating the terms or conditions of such agreements.

26, EFFECTIVE DATE AND TERM.

This Unit Operating Agreement shall become effective as of the effec-
tive date of the Unit Agreement and shall remain in full force and effect during
the 1life of such Unit Agreement. The terms hereof shall be considered as cove-
nants running with the ownership of the working interest committed hereto and shall
be binding upon the helrs, personal representatives, successors and assigns of the
parties hereto.

27. EXECUTION BY COUNTERPARTS.

This agreement may be executed in counterparts with the same force and
effect as if all parties executing any counterpart hereof had executed one origi-
nal document. It shall be binding upon all parties executing any counterpart
hereof whether or not signed by all parties listed below as owning working in-
terests. Any party owning working interests within the unit area may execute
this agreement at any time prior to its effective date. Any such Working Interest
Owner desiring to join subsequent to the effective date hereof shall be permitted
to join only in accord with such terms and conditlions as may then be agreeable to

the Unit Operator.
EXECUTED as of the day and year first above written.

UNIZ OPERATOR AND WORKING INTEREST OWNER

}
-/ egsident
(e Xe

Leggett Building
Midland, Texas
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OTHER WORKING INTEREST OWNERS

Date: _

ATTEST:

Secretary
200 Carper Bullding
Artesia, New Mexico

Date:

ATTEST:

Assistant Secfetary
Sinelair Building
Tulsa, Oklahoma

Date:

ATTEST:

Assistant Secretary
Bartlesville, Oklahoma

Date; Y AG SN

ATTEST:

Assistand Secretary
500 North Big Springs
Midland, Texas

Date:

Address:

CARPER DRILLING COMPANY

By

President

SINCLAIR OIL & GAS COMPANY

By

Vice President

PHILLIPS PETROLEUM CCMPANY

By

Vice President

RUTTER ROYALTY COMPANY

Witness:

Paul 0. Sergant
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STATE OF Zelaw’ )

. ) ss.
COUNTY OF WY

The foregoing instrument was acknowledged before me this /5§ing day of

, 195 7, by é?— ?’/ XW LA'_:J President of _____

zzw éd ? Q{( M Corporation, in behalf of

said corporation.
%/w/gw

Notary Public in and fo
County, State of ~éi4141

My Commission Expires:
LORENZ BOSLER, Not tary Public
iy Cuaninission Expires June 1, 1957

STATE OF o b oo’ g
COUNTY OF ZPmcdlard )

The foregoing instrument was acknowledged before me this azi

Ss.

day of

_%244!7_, 195_7_ by ﬁ‘_é&__‘ﬁzii_@u__ﬁz_ Yot President of ____
Y

of said corporation.

My Commission Expires:

7] _
1 2 . J
//'"l
STATE OF )
) 88,
COUNTY OF )

The foregoing instrument was acknowledged before me this

oo g o

/ A

Corporation, in behalf

Notary Public in
County, State of

for _@M__
-~

day of

President of

of said corporation.

My Commission Expires:

STATE OF )
) ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this

, 195, by

Corporation, in behalf

Notary Public in and for

County, State of

day of

President of

y

said corporation.

My Commission Expires:

Corporation, in behalf of

Notary Public in and for

County, State of




STATE OF )
) s8.
COUNTY OF )

The foregoing instrument was

, 195 s by

acknowledged before me this day of

’ President of

sy @

Corporation, in behalf of

said corporation,

My Commission Expires:

STATE OF )
) ss.
COUNTY OF )

The foregoing instrument was

, 195, by

Notary Public in and for
County, State of

acknowledged before me this day of

s President of

y 8

Corporation, in behalf

of said corporation.

My Commission Expires:

STATE OF )
) ss.
COUNTY OF )

The foregoing instrument was

y 195__, by

Notary Public in and for
County, State of

acknowledged before me this day of

y President of

y &

Corporation, in behalf

of said corporation.

My Commission Expires:

STATE OF )
) ss.
COUNTY OF )

The foregoing instrument was

sy 195__, by

Notary Public in and for
County, State of

acknowledged before me this day of

’ President of

y a

Corporation, in behalf of

said corporation.

My Commission Expires:

Notary Public in and for
County, State of




STATE OF )
) ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this day of
s 195_, by :
My Commission Expires: Notary Public in and for
County, State of
STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
My Commission Expires: Notary Public in and for
County, State of
STATE OF )
) Ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
, 195, by
My Commission Expires: Notary Public in and for
County, State of
STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of

, 195__, by

My Commission Expires:

Notary Public in and for

County, State of
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EXHIBIT I PASO-T-1955-2

Attached to and made a part of ... that certain agreement entitled

Dated the (3™ day of M mve bw . 5. 1957
ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

1. GENERAL PROVISIONS
1. Definitions

“Joint property” as herein used shall be construed to mean the subject area covered by the agreement to which this “Accounting Procedure™ is at-
tached.

“Operator” as herein used shall be construed to mean the party designated to conduct the development and operation of the subject area for the
joint account of the parties hereto.

“Non-Operator” as herein used shall be construed to mean any onc or more of the non-opc.rating partics.

e

2. Statements and Blllmgs . . .
Operator shall bill Non- Operat.or on or before the last day of ‘eick month for its nrtmornon‘ﬁr hfc nf costs mnd expenduures during the preced-
ing. month. Such bills ‘will "be accompanied by statements, reflecung the tota";os:s ared clurge's as set forth under Subp.\ugm,ph B ... belows
A. ‘Statement in detail of all charges and cr:dw tq,gbe ;omt agggixm . .

B. Statement of all charges and credits to the ;omt zv.-&‘)m sumr@ara.cd by appropriate classifications mdlcanve of the nature thereof.

C. Statements as follows:

u

(1) Detailed statement of material ordinarily considered controllable by operators of oil and gas properties; - Ty

e - - H

and e T Ll T, A .-‘»-.g
(3) Degailed.” statemcnt of any other charges and Crédies”

(2) Statement of ordinary charges and credits to the joint account summanzed by appropnatc c]assmcanons indicative of the nature thereof;

3. Payments by Non- Operator

Each party shali pay its proportion of all such bills within- fiftéen (15) days after receipt thercof. If payment is not made within such time, the
unpaid balance shall bear interest at the rate of six per cent (6%) per annum until paid.

4. Adjustments

Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness thereof. Subject to the exception
noted in Paragraph 5 of this section I, all statements rendered to Non-Operator by Operator during any calendar year shall conclusively be presumed
to be true and correct after twenty-four (24) months following the end of any such calendar year, unless within the said twenty-four (24) month
period Non-Operator takes written exception thereto and makes claim on Operator for adjustment. Failure on the part of Non-Operagor to make
claim on Operator for adjustment within such period shall establish the correctness thereof and preclude the ﬁling of exceptions thék'et}) or making
of claims for ad}'u's'tment thercon.” The provmons of this paragraph shall not prevent ad;ustmcms“re:ulnn), from physu.:ll uwemo&y of-'lpropcrty as
provided for in Secnon Vi, Invenzoq ok

5 Audits . e

1 ;‘H . 2 :
A Non~0peiator,,upon noti qmd all” éther Non-Operators, shz'll« de ngb! udlit
relating to the ncwunung }nrgnndgt-f ; enéu year within the twenty-four (24) it - period fonowlnﬁ' the ¢énd. of such calendar year, pro-

vided, howeyer,-. thlt Non<Ogeritor sa1dst ‘take writfen exception to and make cl:nh!‘upon"‘ the Operator for all. &‘hrepancnes disclosed by said
audit within said twenty-four (24) month period. Where there are two or more Non-Operators, the Non- Operators shall make every reasonable
effort to conduct joint or simultaneous audits in a manner which will result in a2 minimum of inconvenience to the Operator.

II. DEVELOPMENT AND OPERATING CHARGES
Subject to limitations bereinafter prescribed, Operator shall charge the joint acconnt with the following items:

1. Rentals and Royalties

Delay or other rentals, when such rentals are paid by Operator for the joint account; royalties, when not paid directly to royalty owners by the
purchaser of the oil, gas, casinghead gas, or other products.

2. LABOR, TRANSPORTATION, AND SERVICES

Labor, transportation, and other services necessary for the development, maintenance,
and operation of the joint property. ILabor shall include Operator's cost of vacation,
sickness and disability benefits of employees, and expenditures or contributions ime
posed or assessed by govermmental authority applicable to such labor,

3. EMPLOYEE BENEFITS

Operator'!s current oost of established plans for employees! group life insurance,
hospitalization, pension, retirement, stock purchase, thrift, bonus, and other
benefit plans of like nature, applicable to Operatort!s field payroll; provided
that the charges under this paragraph shall not exceed ten per cent (10%) of the
total of such labor charged to the joint account.

Material, equipment, and supplies purchased or Furnished by Operator for use of the joint property. So Tar as it 18 reasonably practical and con-
sistent with efficient and economical operation, only such material shall be purchased for or transferred to the joint property as may be required for
immediate use; and the accumulation of surplus stocks shall be avoided.

5. Transportation
Transportation of employees, equipment, material, and supplies necessary for the development, maintenance, and operation of the joint property
subject to the following limitations:

A. I material is moved to the joint property from vendor’s or from the Operator’s warehouse or other properties, no charge shall be made to the
joint account for a distance greater than the distance from the nearest reliable supply store or railway receiving point where such material is
available, except by special agreement with Non-Qperator.
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B. If surplus material is moved to Operator’s warehouse or other storage point, no charge shall be made to the joint account for a distance greater
than the distance from the nearest reliable supply store or railway recciving point, except by special agreement with Non-Operator. No charge
shall be made to the joint account for moving material to other properties belonging to Operator, except by special agreement with Non-Operator.

Service

A. OQutside Services:
The cost of contract services and utilities procured from outside sources.

B. Use of Operator’s Equipment and Facilities:
Use of and service by Operator’s exclusively owned equipment and facilities as provided in Paragraph 5 of Section III entitled “Operator’s Ex-
clusively Owned Facilities.”

Damages and Losses to Joint Property and Equipment

All costs or expenses necessary to replace or repair damages or losses incurred by fire, flood, storm, theftr, accident, or any other cause not con-
trollable by Operator through the exercise of reasonable diligence. Operator shall furnish Non-Operator written notice of damages or losses in-
curred as soon as practicable after report of the same has been received by Operator.

Litigation Expense

All costs and expenses of litigation, or legal services otherwise necessary or expedient for the protection of the joint interests, including attorneys’

fees and expenses as hereinafter provided, together with all judgments obrained against the parties- or any of them on account of the joint operations

under this agreement, and actug expenses incurred by any party or parties’ hereto in securing evidence for the purpose of defending against any

_acu’pﬂ ‘or_clain brosecuted or urged against the - ]Olnt account or ‘vhe subject enaser ‘pf this agreement; o3

'A. % tajority of the’ ipterests hereunder sﬁifl 0 agree actiens ‘o c‘lanmsr-sz&?%;g‘*dwdomg,mrewﬁpwndu may, be handled .by the legal
staff of one .oF mose tof: the?ptucs hereto; ind a chzrge commensurﬁe thkfcés(’of Jptowiding: end . fhrm&hmg !pch Qe:vnces rendered "may’ be’
made -against “the ]ouft‘mbuw but nq §uc‘h eiarge shﬂiﬁbr'made unﬁl%dvéd by the- tegal depanments of ‘or zttordeys for the respective
parties hereto. Lot

*.B. Fees andeexpenses of 0utsnde attorneys shall not be charged to the joint account unless zuthonzed by the majority of the interests hereunder.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the properties which are the subject of this agreement, the produc-
tion therefrom or the operation thereof, and which taxes have been paid by the Operator for the benefit of the parties hereto.

Insurance and Claims

A. Premiums paid for insurance required to be carried for the benefit of the joint account, together with all expenditures incurred and paid in
settlement of any and all losses, claims, damages, judgments, and other expenses, including legal services, not recovered from insurance carrier.
B. If no insurance is required to be carried, all actual expenditures incurred and paid by Operator in settlement of any and all losses, claims, dam-

ages, judgments, and any other expenses, including legal services, shall be charged to the joint account.

11.

FIELD SUPERVISION

A portion of the salaries and expenses of Operator!s drilling superintendent, por-
duction superintendent, geologists, engineers, and other supervisory employees
serving the joint property and other properties of the Operator, such charges being

apportioned to all properties served on an equltable basis consistent with Operatorts
accounting practice,

—aise g weimen o

1

12. ADMINISTRATIVE OVERHEAD

Overhead charges, which shall be in lieu of any charges for any part of the compen—
sation or salaries paid to managing officers and employees of Operator, and any
portion of the office expense of the principal business office located at Midland,
Texas, but which are not in lieu of field supervision charges pursuant to Paragraph
11 of this Section II incurred in operating any such properties, or any other ex-
penses of Operator incurred in the development and operation of said properties;
and Operator shall have the right to assess against the joint property covered
hereby the following overhead charges:

WELL BASIS (Rate Per Well Per Month)

PRODUCING WELL RATE

DRILLING WELL (Use Completion Depth)
RATE
All Wells
Well Depth Each Well First Five Next Five Over Ten

150,00 50,00 25,00 15.00

A. Overhead charges for drilling wells shall bégin on the date each well is spudded and terminate when it is on production or is plugged, as the
- case may be, except that no charge shall be made during\the suspension of drilling operations for fifteen (15) or more consecutive days.
B. In connection with overhead charges, the status of wells shall be as follows:
(1) Injection wells for recovery operations, such as for repressure or water flood, shall be included in the overhead schedule the same as produc-
. ing oil wells,
(2) Water supply wells utilized for water flooding operations shall be included in the overhead schedule the same as producing oil wells.
(3) Producing gas wells shall be included in the overhead schedule the same as producing oil wells.
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{4) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the overhead schedule at the time the
shutdown is effected. When such wells are plugged, overhead shall be charged at the producing well rate during the time required for the
plugging operation.

(5) Wells being plugged back, drilled deeper, or converted to 2 source or input well shall be included in the overhead schedule the same as drill-
ing wells.

(6) Temporarily shut-down wells (other than by governmental regulatory body) which are not produced or worked upon for a period of a full

~

calendar month shall not be included in the overhead schedule; however, wells shut in by governmental regulatory body shall be included
in the overhead schedule only in the event the allowable production is transferred to other wells on the same property. In the event of a
unit allowable, all wells capable of producing will be counted in determining the overhead charge.

(7) Wells completed in dual or multiple horizons shall be considered as two wells in the producing overhead schedule.

(8) Lease salt water disposal wells shall not be included in the overhead schedule unless such wells are used in a se;:ondnry recovery program
on the joint property.

C. The above overhead schedule for producing wells shall be applied to the total number of wells operated under the Operating Agreement to which
this accounting procedure is attached, irrespective of individual leases.

D. It is specifically understood that the above overhead rates apply only to drilling and producing operations and are not intended to cover the
construction or operation of additional facilities such as, but not limited to, gasoline plants, compressor plants, repressuring projects, salt water
disposal facilities, and similar installations. If at any time any or all of these become necessary to the operation, a separate agreement will be
reached relative to an overhead charge and allocation of district expense.

E. The above specific overhead rates may be amended from time to time by agreement between Operator and Non-Operator if, in practice, they are

found to be insufficient or excessive.

13. Operator’s Fully Owned Warehouse Operating and Maintenance Expense
(Describe fully the agreed procedure to be followed by the Operator.)
2~1/2% of the cost of tubular goods 2" and over transferred from Operator's
storage, determined pursuant to Paragraph 2 of Section III below.
_____ .
14. Other Expenditures
Any expenditure, other than expenditures which are covered and dealt with by the foregoing provisions of this Section 1I, incurred by the Opera-
tor for the neccssa;y and proper devclopment, maintenance, and operation of the joint property.
III. BASIS OF CHARGES TO JOINT ACCOUNT
1. Purchases
Material and equipment purchased and service procured shall be charged at price paid by Operator after deduction of all discounts actually received.
2. Material Furnished by Operator -
Material required for operations shall be purchased for direct charge to joint account whenever practicable, except that Operator may furnish such
material from Operator’s stocks under the following conditions:
A. New Material (Condition “A”)

(1) New material transferred from Operator’s warehouse or other properties shall be priced f.o.b. the nearest reputable supply store or railway
receiving point, where such material is available, at current replacement cost of the same kind of material. This will include material such
as tanks, pumping units, sucker rods, engines, and other major equipment. Tubular goods, two-inch (2”) and over, shall be priced on car-
load basis effective at date of transfer and f.o.b. railway receiving point nearest the joint account operation, regardless of quantity transferred.

(2) Other material shall be priced on basis of a reputable supply company's preferential price list effective at date of transfer and f.o.b. the store
or railway recciving point nearest the joint account operation where such material is available.

(3) Cash discount shall not be allowed.

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

(1) Material which is in sound and serviceable condition and is suitable for reuse without reconditioning shall be classed as Condition “B" and
priced at seventy-five per cent (75%) of new price.

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

(a) After reconditioning will be further serviceable for original function as good secondhand material (Condition “B™), or
(b) Is serviceable for original function but substantially not suitable for reconditioning,
shall be classed as Condition “‘C” and priced at fifty per cent (509 ) of new price.
(3) Material which cannot be classified as Condition “B” or Condition “C” shall be priced at a value commensurate with its use.
(4) Tanks, buildings, and other equipment involving erection costs shall be charged at applicable percentage of knocked-down new price.
3. Premium Prices .
Whenever materials and equipment are not readily obtainable at the customary supply point and at prices specified in Paragraphs 1 and 2 of this
Section III because of national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may charge the
joint account for the required materials on the basis of the Operator’s direct cost and expense incurred in procuring such materials, in making it
suitable for use, and in moving it to the location, provided, however, that notice in writing is furnished to Non-Operator of the proposed charge prior
to billing the Non-Operator for the material and/or equipment acquired pursuant to this provision, whereupon Non-Operator shall have the right,
by so electing and notifying Operator within 10 days after receiving notice from the Operator, to furnish in kind, or in tonnage as the parties may
agree, at the location, nearest railway receiving point, or Operator’s storage point within a comparable distance, all or part of his share of material
and/or equipment suitable for use and acceptable to the Operator. Transportation costs- on any such material furnished by Non-Operator, at any
point other than at the location, shall be borne by such Non-Operator. If, pursuant to the provisions of this paragraph, any Non-Operator furnishes
material and/or equipment in kind, the Operator shall make appropriate credits therefor to the account of said Non-Operator.
4. Warranty of Material Furnished by Operator
Operator does not warrant the material furnished beyond or back of the dealer’s or manufacturer’s guaranty; and in case of defective material, cred-
it shall not be passed until adjustment has been received by Operator from the manufacturers or their agents.
5. Operator’s Exclusively Owned Facilities

The following rates shall apply to service rendered to the joint account by facilities owned exclusively by Operator:
A. Water, fuel, power, compressor and other auxiliary services at rates commensurate with cost of providing and furnishing such service to the
joint account but not exceeding rates currently prevailing in the field where the joint property is located.
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B. Automotive equipment at rates commensurate with cost of ownership and opcration. Such rates should generally be in line with the schedule of
rates adopted by the Petroleum Motor Transport Association, or some other recognized organization, as recommended uniform charges against
joint account operations and revised from time to time. Automotive rates shall include cost of oil. gas, repairs, insurance, and other operating
expense and depreciation; and charges shall be based on use in actual service on, or in conncction with, the joint account operations. Truck
and tractor rates may include wages and expenses of driver.

C. A fair rate shall be charged for the use of drilling and cleaning-out tools and any other items of Operator’s fully owned machinery or equip-
ment whick shall be ample to cover maintenance, repairs, depreciation. and the service furnished the joint property; provided that such charges
shall not exceed those currently prevailing in the field where the joint property is located. Pulling units shall be charged at hourly rates com-
mensurate with the cost of ownership and operation, which shall include repairs and maintenance, operating supplies, insurance, depreciation, and
taxes. Pulling unit rates may include wages and expenses of the operator.

D. A fair rate shall be charged for laboratory services performed by Operator for the benefit of the joint account, such as gas, water, core, and any
other analyses and tests; provided such charges shall not exceed those currently prevailing if performed by outside service laboratories.

E. Whencver requested, Operator shall inform Non-Operator in advance of the rates it proposes to charge.

I. Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient.
IV. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL

The Operator shall be under no obligation to purchase interest of Non-Operator in surplus new or secondhand material.  The disposition of major
items of surplus material, such as derricks, tanks, engines. pumping units, and tubular goods, shall be subject to mutual determination by the parties
hereto; provided Operator shall have the right to dispose of normal accumulations of junk and scrap material either by transfer or sale from the
joint property.

Material Purchased by the Operator or Non-Operator

Material purchased by either the Operator or Non-Operator shall be credited by the Operator to the joint account for the month in which the
material is removed by the purchaser.

Division in Kind

Division of material in kind, if made between Operator and Non-Operator, shall be in proportion to their respective interests in such material.  Each
party wiil thereupon be charged individually with the valuc of the material reccived or receivable by cach party, and corresponding credits will be
made by the Operator to the joint account. Such credits shall appear in the monthly statement of operations.

Sales to Outsiders

Sales to outsiders of material from the joint property shall be credited by Operator to the joint account at the net amount collected by Operator

from vendee. Any claims by vendee for defective material or otherwise shall be charged back to the joint account if and when paid by Operator.

V. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT

Material purchased by either Operator or Non-Operator or divided in kind, unless otherwise agreed, shall be
valued on the following basis:

New Price Defined

New price as used in the following paragraphs shall have the same meaning and application as that uwsed above in Section 111, “Basis of Charges to

Joint Account.”

New Material

New material (Condition "A”'), being new material procurcd for the joint account but never used thercon, at one hundred per cent (1009 ) of cur-
rent new price (plus sales tax if any).

Good Used Material

Good used material (Condition "B""). being used material in sound and scrviceable condition, suitable for reuse without reconditioning:

A. At seventy-five per cent (75 ) of current new price if material was charged to joint account as new, or

B. At sixty-five per cent (657%) of current new price if material was originally charged to the joint property as secondhand at scventy-five per
cent (75%) of new price. .

Other Used Material

Used material (Condition “C”), at fifty per cent (50%) of current new price, being used material which:
A. After retonditioning will be further serviceable for original function as good secondhand material (Condition “B"), or
B. Is serviceable for original function but substantially not suitable for reconditioning.

Bad-Order Matierial

Material and equipment (Condition “D™), which i5 no longer usable for its original purposc without excessive repair cost but is further usable for

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

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

Temporarily Used Material

When the use of material is temporary and its service to the joint account does not justify the reduction in price as provided in Paragraph 3 B,

above, such material shall be priced on a basis that will leave 2 net charge to the joint account consistent with the value of the service rendered.

VI. INVENTORIES
Periodic Inventories, Notice and Representation
At reasonable intervals, inventories shall be taken by Operator of the joint account material, which shall include all such material as is ordinarily
considered controllable by operators of oil and gas properties.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that Non-
Operator may be represented when any inventory is taken.
Failure of Non-Operator to be represented at an inventory shall bind Non-Operator to accept the inventory taken by Operator, who shall in that
event furnish Non-Operator with a copy thereof.
Reconciliation and Adjustment of Inventories

Reconciliation of inventory with charges to the joint account shall be made by each party at interest, and a list of overages and shortages shall be
jointly determined by Operator and Non-Operator.

Inventory adjustments shall be made by Operator with the joint account for overages and shortages, but Operator shall be held accountable to Non-
Operator only for shortages due to lack of reasonable diligence.

Special Inventories

Special inventories may be taken, at the expense of the purchaser, whenever there is any sale or change of interest in the joint property; and it shall
be the duty of the party selling to notify all other parties hereto as quickly as possible after the transfer of interest takes place. In such cases, both
the scller and the purchaser shall be represented and shall be governed by the inventory so taken.
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RATIFICATION AND JOINDER OF UNIT CPERATING AGREEMENT
UNDER UNIT AGREEMENT FOR THE DEVELOFPMENT AND OPERATION OF THE

SEVEN RIVERS HILIS UNIT AREA, EDDY COUNTY, NEW MEXICO

In consideration of the execution of the Unit Operating Agreement under
Unit Agreement for the Development and Operation of the said _Seven Rivers Hills
Unit Area, in form approved by the Secretary of the Interior, the undersigned
owners of lands or leases or interests therein presently held or which may arise
under existing option agreements or other interests in production covered by said
Unit Operating Agreement, each to the extent of his or her particular ownership
or interest, as may appear, have consented 10 the inclusion of said lands within
the Unit Area therein defined, and do hereby approve, adopt and ratify the said
Unit Operating Agreement in the form and as submitted to the United States Geo~
logical Survey in connection with the submission of Unit Agreement for the Develop-
ment and Operation of the said Unit Area.

This Ratification and Joinder of Unit Operating Agreement may be exe-
cuted in any number of counterparts with the same force and effect as if all
parties had signed the same document and shall be binding upon all those who exe-
cute a counterpart hereof, regardless of whether or not it is executed by all
other parties owning or claiming an interest in the lands affected hereby, and
when so executed shall be binding upon the undersigned, his or her successors or
azsigns, subject to all the terms, provisions and conditions of said Unit Operating
Agreement.

ADDRESS SIGNATURE

ATTEST: , CARPER DRILLING CONPANY, INC,

Date:
STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this day of
, 19___, by
My Commission Expires: Notary Public in and for

County, State of

STATE OF  MEW MEXI00 )
)
COUNTY OF Y )

The foregoing instrument was acknowledged before me this _Q%pd  day of

Septesber . 1987, vyltas

eSS

President of

 Nem Meaxies  Corpor-

e / . . 7 ,
LM [ (////:/u EEN

My Commission Expires: Notary Public in énd for iﬁiﬁ!

County, State of _____ lew Mexieo
OCatoder 15, 1999

ation, in behalf of said corporation.
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RATIFICATION AND JOINDER OF UNIT CPERATING AGREEMENT
UNDER UNIT AGREEMENT FOR THE DEVELOFMENT AND OPERATION OF THE
-SEVEN BIVFRS HITLS.  UNIT AREA, __ EDDY _ COUNTY, NEW MEXICO

In consideration of the execution of the Unit Operating Agreement under
Unit Agreement for the Development and Operation of the said _ Seven Rivers Hills
Unit Area, in form approved by the Secretary of the Interior, the undersigned
owners of lands or leases or interests therein presently held or which may arise
under existing option agreements or other interests in production covered by said
Unit Operating Agreement, each to the extent of his or her particular ownership
or interest, as may appear, have consented to the inclusion of said lands within
the Unit Area therein defined, and do hereby approve, adopt and ratify the said
Unit Operating Agreement in the form and as submitted to the United States Geo-
logical Survey in connection with the submission of Unit Agreement for the Develop-
ment and Operation of the said Unit Aresa,

This Ratification and Joinder of Unit Operating Agreement may be exe-
cuted in any number of counterparts with the same force and effect as if all
parties had signed the same document and shall be binding upon all those who exe-
cute a counterpart hereof, regardiess of whether or not it is executed by all
other parties owning or claiming an interest in the lands affected hereby, and
when so executed shall be binding upon the undersigned, his or her successors or
agsigns, subject to all the terms, provisions and conditions of said Unit Operating
Agreement.

ADDRESS SIGNATURE

P. O. Box 333 W
Roswell, New Mexico - A — .
Date: September 24, 1957

STATE OF NE+ MEXICO )
) ss.
)

COUNTY OF  (HAVES

The foregoing instrument was acknowledged before me this 24th day of

Sepiembes , 19_57, by __Foster Morrell and Edna E. Morrell, his uife .
My Commission Expires: Notary Publi¢ in and for Chaves

County, State of New-Mexioo
March 1o, 1961

STATE OF )
) ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this | day of

,» 19 , by , President of

, & Corpor-

ation, in behalf of said corporation.

My Commission Expires: Notary Public in and for
County, State of




