BEFORE THE NEW MEXICO OIL CONSERVATION DI%%SION
ECEIVED

NOV 22 1ugs

OIL CONSERVATION Divicp;
APPLICATION OF MURPHY OPERATING ' 0K Divisury

CORPORATION FOR STATUTORY UNITIZATION,

APPROVAL OF A UNIT, AND FOR AUTHORITY X

TO INSTITUTE A WATER FLOOD PROJECT, No. S 2 &N
ROOSEVELT COUNTY, NEW MEXICO.

APPLICATION

Murphy Operating Corporation hereby applies to the New
Mexico 0il Conservation Division for an order approving statutory
unitization of the area and formation known as the Bluitt San
Andres Unit, Roosevelt County, New Mexico, approving the Unit,
and authorizing applicant<£o institute a water flood project for
the Bluitt San Andres Unit, and in support thereof, states:

1. Murphy Operating Corporation is engaged in the business
of, among other things, producing and selling oil and gas as
defined by the New Mexico Statutory Unitization Act (N.M. Stat.
Ann. §§ 70-7-1 through 70-7-21 (1978), hereinafter referred to as
the "Act"}.

2. The proposed area for which application is made for
unitized operations pursuant to the Act is known as the Bluitt
San Andres Unit, Roosevelt County, New Mexico (the "Unit Area™),
and consists of 1800 acres, more or less, in Roosevelt Coﬁnty,
New Mexico, being more particﬁlarly described in Exhibit "A"
attached hereto. A map of the Unit Area is attached hereto as

Exhibit "B".



3. The formation for which application is made (the
"Unitized Formation") is the subsurface portion of the Unit Area
known as the San Andres formation, and the vertical limits
thereof are found in the interval between 4640 and 4676 feet as
measured on the nuclear log run in the Murphy Operating Corpo-
ration Bluitt Fed. Well No. 3 on October 17, 1977, said well
located 660 feet from the South line and 1980 feet from the East
line of Section 13, Township 8 South, Range 37 East, Roosevelt
County, New Mexico. The Unitized Formation shall further include
all subsurface points throughout the Unit Area correlative to the
aforementioned identified depths.

4. The portion éf the Unitized Formation included within
the Unit Area has been reaéonably defined by development.

5. Murphy Operating Corporation proposes to institute a
water flood project for the secondary recovery of o0il and gas
from the Unitized Formation within the Unit Area.

6. The proposed plan of unitization is embodied in the
Unit Agreement, a true copy of which is attached hereto as
Exhibit "C", and the plan is fair, reasonable and equitable.

7. The proposed operating plan covering the manner in
which the Unit will-be supervised and managed and costs allocated
and paid is embodied in the Unit Operating Agreement, a true copy
of which is attached hereto ad Exhibit "D".

8; Murphy Operating Corporation projects that the unitized
management, operation and further development of the Unitized
Formation will increase production by approximately 1.7 million

barrels of o0il, will improve the producing rate, and will extend



the producing life of the formation beyond the year 2000. It is
therefore evident that the unitized management, operation and
further development of the Unitized Formation 1s reasoconably
necessary 1in order to effectively carrv on water flood and
secondary recovery operations to substantially increase the
ultimate recovery of o0il and gas from the Unitized Formation
within the Unit Area.

9, The method of operation which is proposed in the Unit
Operating Agreement is feasible, will prevent waste and will
result with reasonable probability in the increased recovery of
substantially more o0il and gas from the Unitized Formation than
would otherwise be recovered.

10. The estimated adaitional costs of conducting unitized
operations will not exceed the estimated value of the additional
0il and gas to be recovered, plus a reasonable profit.

11. The proposed unitization and adoption of the methods of
operation embodied in the.Unit Operating Agreement will benefit
the working interest owners and royalty owners of the oil and gas
rights within the Unitized Formation of the Unit Area.

12. Murphy Operating Corporation has made a good faith
effort to secure ‘Voluntaryi unitization within the Unitized
Formation of the Unit Area.

13, The participation formula contained in the Unit Agree-
ment ailocates the produced and saved unitized hydrocarbons to
the separately owned tracts in the Unit Area on a fair, reason-
able and eguitable basis, and protects the correlative rights of

all owners of interest within the Unit Area.



14. The statutory unitization of the Unitized Formation
within the Unit Area in accordance with the plan embodied in the
Unit Agreement and Unit Operating Agreement will prevent waste
and protect correlative rights.

15. By converting certain presently producing wells, Murphy
Operating Corporation proposes to inject fluids into the above
described San Andres formation in the Bluitt San Andres Unit.
Attached hereto 1is Exhibit "E", which is a plat showing the
location of all wells located within the Unit Area which are
proposed to be used as producing wells or injection wells, with
proposed injection wells circled in red. In addition, Exhibit
"E" also shows all wells and lessees that are located within a
two-mile radius of the proéﬁsed injection wells,

16. The water to be used for injection for the waterflood
project shall be acquired from the most economical of three
commercial sources in the immediate area of the proposed Unit,
It is projected that 1200 barrels of water per day will be
initially injected, and if successful, up to 4800 barrels of
water per day will be injected.

17. Water 1is to be injected at a surface pressure not to
exceed 0.2 psi per foot of depth to top o0f injection =zone,
provided that surface pressure in excess of 0.2 psi per foot of
depth to injection =zone may be applied upon administrative
approvél as provided by 0il Conservation Division rules and
regulations.

18. Approval of the water flood project will substantially

increase recoverable reserves to be produced within the useful



life of production facilities, thereby preventing waste and
protecting correlative rights.

WHEREFORE, Murphy Operating Corporation requests that this
application be set for hearing before the Division at the earli-
est practicable date and that the Division enter its order
approving the Unit Agreement and Unit Operating Agreement,
providing for the unitized management, operation and further
development of the Unitized Formation and the Unit Area in
accordance with the Act, and approving the water flood project.

Murphy Operating Corporation further requests the
establishment of a project allowable in accordance with Rule 701
and also the establishment of an administrative procedure for any
change in, or additional, injection wells which might prove to be
necessary.

Respectfully submitted,
HINKLE, COX, EATON, COFFIELD & HENSLEY

By / %ﬁ ?'(4//

T. Calder Ezzell, JxZ.”
P. O. Box 10

Roswell, New Mexico 88201
(505) 622-6510

Attorneys for Murphy Operating
Corporation
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EXHIBIT "C"

UNIT AGREEMENT
BLUITT SAN ANDRES UNIT
COUNTY OF ROOSEVELT

STATE OF NEW MEXICO
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATTON
OF THE
BLUITT SAN ANDRES UNIT
ROOSEVELT COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the 1st day of November, 1985, by and
between the parties subscribing, ratifying, or consenting hereto, and herein
referred to as the "parties hereto,”

WITNESSETH:

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

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as
amended, 30 U.5.C. Secs. 181 et seq., authorizes Federal lessees and their
representative 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 State of New Mexico 1is
authorized by an Act of the Legislature (Section 1, Chapter 88, Laws 1943, as
amended by Section 1, Chapter 162, Laws of 1951; Chapter 19, Article 10, Section
47, New Mexico Statutes Annotated) to amend with the approval of lessce, evi-
denced by the lessee's execution of such agreement or otherwise, any oil aud gas
lease embracing State lands so that the length of the term of said lease may
coincide with the term of such agreements for the unit operation and development
of part or all of any oil or gas pool, field or area; and

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

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

WHEREAS, it is the purpose of the parties hereto to conserve natural re-
sources, prevent waste, and secure other bhenefits obtainable through development
and operation of the area subject to this Agreement under the terms, conditions,
and limitations herein set forth;

NOW, THEREFORE, in consideration of the premises and the promises herein
contained, the parties herato commit to this Agreement their respective interest
in the below-defined unit area, and agree severally among themselves as follows:

SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of
February 25, 1920, as amended, supra, and all valid pertinent regulations,
including operating and unit plan regulations, heretofore issued thereunder or
valid, pertinent and reasonable regulations hereafter 1issued thereunder are
accepted and made a part of this Agreement as to Federal lands, provided such
regulations are not {anconsistent with the terms of this Agreement; and as to
non-Faderal lands, the oil and gas operating regulations in effect as of the
effective date hereof governing drilling and producing operations, not incon-
sistent with the terms hereof or the laws of the state in which the non-Federal
land is located, are hereby accepted and made a part of this Agreement.

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

(a) "Onit Area” is defined as those lands described in Exhibit "B” and
depicted on Exhibit "A" hereof, and such” land 1{is hereby designated and
recognized as constitutiag the Unlt Area, containing 1800.00 acres, more or
less, in Roosevelt County, New Mexico. -

(h) “"Land Commissioner™ 1is defined as the Commissioner of Public Lands of
the State of New Mexico.

-1-
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(c) "Division™ is defined as the 0il Conservation Division of the
Department of Energy and Minerals of the State of New Mexico.
(d) “"Director” is defined as the Director of the Bureau of land Management

for the State of New Mexico or any person authorized to act on the Director's
behalf.

(e) TSecretary” is defined as the Secretary of the Interior of the Unitad
States of America, or his duly authorized delegate.

(f) "Department” is defined as the Department of the Interior of the Unitad
States of America.

(g) “Authorized Officer (AO0)" is defined as any employee of the Bureau of
Land Manapgement who has been delegated the authority to perform the duties
described in this Part.

(h) "Unitized Formation” shall mean that subsurface portion of the Unit
Area commonly known as the San Andres formation, and which is the same formation
that was encountered between the logged depths of 4640' (subsea elevation of
-643) and 4676' (subsea elevation of -679") in the Murphy Operating Corporation
Bluitt Federal Well No. 3 as shown on the Nuclear Log of said well dated October
17, 1977, which well is located 660' FSL and 1980' FEL of Section 13, T-3-S,
R-37-E, NMPM, Roosevelt County, New Mexico.

(i) "Unitized Substances” are all oil, gas, gaseous substaaces, sulphur
contained in gas, condensate, distillate and all associated and constituent
liquid or liquefiable hydrocarbons, other than outside substances, within and
produced from the Unitized Formation, of the Unitized Land.

(3 "Tract” 1is each parcel of land described as such and given a Tract
number in Exhibit "B.”
(k) "Tract Participation” is defined as the percentage of participation

shown on Exhibit "B" for allocating Unitized Substances to a Tract under this
Agreement.

(L) "Unit Participation” is the sum of the percentages obtained by
multiplying the Working Interest of a Working Interest Owner in each Tract by
the Tract Participation of such Tract.

(m) "Working Interest” is the right to search for, produce and acquire
Unitized Substances whether held as an incident of ownership of mineral fee

~simple citle, under an oil and gas lease, or otherwise held, which interest is

chargeable with and obligated to pay or bear, either in cash or out of produc-
tion, or otherwise, all or a portion of the cost of drilling, developing and
producing the Unitized Substances from the Unitized Formation and operations
thereof hereunder. Provided that any royalty interest created out of a working
interest subsequent to the execution of this Agresement by the owner of the
working interest shall continue to be subject to such working interest burdens
and obligations.

(n) “Working Interest Owner™” 1s any party hereto owning a Working Intecrest,
including a carried working interest owner, holding an interest in Unitized
Substances by virtue of a lease, operating agreement, fee title or otherwise.
The owner of oill and gas rights that are free of lease or other instrument
creating a Working Interest 1n another shall be regarded as a Working Interest
Owner to the extent of seven-eighths (7/8) of his 1interest 1in Unitized
Substances, and as a Royalty Owner with respect to his remaining one-eighth
(1/8) interest therein.

(o) "Royalty Interest”™ or "Royalty” is an interest other than a Working
Interest in or right to receilve a portion of the Unitized Substances or the pro-
ceeds thereof and includes the royalty interest reserved by the lessor or by aun
01l and gas lease and any overriding royalty interest, oil payment interest, net
profit coantracts, or any other payment or burden which does not oarry with it
the right to search for and produce Unitized Substances.

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

(q) “Unit Operating Agreement” 1s the agreement entered into by and bhetween
the Unit Operator and the Working Interest Owners as provided in Section 9,
infra, and shall be styled "Unit Operating Agreement, Bluitt San Andr2s Unit,
Roosevelt County, New Mexico.”

(r) "0il and Gas Rights" is the right to explore, develop and operate lands
within the Unit Area for the production of Unitized Substances, or to shar2 in
the production so obtained or the proceeds thereof.

(s) “"Outside Substances”™ 1is any substance obtained from anv source other
than the Unitized Formation and injected into the Unitized Formation.

(t) "Unit Manager” 1is any person or corporatlion appointei by Vorking
Interest Owners to perform the duties of Unit Operator until the selectinn and
qualification of a successor Unit Operator as provided for in Section 7 hereof.

() "Unit Operator” 1ig the party designated by Working Interest Owners
under the Unit Operating Agreement to conduct Unit Operations.

(v) "Unit Operatlions”™ is any operation conducted pursuant to this Agreement
and the Unit Operating Agreement. ’

.
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(w) “Unit Equipment” is all personal property, lease and well equipment,
plants, and other facilities and equipment taken over or otherwise acquired for
the joint account for use in Unit Operations.

(x) “Unit Expense” {is all cost, expense, or 1indebtedness incurred by
Working Interest Owners or Unit Operator pursuant to this Agrecment and the Unit
Operating Agreement for or on account of Unit Operations.

SECTION 3. EXHIBITS. The following exhibits are incorporated herein by
reference: Exhibit "A" attached hereto is a map showing the Unit Area and the
boundaries and identity of tracts and leases in sald Unit Area to the extent
shown to the Unit Operator. Exhibit "B" attached hereto is a schedule showing,
to the extent %knowa to the Unit Operator, the acreage comprising each tract,
percentages and kind of ownership of o0il and gas interests in all land in the
Unit Area, and Tract Participation of each Tract. However, nothing herein or in
said schedule or wmap 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 ot schedule as owned by such party. Exhibit "C" attached
hereto is the provisions of paragraphs ! through 7 of Section 202 of Executive
Order 11246. Exhibits "A" and "B” shall be revised by the Unit Operator when-
ever changes reader such revision necessary or when requested by the A0, and
copies of such revision shall be filed with the Land Commissioner, and not less
than seven copies shall be filed with the AO.

SECTION 4. EXPANSION. The above described Unit Area may when practicable
be expanded to 1include therein any additional Tract or Tracts regarded as
reasonably necessary or advisable for the purposes of this Agreement. Such
expansion shall be effected in the following manner:

(a) The Working Interest Owner or Owners of a Tract or Tracts desiring to
bring such Tract or Tracts into this unit, shall file an application therzfor
with Unit Operator requesting such admission.

(b) Unit Operator shall circulate a notice of the proposed expansion to
each Working Interest Owner in the Unit Area aand in the Tract proposed to bhe
included in the wunit, setting out the basis for admission, the Tract
Participation to bhe assigned to each Tract in the enlarged Unit Area and other
pertinent data. After unegotiation (at Working Interest Owners' meeting or
otherwise) 1if at least three Working Interest Owners having in the aggregate
eighty percent (807%) Unit Participation then in effect have agreed to inclusion
of such Tract or Tracts in the Unit Area, then Unit Operator shall:

(1) After obtaining preliminary concurrence by the Director, prepare a
notice of proposed expansion describing the contemplated changes in the bound-
aries of the Unit Area, the reason therefor, the basis for admission of the
additional Tract or Tracts, the Tract Participation to be assipgned thereto and
the proposed effective date thereof; and

(2) Dbeliver copies of said notice to the Land Commissioner, the AQ,
each Working Interest Owner and to the lessee and lessor whose interests are
affected, advising such parties that thirty (30) days will be allowed for sub-
mission to the Unit Operator of any objection to such proposed expansion; and

(3) File, upon explration of said thirty (30) day period as set out in
(2) immediately above with the Land Commissioner and A0 the following: (a) evi-
dence of mailing or delivering coples of sald notlce of expansion; (b) an appli-
cation for approval of such expansion; (¢) an instrument containing the
appropriate joinders 1in compliance with the participation requirements of
Section 14, and Section 32, infra; and (d) a copy of all objections received
along with the operator's respouse thereto.

The expansion shall, after due consideration of all pertinent information
and approval by the Land Commissioner and the AO, hecome cffective as of the
date prescribed in the notice thereof, preferably the first day ofra month sub-
sequent to the date of notice. The revised Tract Participation of the respec-
tive Tracts included within the Unit Area prior to such enlargement shall remain
the same ratio one to another.

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

SECTION 6. UNIT OPERATOR. MURPHY OPERATING CORPORATION 1is hereby desiz-
nated the Unit Jperator, and by signing this instrument as Unit Operatsr, agraes
and consents to accept the duties and obligations of Unit Operator for the oner—

-3-
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the operation, development, and production of Unitized Substances as herein pro-
vided. Whenever reference 1s made hereln to the Unit Operator, such reference
means the Unit Operator acting in that capacity and not as an owner of interests
in Unitized Substances, when such interests are owned by it and the term
"Working Interest Owner” when used herein shall refer to the Unit Operator as
the owner of a Working Interest when such an interest is owned by it.

Unit Operator shall have a llen upon interests of Working Interest Owners in
the Unit Area to the extent provided in the Unit Operating Agreement.

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall
have the right to resign at any time, but such resignation shall not bhecome
effective so as to release Unit Operator from the duties and obligations of Unit
Operator and terminate Unit Operator's rights as such for a period of six (6)
months after written notice of intention to resign has been given by Unit
Operator to all Working Interest Owners, the Land Commissioner and the A0 unless
a new Unit Operator shall have taken over aud assumed the duties and obligations
of Unit Operator prior to the expiration of saild period. The resignation or
removal of Unit Operator shall not release Unit Operator from any liability for
any default by it hereunder occurring prior to the effective date of its resig-
nation or removal.

The Unit Operator shall, upon default or fallure 1{n the performance of its
duties and obligations hereunder, be subject to removal by Working Interest
Owners having in the aggregate seventy-five percent (75%) or more Unit Partici-
patlion then 1in effect exclusive of the Working Interest Owner who is the Unit
Operator. Such removal shall be effective upon notice thereof to the Land
Commissioner and the AO.

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

The resignation or removal of Unit Overator 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 wells, equipment, books and records, materials, appurtenances and any other
agsets used In connection with the Unit Operations and used by the Working
Interest Owners to the new duly qualified successor Unit Operator or to the Unit
Manager if no such new Unit Operator is elected. Nothing herein contained shall
be construed to relieve or discharge any Unit Operator or Unit Manager who
resigns or 1s removed hereunder from any liability or duties accruiang or perform—
able by it prior to the effective date of such resignation or removal.

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall
tender 1ts resignation as Unit Operator or shall be removed as hereinabove pro-
vided, the Working Interest Owners shall select a successor Unit Operator as

R herein provided. Such selection shall not become effective until (a) a Unit
‘ Operator so selected shall accept {n writing the duties and responsibilities of
Unit Operator, and (b) the selection shall have been approved by the Land
Commissioner and the AQO, If no successor Unit Operator or Unit Manager is
selected and qualified as herein provided, the Land Commissioner aud/or the
Director, at their election, may declare this Agreement terminated.

In selecting a successor Unit Operator, the affirmative vote of three or
more Working Interest Owners having a total of sixty-five percent (65%) or more
of the total Unit Participation shall prevail; provided that 1f any one Working
Interest Owner has a Unit Participation of more than thirty—-five percent (35%),
its negative vote or failure to vote shall not be regarded as sufficient unless
supported by the vote of one or more other Working Interest Owners having a
total Unit Participation of at least five percent (5%). T1f the Unit Operator
who is removaed votes only to succeed itself or fails to vote, the successor Unit
Operator may be selected by the affirmative vote of the owners of at least
seventy-five percent (75%) of the Unit Participation remaining after excluding
the Unit Participation of the Unit Operator so removed.

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. Costs and

expenses Lncurred by Unit Operator and in conducting Unit Operations hereunder

PR T e o shall be paid, apportioned among and borne by the Working Interest Owners 1in
accordance with the Unit Overating Agreement. Such Unit Operating Agreement

shall also provide the manner in which the Working Interest Owners shall be

entitled to receive their respective proportionate and allncated share of the

benefits accruing hereto in conformity with their underlying operating agree-

ments, leases or other contracts and such other rights and obligations as
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between Unit Operator and the Working Interest Owners as may be agreed upon by
the Unit Operator and the Working Interest Owners; however, no such Unit
Operating Agreement shall be deemed either to modify any of the terms and con-
ditions of this Agreement or to relieve the Unit Operator of any right or obli-
gation established under this Agreement, and 1in case of any 1lnconsistency or
conflict between this Agreement and the Unit Operating Agreement, this Agreement
shall prevall. Copies of any Unit Operating Agreeument executed pursuant to this
Section shall be filed with the Land Commissioner and with the A0 as required
prior to approval of this Agreement.

SECTION 10. RIGHTS AND OBLIGATIONS OF OUNIT OPERATOR. FExcept as otherwise
specifically provided herein, the exclusive right, privilege and duty of exer-
cising any and all rights of the parties hereto which are uaecessary or con-
venient 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. Upon request, acceptable evidence of title to said
rights shall be deposited with said Unit Operator, and together with this
Agreement, shall constitute and define the rights, privileges and obligations of
Unit Operator. Nothing herein, however, shall be construed to trausfer title to
any land or to any lease or operating agreement, it being understood that under
this Agreement the Unit Operator, Iin its capacity as Unit Operator, shall exer-
cise the rights of possession and use vested in the parties hereto only for the
purposes herein specified.

SECTION 11. PLAN OF OPERATIONS. It is recognized and agreed by the parties
hereto that all of the land subject to this Agreement is reasonably proved to be
productive of Unitized Substances and that the object and purpose of this
Agreement is to formulate and to put into effect an improved recovery project in
order to effect additional recovery of Unitized Substances, prevent waste and
conserve natural resources. The parties heretn agree that the Unit Operator
may, subject to the consent and approval of a Plan of Operation by the Working
Interest Owners, the A0, the Land Commissioner and the Division, inject into the
Unitized Formation, through any well or wells completed therein, brine, water,
air, gas, oil, liquified petroleum gases and any one or more other substances or
combination of substances, whether produced from the Unitized Land or not, and
that the location of input wells and the rates of injection therein shall be
governed by standards of good geological and petroleum engineering practices and
conservation methods. Subject to like approval, the Plan of Operation may be
revised as conditions may warrant.

The 1initf{al Plan of Operatlion shall be filed with the A0, the Land
Commissioner and the Division concurreatly with the ftling of this Unit
Agreement for final approval. Said initial plan of operations and all revisions
thereof shall be as complete and adequate as the AO, the Land Commissioner aund
the Division may detecrmine to be necessary for timely operation consistent
herewith. Upon approval of this Agreement and the initfal plan by the A0 and
the Commissioner, said plan, and all subsequently approved plans, shall consti-
tute the operating obligations of the Unit Operator under this Agreement for the
period specified therein. Thereafter, from time to time before the expiration
of any exlsting plan, the Unit Operator shall submit for like approval a plan
for an additional specified period of operations. After such operations are
commenced, reasonable diligence shall be exercised by the Unit Operator in
complying with the obligations of the approved Plan of Operation.

Notwithstanding anything to the contrary herein contained, should the Uait
Operator fall to commence Unit Operations for the secondary recovery of Unitized
Substances from the Unit Area within eighteen (18) months after the effective
date of this Agreement, or any extension thereof approved by &he A0, this
Agreement shall terminate automatically as of the date of default.

SECTION 12. USE OF SURFACE AND USE OF WATER. The parties have to the
extent of their rights and interests, hereby granted to Unit Operator the right
to use as much of the surface of the Unitized Land as may reasonably be
necessary for Unit Operations; provided that nothing herein shall be construed
as leasing or otherwise conveying to the Unit Operator a site for water, gas
injection or other plants or camp site.

Unit Operator shall have free use of water or brine or both from the
Unitized Land for Unit Operations, except water from any well, Llake, poad or
irrvigation ditch of a surface owner, unless approval for such use is granted by
the surface owner.

Unit Operator shall pay the Owner for damages to gqrowing crops, timber,
fences, improvements and structures on the Unitized Land that result from Unit
Operations, and such payments shall be considered as items of Unit Expense to bhe
borne by all Working Interest Owners of lands subject hereto.
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SECTION 13. TRACT PARTICIPATION. 1In Exhibit "B" attached hereto, there are
listed and numbered the various Tracts within the Unit Area, and set forth oppo-
site each Tract are figures which represent the Tract Participation, during Unit
Operations if all Tracts in the Unit Area qualify as provided herein. The Tract
Participation of each Tract as shown in Exhibit "B"” was determined in accordance
with the following formula:

Tract Participation = 20% A + 80% B
Where A = Percent of Total Useable Wells in Unit Area.
B = Percent of Total Ultimate Primary Oil Recovery in
Unit Area.

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

SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and after the Effective
Date hereof, the Tracts within the Unit Area which shall be entitled to par-
ticipation in the production of Unitized Substances shall be those Tracts more
particularly described in Exhibit "B" that corner or have a common boundary
(Tracts separated only by a public road or a railroad right-of-way shall be con-
sidered to have a common boundary), and that otherwise qualify as follows:
(a) Each Tract as to which Working Interest Owners owning one hundred percent
(100%) of the Working Interest have become parties to thils Agreement and as to
which Royalty Owners owning seventy-five percent (75%) or more of the Royalty
Interest have become parties to this Agreement.

(b) Each Tract as to which Working Interest Owners owning one hundred per-
cent {100%) of the the Working Interest have become parties to this Agreement,
and as to which Royalty Owners owning less than seventy-five percent (75%) of
the Royalty Interest have become parties to this Agreement, and as to which (1)
the Working Interest Owner who operates the Tract and at least seventy-five per-—
cent (75%) of all other Working Interest Owners in such Tract have joined in a
request for the inclusion of such Tract, and as to which (2) owners of seventy-
five percent (75%) of the combined Unit Participation in all Tracts that meet
the requirements of Section l4(a) above have voted in favor of the inclusion of
such tract.

(¢} Each Tract as to which Working Interest Owners owning less than one
hundred percent (100%Z) of the Working Interest have become parties to this
Agreement, regardless of the percentage of Royalty Interest therein that is com-—
mitted hereto; and as to which (1) the Working Interest Owner who operates the
Tract and a total of seventy—-five percent (75%) or more of the other Working
Interest Owners in such Tract who have become parties to this Agreement have
joined in a request for inclusion of such Tract, and have executed and deliv-
ered, or obligated themselves to execute and deliver an indemnity agreement
indemnifying and agreeing to hold harmless the other owners of committed Working
Interests, thelr successors and assigns, against all claims and demands that may
be made by the owners of Working Interest in such Tract who are not parties to
this Agreement, and which arise out of the inclusion of the Tract; aad as to
which (2) the owners of seventy-five percent (75%) of the Unit Participation in
all Tracts that meet the requirements of Section 14(a) and 14(b) have voted in
favor of the inclusion of such tract and to accept the iademnity agreement.
Upon the inclusion of such a Tract, the Tract Participations which would have
been attributed to the non-subscribing owners of Working Interest in such Tract,
had they become parties to this Agreement and the Unit Operating Agreement,
shall be attributed to the Working Interest Owners in such Tract who have become
parties to such agreements, and joined in the indemnity agreement, in proportion
to their respective Working Interests in the Tract.

If, on the Effective Date of this Agreement, there {s any Tract or Tracts
which have not been effectively coumitted to or made subject to this Agreement by
qualifying as above provided, then such Tract or Tracts shall not he entitled to
participate hereunder. Unit Operator shall, when submitting this Agreement for
final approval by the Land Commissioner and the A0, file therewith a schedule of
those tracts which have been committed and made subject to this Agreement and
are entitled to participate in Unitlzed Substances, Said schedule shall set
forth, opposite each such committed Tract, the lease numbher or assignment number,
the owner of record of the lease, and the percentage participation of such tract
which shall bhe computed according to the participation formula set forth in
Section 13 {Tract Participation) ahove. This schedule of participation shall be
revised Exhibhit "B" and upon approval thereof by the Land Commissioner and the
A0, shall become a part of this Agreement and shall govern the allocation of
production of Unitized Substances until a new schedule 1s approved by the Land
Commissioner and AO.
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SECTION 15A. ALLOCATION OF UNITIZED SUBSTANCES. All Unitized Substances
produced and saved (less, save and except any part of such Unitized Substances
used in conformity with good operating practices on Unitized Land for drilling,
operating, camp and other production or development purposes and for injection
or unavoldable loss in accordance with a Plan of Operation approved by the AD)
shall be apportioned among and allocated to the qualified tracts in accordance
with the respective tract participations effective hereunder during the respec-
tive schedule of participation in Exhibit "B.” The amount of Unitized Substances
so allocated to each tract, and only that amount {(regardless of whether it he
more or less than the amount of the actual production of Unitized Substances
from the well or wells, if any, on such tract) shall, for all intents, uses and
purposes, be deemed to have bheen produced from such tract.

The Unitized Substances allocated to each tract shall be distributed among,
or accounted for, to the partles entitled to share in the production from such
tract in the same manner, in the same proportions, and upon the same conditions,
as they would have participated and shared ia the production from such tracts,
or in the proceeds thereof, had this Agreement not been entered into; and with
the same legal force and effect.

No tract committed to this Agreement and qualified for participation as
above provided shall be subsequently excluded from participation hereunder on
account of depletion of Unitized Substances.

If the working interest and/or the royalty interest in any tract are divided
with respect to separate parcels or portions of such tract and owned now or
hereafter in severalty by different persons, the Tract Participation shall, in
the absence of a recordable {nstrument executed by all owners and furnished to
Unit Operator fixing the divisions of ownership, be divided among such parcels
or portions in proportion to the number of surface acres in each.

SECTION 15B. TAKING UNITIZED SUBSTANCES 1IN KIND. The Unitized Substances
allocated to each Tract shall be delivered in kind to the respective Working
Interest Owners and parties entitled thereto by virtue of the ownership of oil
and gas rights therein. Each Working Interest Owner aund the parties entitled
thereto shall have the contiquing right to recelve such production in kind at a
common point within the Unit Area and to sell or dispose of the same as it sees
fic. Each party shall have the right to construct, maintaln and operate all
necessary facilities for that purpose on Unitized Land, provided the same are so
constructed, maiantained and operated so as not to interfere with operations
carried on pursuant hereto. Subject to Section 17 hereof, any extra expenditure
incurred by Unit Operator by reason of the delivery in kiad of any portion of
the Unitized Substances shall be borne by the party responsible therefor under
the controlling lease or contract. In the event any Interest Owner shall fail
to take or otherwise adequately dispose of 1its proportionate share of the pro-
duction from the Unitized Formation currently as and when produced, then so long
as such condition continues, Unit Operator, for the account and at the expense
of the Working Interest Owner of the Tract or Tracts concerned, and in order to
avoid curtailing the operation of the Unit Area, may, but shall not he required
to, sell or otherwise dispose of such production to itself or to others on a
day-to~day basls, provided that all contracts of sale by Unit Operator of any
other party's share of Uaitized Substances shall be only for such reasonable
periods of time as are consistent with the minimum needs of the industry under
the circumstances, but in no event shall any such contract be for a period in
excess of one year, and at not less than the prevailing market price in the area
for like production, and the account of such Working Interest Owner shall be
charged therewith as having received such production. The net proceeds, if any,
of the Unitized Substances so disposed of by Unit Operator shall be pald to the
Working Interest Owner of the Tract or Tracts concerned. Notwithstanding the
foregoing, Unit Operator shall not make a sale into lnterstate commerce of any
Working Interest Owner's share of gas production without flrst giving such
Working Interest Owner sixty (60) days' notice of such Intended sale.

Any Working Interest Ownar recelving in kind or separately disposiang of all
or any part of the Unitized Substances allocated to any Tract, or receiving the
proceeds therefrom if the same 1is sold or purchased by Unit Operator, shall be
responsible for the payment of all Royalty, Overriding Royalty and Production
Payments due thereon, and each such party shall hold each other Working Interest
Owner harmless against all clatws, demands and causes of action by owners of
such royalty, overriding royalty and production payments.

If, after the Effective Date of this Agreement, there is any Tract or Tracts
that are subsequently committed hereto, as provided in Section & (Expansion)
herzof, or any Tract or Tracts within the Unit Area not committed hareto as of
the Effective Date hereof but which are subsequently committed herato under the
provisions of Section !4 (Tracts Qualified for Participation) and Section 32
(Nonjolnder and Subsequent Joinder), or i{f any Tract is excluded from this
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Agreement as provided for in Section 31 (Loss of Title), the schedule of par-
ticipation as shown in Exhibit “B,” upon approval by the Land Commissioner and
the AQ, shall goveran the allocation of production on and after the effective
date thereof until a revised schedule is approved as hereinabove provided.

If the Unit Area 1s enlarged, the revised Tract Participations of the Tracts
which were within the Unit Area prior to the enlargement shall remain in the
same ratio one to another.

SECTION 16. OUTSIDE SUBSTANCES. If gas obtained from formations not sub-
ject to this Agreement {s {ntroduced into the Unitized Formation for use in
repressuring, stimulating of production or increasiag ultimate recovery which
shall be in conformity with a Plan of Operation first approved by the land
Commissioner and the A0, a like amount of gas with appropriate deduction for
loss or depletion from any cause may be withdrawn from Unit wells completed in
the Unitized Formation royalty free as to dry gas, but not royalty free as to
the products extracted therefrom; provided that such wlithdrawal shall be at such
time as may be provided in the approved Plan of Operator or as otherwise may be
consented to or prescribed by the Land Commissioner and the AO as conforuming to
good petroleum engineering practices and provided further that such right of
withdrawal shall terminate on the termination date of this Agreement.

SECTION 17. ROYALTY SETTLEMENT. The State of New Mexico and United States
of America and all Royalty Cwners who, under an existing contract, are entitled
to take in kind a share of the substances produced from any Tract unitized
hereunder, shall continue to be entitled to such right to take 1in kind their
share of the Unitized Substances allocated to such Tract, and Unit Operator
shall make deliveries of such Royalty share taken in kind in conformity with the
applicable contracts, laws and regulations. Settlement for royalty not taken in
kind shall be made by Working TInterest Owners responsible therefor under
existing contracts, laws and regulations on or before the last day of each month
for Unitized Substances produced during the preceding calendar month; provided,
however, that nothing herein contalned shall operate to relieve the lessees of
any land from their respective lease obligations for the payment of any Royalty
due under the leases, except that such Royalty shall be computed on Unitized
Substances as allocated to each Tract in accordance with the terms of this
Agreement. With respect to Federal leases committed hereto on which the royalty
rate depends upon the daily average production per well, such average production
shall be determined in accordance with the operating regulations pertainiag to
Federal leases as though the committed Tracts were included in a single con-
solidated lease. -

If the anmount of production or the proceeds thereof accrufng to any Royalty
Owner (except the United States of America) 1n a Tract depends on the average
production per well or the average pipeline runs per well from such Tract during
any period of tfime, then such production shall be determined from and after the
Effective Date hereof by dividing the quantity of Unitized Substances allocated
hereunder to such Tract during such period of time by the number of wells
located thereon capable of producing Unitized Substances as of the Effective
Date hereof, provided that a1y Tract not having any well so capable of producing
Unitized Substances on the Effective Date hereof shall bhe considered as having
one such well for the purpose of this provision.

All Royalty due the State of New Mexico and the United States of America and
the other Royalty Owners hereunder shall be computed and paid on the bhasis of
all Unitized Substances allocated to the respective Tract or Tracts committed
hereto, in lieu of actual production from such Tract or Tracts.

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

SECTION 18. RENTAL SETTLEMENT. Rentals or minimum Rovalties due on the
leases committed hereto shall be paid by Working Ianterest Owners reponsible
therefor under existing contracts, laws and regulations provided that naothing
herein contained shall operate to relieve the lessees of any land from their
respective lease oblizations for the payment of any rental or minimum Rovalty in
lieu thereof, due under thelr leases. Rental for lands of the State of YNew
Mexico subject to this Agreement shall be paid at the rate specilfied {n the
respective leases from the State of New Mexico. Rental or minimum Royalty for
lands of the United States of America subject to this Agreement shall be paid at
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the rate specified in the respective leases from the United States of America,
unless such rental or minimum Royalty is waived, suspended or reduced by law or
by approval of the Secretary or his duly authorized representative.

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

SECTION 20. DRAINAGE. The Unit Operator shall take appropriate and ade-
quate measures to prevent drainage of Unitized Substances from unitized land hy
wells on land not subject to this Agreement.

The Unit Operator, upon approval by the Working Interest Owners, the A0 and
the Land Commissioner, is hereby empowered to enter {nto a borderline agreement
or agreements with working interest owners of adjoining lands not subject to
this Agreement with respect to operation in the border area for the maximun eco-
nomic recovery, conservation purposes and proper protection of the parties and
interest affected.

SECTION 21. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terws, con-
ditions and provisions of all leases, subleases and other contracts relating to
exploration, drilling, development or operation for oil and gas on laads com-
mitted to this Agreement are hereby expressly modified and amended to the extent
necessary to make the same conform to the provisions hereof, but otherwise to
remain in full force and effect, and the parties hereto hereby consent that the
Secretary and the Land Commissioner, respectively, shall and by their approval
hereof, or by the approval hereof by their duly authorized representatives, do
hereby establish, alter, change or revoke the drilling, producing, rental, mini-
mum Royalty and Royalty requirements of Federal and State leases committed
heraeto and the regulations 1in respect thereto to conform said requirements to
the provisions of this Agraeument.

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

(a) The development and operation of lands subject to this Agreement under
the terms hereof shall be deemed full performance of all obligations for develop-
ment and operation with respect to each part or separately owned Tract subject
to this Agreement, regardless of whether there 1s any development of any par-
ticular part or Tract of the Unit Area, notwithstanding anything to the contrary
in any lease, operating agreement or other coantract by and between the parties
hereto, or their respective predecessors in interest, or any of them.

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

(e) Suspension of drilling or producing operations on all unitized lands
pursuant to dirsction or conseat of the Land Commissloner and the Secretary, or
their duly authorized representatives, shall be deemed to constitute such
suspeasion pursuant to such direction or consent as to each Tract of unitized
lands.

(d) Fach lease, sublease, or coantract relating to the exploration,
drilling, development, or operation for oil and gas which by its terms might
expire prior to the termination of this Agreement, i{s hereby extended beyond any
such term so provided therein, so that it shall be coantinued {a full force and
effect for and during the term of this Agreement.

(e) Any lease embracing lands of the State of New Mexico which 1s made sub-
ject to this Agreement shall continue in force beyond the term provided therein
as to the lands committed hereto until the termination hereof.

(£) Any lease embracing lands of the State of New Mexico having only a por-
tion of its land committed hereto shall be segregated as to that portion com-—
mitted and that not committed, and the terms of such 1lease shall apply
separately to such segregated portions commencing as of the effective date
hereof. Provided, however, that notwithstanding any of the provisions of this
Agreement to the contrary, such lease (including both segregated portions) shall
continue in full force and effect beyond the term provided therein as to all
lands embraced in such lease 1f oil or gas 1s, or has heretofore been discovered
in paying quantities on some part of the lands embraced in such lease committed
to this Agreement or, so long as a portion of the Unitized Substances produced
from the Unit Area is, under the terms of this Agreement, allocated to the por-
tion of the lands coverad by such lease committed to this Agreement, or, at any
time during the term hereof, as to any lease that 1s then valid and subsisting
and upon which the lessee or the Unit Operator 1is then engaged in bona fide

drilling, reworking, or improved recovery operations on any part of the lands
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- embraced in such lease, then the same as to all lands embraced therein shall
remain in full force and effect so long as such operations are diligently prose-
cuted, and if they result in the production of oil or gas, said lease shall con-
tinue in full force and effect as to all of the lands embraced therein, so long
thereafter as oll or gas in paying quantities 1is being produced from any portion
of said lands.

(g) The segregation of any Federal lease committed to this Agreement is
governed by the following provision in the fourth paragraph of Section 17(j) of
the Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 Stat.
781-784): "Any (Federal) lease heretofore or hereafter committed to any such
{(unit) plan embracing lands that are in part within and in part outside of the
area covered by any such plan shall be segregated into separate leases as to the
lands committed and the lands not committed as of the Effective Date of
unitization; provided, however, that any such lease as to the nonunitized por-
t{ion shall continue in force and effect for the term thereof but for not less
than two years from the date of such segregation and so long thereafter as oil
or gas is produced in paying quantities.”

SECTION 22. COVENANTS RUN WITH LAND. The convenants herein shall be
construed to be convenants running with the land with respect to the interest of
the parties hereto and thelr successors in interest until this Agreement ter—
minates, and any grant, transfer or conveyance of interest in land or leases
subject hereto shall be and hereby 1is conditioned upon the assumption of all
privileges and obligations hereunder by the grantee, transferee or other suc-
cessor in interest. No assignment or transfer of any Working Iaterest subject
hereto shall be biading upon Unit Operator until the flrst day of the calendar
month after Unit Operator is furnished with the original, or acceptable photo-
static or certified copy, of the recorded instrument or transfer; and no
asslgnment or transfer of any Royalty Interest subject hereto shall be binding
upon the Working Interest Owner repoasible therefor until the first day of the
calendar month after sald Workiang Interest Owner is furnished with the original,
or acceptable photostatic or certified copy, of the recorded instrument or
transfer.

SECTION 23. FEFFECTIVE DATE AND TERM. This Agreement shall become binding
upon each party who executes or ratifies it as of the date of execution or ratifi-
cation by such party and shall become effective on the first day of the calendar
month next following the approval of this Agreement by the A0, the Land
Commissioner and the Divislon.

If this Agreemeat does not become effective on or before June 1, 1986, it
shall 1ipso facto expire on sald date (hereinafter called “explration date™) and
thereafter be of no further force or effect, unless prior thereto this Agreenent
has been executed or ratified by Working Interest Owners owning a combined
Participation of at least eighty percent (80%); and at least seveaty—-five per-
cent (75%) of such Working Interest Owners committed to this Agreement have
decided to extend sald expiration date for a period not to exceed one (1) year
(hereinafter called "extended expiratlon date”). 1If sald expiration date is so
extended and this Agreement does not become effective on or before said extended
expiration date, it shall ipso facto expire on said extended expiration date and
thereafter be of no further force and effect. .

Unit Operator shall f{le for record within thirty (30) days after the
Effective Date of thls Agreement, in the office where a counterpart of this
Agreement Is recorded, a certificate to the effect that thls Agreemeat has
become effective according to its terms and stating further the effective date.

The terms of this Agreement shall be for and during the time that Unitized
Substaaces are produced From the unitized land and so long thereafter as
drilling, reworking and other operations (including improved recovery
operations) are prosecuted thereon without cessation of more than ninety (90)
consecutive days unless sooner terminated as herein provided.

This Agreement may be terminated with the approval of the Laad Commissioner
and the A0 by Working Interest Owners owning eighty percent (80%Z) of the Unit
Participation then Iin effect whenever such Working Interest Owners determine that
Unit Operations are no longer profitable, or in the interest of conservation.
Upon approval, such termination shall be effective as of the first day of the
month after sald Working Interest Owners' determination. Notice of any such
termination shall be filed by Unit Operator in the office of the County Clerk of
Roosevelt County, New Mexico, within thirty (30) days of the effective date of
termination.

Upon termination of this Agreement, the parties hereto shall be governed by
the terms and provisions of the leases and contracts affecting the separate
Tracts just as {f this Agreement had never been eantered into.

SNAGD, - Lanished
RS AVSN
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If not otherwise provided by the leases unitized under this Agreement,
Royalty Owners hereby grant Working Interest Owners a period of six months after
termination of this Agreement ia which to salvage, sell, distribute or otherwise
dispose of the personal property and facilities used in connection with Unit
Operations.

SECTION 24. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. All produc-
tion and the disposal thereof shall bhe in conformity with allocations and quotas
made or fixed by any duly authorized person or regulatory body under any Federal
or State statute. The Director is hereby vested with authority to alter or
modify from time to time, in hls discretion, the rate of prospecting and develop-
ment and within the limits made or fixed by the Commissioner to alter or modify
the quantity and rate of production under this Agreement, such authority heing
hereby limited to alteration or modification in the public interest, the purpose
ther2of and the public interest to be served thereby to be stated in the order
of alteration or mocdification; provided, further, that no such alteration or
modification shall be effective as to any land of the State of New Mexico as to
the rate of prospecting and development 1in the absence of the specific written
approval thereof by the Land Commissioner and as to any laads in the State of
New Mexico or privately-owned lands subject to this Agreement or to the quantity
and rate of production from such lands in the absence of specific written appro-
val thereof by the Division.

Powers 1in this Section vested in the Director shall only be exercised after
notice to Unit Operator and opportunity for hearing to be held not less than
fifteen (15) days from notice, and thereafter subject to administrative appeal
before becoming final.

SECTION 25. NONDISCRIMINATION. Unit Operator in connection with the per—
formance of work under this Agreemeat relating to leases of the United States,
agrees to comply with the clauses set forth in Exhibit "C" attached hereto and
made a part hereof.

SECTION 26. APPEARANCES. Unit Operator shall have the right to appear for
or on behalf of any interests affected hereby before the Land Commissloner, the

Department, and the Division, and to appeal from any order issued under the

rules and regulations of the Land Commissioner, the Department or the Division,
or to apply for relief from any of said rules and regulations or in any pro-
ceedings relative to operations before the Land Commissioner, the Department ot
the Division or any other legally constituted authority; provided, however, that
any other intevested party shall also have the right at his or its own expense
to be heard in any such proceeding.

SECTION 27. NOTICES. ALl notices, demands, objections or statenments
required hereunder to be giveun or rendered to the parties hereto shall be deewned
fully given if made in writing and personally delivered to the party or parties
or sent by postpaild certified or registered mail, addressed to such party or
parties at their respective addresses set forth in connection with the signa-
tures hereto or to the ratification or consent hereof or to such other address
as any such party or parties may have furnished in writing to the party sending
the notice, demand or statement.

SECTION 28. NO WAIVER OF CERTAIN RIGHTS. Nothing in this Agreemeat con-
tained shall be construed as a walver by any party hereto of the right to assert
any legal or consituttional right or defense as to the valldity or lavalidity of
any law of the State wherein said Unitized Lands are located, or regulations
1ssued thereunder {n any way affecting such party, or as a walver, by any such
party of any right beyond his or its authority to walve; provided, however, each
party hereto convenants that it will not resort to any action to partition the
unitized land or the -Unit Equipment.

SECTION 29, EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO REALTY. Each
Working Interest Owner has heretofore placed and used on its Tract or Tracts
committed to this Agreement varlous well and lease equipment and other property,
equipment and facilities. It is also recognized that additional equipment and
facilities may hereafter be placed and used upon the Unitized Land as now or
hereafter constituted. Therefore, for all purposes of this Agreement, any such
equipment shall he zonsidered to he personal property and not fixtures attached
to realty. Accordingly, sald well and lease equipment and personal property is
hereby severed from the mineral estates affected by this Agreement, and it s
agreed that any such =quipnent and personal property shall bhe and remain per-
sonal property of the Working Interest Owners for all purposes.
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SECTION 30. UNAVOIDABLE DELAY, All obligations under this Agreement
requiring the Unit Operator to commence or continue improved recovery operations
or to operate on or produce Unitized Substances from any of the lands covered by
this Agreement shall be suspended while, but 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 wmunicipal law or agency, unavoidable accident, uncontrollable delays in
transportation, inability to obtain aecessary materials in open market, or other
matters beyond the reasonable control of the Uait Operator whether similar to
matters herein enumerated or not.

SECTION 31. LOSS OF TITLE. In the event title to any Tract of unitized
land shall fail so as to render the Tract inoperable under this Agreement, such
Tract shall be automatically regarded as not committed hereto as of the first
day of the calendar month in which the faillure of title is determined and there
shall be such readjustment of future costs and benefits as may be required on
account of the loss of such title. 1In the event of a dispute as to title to any
Royalty, Working Interest or other interest subject thereto, payment or delivery
on account thereof may be withheld without 1liability or interest until the
dispute is finally settled; provided, that as to State or Federal land or
leases, no payments of funds due the State of New Mexico or the United States of
America shall be withheld, but such funds shall be deposited as directed by the
Land Commissioner aand/or the AQ0 (as the case may be), to be held as unearned
money pending final settlement of the title dispute, and then applied as earned
or teturned in accordance with such final settlement.

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

SECTION é&. NONJOINDER AND SUBSEQUENT JOINDER. Joinder by any Rovalty
Owner, at any time, must be accompanied by appropriate joinder of the
corresponding Working Interest Owner in order for the interest of such Royalty
Owner to be regarded as effectively committed. Joinder to this Agreeuwent by a
Working Interest Owner, at any time, must be accompanied by appropriate joinder
to the Unit Operating Agreement in order for such interest to be regarded as
effectively committed to this Agreement.

Any o0il or gas interest in the Unitized Formations not committed hereto
prior to submission of this Agreement to the Land Commissioner and the AO for
final approval may thereafter be committed hereto upon compliance with the
applicable provisions of this Section and of Section 14 (Tracts Qualified for
Participation) hereof, at any time up to the effective date hereof on the same
basis of participation as provided in said Section 14, hy the owner or owners
thereof subscribing, ratifying, or consenting in writing to this Agreement and,
if the Intecest is a Working Interst, by the owner of such interest subscribing
also to the Unit Operating Agreement.

It is understood and agreed, however, that from and after the Effective Date
hereof the rizht of subsequent Joinder as provided in this Section shall bhe sub-
ject to such tequirements or approvals and on such basis as may be agreed upon
by Working Interest Owners owning not less than sixty-five percent (65%) of the
Unit Participation then 1in effect, and approved by the Land Commissioner and
AQ. Such subsequent joinder by a proposed Working Interest Owner must be evi-
denced by his execution or ratification of this Agreement and the Unit Operating
Agreement aund, where State or Federal land is involved, such Joiander must be
approved by the Land Commissioner ot AO. Such Jolnder by a proposed Royalty
Owner must be evidenced by his execution, ratification or consent of this
Agreement and must be consented to in writing by the Working Interest Owner
responsible for the payment of any benefits that may accrue hereunller in behalf
of such proposed Royalty Owner. Except as may be otherwise herein provided,
subsequent joinder to this Agreement shall be ecffective as of the first day of
the month following the filing with the Land Commissioner and the A0 of duly
executed counterparts of any and all documents necessary to establish effective
commitment of any Tract or interest to this Agreement, unless objection to such
joinder by the Laad Commissioner or the A0 {s duly made sixty (60) days after
such filing.

SECTION 33. COUNTERPARTS. This Agreement may be executed in any number of
counterparts, no one of which needs to bhe executed by all parties and may be
ratified or consented to by separate 1instrument in writing, specifically
referring heretn, and shall be binding upon all those partles who have executed
such a counterpart, ratification or consent hereto with the same force and
effect as {f all 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
land within the described Unit Area.
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SECTION 34, JOINDER IN DUAL CAPACITY. Execution as herein provided by any
party as either a Working Interest Owner or a Royalty Owner shall commit all
interests owned or controlled by such party; provided, that 1f the party is the
owner of a Working Interest, he must also execute the Unit Operating Agreement.

SECTION 35. TAXES. ©Each party hereto shall, for its own account, render
and pay its share of any taxes levied agailnst or measured by the amount or value
of the Unitized Substances produced from the unitized land; provided, however,
that if it 1is required or if it be determined that the Unit Operator or the
several Working Interest Owners must pay or advance said taxes for the account
of the parties hereto, it is hereby expressly agreed that the partles so paying
or advancing sald taxes shall be reimbursed therefor by the parties hereto,
fncluding Royalty Owners, who may be responsible for the taxes on thelr respec-—
tive allocated share of sald Unitized Substances. No taxes shall be charged to
the United States or to the State of New Mexico, nor to any lessor who has a
contract with a lessee which requires his lessee to pay such taxes.

SECTION 36. NO PARTNERSHIP. The duties, obligations and liabilities of the
parties hereto are intended to be several and not jolat or collective. This
Agreement 1s not 1intended to create, and shall not be construed to create, an
association or trust, or to impose a partnership duty, obligation or liability
with regard to any one or more of the parties hereto. Each party hereto shall
be individually responsible for its own obligation as herein provided.

SECTION 37. PRODUCTION AS OF THE EFFECTIVE DATE. Unit Operator shall make
a proper and timely gauge of all leases and other tanks within the unitized land
in order to ascertain the amount of merchantable oil above the pipeline conanec~
tion in such tanks as of the effective date hereof. All such oil which has then
been produced in accordance with established allowables shall be and remain the
property of the Interest Owner entitled thereto, the same as if the unit has not
been formed; and the responsible Working Interest Owner shall promptly remove
said o0il from the unitized land. Any such oil not so removed shall be sold by
Unit Operator for the account of such Working Interest Owners, subject to the
payment of all Royalty to Royalty Owners under the terms hereof. The oil that
is in excess of the prior allowable of the wells from which it was produced
shall be regarded as Unitized Substances produced after Effective Date hereof.

1f, as of the Effective Date hereof, any Tract is over-produced with respect
to the allowable of the wells on that Tract and the amount of over-production
has been sold or otherwise disposed of, such over—-production shall be regarded
as a part of the Unitized Substances produced after the FEffective Date hereof
and shall be charged to such Tract as having been delivered to the parties
entitled to Unitized Substances allocated to such Tract.

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

EXECUTED this lst day of November, 1985.

ATTEST: "UNIT OPERATOR” & "WORKING INTEREST OWNER™
MURPHY OPERATING CORPORATION

By:
Nadine Reed, Secretary A. J. Murphy, Chairman & Chief "Executive
Officer

"NON-OPERATORS”

F. W. Baumgartner Mr. J. E. Cieszinski
9785 Maroon Circle, Suite G-104 22 Riverside Drive
Englewood, Colorado 80112 Roswell, New Mexico 88201
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Mr. A. W. Dillard, Jr.
Post Office BRox 423
Midland, Texas 79701

ATTEST:

s Secretary

HARVARD & LEMAY EXPLORATION, LTD.

By:

Post Dffice Box 936
Roswell, New Mexico 88202-0936

KELLY FAMILY TRUST

By:

Arthur Kelly
10889 Wilshire Boulevard, Suilte 1032
Los Angeles, California 90024

ATTEST:

, Secretary

ATTEST:

Mary L. Layton, Secrétary

Jack L. McClellan
Post Office Drawer 730
Roswell, New Mexico 88202-0730

(final copy 11/15/85)

James H. Hanmersley
Box 2824 SHS
Duxbury, Massachusetts 02331

HANOVER PETROLEUM CORPORATION

By:
Ward M, Clark, Vice President
2950 One Allen Center
Houston, Texas 77002

Tom L. Ingram
Post Office Box 1757
Roswell, New Mexico 88202-1757

Earl A. latimer, Jr.
1802 West Fourth Street
Roswell, New Mexico 88201

KALSER-FRANCIS OIL COMPANY

By:

Post Office Box 21468
Tulsa, Oklahoma 74121-1468

LAYTON ENTERPRISES, INC.

Donald R. Layton, President
3103 79th Street
Lubbock, Texas 79423

larryv Mcintosh
130 Spring Parx Drive, Snite 103
Midland, Texas 79705



Willis L. Sanburg
22156 Highway 550
Montrose, Colorado 81401

ATTEST:

, Secretary

Ralph H. Viney
500 North Loraine, Suite 1000
Midland, Texas 79701

ATTEST:

, Sacretary

-15~
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Frank Southworth
5650 S. Syracuse Clrcle, Suite 217
Englewood, Colorado 80111

TRINITY RESOURCES, INC.

By:

, President
2600 Republic Bank Center
700 Louisiana Street
Houston, Texas 77002

John B. Wogan, .Jr.
600 South Cherry Street, Suite 800
Denver, Colorado 80222

THE WISER OIL COMPANY

By:

, President
905 011 and Gas Building
Wichita Falls, Texas 76307
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T nanites EXHIBIT "An"

ATTACHED TO AND MADE A PART OF THAT CERTAIN UNIT AGREEMENT, BLUITT SAN ANDRES
UNIT, COUNTY OF ROOSEVELT, STATE OF NEW MEXICO, DATED NOVEMBER 1, 1985,
BLUITT SAN ANDRES UNIT
ROOSEVELT COUNTY, NEW MEXICO
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EXHIBIT "C"

Attached to and made part of that certain Unit Operating Agreement, Bluitt San
Andres Unit, County of Roosevelt, State of New Mexico, dated November 1, 1985.

EQUAL EMPLOYMENT OPFORYUNITY PROVISICHN

Ouring the pericrmance of this contract, the Operator (mearning and referring separately to each party
retc) agrees as follovs:

(1) The Operator will not discriminate against anv emplevee or applicant for employrent because of race
cclor, religion, sex or naticaal origi The Cperater vill take eliirmative action te ensure that
applicants are emploved, and that emplovees are treated during ewplovment without regard tc thelr
race, cdlor, religion, sex or naticnal origin. Such action shall include, but not be limited o the
folleving: Ezpleyment, upgrading, demcticn, or transfer, recruitment oF recruitment advertising:
layoff or termination: rates of pay or other forms of compensaticn: and selection for training in-
cluding apprenticeship. The Operator agrees to post in ccaspicuous places, available to erplovees
axd applicants for employment notices to be provided setting forth the provisions of this non-
discriziration clause.

(2} The Operator will, in all solicitations or advertiseszents for emplcvees placed by or or behalf cf
the Operatcr, state that all gqualified applicants vill receive consicderazion for emplovment with-

out regard to race, coler, religion, sex or naticnal origin.

(3) The Operator will send to each laber uaion or representative of wvorkers with
collective bargaining agreement or other contract or understanding, a notice to be provided, ad-
vising the said labor union or workers' represen ahx"es of the Operator's commitments under Sec-
tion 207 of Executive Order 11246 of Septermber 24, 1943, and shall post coples of the nocice in
conspicuous places available to emplovees and appl.ca::s for empleyment.

hiich Operator has a

(4} The Operator will comply with all provisiéns of Executive Order 1}
0

€ of September 24, 1965, and
of the rules, regulations, and relevant orders of the Secre:a*\ 207

J0r7.

(5) Tre Operztor will furnish all information and reporis required by Executive Order 11246 cf Septex
ber 24, 1955, and by the rules, regulations, and orders of the Secretary of Labor, or pursuant
thereto, and will pernit access to Operater's books, records
agency and the Secretary of Labor for purposes of invest
rules, regulations, and orders.

and accounts by the adninistering
igation to ascertain compliance with suctk

(8) 1Ir the event of the Operator's non-compliance wi:h the

non=-¢i i=ination clauses of rhis centrace
or with any of the said rules, regulations, or orders, thi be cancelled, terminaced
or suspended in vhole or in part and the Ope'a'cr may be d ine -.g‘\le for fur her Govern-

ment contracts or federally assisted comstruction comtract

ized in Executive Order 11246 of Septexmber 24, 1945, and s sanc:ic:s may bYe imposed and
re-edies inveked as proviced in Execurive Order 112456 of ¢ 1865, or by rule, regula-
tien, or order of the Secretary of Labor, cr as othervise p aw.

(7) The Operator will include the provisions of paragraphs (1) through (7) in every subcontract or pur-
chase oréq: utnless exenmpted bv rules, regulaticns, or orders cf the Secretarv of Labor issued pur-
suant to Section 204 of Executive Order 11246 of Seotezder 24, 1965, so that such provisicas will
be binding upor each subcontractor or vendor. The Operator will take such action with respect to
2ny subcontract or purchase order as.the administering agency cav direct as a means cf enfcreing
such provisiens including sanctiens for non-compliance: Previdad, hovever, that in the even: the
Operator becomes involved in, or is threatened vith, litigaticn with a subcontractor or vendcr as

a result of such direction by the adminiszering agency, the Operator mav reguest the United S:zates
to enter into such litigation to preotect the interests of the United States.

Operator acknowledges that Operator may be required to file Standard Ferxm 100 (EEQ-1) promulgated
v by the CiZice of Federal Contract Compliance, the Igual Empleyment Opsortunity Conz;ssion and
as for Progress with the zpprepriate agency within 30 du»s of the date of contract ave2 tf such re-
T has not been filed for the current vear and othervise comly with or file such other corpliance
crts as wey be required under Txecutive Order 11246, as amended and Rules and Regulaticns adepted

13
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Operatcr further acknowledzes that Operaior tmay be reguired to cdevelop & written affirmative ac-
ance progranm as recuirted by the Rules and Regulziions appreoved by the Secretary of Lator

T

s

ity of Executive Order 11246 end supply each other pari hereto with a copv of such program

CERTIFICATION OF NONSEGRIGAT CIL

b

ies that Operator does not and will not maintain
ities at any of Operater's estadlishoents, and
oplovees to perform thelir services at any loca-

rovide for Cperator’s emplovees any segregated

By entering into this contract, the Operator cercif
{acil

Crerator dees not and will not permit Operstor's e
b

ua

, uvnder Cperator's cenzrel, vhere segregated facilities are mainzained. The Operator 2grees tha: a
ch of this cer:x‘uca:ion is 2 viclation of the Zcuzl Ozportunicy clause in this ecentract. As used

T the tern "'segregated ‘aci‘x:ies' ceans, but f{s net lirmited to, anv walting roors,
rcoms and wash rooms, restaurants and other eating zreas, time clocks, locker toosms
cr dressing areas, parring lo:s, drinkin: fountains

¢ hous:ing facilities

and

recreaticn or entariains
are seprezated by [3
refatec on the besis o ior aationzl origin, 5

a te Operator has chtained i{dent
fic tine periods) QOperazor wil

pricr o the avarc ¢f con-
visions of i Teual O”DOT
files and that Cperater will
s (ewcest where the proposed
recifiz ti-e periods)'

5 ©f nonsegrerated
to the a-ard O. a ¢on-
of the Zgual Opporzuntey

ST fter all con-




EXHIBIT "D"

UNIT OPERATING AGREEMENT
B BLUITT SAN ANDRES UNIT
COUNTY OF ROOSEVELT

STATE OF NEW MEXICO




ARTICLE |

ARTICLE 2

ARTICLE 3

ARTICLE 4

ARTICLE 5

ARTICLE 6

ARTICLE 7

ARTICLE 8

ARTICLE 9

ARTICLE 10

UNIT OPERATING AGREEMENT
BLUITT SAN ANDRES UNIT
ROOSEVELT COUNTY, NEW MEXICO

INDEX
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7.5 RECOTAS =~ o e e e e e e
7.6 Reports to Working Interest Owners —————-———————---=--
7.7 Reports to Governmental Authorities ~———-----m—-m————-
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7.11 Border Agreements =—————memmom s e ———m
TAXES

8.1 Ad Valorem Taxes ——————————-—- o= s
8.2 Other TAXES === e e e e
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9.1 INSUTRIICE == = o e o o e e

ADJUSTMENT OF INVESTMENTS

10.1 Personal Property Taken Qver ——-————==——=m——=-—=———————
10.2 Inventory and Evaluation of Personal Property —=-—-—----
10,3 Investment AdjuSLinent —=————m—mm oo
10.4 General Facilities ———=mm—mmme oo
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ARTICLE 11

ARTICLE 12

ARTICLE 13

ARTICLE 14

ARTICLE 15

ARTICLE 16

ARTICLE 17

ARTICLE 18

ARTICLE 19

ARTICLE 20

ARTICLE 21

ARTICLE 22

ARTICLE 23

ARTICLE 24

UNIT EXPENSE

11.1 Basis of Charges to Working Interest Owners —-—---—----=

11.2 Budgels ——=———=— oo ssmom S sosom oo oo oo

11.3 Advance Billings ————————-—--———m——m—mm o m e oo

11.4 Commingling of Funds ---=-=-—=-—w———o—-r——ooowmmmmo e

11.5 Lien & Security Interest of Unit Operator and Working
Interest OWOErS ——————— o= = oo o e o s

11.6 Unpaid Unit Expense ———=————==—=-—-——=—m—osoooamam o oo

11.7 VUncommitted Royalty —————--—=—-=——m————————- -

11.8 Rentals =———— s o o o e

11.9 Carved-out Interests =————————<———————————o——— o

NON-UNITTZED FORMATIONS

12.1 Right to Operate —————=——rm——— oo o=

12.2 Multiple Completions —————=--=————-———mo—m o m oo

TITLES

13,1 Warranty and Indemnity ==———----—-—-—mo——eo—mnm oo

13.2 Failure Because of Unit Operationg —=—=—----——me——————

LIABILITY, CLATIMS AND SUITS

14,1 1Individual Liability ————-=---=---omommm e e

4,2 Settlements ———=—mrmmms e e

LAWS AND REGULATIONS

15.1 1Internal Revenue Provision —-———=-=---——-—-————o—m oo

NOTICES

16.1 Notices —=—mm——~—m o e

WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Withdrawal ————=——=—m— oo e o

17.2 Limitation on Withdrawal =—=----—=——————mmommmmeno

ABANDONMENT OF WELLS

18.1 Rights of FOTMEr OWners ———mrm——mmm—mmmm= o oo mmmm o

13,2 Plugging ——————=—————m— oo o

EFFECTIVE DATE AND TERM

19.1 Effective Date ~——————— - e e
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UNIT OPERATING AGREEMENT
BLUITT SAN ANDRES UNIT
ROOSEVELT COUNTY, NEW MEXICO

THIS AGREEMENT, entered Into as of the lst day of November, 1985, by and
between the parties who have signed the original of this ifanstrument, a counter-
part thereof, or other ilnstrument agreeing Lo bhecome a party hereto.

WITNESSETH

WHEREAS, the parties hereto as Working Interest Owners have executed, as of
the date hereof, an Agreement entitled "Unit Agreement, Bluitt San Andres Unic,
Roosevelt County, New Mexico,” herein referred to as "Unit Agreement,” which,
among other things, provides for a separate agreement to be entered into by
Working Interest Owners to provide for Unit Operations as therein defined.

NOW, THEREFORE, in consideration of the mutual agreemeants herein set forth,
it is agreed as follows:

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT

1.1 Confirmation of Unit Agreement. The Unit Agreement is hereby confirmed
and by reference made a part of this Agreement. The definitions in the Unit
Agreement are adopted for all purposes of this Agreement. If there is any
conflict between the Unit Agreement and this Agreement, the Unit Agreement shall
govern.

ARTICLE 2
EXHIBITS

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

2.1.1 Exhibits A, B and C of the Unit Agreeument.

2.1.2 Exhibit D, attached hereto, is a schedule showing the Unit
Pavticipation  of each Working Interest Owner. Exhibit D, or a revision
thereof, shall not be conclusive as to the information therein, except it
may be used as showlng the Unit Participations of Working Interest Owners
for purposes of this Agreement until shown to be in ervor or revised as
herein authorized.

2.1.3 Exhibit E, attached hereto, is the Accounting Procedure appli-
cable to Unit Operations. If there 1is any conflict between this Agreement
and Exhihit E, this Azreement shall govern.

2.1.4 Exhibit F, attached hereto, contains insurance provisions appli-
cable to Unit Operations.

2.2 Revision of Exhibits. Whenever Exhibit A or B are revised, Exhibit D
shall be revised accordingly and be effective as of the same date. Unict
Operator shall also revise Exhibit D from time to time as required to conform to
changes in ownership of which Unit Operator has been notified as provided in the
Unit Agreenent.

2.3 Reference to Exhibits. When reference 1s made herein teo an exhibit, {t
is to the exhibit as originally attached or, 1f revised, to the last revision.

ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST NWNERS

3.1 Overall Supervision. Working Interest Owners shall exercise overall
supervision and control of all matters pertalning to Unit Operations pursuant to
this Agreement and fhe Unit Agreement. 1In the excercise of such authority, each
Working Interest Owner shall act solely in its own behalf in the capacity of an
individual owner and not on behalf of the owners as an entirety.

3.2 Specific Authorities and Duties. The matters with respect to which
Working Interest Owners shall decide and take action shall include, but not he
limited to the following:

3.2.1 Method of Operation. The method of operation, including the
type or types of pressure maintenance, secondary recovery, or other recovery
program to be employed.

3.2.2 Drilling of Wells. The drilling of any well whether for produc-
tion of Unitized Substances, for use as an Injection well, ov for other pur-
poses.

3.2.3 Well Recompletion and Change of Status. The recompletion, ahan-
donment , or permanent change of status of any well, or the use of any well
for injection or other purposes.
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3.2.4 Expenditures. The making of any single expenditure in excess of
Fifteen Thousand Dollars ($15,000.00); however, approval by Working Interest
Owners of the drilling, reworking, deepening or plugging back of any well
shall ianclude approval of all necessary expenditures required therefor, and
for completing, testing, and equipping the well, including necessary flow
lines, separators, and lease tankage.

3.2.5 Disposition of Unit Equipment. The selling or otherwise
disposing of any major item of surplus Unit Equipment, if the current price
of new equipment similar thereto is Five Thousand Dollars ($5,000.00) or
more.

3.2.6 Appearance Before a Court or Regulatory Agency. The designating
of a representative to appear before any court or regulatory ageancy in mat-
ters pertaining to Unit Operations; however, such designation shall not pre~
vent any Working Interest Owner from appearing in person or from designating
another representative on its own behalf.

3.2.7 Audits. The auditing of the accounts of Unit Operator per-
taining to Unit Operations hereunder; however, the audits shall:

(a) not be conducted more than once each year except upon the resigna-

tion or removal of the Unit Operator, and

(b) be made upon the approval of the owner or owners of a majority of

Working Interest other than that of Unit Operator, at the expense of

all Working Interest Owners other than Unit Operator, or

(c) be made at the expense of those Working Interest Owners requesting

such audit, if owners of less than a majority of Working Interest,

other than that of Unit Operator, request such an audit, and

(d) be made upoan not less than thirty (30) days written notice to Unit

Operator.

3.2.3 Inventories. The taking of periodic inventories under the terms
of Exhibit E.

3.2.9 Technical Services. The authorizing of charges to the Joint
Account for services by consultants of Unit Operator's technical personnel
not covered by the overhead charges provided by Exhibit E.

3.2.10 Assignments to Committees. The appointment of committees to
study any problems in connection with Unit Operations.

3.2.11 The removal of Unit Operator and the selection of successor.

3.2.12 The enlargement of the Unit Area.

3.2.13 The adjustment and readjustment of investments.

3.2.14 The termination of the Unit Agreement,

3.2.15 Border Line Agreements.

ARTICLE 4
MANNER OF EXERCISING SUPERVISION

4,1 Designation of Represéntatives. Each Working Interest Owner shall
inform Unit Operator in writing of the names and addresses of the representative
and alternate who are authorized to represent and bind such Working Interest
Owner with respect to Unit Operations. The representative or alternate may be
changed from time to time by written notice to Unit QOperator,

4,2 Meetings. All meetings of Working Interest Owners shall be called by
Unit Operator upon its own motion or at the request of two (2) or more Working
Interest Owners having a total Unit Participation then in effect of not less
than ten percent {(10%). No meeting shall be called oan less than fourteen (14)
days advance written notice, with agenda for the meeting attached. Working
Interest Owners who attend the meeting may amend items included in the agenda
and may act upon an amended item or other items presented at the meeting. The
representative of Unit Operator shall be chairman of each meeting.

4.3 Voting Procedure. Working Interest Owners shall decide all matters
coming before them as follows:

4.3.1 Voting Interest. Each Working Interest Owner shall have a
voting interest equal to {ts Unit Participation in effect at the time of the
vote.

4.3.2 Vote Required. Unless otherwise provided herein or in the Unit
Agreewent , Working Interest Owners shall determine all matters by the affir-
mative vote of four or more Working Interest Owners having a combined voting
interest of at least sixty-five percent (565%); however, should any one
Working Interest Owner have more than thirty percent (30%) voting interest,
its negative vote or failure to vote shall not defeat a motlon and such
motion shall pass Lf approved by Working Interest Owners having a majority
voting interest, unless three or more Working Interest Owners have a com—
bined votlng interest of at least ten percent (10%) likewise vote agaiust
the motiaon or fail to vote.
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4,3.3 Vote at Meeting by Nonattending Working Interest Owner. Any
Working Interest Owner who is not represented at a meeting may vote on any
agenda item by letter or telegram addressed to the representative of Unit
Operator 1f its vote is received prior to the vote at the meeting, provided
the agenda items are not amended.

4.3.4 Poll Votes. Working Interest Owners may vote on and decide, by
letter or telegram, any matter submitted in writing to Working Interest
Owners. If a meeting 1s not requested, as provided in Section 4.2, within
seven (7) days after a written proposal is sent to Working Interest Owners,
the vote taken by letter or telegram shall hecome final. Unit Operator will
give prompt notice of the results of such voting to all Working Interest
Owners.

ARTICLE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

5.1 Reservation of Rights. Working Interest Owners severally reserve to
themselves all their rights, except as otherwise provided in this Agreement and
the Unit Agreement. .

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

5.2.1 Access to Unit Area. Access to the Unit Area at all reasonable
times to inspect Unit Operations, all wells, and the records and data per-
taining thereto.

5.2.2 Reports. The right to receive from Unit Operator, upon written
request, copies of all reports to any governmental agency, reports of crude
0il runs and stocks, inventory reports, and all other information pertaining
to Unit Operations. The cost of gathering and furnishing information aot
ordinarily furnished by Unit Operator to all Working Interest Owners shall
be charged to the Working Interest Owner that requests the information.

ARTICLE 6
UNIT OPERATOR

6.1 Unit Operator. MURPHY OPERATING CORPORATION 1s hereby designated as
the initial Unit Operator.

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

ARTICLE 7
AUTHORITIKS AND DUTIES OF UNIT OPERATOR

7.1 Exclusive Right to Operate Unit. Subject to the provisions of this
Agreement and to instructions from Working Interest Owners, Unit Operator shall
have the exclusive right and be obligated to conduct Unit Operations.

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit Operations {n a
good and workmanlike manner as would a prudent operator under the same or simi-
lar circumstances. Unit Operator shall freely consult with Working Interest
Owners and keep them 1nformed of all matters which Unit Operator, in the exer-
cise of 1its best judgment, considers important. Unit Operator shall not be
liable to Working Interest Owners for damages, unless such damages result from
its gross negligence or willful misconduct.

7.3 Llens and Encumbrances. Unit Operator shall endeavor to keep the lands
and leases 1n the Unit Area and Unit Equipment free from all liens and
encumbrances occasioned by Unit Operations, except the lien and security
interest of Unit Operator and Working Interest Owners granted hereunder.

7.4 Employees. - The number of employees used by Unit Operator in conducting
Unit Operations, their selectlon, hours of labor, and compensation shall be
determined by Unit Operator. Such employees shall he the employees of Unit
Operator.

7.5 Records. MWnit Operator shall keep correct hooks, accounts, and records
of Unit Operations.

7.6 Reports to Working Interest Owners. Uait Operator shall furnish
Working Intecest Owners periodic reports of Unit Operations.

7.7 Reports to Governmental Authorities. Unit Operator shall nake all
reports to governmental authorities that [t has the duty to make as Unit
Operator.

7.8 Engineering and Geological Information. Tnit Operator shall furnish to
a Working Interest Owner, upon written request, a copy of all logs and other
engineering and geological data pertaining to wells drilled for Unit Operations.
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7.9 Expenditures. Unit Operator is authorized to make single expenditures
not in excess of Fifteen Thousand Dollars ($15,000.00) without prior approval of
Working Interest Owners. If an emergency occurs, Unit Operator may immediately
make or incur such expenditures as in its opinion are vequired to deal with the
emergency. Unlt Operator shall report to Working Interest Owners, as promptly
as possible, the nature of the emergency and the action taken.

7.10 Wells Drilled by Unit Operator. All wells drilled by Unit Operator
shall be at the usual rates prevailing in the area. Unit Operator may employ 1is
own tools and equipment, bhut the charge therefor shall not exceed the usual
rates prevalling in the area, and the work shall be performed by Unit Operator
under the same terms and conditions as are usual 1n the area in contracts of
independent contractors dolng work of a similar nature.

7.11 Border Agreements. Unit Operator may, after approval by Working
Interest Owners, enter {nto border agreements with respect to lands adjacent to
the Unit Area for the purpose of coordinating operations.

ARTICLE 8
TAXES

8.1 Ad Valorem Taxes. Beginning with the first calendar year after the
Effective Date hereof, Unit Operator shall make and file all necessary ad
valorem tax renditfons and returns with the proper taxing authorities with
respect to all property of each Working Interest Owner used or held by Unit
Operator for Unit Operations. Unit Operator shall settle assessments arising
therefrom. All such ad valorem taxes shall be paid by Unit Operator and charged
to the joint account; however, if the interest of a Working Interest Owner is
subject to a separately assessed overriding royalty interest, production payment,
ot other interest in excess of a one-eighth (1/8) royalty, such Working Interest
Owner shall notlfy Unit Operator of such interest prior to the rendition date
and shall be given credit for the reduction in taxes pald resulting therefrom.
Any Working Interest Owner dissatisfied with any assessmeat of its interest in
real or personal property shall have the right, at 1its own expense, and after
due notice to the Operator, to protest and resist any such assessment.

8.2 Other Taxes. Each Working Interest Owner shall pay or cause to be paild
all production, severance, gathering, and other taxes imposed upon or with
respect to the production or handling of its share of Unitized Substances.

ARTICLE 9
INSURANCE

9,1 1Insurance. Unit Operator, with respect to Unit Operations, shall: (a)
comply with the Workmen's Compensation Laws of the State; (b) carry Employer's
Liability and other inmsurance required by the laws of the State; and (¢) provide
other {nsurance as set forth in Exhibit F.

ARTICLE 10
ADJUSTHMENT OF INVESTMENTS

(0.1 Personal Property Taken Over. Upon Effective Date, Working Interest
Owners shall deliver to Unit Operator the following:

10.1,1 Wells. All wells completed in the Unitized Formation.

10.1.2 Well and Lease Equipment. The casing and tubing in each such
well, the wellhead coanections thereon, and all other lease and operating
equipment that is used in the operation of such wells which Working Interest
Owners determine 1s necessary or desirable for conducting Unit Operations.

10.1.3 Records. A copy of all production and well records for such
wells. -

10.2 1Inventory and Evaluation of Personal Property. Working Interest Owners
shall at Unit Expense laventory and evaluate, as determined by Working Interest
Owners, the personal property taken over by Unit Operator under Section 10.1.2.
Such {inventory shall {include and be limited to those items of equipment con-
sidered controllable under Exhib{t “E” except, upon determination of Working
Interest Owners, items considered uncontrollable may be included in the inven-
tory in order to insure a more equitable adjustment of investment. Casing shall
be 1included in the inventory for record purposes, but shall be excluded from
evaluation and investmeat adjustment.

10.3 Investment Adjustment. Upon approval of Working Interest Owners of the
inventory and evaluation, each Yorking Interest Owner shall be credited wlith the
value, as determined in accordance with Section 10.2 above, of {ts Interest in
all personal property taken over by Unit Operator under Section 10.1.2 and
charzed with an amount equal to that obtalned by multiplying the total value of
all such personal property taken over by Unit Operator under Section 10.1.2 by
such Working Interest Owner's Unit Participation, as shown in Exhibit "D." If
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the charge against any Working Interest Owner is greater than the amount cre-
dited to such Working Interest Owner, the resulting net charge shall be paid and
in all other respects be treated as any other item of Unit Expense chargeable
against such Working Interest Owner. If the credit to any Working Interest
Owner 1s greater than the amount charged agalust such Working Interest Owner,
the resulting net credit shall be paid to such Working Interest Owner by Unit
Operator out of funds received by it in settlement of the net charges described
above.

10.4 General Facilities. The acquisition of warehouses, warehouse stocks,
lease houses, camps, facility systems, and office buildings necessary for Unit
Operations shall be by negotiation by the owners thereof and Unit Operator, sub-
ject to the approval of Working Interest Owners.

10.5 Ownership of Personal Property and Facilities. Each Working Interest
Owner, individually, shall by virtue hereof own an undivided Iinterest, equal to
its Unit Participation, in all personal property and facilities taken over or
otherwise acquired by Unit Operator pursuant to this Agreement.

ARTICLE 11
UNIT EXPENSE

11,1 Basls of Charges to Working Interest Owners. Unit Operator initfally
shall provide for all Unit Expense in accordance with the provisions of this
Article 11, Each Working Interest Owner shall relmburse Unit Operator for its
share of Unit Expense in proportion to the respective Unit Participations of the
parties hereto. All charges, credits, and accounting for Unit Expense shall be
in accordance with Exhibit "E,”

11.2 Budgets. Before or as soon as practical after the Effective Date, Unit
Operator shall prepare a budget of estimated Unit Expense for the remainder of
the calendar year, and, on or before the first day of each August thereafter,
shall prepare a budget for the ensuing calendar year. A budget shall set forth
the estimated Unit Expense by quarterly periods. Budgets shall be estimates
only, and shall be adjusted or corrected by Working Interest Owners and Unit
Operator whenever an adjustment or correctlon 1Is proper. A copy of each budget
and adjusted budget shall be furnished promptly to each Working Interest Owner.

11.3 Advance Billing. Unit Operator shall have the right, without prejudice
to other rights or remedies, to require Working Interest Owners to advance their
respective shares of estimated Unit Expense by submitting to Working Interest
Owners, on or before the 15th day of any month, an itemized estimate thereof for
the succeeding two months, with a request for payment in advance. Within fifteen
(15) days after receipt of the estimate, each Working Interest Owner shall pay
to Unit Operator {ts share of such estimate. Adjustments between estimated and
actual Unit Expense shall be made by Unit Operator at the close of each calendar
month, and the accounts of Working Interest Owners shall be adjusted accordingly.

11.4 Commingling of Funds. Funds received by Unit Operator under this
Agreement need not be segregated or maintained by it as a separate fund, but may
be commingled with its own funds.

11.5 Lien and Security Interest of Unit Operator and Working Interest

Owners. Each Working Interest Owner grants to Unit Operator a lien upon its 0Ll

and Gas Rights in each Tract, and a security interest in its share of Unitized
Substances when extracted and 1its interest in all Unit Equipment, to secure
paynent of its share of Unit Expense, together with interest thereon at the rate
of Prime +27% per annum but not to be less than 21% per annum. To the extent
that Unit Operator has a security interest under the Uniform Commercial Code of
the State, Unit Operator shall be entitled to exerclse the rights and remedies
of a secured party under the Code. The bringing of a suit and the obtaining of
judgment by Unit Operator for the secured indebtedness shall not be deemed an
election of remedies or otherwise affect the lien rights or security interest as
security for the payment thereof. In addition, upon default by any Working
Interest Owner In the payment of its share of Unit Expense, Unit Operator shall
have the right, without prejudice to other rights or remedies, to collect from
the purchaser the proceeds from the sale of such Working Interest Owner's share
of Unitized Substaaces until the amount owed by such Working Interest Owner,
plus {interest has been paid. Each purchaser shall be entitled to rely upon Unit
Operator's written statement concerning the amount of any default. Unit
Operator grants a like 1lien and security interest to the Working Interest
Owners.

11.6 Unpaid Unit Expense. If any Working Interest Owner fails or {s unable
to pay its share of Unit FExpense within sixty (60) days after rendition of a
statement therefor by Unit Operator, the non-defaulting Working Interest Owners
shall, upon request by Unit Operator, pay the unpald amount as L{f it were Unit
Expense in the provortion that the Unit Participation of each Workiung Interest
Owner bears to the Unit Participation of all such Working Interest Owners. Each
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Working Interest Owner so paying its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the security rights described in Section
11.5 of this Agreement.

11.7 Uncommitted Royalry. Should an owner of a Royalty Interest in any
Tract fail to become a party to the Unit Agreement, and, as a result thereof,
the actual Royalty Interest payments with respect to such Tract are more or less
than the Royalty Interest payments computed on the basis of the Unitized
Substances that are allocated to such Tract under the Unit Agreement, the dif-
ference shall be borne by or inure to the benefit of Working Interest Owners, in
proportion to their respective Unit Participations at the time the Unitized
Substances were produced; however, the difference to be borne by or inure to the
benefit of the Working Interest Owners shall not exceed an amount computed on
the basis of one-eighth (1/8) of the difference between the Unitized Substances
allocated to the Tract and the Unitized Substances produced from the Tract.
Such adjustments shall be made by charges and credits to the jolnt account.

11.8 Rentals. The Working Interest Owners in each Tract shall pay all ren-—
tals, minimum royalty, advance rentals or delay rentals due under the lease
thereon and shall concurrently submit to the Unit Operator evidence of payment.

11.9 Carved-out Interests. Any overriding royalty, production payment, net
proceeds interest, carried interest or any other interest carved out of a
Working Interest shall be subject to this Agreement. If a Working Iuterest
Owner does not pay its share of Unit Expense and the proceeds from the sale of
Unitized Substances under Article 11.5 are insufficient for that purpose, the
security rights provided for therein may be applied against the carved-out
interests with which such Working Interest is burdened. In such eveunt, the
owner of such carved-out interest shall be subrogated to the security rights
granted by Article 11.5.

ARTICLE 12
NON-UNITIZED FORMATIONS

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

12,2 Multiple Completions. No well now or hereafter completed in the uni-
tized formations shall ever be completed as a multiple completion with any other
formation unless such multiple completion and the subsequent handling of the
multiple completion 1is approved by Working Interest Owners in accordance with
Article 4.3 of this Agreement.

ARTICLE 13
TITLES

13,1 Warranty and Indemnity. Each Working Interest Owner represeats and
warrants that Lt is the owaer of the respective working interest set forth oppo-
site 1ts name in Exhibit "B" of the Unit Agreement, and agrees to indemnify and
hold harmless the other Working Interest Owners from any loss due to failure, in
whole or in part, of its title to any such interest, except failure of title
arising out of Unit Operations; however, such indemnity and any liability for
breach of warranty shall be limited to an amount equal to the net value that has
been received from the sale or receipt of Unitized Substances attributed to the
ianterest as to which title failed. Each failure of title will be deemed to be
effective, Insofar as thls Agreement is concerned, as of 7:00 A.M. on the first
day of the calendar month in which such failure is finally determined, and there
shall be no retroactive adjustment of Unit Expense, or retroactive allocation of
Unitized Substances or the proceeds therefrom, as a result of title fallure.

ARTICLE 14
LTABILITY, CLAIMS, AND SUITS

14.1 Individual Liability. The duties and obligations, and liabilities of
Working Interest Owners shall be several and not joint or collective; and
nothing herein shall ever be construed as creating a partnership of any kind,
joint venture, associatlon, or trust among Working Interest Owners.
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14.2 Settlements. Unilt Operator may settle any single damage claim or suit
involving Unit Operations if the expenditure does not exceed Five Thousand
Dollars ($5,000.00) and if the payment is in complete settlement of such claim
or suit. If the amount required for settlement exceeds the above amount,
Working Interest Owners shall assume and take over the further handling of the
claim or suit, unless such authority is delegated to Unit Operator. All costs
and expense of handling, settling, or otherwise discharging such claim or suit
shall bhe an 1item of Uanit Expense. If a claim 1s made against any Working
Interest Owner or if any Working Interest Owner 1is sued on account of any matter
arising from Unit Operations over which such Working Interest Owner individually
has no control because of the rights given Working Interest Owners and Unit
Operator by this Agreement and the Unit Agreement, the Working Interest Owner
shall immediately notify the Unit Operator, and the claim or sult shall be
treated as any other claim or suit involving Unit Operations.

ARTICLE 15
LAWS AND REGULATIONS

15.1 Internal Revenue Provision. Notwithstanding any provisions herein that
the rights and liabilities of the parties hereunder are several and not joint or
collective, or that this Agreement and operations hereunder shall not constitute
a partnership, if for Federal income tax purposes this Agreement and the opera-
tions hereunder are regarded as a partnership, then each of the parties hereto
elects to be excluded 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 the Code and the regulations pro-
mulgated thereunder. Unit Operator is hereby authorized and directed to execute
on behalf of each of the parties hereto such evidence of this election as may be
required by the Secretary of the Treasury of the United States or the Federal
Internal Revenue Service, including speclfically, but not by way of limitation,
all of the returns, statements, and the data required by Federal Regulatlons
1.761-1(a). Should there be any requirement that each party hereto further evi-
dence this election, each party hereto agrees to execute such documents and fur-—
nish such other evidence as may be required by rthe Federal Internal Reveaue
Service or as wmay be necessary to evidence this election. Each party hereto
further agrees not to give any notices or take any other action incounsisteunt
with the election made hereby. If any present or future income tax laws of the
state or states in which the Unit Area 1s located, or any future iacome tax law
of the United States, contain provisious similar to those in Subchapter ¥,
Chapter 1, Subtitle A, of the Internal Revenue Code of 1954, under which an
election similar to that provided by Section 761 of the Code is permitted, each
of the parties agrees to make election as may he permitted, or required by such
laws. In making this election, each of the parties states that the income
derived by such party from the operations under this Agreement can be adequately
determined without the computation of partnership taxable income.

ARTICLE 16
NOTICES

16.1 Notices. All notices required hereunder shall be in writing and shall
be deemed to have been properly served when sent by certified mail (“"return
receipt requested”) or telegram to the address of the representative of each
Working Interest Owner as furnished to Unit Operator in accordance with Article 4.

ARTICLE 17
WITHDRAWAL OF WORKING INTHREST OWNER

17.1 Withdrawal. A Working Interest Owner may withdraw from this Agreement
by transferring, without warranty of title, either express or implied, to the
other Working Interest Owners, all its Oil and Gas Rights, exclusive of Royalty
Interests, together with its interest in all Unit Equipment and in all wells
used in Unit Operatlions. The instrument of transfer way be delivered to Unit

Operator for the transferees. Such transfer shall not relleve the Vorking
Interest Owner from any obligation or llability incurred prior to the date of
the delivery of the Instrument of transfer; however, the tender has to be

accepted unless Working Interest Owners decide within ninety (90) days to tecr-
minate the Unit. The interest transferred shall be owned by the transferces in
proportion to thelr respective Unit Participations in effect. The transferees,
in proportion to the respectlve interest so acquired, shall pay transferor, for
its interest in Unit Equipment, the net salvage value thereof as determined by
Working Interest Owners. In the event such withdrawing party's interest in the
aforesaid fair salvage value after deducting the estimated cost of salvaging
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same 1s less than the withdrawing party's share of estimated cost of plugging
and abandoning the wells then being used or held for Unit Operations, then the
withdrawing party, as condition precedent to withdrawal, shall pay in cash to
the party or parties succeeding to its interest a sum equal to the deficiency.
Within sixty (60) days after receiving delivery of the transfer, Unit Operator
shall render a final statement to the withdrawing owner for its share of Unit
Expeunse, including any deflciency in salvage value, as determined by Working
Interest Qwners, Ilncurred as of the first day of the month following the date of
receipt of the transfer. Provided all Unit Expense, including any deficiency
hereunder, due from the withdrawing owner has been paid in full within thircty
(30) days after the rendering of such final statement by the unit Operator, the
transfer shall be effective the first day of the month following its receipt by
Unit Operator and, as of such effective date, wlthdrawing owner shall be
relieved from all further obligations and 11abilities hereunder and under the
Unit Agreement, and the rights of the withdrawing Working Interest Owner
hereunder and under the Unit Agreement shall cease iasofar as they existed by
virture of the interest transferred.

17.2 Limitation on Withdrawal. Notwithstanding anything set forth in
Section 17.1, Working Interest Owners may refuse to permit the withdrawal of a
Working Interest Owner if its Working 1Interest is burdened by any royalties,
overriding royalties, production payments, net proceeds 1interest, carried
interest, or any other interest created out of the Working Interest in excess of
one-eighth (1/8) lessor's royalty, unless the other Working Interest Owners
willing to accept the assignment agree to accept the Working Interest subject to
such burdens.

ARTICLE 18
ABANDONMENT OF WELLS

18.1 Rights of Former Owners. 1f Working Interest Owners decide to per-
manently abandon any well within the Unit Area prior to termination of the Unit
Agreement, Unit Operator shall give written notice thereof to the Working
Interest Owners of the tract on which the well is located, and they shall have
the option for a period of ninety (90) days after the sending of such notlice to
notify the Unit Operator in writing of their election to take over and own the
well, Within ten (10) days after the Working Interest Owners of the Tract have
notified the Unit Operator of their election to take over the well, they shall
pay Unit Operator, for credit to the joint account, the amount determnined by
Working Interest Owners to be the net salvage value of the casing and equipment
in and on the well. The Working Interest Owners of the Tract, by taking over
the well, agree to seal off the Unitized Formation, and upon abandonment to plug
the well in compliance with applicable laws and regulations.

18.2 Plugging. If the Working Interest Owners of a Tract do not elect to
take over a well located within the Unit Area that is proposed for Abandonment,
Unit Operator shall plug and abandon the well in compliance with applicable laws
and regulations.

ARTICLE 19
EFFECTIVE DATE AND TERM

19.1 Effective Date This Agreement shall become effective when the Unit
Agreement hecomes effective.

19.2 Term. This Agreement shall continue in effect so long as the Unit
Agreement remains in effect, and thereafter until (a) all unit wells have been
plugged and abandoned or turned over to Working Interest Owners in accordance
with Article 20; (b) all Unit Equipment and real property acquired for the joint
account have been disposed of by Unit Operator in accordance with instructions
of Working Interest Owners; and (c) there has been a final accounting.

ARTICLE 20
ABANDOIMENT OF OPERATIONS

20.1 Termination. Upon termination of the Unit Agreement, the following
will nccur: T

20.1.1 01l and Gas Rights. 0il and Gas Rights in and to each separate
Tract shall no longer be affected by this Azreement, and thercafter the par-
ties shall »e governed by the terms and provisions of the leases, contracts
and other instruments affecting the separate Tracts.

20.1.2 Right to Operate. Worxing Interest Owners of any Tract that
desire to take over and continue to operate wells located thereon may do so
by paying Unit Operator, for credit to the joint account, the net salvage
values, as determined by Working Interest Owners, of the casing and equipment
in and on the wells taken over and by agreeing upon abandonment to plug each

well in compliance with applicable laws and regulations.

-8-
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20.1.3 Salvaging Wells. Unit Operator shall salvage as much of the
casing and equipment in or on wells not taken over by Working Interest Owners
of separate Tracts as can economically and reasonably be salvaged, and shall
cause the wells to be plugged and abandoned in compliance with applicable
laws and regulations. )

20.1.4 Cost of Abandonment. The cost of abandonment of Unit
Operations shall be Unit Expense.

20.1.5 Distribution of Assets. Working Interest Owners shall share in
the distribution of Unit Equipment, or the proceeds thereof, in proportion to
their Unit Participations.

ARTICLE 21
RXCISE TAX PROVISIONS

21.1  Crude 0il Excise Tax. For the period during which excise taxes are
payable under the Crude 0il Windfall Profit Tax Act of 1980 on any party's
Unitized Substances, the first crude oill allocated to any Tract after distribu-
tion of any incremental tertiary crude as hereinafter provided shall be the tax
tier type of crude oil actually produced or considered to have been produced
during the base period under I.R.C. regulations but not to exceed its Tract
Participation share or the amount of such tax tier type of crude oil currently
available., Any excess of a tax tler type of crude oil existing after the
foregoing specific identification allocation shall be allocated to the remaining
Tracts in the unit which have an underallocation of crude oil ian proportion to
the amount of their relative underallocations of crude oil. Anything
hereinabove notwithstanding, any incremental tertiary oill as defined under
I.R.C. Section 4993 shall be allocated to each Tract in accordance with its
Tract Participation prior to any other allocation of tax tier type of crude oil
under this Article 21.1. Ta no case shall the sum of the different tax tier
types of crude oil allocated to any Tract exceed the total amount of crude oil
allocable under its Tract Participation.

21.2 Amendment by Working Interest Owners. This Article 21 nay be amended
or deleted by vote of the Working Interest Owners using the voting procedure set
out in Article 4.3 of this Operating Agreement if in the opinion of the Working
Interest Owners (a) application of Article 21 as written becomes unworkable ot
inequitable as a result of changes in laws or regulations of any governmental
agency, or (b) amendment or deletion of this Article 21 is necessary to comply
with applicable laws, rules, regulations or orders of any goverumental agency
having jurisdiction.

ARTICLE 22
EXECUTION

22.1 Original, Counterpart, or Other Instruments. Aa owaner of a Worklng
Interest may become a party to this Agreement by signing the original of this
instrument, A counterpart thereof, ov other ilastrument agreeing to becone a
party hereto. The signing of such ilnstrumeant shall have the same effect as if
all parties had signed the same instrument.

ARTICLE 23
GOVERNMENTAL REGULATIONS

23.1 Governmental Regulations. Working Interest Owners agree to release
Unit Operator from any and all losses, damages, injuries, claims and causes of
action arising out of, incident to or resulting directly or indirectly from Unit
Operator's interpretation or application of rules, regulations or orders of any
governmental agency or predeccessor agencles to the extent Unit Operator's
interpretation or application of such rules, rulings, regulations or orders were
made 1n good faith. Working Interest Owners further agree to reimburse Uait
Operator for their proportionate share of any amounts Unit Operator may be
required to refund, rebate or pay as a result of an incorrect iInterpretation or
application of the above noted rules, rulings, regulations or orders, together
with their proportionate part of interest and penalties owing by Unit Operator
as a result of such 1ncorrect linterpretatlion or application of such rules,
rulings, regulations or orders.

ARTICLE 24
SUCCESSORS AND ASSIGNS

24.1 Successors and Assigns. This Agreement shall extend to, be binding
upon, and inure to the henefit of the parties hereto and their respective heirs,
devisees, legal representatives, successors and assigns, and shall constitute a

e,
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covenant tunning with the lands, leases and interests covered hereby.

IN WITNESS WHEREOF, the parties hereto have executed this Agreement on the
dates opposite their respective signactures,

"UNIT OPERATOR™ AND “WORKING INTEREST OWNER"
M e e MURPHY OPERATING CORPORATION
ST e ATTEST:

By:
Nadine Reed, Secretary A. J. turphy, Chairman & Chief
Executive Officer

" NON-OPERATORS"

F. W. Baumgartner Mr. J. E. Cleszinski
9785 Maroon Circle, Suite G-104% 22 Riverside Drive
- . : Englewood, Colorado 80112 Roswell, New Mexico 88201
R . Mr. A. W. Dillard, Jr. James H. Hamersley
¢ Post Office Box 423 Box 2824 SHS
Midland, Texas 79701 Duxbury, Massachusetts 02331

HANOVER PETROLEUM CORPORATION
ATTEST:

By:

, Secretary Ward M. Clark, Vice President
2950 One Allen Center
Houston, Texas 77002

HARVARD & LEMAY EXPLORATION, LTD.

By:
Tom L. Ingram
Post DEfice Box 936 Post Office Box 1757
Roswell, New Mexico 88202-0936 Roswell, New Mexico 88202-1757

KELLY FAMILY TRUST

By:
Arthur Kelly —'— Earl A. latimer, Jr.
10889 Wilshire Boulevard, Suite 1032 1802 West Fourth Street
Los Angeles, California 90024 Roswell, New Mexico 88201
KAISER~FRANCIS OILL COMPANY
ATTEST:

By:

, Secretary
Post Dffice Box 21468
Tulsa, Oklahoma 74121-1468

-10-
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ATTEST:

Mary L. Layton, Secretary

Jack L. McClellan
Post Of fice Drawer 730

Roswell, New Mexico 88202-0730

Willis L. Sanburg
22156 Highway 550
Montrose, Colorado 81401

ATTEST:

, Secretary

Ralph H. Viney
500 North Loraine, Suite 1000
Midland, Texas 7970!

ATTEST:

, Secretary

_11_

LAYTON ENTERPRISES, INC.

Donald R. Layton, President
3103 79th Street
Lubbock, Texas 79423

Larry HMcIntosh
130 Spring Park Drive, Suite 103
Midland, Texas 79705

Frank Southworth
5650 S. Syracuse Circle, Suite 217
Englewood, Colorado 80111

TRINITY RESOURCES, INC.

By:

, President
2600 Republic Bank Center
700 Louisiana Street
Houston, Texas 77002

John B. Wogan, .Jr.
600 South Cherry Street, Suite 8030
Denver, Colorado 80222

THE WISER OIL COMPANY

By:

, President
905 0il and Gas Building
Wichita Falls, Texas 76307
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EXHIBIT g

Bluitt San Andres Unit, County of Roosevelt, State of New

Attached to and made a part of _that certain Unit Operating Agrecement,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

St nr

I. GENERAL PROVISIONS
1. Definitions

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

*Joint Operat:ons™ shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.

“Cperator” shail mean tae party designated to conduct the Joint Operations.

B

“Non-Operators” shall mean the parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and- or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employeces™ shail mean those employees having special and specific engineering. geological or other
professional skills, and whose primary runction in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s emplovees.
“Material™ shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

SRR o “Controllable Material® shall mean Material which at the time is so classified in the Material Classification Manual
: as most recently reccmmended by the Council of Petroleum Accountants Societies of North America.

2. Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the
Joint Account for the preceding month, Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-
arately identified and fuliy described in detail.

3. Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement. thg QOperator may require the Non-Operators to advance their
share of estimated ca<h outlay for the succocdmg/xh‘ggth's operation. Operator shall adjust cach monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within fifteen (13) days after receipt. If payment is not
.. . : made within such time, the unpaid balance shall bear interest monthly at the rate as defined in Section 11.
e X of UOAor the maximum contract rate permitted by the applicable usury laws in the state in wnich the Joint
o Properly is located, whichever is the lesser, plus atlorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

4. Adjustments
Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thercof: previded, however, all bills and statements rendered to Non-Opcrators by Operator during any
calendar year shall conclusively be presumed to be true and correct atter twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Noun-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall

e R be made unless it is made within the same preseribed period. The provisions of this paragraph shall not prevent
T s adjustments resulting from a physical inventory of Controllable Material as provided for in Scction V.

5. Audits

A. Non-Operator. upon notice in writing to Operator and all other Non-Opcrators, shall have the rvicht 10 audit Qpe-
rator’s accounts and rceords relating to the Joint Account for any calendar year within the twenty-four (24) month
period foliowing the end of such calendar year:; provided, however, the making of an audit shall not extend the
time for the taking or written exception to and the adjustments of accounts us provided for in Paragraph 4 of this
Section I. Where there ave two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultancous audits in a manner which wiil result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cast incurred under this paragraph unless agreed
to by the Operator.

6. Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accountirg Procedure and if the agreement to which this Accounting Procedure is altached contains
no contrary provisions in regard thereto, QOperator shall notify all Non-Operators of the Ouerator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling nn all Non-Opera-
tors.
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II. DIRECT CHARGES
Operator shal! charge the Jomnt Account with the following items:
1. Rentals and Royalties

Lease rentals ond royalties paid by Operator for the Joint Operations.

"~

Labor

T e LY e e . A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Praperty in the conduct
of Joint Operations.

(2) Salaries of First Level Supervisors in the field,

(3) Salaries and wagcs of Technical Employees directly employed on the Joint Property if such ch arges are
excluded from the Overhead rates.

B. Operator’s cost of holiday. vacation, sickness and disability benefits and other customary allowances paid to
B - employces whose mlm s qnd wages are chargeable to the Joint Account under Paragraph 2A of this Secction
i II. Such costs unc nis Paragraph 2B max be charged on a “when and as paid basis” or by “pereentage «
sessment’” on the aniomt of salarics and wages chargeable to the Joint Account under Pavagraph 2A of this
Section II. If percentage assessment 18 used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contr:butions made pursuant to assessments imposed by governmental authority which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section I

il

Employee Benefits

. Operator’'s current costs of established plans for emplovees’ group life insurance. hospitalization. pension, re-
- . tirement, stock purchase. thrift, bonus. and other benefit plans of a like nature, applicable to Operator's labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator's actual
cost not to exceed twenty-three per cent (23%) or the per cent most recently recommended by

4 \ta?c Coluncﬂ. of Petroleum Accountants Societies of North America.

Material purchased or furnished by Operator for use on the Joint Property as provided under Section [V, Only
such MMaterial shall be purchased ror or transferred to the Joint Property as may be required for immediate use
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

Transportation

e

Transportation of employeces and Material recessary for the Joint Operations but subject to the tfollow

tions:

A. If Material is moved to the Joint Property from the Operator’s warchousc 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,
recognized barge termunal, or railway receiving point where like material 158 normally available, unless anreed
to by the Parties.

B. If surplus Materia® s moved to Op‘erutor‘s warehouse or other storage point. no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest rehable supply store, recognized burge
terminal, or ratlway receiving point unless agreed 1o by the Parties. No charge shall be made 1o the Joint Ac-

count for moving Material o other properties belonging to Operator, unle

g hmita-

s agreed to by the Parties.

C. In the application of Subparagraphs A ard B above. there shall be no equalization of actual gress trucking cost
of $200 or less excluding accessonal charges.

f. Services
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section [I and Parvagraph 1. ii of Section IlI. The cost of professional consultant services and con-
tract services of technical personnel dircetly engaged on the Joint Property if such charges are excluded from the
. Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectly cngaged on the Joint Property shail not be charged to the Joint Account unless previously agrced to by
the Parties.

Equipment and Facilities Furnished by Operator

A. Opcrator shall charge the Joint Account for usc of Operator owned cquipment and facilities at rates com-
mensurate with costs o1 ownership and operation. Such vates shall include costs of maintenance. repairs, other
operating expense, insurance, taxes. depreciation, and interest on investment not to exceed cight per cont (87)

. per annum. Such vates shall not c_\(‘evd avcerage commercial rates currently prevailing in the immediate area

) of the Joint Property.

B.. In .ieu ot charges in Paragraph 74 above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Proverty less 207, For automative equipment, Operator mayv elect to use rates
publisiied by the Petroleum Motor Transport Association.

8. Damages and Losses to Joint Property

’ ’ All costs or expenses weessary for the tepanr or replacement of Jomt Property made necessary because of dam-
ages or losses meurred by fire, tlood, storm. thett, accident, or other cause, except those resulting from Operator's
gross neghgzence ov witifyl misconduct. Oy woshatl furnish Non-Quperator written notice of damages or o
incurred as soor ax practicable atter a report thercot has been received by Operator.

9. Legal Expense

etthing litigation or claims, discharzing of liens, pavment of judaments
mcurred 1 or resulting from operations und the aw nt or
Propevty, except that no Ll"']l“l‘ for gervices of Operator’z leaal staff
H be made unless previo to by the Parties. Al other legpa)
cerhead provizions of \cc ion unless othe seagreed to by the
agraph 3.

Expense of handling. inves l'
and amounts pa:d for

necessary o protect v
or fees or exponse of oul
expense is considered ¢
Parties, except as provided 1, Section I 1

— 9
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10. Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Jomnt Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.
11. Insurance

Net premiums paid for insurance required to be carvied for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and;or Employers Liability under the respective state's laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Opcrator shall include a charge at Operator's
cost not to exceed manual rates.

12. Other Expenditures

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

1II. OVERHEAD

1. Overhead - Drilling and Producing Operations
i, As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
. . o Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
Do and salaries or wages plus applicab.e burdens and expenses of all personnel. except those directiy chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the avove sclected Paragraph of this Section III uniess such
cost and expensc are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and or the cost of professional consultant
services and contract services of technical personnel directly empleyed on the Joint Property shall () shall

AR o e not ( x ) be covered by the Overhead rates.
A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the foilowing rates per well per month:

Drilling Well Fate $._4,000,00__ . . __
Producing Well Rate $S__400.00 U

(2) Application of Overhead - Fixed Rate Busis shall be as follows:
(a) Diniling Well Rate

[1] Charges “or onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fiftcen (13) or more consceutive days.

{2} s for offshove drilling wells shall bLegin on the date when drilling or completion equipment
:3 on location and terminate on the date the drilling or completion equipment moves off loca~
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sionn of drilling operations for fifteen (15) or more consecutive days
I S S A [3} Charges for wells undergoing any tvpe of workover or recompletion for a periwod of five {3) con-
: e secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension ol operations for fifteen (13) or more consecutive
days.

(b) Producing Well Rates

[1] An active well either produced or injected into for any portion of the month shall be considered
as a onc-well charge tor the entire month.

[2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

[3] An inact:ve gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet.

[4] A onc-well charge may be made for the month in which plugging and abandonment operations
are comp.eted on any well.

[53] Al other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowable, transferred allowable, ete.) shall not qualiiy for an overhead charge.

(3) The we!l rates shall be adjusted as of the first day of April cach year following the cifective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by mult-
plyirg the rate currentiy 1n use by the percentage increase or decrcase in the average weekly carnings of
Crude Petroicum and Gas uction Workers for the last calendar vear compared to the ecalendar vear

ywn by the of average weekly earnings of Crude Petroleum and Gas Fields Produc-

1 as published the United States Department of Labor, Bureau of Lator Staustics, or the

cquivalent Canadian index as published by Statistics Canada. as applicable. The adjusted rates shail be

the rates currentiy in use, plus or minus the computed adjustment.

—_3




(final copy 11/15,2

B Oiiait PR o NNy Rocia

Operator shall charge the Joint Account at the following rates:

cvelopment

. Percent ( <.} of the cost of Development of the Joint Pr
provided und daragraph 9 of Section IT and all salvage credits.

(b} Operatirg

v exclusive af costs

«The Joint Property exclusive of costs provided
credits, the value of injected substances purchased
smients which are levied, assessed and paid upon the min-

__Percent ( : { the cost of Operay
under Paragraphs 1 and 9 of Section i

for secondary recovery and all taxes and g
eral interest in and to the Joint Pr

(2

Application of Overhead - Pep
For the purpose of detepsf

~rifage Basis shall be as follow
fiing charges on a percentage basis undtwParagraph 1B of this Section 111, de-
velopment shall ipelaTe all costs in cormection with drilling, rvedrilling, ning or any remedial opera-
tions on anx all wells involving the use of drilling crew and equipment: alSoypreliminary expenditures
¢ in preparation for drilling and expenditures incurred in abandoning when :well s not com-
ed as a producer, and original cost of construction or installation of fixed assets, the exPsasion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as crewzed in

Porpreph-2-eitiis-SestiorHH—AH- other costsshall b idered as-Operating.

2. Overhead - Major Construction -- To be included in Authority for Expenditure.

Fo—comperate—Opermrtor—for rhrefe-eoste— spee—ia-th Snstivetiohand-inatallotion of fixaed aesatstin i
parsior fixed assets, and any other project clearly discernible as a fixed asset required for the devp wnt and

fistruction, or shall

operation of the az Property, Operator shall either negotiate a rate prior to the beginning
2} onstruction project in excess

charge the Joint Accouni Tow rerhead based on the following rates for any I

of § S N

) : A, ‘% of total costs if such costs are mars but less than $__.__ : plus
B. ¢ of total costs in ex an $1,000.000; plus
C. <

sfiall mean the gross cost of any one project. For the purpose of this paragrap

O PR G288 436 1 ay AR Aa vt o ot e + -+ <

: " PR fod I SIS LI
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3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator 18 responsible for Joint Account Material and shall muke proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and,or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to cutsiders. Qperator may purchase, but shall be under no obligation to purchase, interest of Non-QOpera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties. -

1. Purchases

< Material purchased shall be charged at the price paid by Operator after deduction of all discounts veceived. In case
of Material found to be cefective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred trom the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:

A. New Material {Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.

(2

~—

Line Pipe

(a) Movemenrt of less than 30,0060 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearcst the Joint Property where such Material is nor-
mally availal.le.

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV,

(3) Other Material shall be priced at the current new price. in effcet at date of movement, as hsted by a reliable
supply store or f.o.b. railway receiving point nearest the Joint Property where such Materiat s normally
available,

B. Good Used Material {Condition B)

Material in sound and serviceable condition and suitable for reuse without veconditioning:

(1) Material moved to the Joint Property
(a) At seventv-five percent (759 ) of current new price, as determined by Paragraph 2A af this Section TV,
(2) Material moved from the Joint Property
(a) At seventv-five percent (75¢7) of current new price. as determined by Paragraph 2A of this Section IV,
if Matenal was originaliy charged to the Joint Account as new Material, or

44—
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(b)Y at sixty-five percent (63¢;) of current new price, as determined by Paragraph 2A of this Scction
IV, if Material was orieginally charged to the Joint Account as good uscd Material at seventy-tive per-
cent (757:) of current new price.

The cost of reconditiuning, if any, shall be absorbed by the transferring property.
C. Other Used Matenal Condition C and D)
(1) Condition C

Material which is not v sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50¢:) of current new price as determined by Para-
graph 2A of this Scction IV. The cost of reconditioning shall be charged to the veceiving property. pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

Condition D

&)

All other Material, including junk. shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its eriginal purpose but usable for some other purpose, shall be
priced an a basis comparable with that of items normally used for such cther purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and ‘or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubuiar goods are equalized under provisions of Paragraph 5 of Section 1.

(2) Material involving evection costs shall be charged at applicakle percentage of the current knocked-down

price of new Material.
3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Material at the Operator’s actual cost incurred in pro ing such Material. in making it suitable for use,
and in moving it to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Noa-Operators for such Material. Each Non-Opcerator shall have the right, by so clecting and
notifyving Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Cperator.

4. Warranty of Material Furnished by Operator

Operator docs not warrant the Material furnished. In case of defeetive Material, credit shall not be passed to the
Joint Account until adjustment has been received by Operator from the manufacturers or their agents,

V. INVENTORIES
The Operator shall maintain detaited records of Controllable Material.

1. Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken, Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.
2. Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
sha!l be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable dihgence.

3. Special Inventories
Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transter of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such invenlory,

4. Expense of Conducting Periodic Inventories
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.
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EXHIBIT "F"

Attached to and made a part of that certain Unit Operating Agreement, Bluitt San
Andres Unit, County of Roosevelt, State of New Mexico, dated November 1, 1985.

INSURANCE

Unit Operator and Unit Operator's contractors and subcontractors shall, during
the drilling and completing of any and all well or wells drilled on the Unit
Area and during the performance of all operations, carry the following described
miniumum insurance coverage on the Unit Area.

A. Employer's Liability with limit of $300,000 and Workmen's Compensation
Insurance covering Operator's employees and the employees of Operator's
contractars and subcontractors engaged {n operations wunder this
Agreement, in compliance with the laws of the State where the work is to
be perfornmed.

B. General Public Liability Insurance covering the parties hereto in con-
nection with all operations conducted by Operator or Operator's contrac-
tors and subcoatractors with Bodily Injury or Death limit of not less
than Two Hundred Fifty Thousand Dollars ($250,000.00) for injury to or
death of any one person; not less than Five Hundred Thousand Dollars
(5$500,000.00) for injury to or death of more than one person resulting
from any one accldeat and for Property Damage with a limit of not less
than Two Hundred Fifty Thousand Dollars ($250,000.00) for damage to
property for each accident; and

C. Automobile Public Liability and Property Damage Insurance covering the
parties hereto in connection with all operations conducted by Operator
or Operator's contractors and subcontractors with Bodily Injury or Death
limit of not less than Two Hundred Fifty Thousand Dollars ($250,000.00)
for injury to or death of any one person; not less than Five Hundred
Thousand Dollars ($500,000.00) for injury to or death of more than one
person resulting from any one accident and for Property Damage with 2
limit of not less than Two Hundred Fifty Thousand Dollars ($250,000.00)
for damage to property for each accident.

D. Such additional insurance as may hereafter be deemed necessary by the
Unit Operator or as may be required by law.

Unit operator shall require {ts contractors and subcontractors working and per-
forming services on land committed hereto to carry other insurance of the types
specified above and such amounts as the Unit Operator shall deem necessary. All
insurance coverage shall be carried at the joint expense and for the benefit of
the parties hereto.

11/15/8
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