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THIS AGREEMENT, entered into as of the day of , 1978, by

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

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

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

WHEREAS, the Oil Conservation Commission of the State of New Mexico is
authorized by an Act of the Legislature (Chapter 166, Laws of 1941, and Chapter 168,
Laws of 1949) to approve this Agreement and the conservation provisions hereof.

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

WHEREAS, it is the purpose of the parties hereto to conserve natural resources
prevent waste, and secure other benefits obtainable through development and operation of
the area subject to this Agreement under the terms, conditions and limitations herein set

forth.



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

I.  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 issued thereunder are accepted and made a part of this Agreement
as to Federal lands, provided such regulations are not inconsistent with the terms of this
Agreement; and as to State of New Mexico lands, the oil and gas operating regulations in
effect as of the effective date hereof governing drilling and producing operations, not
inconsistent with the terms hereof or the laws of the State of New Mexico are hereby
accepted and made a part of this Agreement.

2. UNIT AREA. The area specified on the map attached hereto marked Exhibit
"A" is hereby designated and recognized as constituting the Unit Area, containing
18,867.76 acres, more or less.

Exhibit "A" shows, in addition to the boundary of the Unit Area, the boundaries
and identity of tracts and leases in said area to the extent known to the Unit Operator.
Exhibit "B" attached hereto is a schedule showing to the extent known to the Unit
Operator the acreage, percentage, and king of ownership of oil and gas interests in all land
in the Unit Area. However, nothing herein or in said schedule or map shall be construed as
a representation by any party hereto as to the ownership of any interest other than such
interest or interests as are shown in said map or schedule as owned by such party. Exhibit
"A" and "B" shall be revised by the Unit Operator whenever changes in the unit area
render such revision necessary, or when requested by the Qil and Gas Supervisor,
hereinafter referred to as "Supervisor,"” or when requested by the Commissioner of Public
Lands of the State of New Mexico, hereinafter referred to as "Land Commissioner," and
not less than five (5) copies of the revised exhibits shall be filed with the Supervisor, and
two (2) copies thereof shall be filed with the Land Commissioner and one (1) copy with the
New Mexico Qil Conservation Commission, hereinafter referred to as "Conservation
Commission."

The above-described Unit Area shall when practicable be expanded to include
therein any such additional lands or shall be contracted to exclude lands whenever such
expansion or contraction is deemed to be necessary or advisable to conform with the
purposes of this Agreement. Such expansion or contraction shall be effected in the

following manner:



(@)  Unit Operator, on its own motion or on demand of the Director of the
Geological Survey, hereinafter referred to as "Director,” or on demand of the Land
Commissioner, but only after preliminary concurrence by the Director and the Land
Commissioner, shall prepare a notice of the proposed expansion or contraction describing
the contemplated changes in the boundaries of the Unit Area, the reason therefor, and the
proposed effective date thereof, preferably the first day of a month subsequent to the
date of notice.

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

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

(d) After due consideration of all pertinent information, the expansion or
contraction shall, upon approval by the Supervisor, the Land Commissioner and the
Conservation Commission, become efiective as of the date prescribed in the notice
thereof.

(e) All legal subdivisions of lands (i.e. %0 acres by Government survey or its
nearest lot or tract equivalent; in instances of irregular surveys, unusually large lots or
tracts shall be considered in multiples of 40 acres or the nearest aliquot equivalent
thereof), no parts of which are entitled to be in a participating area on or before the fifth
anniversary of the effective date of the first initial participating area established under
this Unit Agreement, shall be eliminated automatically from this Agreement, effective as
of said fifth (5th) anniversary, and such lands shall no longer be a part of the Unit Area
and shall no longer be subject to this Agreement, unless diligent drilling operations are in
progress on Unitized Lands not entitled to participation on said fifth (5th) anniversary, in
which event all such lands shall remain subject hereto so long as such drilling operations
are continued diligently with not more than ninety (90) days time elapsing between the
completion of one well and the commencement of the next well. All legal subdivisions of
lands not entitled to be in a participating area within ten (10) years after the effective
date of the first initial participating area approved under this Agreement shall be

atomatically eliminated from this Acreement as of <aid tenth (10th) annivercarv.  All



lands proved productive by diligent drilling operations after the aforesaid five-year period
shall become participating in the same manner as during said five-year period. However,
when such diligent drilling operations cease, all nonparticipating lands shall be
automatically eliminated effective as of the ninety-first (91st) day thereafter. The Unit
Operator shall within ninety (90) days after the effective date of any elimination
hereunder, describe the area so eliminated to the satisfaction of the Supervisor and the
Land Commissioner and promptly notify all parties in interest.

If conditions warrant extension of the ten- (10-) year period specified in
this subsection 2(e), a single extension of not to exceed two (2) years may be accomplished
by consent of the owners of ninety percent (90%) of the working interests in the current
nonparticipating Unitized Lands and the owners of sixty percent (60%) of the basic royaity
interests (exclusive of the basic royalty interests of the Unaited States) in nonparticipating
Unitized Lands with approval of the Director and the Land Commissioner, provided such
extension application is submitted to the Director and the Land Commissioner not later
than sixty (60) days prior to the expiration of said ten- (10-) year period.

Any expansion of the Unit Area pursuant to this section which embraces
lands theretofore eliminated pursuant to this subsection 2(e) shall not be considered
automatic commitment or recommitment of such lands.

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land committed to this
Agreement shall constitute land referred to herein as "Unitized Land" or "land subject to
this Agreement.” All oil and gas in any and all formations of the Unitized Land are
unitized under the terms of this Agreement and herein are called "Unitized Substances."

4. UNIT OPERATOR. KING RESOURCES COMPANY is hereby designated as
Unit Operator, and by signature hereto as Unit Operator agrees and consents to accept the
duties and obligations of Unit Operator for the discovery, development, and production of
Unitized Substances as herein provided. Whenever reference is made herein to the Unit
Operator, such reference means the Unit Operator, acting in that capacity and not as an
owner of interest in Unitized Substances, and the term "working interest owner" when
used herein shall include or refer to Unit Operator as the owner of a working interest
when such an interest is owned by it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall
have the right to resign at any time prior to the establishment of a participating area or
areas hereunder, but such resignation shall not become effective so as to release Unit
Operator from the duties and obligations of Unit Operator and terminate Unit Operator's

rights as such for a period of six (6) months after notice of intention to resign has been



served by Unit Operator on all working interest owners, the Supervisor, the Land
Commissioner and Conservation Commission, and until all wells then drilled hereunder are
placed in a satisfactory condition for suspension or abandonment, whichever is required by
the Supervisor as to Federal lands and by the Conservation Commission as to State lands
unless a new Unit Operator shall have been selected and approved and shall have taken
over and assumed the duties and obligations of Unit Operator prior to the expiration of
said period.

Unit Operator shall have the right to resign in like manner and subject to like
limitations as above provided at any time a participating area established hereunder is in
existence; but, in all instances of resignation or removal, until a successor Unit Operator
is selected and approved as hereinafter provided, the working interest owners shall be
jointly responsible for performance of the duties of Unif Operator, and shall, not later
than thirty (30) days before such resignation or removal becomes effective, appoint a
common agent to represent them in any action to be taken hereunder.

The resignation 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
resignation.

The Unit Operator may, upon default or failure in the performance of its
duties or obligations hereunder, be subject to removal by the same pefcentage vote of the
owners of working interests as herein provided for the selection of a new Unit Operator.
Such removal shall be effective upon notice thereof to the Supervisor and the Land
Commissioner.

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

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender his
or its resignation as Unit Operator or shall be removed as hereinabove provided, or a
change of Unit Operator is negotiated by working interest owners, the owners of the
working interests in the participating area or areas according to their respective acreage

interests in such participating area or areas, or, until a participating area shall have been



established, the owners of the working interests according to their respective acreage
interests in all Unitized Land, shall by majority vote select a successor Unit Operator;
provided, that, if a majority but less than seventy-five percent (75%) of the working
interests qualified to vote are owned by one party to this Agreement, a concurring vote of
one or more additional working interest owners shall be required to select a new Operator.
Such selection shall not become effective until

(@) a Unit Operator so selected shall accept in writing the duties and
responsibilities of Unit Operator, and

(b) the selection shall have been approved by the Supervisor and the
Commissioner.

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

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If the

Unit Operator is not the sole owner of working interest, costs and expenses incurred by
Unit Operator in conducting Unit operations hereunder shall be paid and apportioned
among and borne by the owners of working interests, all in accordance with the
Agreement or Agreements entered into by and between the Unit Operator and the owners
of working interests, whether one or more, separately or collectively. Any agreement or
agreements entered into between the working interest owners and the Unit Operator as
provided in this section, whether one or more, are herein referred to as the "Unit
Operating Agreement.”" Such Unit Operating Agreement shall also provide the manner in
which the working interest owners shall be entitled to receive their respective
proportionate and allocated share of the benefits accruing hereto in conformity with their
underlying operating agreements, leases or other independent contracts, and such other
rights and obligations as between Unit Operator and the working interest owners as may
be agreed upon by Unit Operator and the working interest owners; however, no such Unit
Operating Agreement shall be deemed either to modify any of the terms and conditions of
this Unit Agreement or to relieve the Unit Operator of any right or obligation established
under this Unit Agreement, and in case of any inconsistency or conflict between this Unit
Agreement and the Unit Operating Agreement, this Unit Agreement shall govern. Three
(3) true copies of any unit operating agreement executed pursuant to this section should be
filed with the Supervisor and one (1) true copy with the Land Commissioner, prior to

aooroval of this Unit Asreement.



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

9.  DRILLING TO DISCOVERY. Within six (6) months after the effective date
hereof, the Unit Operator shall begin to drill an adequate test well at a location approved
by the Supervisor if on Federal land, or by the Land Commissioner if on State Land, or by
the Conservation Commission if on privately owned land, unless on such effective date a
well is being drilled conformably with the terms hereof and thereafter continue such
drilling diligently until the Morrow formation has been tested or until at a lesser depth
Unitized Substances shall be discovered which can be produced in paying quantities (to-
wit: quantities sufficient to repay the costs of drilling, completing and producing
operations, with a reasonable profit) or the Unit Operator shall at any time establish to
the satisfaction of the Supervisor if on Federal land, of the Land Commissioner if on State
land, or of the Conservation Commission if on privately owned land, that further drilling
of a particular well would be unwarranted or impractical, provided, however, that Unit
Operator shall not in any event be required to drill said well to a depth in excess of 7,300
feet. Until the discovery of a deposit of Unitized Substances capable of being produced in
paying quantities, Unit Operator shall continue drilling diligently one (1) well at a time,
allowing not more than six (6) months between the completion of one well and the
beginning of the next well, until a well capable of producing Unitized Substances in paying
quantities and is completed to the satisfaction of said Supervisor if on Federal land, the
Land Commissioner if on State land, or of the Conservation Commission if on privately
owned land, or until it is reasonably proved that the Unitized Land is incapable of
producing Unitized Substances in paying quantities in the formation drilled hereunder.

Nothing in this section shall be deemed to limit the right of the Unit Operator
to resign as provided in Section 5 hereof, or as requiring Unit Operator to commence or
continue any drilling during the period pending such resignation becoming effective in

order to comply with the requirements of this section. The Supervisor may modify the



drilling requirements of this section by granting reasonable extensions of time when, in his
opinion, such action is warranted. Upon failure to commence any well provided for in this
section within the time allowed, including any extension of time granted by the
Supervisor, this Agreement will automatically terminate; upon failure to continue drilling
diligently any well commenced hereunder, the Supervisor and Land Commissioner may,
after fifteen (15) days notice to the Unit Operator, declare this Unit Agreement
terminated.

io. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six (6)
months after completion of a well capable of producing Unitized Substances in paying
quantities, the Unit Operator shall submit for approval of the Supervisor and the Land
Commissioner an acceptable plan of development and operation for the Unitized Land
which, when approved by the Supervisor and Land Commissioner, shall constitute the
further drilling and operating obligations of the Unit Operator under this Agreement for
the period specified therein. Thereafter, from time to time before the expiration of any
existing plan, the Unit Operator shall submit for the approval of the Supervisor and Land
Commissioner a plan for an additional specified period for the development and operation
of the Unitized Land.

Any plan submitted pursuant to this section shall provide for the exploration of
the Unitized Area and for the diligent drilling necessary for determination of the area or
areas thereof capable of producing Unitized Substances in paying quantities inxeach and
every productive formation and shall be as complete and adequate as the Supervisor and
the Land Commissioner may determine to be necessary for timely development and proper
conservation of the oil and gas resources of the Unitized Area, and shall:

(@) specify the number and locations of any wells to be drilled and the
proposed order and time for such drilling; .and

(b) to the extent practicable, specify the operating practices regarded as
necessary and advisable for proper conservation of natural resources.

Separate plans may be submitted for separate productive zones, subject to the
approval of the Supervisor and the Land Commisioner.

Plans shall be modified or supplemented when necessary to meet changed
conditions or to protect the interests of all parties to this Agreement. Reasonable
diligence shall be exercised in complying with the obligations of the approved plan of
development. The Supervisor and Land Commissioner are authorized to grant a reasonable
extension of the six- (6-) month period herein prescribed for submission of an initial plan
of development where such action is justified because of unusual conditions or

circumstances. After completion hereunder of a well capable of producing anv Unitized



Substances in paying quantities, no further wells, except such as may be necessary to
afford protection against operations not under this Agreement and such as may be
specifically approved by the Supervisor and Land Commissioner, shall be drilled except in
accordance with a plan of development approved as herein provided.

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of
producing Unitized Substances in paying quantities or as soon thereafter as required by the
Supervisor and Land Commissioner, the Unit Operator shall submit for approval by the
Supervisor and the Land Commissioner, a schedule based on subdivisions of the public-land
survey or aliquot parts thereof, of all land then regarded as reasonably proved to be
productive in paying quantities; all lands in said schedule on approval of the Supervisor and
the Land Commissioner to constitute a participating area, effective as of the date of
completion of such well or the effective date of this Unit Agreement, whichever is later.
The acreages of both Federal and non-Federal lands shall be based upon appropriate
computations from the courses and distances shown on the last approved public land
survey as of the effective date of each initial participating area. Said schedule shall also
set forth the percentage of Unitized Substances to be allocated, as herein provided, to
each tract in the participating area so established and shall govern the allocation of
production commencing with the effective date of the participating area. A separate
participating area shall be established for each separate pool or deposit of Unitized
Substances or for any group thereof which is produced as a single pool or zone, and any
two or more participating areas so established may be combined into one, on approval of
the Supervisor and the Land Commissioner. ~When production from two or more
participating areas so established is subsequently‘ found to be from a common pool or
deposit, said participating areas shall be combined into one effective as of such
appropriate date as may be approved or pfescribed by the Supervisor and the Land
Commissioner. The participating area or areas so established shall be revised from time
to time, subject to like approval, to include additional land then regarded as reasonably
proved to be productive in paying quantities or necessary for Unit operations, or to
exclude land then regarded as reasonably proved not to be productive in paying quantities,
and the schedule of allocated percentages shall be revised accordingly. The effective date
of any revision shall be the first of the month in which is obtained the knowledge or
information on which such revision is predicated; provided, however, that a more
appropriate effective date may be used if justified by the Unit Operator and approved by
the Supervisor and the Land Commissioner. No land shall be excluded from a participating

area on account of depletion of the Unitized Substances, except that any participating
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area established under the provisions of this Unit Agreement shall terminate automatical-
ly whenever all completions in the formation on which the participating area is based are
abandoned.

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

In the absence of agreement at any time between the Unit Operator and the
Supervisor and the Land Commissioner as to the proper definition or redefinition of a
participating area, or until a participating area has, or areas have been established, the
portion of all payments affected thereby shall be impounded in a manner mutually
acceptable to the owners of working interests and the Supervisor and the Land
Commissioner. Royalties due the United States and the State of New Mexico shall be
determined by the Supervisor and the Land Commissioner, respectively, and the amounts
thereof shall be deposited as directed by the Supervisor and the Land Commissioner to be
held as unearned monies until a participating area is finally approved and then applied as
earned or returned in accordance with a determination of the sums due as Federal royalty
and State of New Mexico royalty, respectively, on the basis of such approved participating
area. ' —

Whenever it is determined, subject to the approval of the Supervisor, as to
wells drilled on Federal land, the Land Commissioner as to wells drilled on State land and
of the Conservation Commission as to wells drilled on privately owned land that a well
drilled under' this Agreement is not capable of production in paying quantities and
inclusion of the land on which it is situated in a participating area is unwarranted,
production from such well shall, for the purpose of settlement among all parties other
than working interest owners, be allocated to the land on which the well is located unless
such land is already within the participating area established for the pool or deposit from
which such production is obtained. Settlement for working interest benefits from such a
well shall be made as provided in the Unit Operating Agreement.

12. ALLOCATION OF PRODUCTION. All Unitized Substances produced from
each participating area established under this Agreement, except any part thereof used in
conformity with good operating practices within the Unitized Area for drilling, operating,
camp and other production or development purposes, for repressuring or recycling in
accordance with a plan of development approved by the Supervisor, the Land Commission-

er and the Conservation Commission. or unavoidablyv lost. shall he deemed ta he nroadiiced
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equally on an acreage basis from the several tracts of Unitized Land of the participating
area established for such production and, for the purpose of determining any benefits
accruing under this Aigreement, each such tract of Unitized Land shall have allocated to it
such percentage of said production as the number of acres of such tract included in said
participating area bears to the total acres of Unitized Land in said participating area,
except that allocation of production hereunder for purposes other than for settlement of
the royalty, overriding royalty, or payment out of production obligations of the respective
working interest owners, shall be on the basis prescribed in the Unit Operating Agreement
where in conformity with the basis of allocation herein set forth or otherwise. It is hereby
agreed that production of Unitized Substances from a participating area shall be
allocated as provided herein regardless of whether any wells are drilled on any particular
part or tract of said participating area. If any gas produced from one participating area is
used for repressuring or recycling purposes in another participating area, the first gas
withdrawn from such last mentioned participating area for sale during the life of this
Agreement shall be considered to be the gas so transferred until an amount equal to that
transferred shall be so produced for sale, and such gas shall be allocated to the
participating area from which initially produced as such area was last defined at the time
of such final production.

13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR
FORMATIONS. Any party hereto owning or controlling the working interest in any
Unitized Land having thereon a regular well location may with the approval of the
Supervisor as to Federal land, the Land Commissioner as to State land and the
Conservation Commission as to privately owned land, at such party's sole risk, costs, and
expense, drill a well to test any formation for which a participating area has not been
established or to test any formation for which a participating area has been established if
such location is not within said participating area, unless within ninety (90) days of receipt
of notice from said party of his intention to drill the well the Unit Operator elects and
commences to drill such a well in like manner as other wells are drilled by the Unit
Operator under this Agreement.

If any well drilled as aforesaid by a working interest owner results in
production such that the land upon which it is situated may properly be included in a
participating area, such participating area shall be established or enlarged as provided in
this Agréement, and the well shall thereafter be operated by the Unit Operator in

accordance with the terms of this Agreement and the Unit Operating Agreement.
If any well drilled as aforesaid by a working interest owner obtains production
in quantities insufficient to justify the inclusion of the land upon which such well is

situated in a participating area, such well may be operated and produced by the party
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drilling the same subject to the conservation requirements of this Agreement. The
royalties in amount or value of production from any such well shall be paid as specified in
the underlying lease and agreements affected.

14. ROYALTY SETTLEMENT. The United States, the State of New Mexico, and
any royalty owner who is entitled to take in kind a share of the substances now unitized
hereunder shall hereafter be entitled to the right to take in kind its share of the Unitized
Substances, and Unit Operator, or the working interest owner in case of the operation of a
well by a working interest owner as herein provided for in special cases, shall make
deliveries of such royalty shares taken in kind in conformity with the applicable contracts,
laws, and regulations. Settlement for royalty interest not taken in kind shall be made by
working interest owners responsible therefor under existing contracts, laws and
regulations, or by the Unit Operator, on or before the last day of each month for Unitized
Substances produced during the preceding calendar month; provided, however, that nothing
herein contained shall operate to relieve the lessees of any land from their respective
lease obligations for the payment of any royalties due under their leases.

If gas obtained from lands not subject to this Agreement is introduced into any
participating area hereunder, for use in repressuring, stimulation of production, or
increasing ultimate recovery, in conformity with a plan of operations approved by the
Supervisor, the Land Commissioner and the Conservation Commission, a like amount of
gas, after settlement as herein provided for any gas transferred from any.- other
participating area and with appropriate deduction for loss from any cause, may be
withdrawn from the formation into which the gas is introduced, royalty free as to dry gas,
but not as to any products which may be extracted therefrom; provided that such
withdrawal shall be at such time as may be provided in the approved plan of operations or
as may otherwise be consented to by the Supervisor, the Land Commissioner and the
Conservation Commission, as conforming to good petroleum engineering practice; and
provided further, that such right of withdrawal shall terminate on the termination date of
this Unit Agreement.

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

determined in accordance with the operating regulations as though each participating area

were a sinele consolidated lease.
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Royalty due the State of New Mexico shall be computed and paid on the basis
of the amounts allocated to unitized State land as provided herein at the rate specified in
the State oil and gas lease.

Royalty due on account of privately owned lands shall be computed and paid on
the basis of all Unitized Substances allocated to such lands.

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases
committed hereto shall be paid by working interest owners responsible therefor under
existing contracts, laws and regulations, provided that nothing herein contained shall
operate to relieve the lessees of any land frdm their respective lease obligations for the
payment of any rental or minimum royalty due under their leases. Rental or minimum
royalty for lands of the United States subject to this Agreement shall be paid at the rate
specified in the respective leases from the United States unless such rental or minimum
royalty is waived, suspended or reduced by law or by approval of the Secretary or his duly
authorized representative. Rentals on State of New Mexico lands subject to this
Agreement shall be paid at the rates specified in the respective leases.

With respect to any lease on non-Federal land containing provisions which
would terminate such lease unless drilling operations are commenced upon the land
covered thereby within the time therein specified or rentals are paid for the privilege of
deferring such drilling operations, the rentals required thereby shall, notwithstanding any

| other provisions of this Agreement, be deemed to accrue and become payable during the
~ term thereof as extended by this Agreement and until the required drilling operations are
commenced upon the land covered thereby or until some portion of such land is included
within a participating area.

16. 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 defined by or pursuant to State or Federal law or
regulation.

17. DRAINAGE. The Unit Operator shall take such measures as the Supervisor and
Land Commissioner deem appropriate and adequate to prevent drainage of Unitized
Substances from Unitized Land by wells on land not subject to this Agreement.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms,
conditions and provisions of all leases, subleases and other contracts relating to
exploration, drilling, development or operations for oil or gas on lands committed to this

Agreement are hereby expressly modified and amended to the extent necessary to make

the same conform to the provisions hereof, but otherwise to remain in full force and

effect, the parties hereto hereby consent that the Secretary as to Federal leases, and the
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‘Land Commissioner as to State leases, shall and each by his approval hereof, or by the

approval hereof by his duly authorized representative, does hereby establish, alter, change
or revoke the drilling, producing, rental, minimum royalty, and royalty requirements of
Federal and State leases committed hereto and the regulations in respect thereto to
conform said requirements to the provisions of this Agreement, and, without limiting the
generality of the foregoing, all leases, subleases and contracts are modified in accordance
with the following.

(@) The development and operation of lands subject to this Agreement under
the terms hereof shall be deemed full performance of all obligations for development and
operation with respect to each and every separately owned tract subject to this
Agreement, regardless of whether there is any development of any particular tract of the
Unit Area.

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

(c) Suspension of drilling or producing operations on all Unitized Lands
pursuant to direction or consent of the Secretary and the Land Commissioner or their duly
authorized representatives shall be deemed to constitute such suspension pursuant to such
direction or consent as to each and every tract of Unitized Land. A suspension of drilling
or producing operations limited to specified lands shall be applicable only to such lands.

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

(e) Any Federal lease for a fixed term of twenty (20) years or any renewal
thereof or any part of such lease which is made subject to this Agreement shall continue
in force beyond the term provided therein until the termination thereof. Any other
Federal lease committed hereto shall continue in force beyond the term so provided
therein or by law as to the land committed so long as such lease remains subject hereto,
provided that production is had in paying quantities under this Unit Agreement prior to the
expiration date of the term of such lease, or in the event actual drilling operations are

commenced on Unitized Land, in accordance with the provisions of this Agreement, prior

+n the end of the nrimarv term of such lease and are beine dilicentlv prosecuted at that ===
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“time, such lease shall be extended for two years and so long thereafter as oil or gas is
produced in paying quantities in accordance witﬁ the provisions of the Mineral Leasing Act
Revision of 1960.

(f) Each sublease or contract relating to the operation and development of
Unitized Substances from lénds of the United States committed to this Agreement, which
by its terms would expire prior to the time at which the underlying lease, as extended by
the immediately preceding paragraph, will expire, is hereby extended beyond any such
term so provided therein so fhat it shall be continued in full force and effect for and
duriﬁg the term of the -underlying lease as such term is herein extended.

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

(h)  The segregation of any Federal lease committed to this Agreement is
governed by the following provisions in the fourth paragraph of Sec. 17(j) of the Mineral
Leasing Act, as amended by the Act of September 2, 1960 (74 Stat. 781-784): "Any
(Federal) lease heretofore or hereafter committed to any such (unit) plan embracing lands
that are in part within and in part outside of the area covered by any such plan shall be
segregated into separate leases as to the lands committed and the lands not committed as

of the effective date of unitization; Provided, however, That any such lease as to the

nonunitized portion shall continue in force and effect for the term thereof but for not less
than two years from the date of such segregation and so long thereafter as oil or gas is
produced in paying quantities."

(i) Any lease embracing lands of the State of New Mexico having only a
portion of its land committed hereto, shall be segregated as to the portion committed and
the portion not committed, and the provisions of such lease shall apply separately to such
segregated portions commencing as of the effective date hereof; provided, however,
notwithstanding any of the provisions of this Agreement to the contrary, any lease
embracing lands of the State of New Mexico having only a portion of its lands committed
hereto shall continue in full force and effect beyond the term provided therein as to all
lands embraced in such lease, if oil or gas is discovered and is capable of being produced in
paying quantities from some part of the lands embraced in such lease at the expiration of
the secondary term of such lease; or if, at the expiration of the secondary term, the lessee
or the Unit Operator is then engaged in bona fide drilling or reworking operations on some
part of the lands embraced in such lease, the same, as to all lands embraced therein, shall
remain in full force and effect so long as such operations are being diligently prosecuted,

and if they result in the production of oil or gas, said lease shall continue in full force and



" effect as to all of the lands embraced therein, so long thereafter as oil o gas in paying
quantities is being produced from any portion of said lands.

(j)  Any lease, other than a Federal lease, having only a portion of its lands
committed hereto shall be segregated as to the portion committed and the portion not
committed, and the provisions of such lease shall apply separately to such segregated
portions commencing as of the effective date hereof. In the event any such lease provides
for a lump-sum rental payment, such payment shall be prorated between the portions so
segregated in proportion to the acreage of the respective tracts.

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

20. EFFECTIVE DATE AND TERM.  This Agreement shall become effective upon
approval by the Secretary and the Land Commissioner or their duly authorized
representative and shall terminate five (5) years from said effective date unless:

(@) Such date of expiration is extended by the Director and the Land
Commissioner, or

(b) It is reasonably determined prior to the expiration of the fixed term or
any extension thereof that the Unitized Land is incapable of production of Unitized
Substances in paying quantities in the formations tested hereunder and after notice of
intention to terminate the Agreement on such ground is given by the Unit Operator to all
parties in interest at their last known addresses, the Agreement is terminated with the
approval of the Supervisor and Land Commissioner, or

(c) A valuable discovery of Unitized Substances has been made or accepted
on Unitized Land during said initial term or any extension thereof, in which event the
Agreement shall remain in effect for such term and so long as Unitized Substances can be
produced in quantities sufficient to pay for the cost of producing same from wells on
Unitized Land within any participating area established hereunder and, should production
cease, so long thereafter as diligent operations are in progress for the restoration of

production or discovery of new production and so long thereafter as Unitized Substances

e diccovered ran he orodiiced ac aforecaid or
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(d) It is terminated as heretofore provided in this Agreement. This
Agreement may be terminated at any time by not less than seventy-five percent (75%), on
an acreage basis, of the working interest owners signatory hereto, with the approval of the
Supervisor and Land Commissioner; notice of any such approval to be given by the Unit
Operator to all parties hereto.

21. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. The Director
is hereby vested with authority to alter or modify from time to time in his discretion the
quantity and rate of production under this Agreement when such quantity and rate is not
fixed pursuant to Federal or State law or does not conform to any statewide voluntary
conservation or allocation program which is established, recognized and generally adhered
to by the majority of operators in such State, such authority being hereby limited to
alteration or modification in the public interest, the purpose thereof and the public
interest to be served thereby to be stated in the order of alteration or modification.
Without regard to the foregoing, the Director is also hereby vested with authority to alter
or modify from time to time in his discretion the rate of prospecting and development and
the quantity and rate of production under this Agreement when such alteration or
modification is in the interest of attaining the conservation objectives stated in this
Agreement and is not in violation of any applicable Federal or State law; 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 developing in the absence of the
specific written approval thereof by the Commissioner and as to any lands of the State of
New Mexico or privately owned lands subject to this Agreement as to the quantity and
rate of production in the absence of specific written approval thereof by the Commission.

Powers in this section vested in the Director shall only be exercised after
notice to Unit Operator and opportunity for hearing to be held not less than fifteen (15)
days from notice.

22. CONFLICT OF SUPERVISION. Neither the Unit Operator nor the working
interest owners nor any of them shall be subject to any forfeiture, termination or
expiration of any rights hereunder or under any leases or contracts subject hereto, or to
any penalty or liability on account of delay or failure in whole or in part to comply with
any applicable provision thereof to the extent that the Unit Operator, working interest
owners or any of them are hindered, delayed or prevented from complying therewith by
reason of failure of the Unit Operator to obtain in the exercise of due diligence, the
concurrence of proper representatives of the United States and proper representatives of

the State of New Mexico in and about any matters or thing concerning which it is required
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herein that such concurrence be obtained. The parties hereto, including the Conservation
Commission in and by any provisions of this by it pursuant to the provisions of the laws of
the State of New Mexico and subject in any case to appeal or judicial review as may now
or hereafter be provided by the laws of the State of New Mexico.

23. APPEARANCES. Unit Operator shall, after notice to other parties affected,
have the right to appear for and on behalf of any and all interests affected hereby before
the Department of the Interior, the Commissioner of Public Lands of the State of New
Mexico and the New Mexico Oil Conservation Commission and to appeal from orders
issued under the regulations of said Department, the Conservation Commission or Land
Comissioner or to apply for relief from any of said regulations or in any proceedings
relative to operations before the Department of the Interior, the Land Commissioner, or
Conservation Commission or any other legally constituted authority; provided, however,
that any other interested party shall also have the right at his own expense to be heard in
any such proceeding.

24, NOTICES. All notices, demands or statements required hereunder to be given
or rendered to the parties hereto shall be deemed fully given if given in writing and
personally delivered to the paity or sent by postpaid registered or certified mail,
addressed to such party or parties at their respective addresses set forth in connection
with the signatures hereto or to the ratification or consent hereof or to such other address
as any such party may have furnished in writing to party sending the notice, demand or
statement.

25. NO WAIVER OF CERTAIN RIGHTS. Nothing in this Agreement contained
shall be construed as a waiver by any party hereto of the right to assert any legal or
constitutional right or defense as to the validity or invalidity of any law of the State

“wherein said Unitized Lands are located, or of the United States, or regulations issued
thereunder in any way affecting such party, or as a waiver by any such party of any right
beyond his or its authority to waive.

26. UNAVOIDABLE DELAY. All obligations under this Agreement requiring the
Unit Operator to commence or con’tinue drilling or to operate on or produce Unitized
Substances from any of the lands covered by this Agreement shall be suspended while the
Unit Operator, despite the exercise of due care and diligence, is prevented from
complying with such obligations, in whole or in part, by strikes, acts of God, Federal,
State or municipal law or agencies, unavoidable accidents, uncontrollable delays in
transportation, inability to obtain necessary materials in open market, or other matters
beyond the reasonable control of the Unit Operator whether similar to matters herein

enumerated or not. No Unit obligation which is suspended under this section shall become
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due less than thirty (30) days after it has been determined that the suspension is no longer
applicable. Determination of creditable "unavoidable delay" time shall be made by the
Unit Operator subject to approval of the Supervisor and the Land Commissioner.

27. NONDISCRIMINATION. In connection with the performance of work under
this Agreement, the Unit Operator agrees to comply with all the provisions of section 202
(1) to (7) inclusive of Executive Order 11246 (30 F.R. 12319), which are hereby
incorporated by reference in this Agreement.

28, LOSS OF TITLE. In the event title to any tract of Unitized Land shall fail and
the true owner cannot be induced to join in this Unit Agreement, such tract shall be
automatically regarded as not committed hereto and there shall be such readjustment of
future costs and benefits as may be required on account of the loss of such title. In the
event of a dispute as to title as to any royalty, working interest, or other interests subject
thereto, payment or delivery on account thereof may be withheld without liability for
interest until the dispute is finally settled; provided, that, as to Federal and State land or
leases, no payments of funds due the United States or the State of New Mexico should be
withheld, but such funds of the Unitec! States shall be deposited as directed by the
Supervisor and such funds of the State of New Mexico shall be deposited as directed by the
Land Commissioner to be held as unearned money pending final settlement of the title
dispute, and then applied as earned or returned in accordance with such final settlement.

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

29. NON-JOINDER AND SUBSEQUENT JOINDER. If the owner of any substantial
interest in a tract within the Unit Area fails or refuses to subscribe or consent to this
Agreement, the owner of the working interest in that tract may withdraw said tract from

this Agreement by written notice delivered to the Supervisor, the Land Commissioner and
the Unit Operator prior to the ap;/)r’oval of this Agreement by the Supervisor. Any oil or
gas interests in lands within the Unit Area not committed hereto prior to submission of
this Agreement for final approyal may thereafter be committed hereto by the owner or
owners thereof subscribing or consenting to this Agreement, and, if the interest is a
working interest, by the owner of such interest also subscribing to the Unit Operating
Agreement. After operations are commenced hereunder, the right of subsequent joinder,
as provided in this section, by a working interest owner is subject to such requirements or
approvals, if any, pertaining to such joinder, as may be provided for in the Unit Operating

Agreement. After final approval hereof, joinder by a non-working interest owner must be

consented to in writing by the working interest owner committed hereto and responsible
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for the payment of any benefits that may accrue hereunder in behalf of such non-working
interest. A non-working interest may not be committed to this Unit Agreement unless the
corresponding working interest is committed hereto. Joinder to the Unit Agreement by a
working interest owner, at any time, must be accompanied by appropriate joinder to the
Unit Operating Agreement if more than one commited working interest owner is involved,
in order for the interest to be regarded as committed to this Unit Agreement. Except as
may otherwise herein be provided, subsequent joinders to this Agreement shall be
effective as of the first day of the month following the filing with the Supervisor, the
Land Commissioner and the Conservation Commission of duly executed counterparts of all
or any papers necessary to establish effective commitment of any tract to this
Agreement, unless objection to such joinder is duly made within sixty (60) days by the
Supervisor or Land Commissioner, provided, that, as to State lands, all subsequent joinders
must be approved by the Land Commissioner.

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

31. SURRENDER. Nothing in this Agreement shall prohibit the exercise by any
working interest owner of the right to surrender vested in such party by any lease,
sublease, or operating agreement as to all or any part of the lands covered thereby,
provided that each party who will or might acquire such working interest by such
surrender or by forfeiture as hereafter set forth, is bound by the terms of this Agreement.

If as a result of any such surrender the working interest rights as to such lands
become vested in any party other than the fee owner of the Unitized Substances, said
party may forfeit such rights and further benefits from operation hereunder as to said land
to the party next in the chain of title who shall be and become the owner of such working
interest.

If as thé result of any such surrender or forfeiture, working interest rights
become vested in the fee owner of the Unitized Substances, such owner may:

(1)  Accept those working interest rights subject to this Agreement and the

Unit Operating Agreement; or

(2) Lease the portion of such land as is included in a participating area

established hereunder subject to this Agreement and the Unit Operating Agreement; or
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(3) Provide for the independent operation of any part of such land that is not
then included within a participating area established hereunder.

If the fee owner of the Unitized Substances does not accept the working
interest rights subject to fhis Agreement and the Unit Operating Agreement or lease such
lands as above provided within six (6) monfhs after the surrendered or forfeited working
interest rights become vested in the fee owner, the benefits and obligations of operations
accruing to such lands under this Agreement and the Unit Operating Agreement shall be
shared by the remaining owners of unitized working interests in accordance with their
respective working interest ownerships, and such owners of working interests shall
compensate the fee owner of Unitized Substances in such lands by paying sums equal to
the rentals, minimum royalties, and royalties applicable to such lands under the lease in
effect when the lands were unitized.

“An appropriate accounting and settlement shall be made for all benefits
accruing to or payments and expenditures made or incurred on behalf of such surrendered
or forfeited working interest subsequent to the date of surrender or forfeiture, and
payment of any monies found to be owing by such an accounting shall be made as between
the parties within thirty (30) days. In the event no Unit Operating Agreement is in
existence and a mutually acceptable agreement between the proper parties thereto cannot
be consummated, the Supervisor may prescribe such reasonable and equitable agreement
as he deems warranted under the circumstances.

The exercise of any right vested in a working interest owner to reassign
such working interest to the party from whom obtained shall be subject to the same
conditions as set forth in this section in regard to the exercise of a right to surrender.

32. TAXES. The working interest owners shall render and pay for their account
and the account of the royalty owners all valid taxes on or measured by the Unitized
Substances in and under or that may be produced, gathered and sold from the land subject
to this contract after the effective date of this Agreement, or upon the proceeds or net
proceeds derived therefrom. The working interest owners on each tract shall and may
charge the proper proportion of said taxes to the royalty owners having interests in said
tract, and may currently retain and deduct sufficient of the Unitized Substances of
derivative products, or net proceeds thereof from the allocated share of each royalty
owner to secure reimbursement for the taxes so paid. No such taxes shall be charged to
the United States or the State of New Mexico or to any lessor who has a contract with his

lessee which requires the lessee to pav such taxes.
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33. NO PARTNERSHIP. It is expressly agreed that the relation of the parties
hereto is that of independent contractors and nothing in this Agreement contained,
expressed or implied, nor any oberations conducted hereunder, shall create or be deemed
to have created a partnership or association between the parties hereto or any of them.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be

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

UNIT OPERATOR AND WORKING INTEREST OWNERS

ATTEST: By

Address:

Date of Execution:

STATE OF )
) ss.
COUNTY OF )
On this day of , 19 , before me appeared
, to me personally known, who, being by
me duly sworn, did say that he is the President of

, and that the seal affixed to
said instrument is the corporate seal of said corporation, and that said instrument was
signed and sealed in behalf of said corporation by authority of its board of directors, and
said acknowledged said instrument to be the
free act and deed of said corporation.

Notary Public

My Commission expires:



EXHIBIT "A'" and EXHIBIT '1"

Attached to and made a part of the Unit Agreement and the
Unit Operating Agreement, respectively, for the Gardner Draw Unit Area,
Chaves and Eddy Counties, New Mexico

NUMBER SZRIAL HUMBER BASIC ROYALTY LESSEE OF RECORD OVERRIDING ROYALTY WORKING INTEREST
TRACT DESCRIPTION OF LAND OF AND EXPIRATION AND AND AND AND
NO. ACRES DATE OF LEASE PERCENTAGE PERCENTAGE PERCENTAGE PERCENTAGE
FEDERAL LAND
T19S-RZ21E, NMPM 960.00 NM-4576 U.S.A. - A11 King Resources Co. 100% J.I.Anderson .50% King Resources Co. 100%
! Sec.15: ALl 2/28/78 Gerald T. Tresner  1.503
mmn.NN” N/2 Northern Natural
ec.ae Gas Company . 2.50%
2 T19S-R21E, NMPM 640.00 NM-4576-A U.S.A. - A1l  King Resources Co. 100% J.I.Anderson .50% King Resources Co. 100%
Sec.14: W/2 2/28/78 Gerald T. Tresner 1.50%
Sec.23: W/2 . Northern Nattiral
Gas Company 2.50%
Natural Resources
Corp.2.00%
3 T19S-RZ1E, NMPM 2452.51 NM-7794 U.S.A. - A1l King Resources Co. 100% Gerald T. Tresner 2.00% King Resources Co. 100%
Sec.17: All 9/30/78 Northern Natural

E/2, E/2 W/2
Sec.19: Lots 3,4,S5/2 NE/4,
- E/2 SW/4, SE/4
* Sec.20: S/2 N/2, S/2
Sec.30: Lot 1,NE/4,E/2 NW/4



T19S-RZ1E, NMPM
Sec.28: E/2 .
Sec.33: NE/4,E/2 NW/4,
NW/4 Nw/4,
NE/4 SW/4,
N/2 SE/4

720.00

T19S5-R21E, NMPM 640.00

Sec.29: All

T20S-RZ1E, NMPM

Sec. 3: Lots 1,2,3,4,
5,6,7,8
S/2 N/2

Sec. 4’ Lots.1,2,3,4,
5,6,7,8
SE/4 NE/4

700. 36

T19S-R21E, NMPM 446.34
Sec.20: NE/4 NE/4

Sec.30: W/2 SE/4,SE/4 SE/4
Sec.31: Lots 1,2,NE/4 NE/4,

W/2 NE/4, E/2 NW/4

NM-7795
9/30/78

NM-7795-A
9/30/78

NM-7796
9/31/78

NM-10569
10/31/79

U.S.A.

U.S.A.

U.S.A.

U.S.A.

- All

- All

- All

- All

King Resources Co. 100% Billie Robinson 1.00% Xing Resources Co. 100%
Clifton Wilderspin 2.00%
Northern Natural Gas
Company 2.50%
King Resources Co. 100% Billie Robinson 1.00% King Resources Co. 100%
Clifton Wilderspin  2.00%
Northern Natural Gas
Company 2.50%
Natural Resources
Corp.1.00%
Roberts, Koch §& E. B. Hall 5.00% Roberts, Koch § 100%
Cartwright 100% ~ Cartwright
King Resources Co. 100% Billie Robinson 1.25% King Resources Co. 100%
B.L. House 1.75%

Northern Natural
Gas Co. 2.50%



8 T19S-R21E, NMPM 326.38
Sec.31: Lots 3,4,E/2
SW/4, SE/4

9 T20S-R21E, NMPM 200.00
Sec. 4: SW/4,SW/4 SE/4

10 T19S-R21E, NMPM 560.00
Sec.28: W/2
Sec.33: SW/4 Nw/4,
; Nw/4 SW/4,
’ S/2 S/2

11 T19S-R21E, NMPM 280.00
Sec.34: S/2 NE/4,E/2
W/2,SW/4 SW/4

NM-10569-A
10/31/79

NM-10570
10/31/79

NM-10764
11/30/79

NM-10764-A
11/30/79

U.S.A. - A1l King Resources Co. 100%

U.S.A., - All Cities Service 0il
Co. 100%

U.S.A. - A11  King Resources Co. 100%

U.S.A. - A1l  King Resources Co. 100%

Billie Robinson 1.25% King Resources Co. 100%
B.L. House 1.75%

Northern Natural Gas
Company 2.50%
Ray Jacoby 3.00% Cities Service 0il Co. 100%
Patricia L. House 2.00% King Resources Co. 100%
Northern Natural Gas
Company 2.50%
Patricia L. House 2.00% King Resources Co. 100%
Northern Natural Gas
Company 2.50%

Natural Resources
Corp. 2.00%



12 T19S-RZ21E, NMPM 280.00 NM-10880 U.S.A. - A1l King Resources Co. 100% Billie Robinson 1.25% King Resources Co. 100%
Sec.22: SW/4,SW/4 SE/4, 12/31/79 B.L. House 1.75%
"E/2 SE/4 . Northern Natural

Gas Co. 2.50%

13 T19S-R21E, NMPM 840.00 NM-11786 U.S.A. - A1l B.J. Bradshaw 100% B.J. Bradshaw 100%
Sec. 9: W/2 ~ 5/31/80 4 _
Sec.26: W/2
Sec.27: W/2 W/2,

SE/4 SW/4

Insofar as lease covers;:

14 T19S-R21E, NMPM 600.00 NM-11787 U.S.A. - A11 Cities Service 0il Cities Service 0il Co.100%
Sec. 8: SE/4 NE/4, 5/31/80 Company 100%
W/2 NE/4,
NW/4, S/2
15 T19S-R20E, NMPM 445.60 NM-14976 U.S.A. - A1l Great Western 64.476% Great Western 64,476 %
Sec.24: S/2 NE/4,SE/4 2/28/72 Drilling Co. _ Drilling Co.
NW/4, N/2 S/2 Davoil, Inc. 35.524% Davoil, Inc. 35.524%

T19S-R21E, NMPM
. Sec.30: Lots 2,3,E/2 SW/4




16

17

18

19

T19S-R21E, NMPM 123.07
Sec.30: NE/4 SE/4,
Lot 4 -

T20S-RZ1E, NMPM

Sec. 5: Lot 8

TZ20S-R21E, NMPM 62.52
Sec. 5: Lots 1, 8

Insofar as lease covers:

T20S-R21E, NMPM

Sec. 5: Lots 2,3,4,5,6,7,
SW/4 NE/4,S/2 NW/4,
S/2

027.24

T19S-R21E, NMPM 40.00
Sec.22: NW/4 SE/4

NM-19409
10/31/83

NM-19655
9/30/78

NM-19657
10/31/79

NM-27624
3/31/86

U.S.A.

U.S.A.

U.S.A.

U.S.A.

All  Cathie Auvenshine 100%

- All Roberts,Koch § E. B. Hall
Cartwright 100%

- A1l Cities Service 0il Ray Jacoby
Co. 100%
- All A. Lansdale 100%

5.00%

3.00%

Cathie Auvenshine 100%

Roberts, Koch § - 100%
Cartwright

Cities Service 0il Co.1p03

A.Lansdale 100%



20

21

22

23

T19S-R21E, NMPM 960.00
Sec.26: E/2
Sec.35: All

T19S-RZ1E, NMPM 440.00
Sec.27: E/2,E/2 NW/4,
NE/4 SW/4

T19S-R21E, NMPM 360. 00
Sec.34: W/Z NW/4,NW/4

SW/4, SE/4,

N/2 NE/4

Insofar as lease covers:
T20S-R21E, NMPM 560.00
Sec. 3: §/2
Sec. 4: E/2 SE/4,NW/4

SE/4,SW/4 NE/4,

S/2 NW/4

NM-28142
8/31/86

NM-28143
8/31/86

NM-28143-A
8/31/86

NM-28484
10/31/86

U.S.A. - A1l Reed Gilmore 100%

U.S.A. - A1l Gladyce C. Lyon 100%

U.S.A. - A1l C(Cities Service 0il Gladyce C. Lyon
Co. 100%
U.S.A. - A11 Cities Service 0il Edwin A. Robinson

Company 100%

5.00%

5.00%

Reed Gilmore

Gladyce C. Lyon

100%

100%

Cities Service 0il Co.100%

Cities Service 0il
Company

100%



24

25

26

27

Insofar as lease covers:

T19S-R20E, NMPM 600.00
Sec.24: S/2 SW/4
Sec.25: SW/4 NE/4, NW/4,
S/2
Insofar as lease covers: 960.00

T19S-R21E, NMPM
Sec. 9: E/2
Sec.10: All

Insofar as lease covers:

T19S-R21E, NMPM 320.00
Sec.14: E/2
Insofar as lease covers:

40.00

T19S-R20E, NMPM
Sec.24: SW/4 NW/4

NM-29587
3/31/87

NM-29814
4/30/87

NM-29815
3/31/87

NM- 30500
12/31/80

U.S.A. - All
U.S.A. - All
U.S.A. - All
U.S.A. - All

F.J. Bradshaw 100%

Robert J. Smolenski 100%

Depco, Inc. 100%
Cities Service 0il
Company 100%

James B. Carpenter

William H.Short,Jr.
Franklin Knobel

5.00%

o0 o

F.J. Bradshaw 1005
Robert J.Smolenski 100%
Depco, Inc. 100%

Cities Service 0il Co. 100%



Claudene Beldon Hocw

T19S-RZ0E, NMPM 200.00 NM-31085 U.S.A. - A11 (Claudene Beldon 100%

28
Sec.24: S/2 SE/4 8/31/87
Sec.25: E/2 NE/4,
NW/4 NE/4
Insofar as lease covers: 1000.00 NM-32159 U.S.A. - A11 Kenneth G. Cone =~ 100% Kenneth G. Cone 100%
29 T19S-R21E, NMPM Lease Pending
Sec.21: All Issue
Sec.23: E/2
Sec.31: SE/4 NE/4
29 Federal Tracts 16,384.02 acres or 86.84% of unit area
STATE LANDS
30 T19S-RZ21E, NMPM 600.00 L-1512-2 State of Cities Service 0il Cities Service 0il Co.100%
10/15/78 New Mexico-All Co. 100%

Sec.16: N/2, N/2 S/2,
SW/4 Sw/4, S/2 SE/4



T19S-R21E, NMPM
Sec.32: E/2,NW/4,N/2
SW/4,SE/4 SW/4

600.00

Insofar as lease covers: 640.00
T19S-R20E, NMPM
Sec.36: All

T19S-R21E, NMPM

40.00
Sec.32: SW/4 SW/4
Insofar as lease covers:
T19S-RZ1E, NMPM 160.00

Sec.19: NE/4 NE/4
Sec.20: NW/4 NE/4,
N/2 Nw/4

L-1608-2
2/15/82

L-2756-3
4/15/79

L-7031-1
2/15/82

LG-0462
7/31/82

State of
New Mexico-All

State of

Cities Service 0il 100%
New Mexico-All

Co.

State of

King Resources Co. 100%
New Mexico-All

Clifton Wilderspin
Northern Natural

Gas Corp.

State of

_ Cities Service 0il
New Mexico-All

Co. 100%

Kerr-McGee Corp. 100%

Cities Service 0il Co,100%

King Resources Co. 100%

Cities Service 0il Co.100%

Kerr-McGee Corp. 100%



35

36

37

T19S-R21E, NMPM 243.74
Sec.16: SE/4 SW/4
Sec.19: Lots 1,2,

E/2 NW/4,

NW/4 NE/4

Insofar as lease covers:
T19S-R20E, NMPM 160.00

Sec.24: N/2 N/2

T19S-R21E, NMPM 40.00
Sec. 8: NE/4 NE/4

LG-0463
7/31/82

LG-0685
9/30/82

LG-3178-1
10/31/85

State of Kerr-McGee Corp. 100%
New Mexico-All

State of Cities Service 0il
New Mexico-All Co. 100%

State of Cities Service 0il
New Mexico-All Co. 100%

Cities Service 0il Co.100%

Cities Service 100%
0il Co.

Cities Service 0il Co.100%

8 State of New Mexico Tracts 2,483.74 acres or 13.16% of unit area
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UNIT OPERATING AGREEMENT
GARDNER DRAW | UNIT AREA
STATE OF N&W MEXICO o :

VCOUNTI]‘IS
COUNTY OF QIAVES AND EDDY
THIS AGREEMENT moade as of the.... ... .. ... . . Cdav of e Y
v and among the parties who execute or ratify this agreement or a counterpart heiesf,
WITNESSETH:

WHEREAS, the Parties have entered into that certain UNIY AGEEEMENT FOR THE DEVELOPMENT AND
OPERATION oF ThE. Gardner Draw . . .. .. .. UNIT AREA, County of.....Chaves and Eddy

State of ... NO:W ,:\}Qx¥9o.._ e e nted as of the L L dav el , 19
and hereinafter referved to as the “Unit Apreement”, covermg the fands Jecoribed in Exhibit 1, hereto atlached, which
lands are referred to in the Unit Agreement and in this agrecment as the “Unit Asea”;

WHEREAS, the Parties enter into this agreement pursuant to Section 7 of the Unil Agreement,
NOW, THEREVORE, in consideration of the mutual azreements herein set forth, it s agreed as follows:

ARTICLE X
DEFINITIONS

1.1 Unit Agreement Definitions. The definitions contained in the it Apreement are adopted for all purposes of
this agreement. In addition, each term listed below shall have the meaning «tated therefor, whenever used in this agree-
ment. .

12 “Unit Operator” means.. KiNg Resources Company . . . and its successors,
as the Unit Operator designated in accordance with the Unit Agreement, acting in that capacity and not a5 an owner of
Warking Interest. )

1.3 “Party” means a party to this agreement, including the Party acting as Unit Operator when acling as an owner
af Working Interest,

1.4 “Costs” means all costs and expenses incurred in the development and nperation of the Unit Area putsuant to
thiz agreament or the Unit Aereement and all other expenses that are heremn made chargeable as Costs, determined in
wccordance with the accounting procedure set forth in Exhibit 2 attached hereto, which shall povern in all matters covered
thereby, except that in event of inconsistency between said sucounting proecdure and this agreement, this agreement shall
culitrol.

15 “Comimitted Working Interest” means a Working Interest which is shown an Exhibit B to the Unit Agreement
as owned hy a Party and which is committed o the Upit Agrecment, Whenevoy reference is made to a Party "in™ or
“within” the Unit Area, & participating area, or other area designated pursuaust 1o this agreement, such reference shafl
mean a Party owning a Committed Working Interest in lands within such area.

1.6 “Acreage Basis”, when used to describe the basis of participation by the Parties within the Unit Ares, a partici-
pating area, or other arca designated pursuant to thiz agresmenrt in voting, Costx, or Production, means participation by
cuch such Party in the proportion that the acreage of its Committed Werking Intercsts in such area bears to the total
nereage of the Committed Working Interests of all such Fartics therein. For the purposes of this definition, (a) the acre
age of the werking interest in a tract within the Unit Area shall be the acreage of such tractl as set forth in Exhibit B
to the Unit Agreement, and (b) if there are two or more undivided working inferests in a tract, there shall be apportioncd
te cach such working interest that proportion of the acresge of the tract that such working interest bears to the entire
working interest in the tract.

1.7 “Production” means all Unitized Suhstances produced and saved from the Unit Area except so much thereof
as is used in the conduct of operations under the Unit Agreement and (his agrecment.

1.8 “Lease Burdens™ means the royalty reserved to the lessor inoan oil ond gas lease, an overriding royalty, a pro-
duction payment and any similar burden, but does not include a carried working: interest, a net profits Interest or any
other interest which is payable out of profits,

1.9 “Drilling Party” means the Parly or Parties obligated to hear the Costs ineurred in Drilling, Deepening or Plug:
ging Back a well in accordance with this agreement at {he commencement of such opesation.

1.10 “Non-Drilling Party” means a Party who has had the optional right to participate in the Drilling, Deepening or
l‘!u}gging Back of a well and who has clected not to participate therein.

111 “Drill” means to perform all operations reasonahly pecessary and incident to the Drilling of a well, including
preparation of roads and drill site, testing, and, if productive of Unitized Substances, completing and equipping for pro-
duction, including flow lines, treaters, separators and tankuage, or phigging and atundoning, if dry.

1.12 “Deepen or Plug Back” means to perform oll operations reasenahly neeewsary and ineident to Deepening or
Phigging Back a well, testing, and, if productive of Unitized Substanees, conpleting or recompleting and equipping for
production, including flow lincs, treaters, separators and tankage, or plugging and abuondening, if dry.

1.13 “Initial Test Well” means a test well speecifically provided for in Seetien @ of the Unit Agreenment and deseribed -
in Exhibit 3 attached hereto. ,

1.14 “Subsequent Test Well” means 2 test well Drilled after the Drilling of the Initial Test Well or Wells, and before
discovery of Unitized Substances in paying yuantities in the Unit Avea.

1.15 “Development Well” means a well Drilled within a participating area and projected to the pool or zone for which
the participating arca was established.

_ 1.16 “Exploratory Well” means a well other then a Development Well Drilled after discovery of Unitized Substances
in paying quantities in the Unit Area.

1.17 “Approval of the Parties” or “Direction of the Parties” mean an approval, awthorization or direction which

;-J:,:cehic_‘s the affirmative vole speeified in Section 14.2 of the Parties entitied to vote on the giving of such Approval or
irection.

. 118 “Salvage Value” of a well means the value of the imateriale and equipment i or appurtenant to the well deter
mined in accordance with Exhibit 2, less the reasonably estimated Costs of salvaging the same and plugging the well.
1.19 Each Party is herein referred to by the ncuter pronoun *“it".
ARTICLE 2
NO LIABILITY FOR DRILLING, DEEPENING OR PLUGGING BACK WELLS WITHOUT CONSENT

. 2.1 No Liability Without Cousent. No party shall be Hable witheut its cunsent for any portion of the Costs of brith
ing, Deepening or Plugging Back a well except as provided in Section 0.4 with yocpect to Reguired Wells, and except
as provided in Articie 13 dealing with Investiment Adjustment. Nothmg hetein shall be construed to relieve a Party of
any obligation assumed by #t pursuant to Exhibit 3 to participate in the Cosis of the ipitial Test Well,

ARTICLE 3
INITIAL TEST WELL

3.1 Location. Unit Operztor shall begin to Drill the Initial Test Well withir the time required by Section 9 of the
Unit Agreement or any extension thereof at the localion specilied in Fihibit 3 sttached herelo
' 3.2 Costs of Drilling. Subject to the Investment Adinstoent provisdons of Artide 13 the Costy of Drilling the Initial
T'est Well shall be shared by the Parties in the manner and 1n the proportions speoiod an said Fxhibit 3,

For the purpose of Section 12.3B hereof and Section 7B of Exhibit 4 such terms
do not include equipment or equippin? beyond the wellhead connections (e.g. flow

f

and the same shall be considered included as a

: . 5 Trear T oas b4 o N N T
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ARTICLE 4
SUBSEQUENT TEST WELLS

4.1 Right te Drill. The Drilling of any Subsequent Test Well sha!l be on such ferms and conditions as th(j.l'l’artivs
shall agree; pravided, however, that in the absence of agreement, such wells may be Iirilled under the provisions of
Article 9 dealing with Exploratory Wells, ‘

ARTICLE 5§
ESTABLISHMENT, REVISION AND CONSOLIDATION OF PARTICIFATING ARIIAS

5.1 Proposal. Unit Operator shall initiale each proposal far the estublishiment or revision of o partieipating urvu' by
submitting the proposal in writm: to each Party at least . &U . dags before filiug the same with the Brreeter®The
dve of proposed filing must be shewn on the proposal. i the propone! oeeives the Appreval of the PParties within the
proposed participating area, then such preposal shall be filed on the date specified in 1he notiee. . ‘

52 Objections te Proposal. Prior to the propased 6ling date any Pmty may suhmuit to all wther Parties \vrlltr_m
sbjeetions to such proposal, If, despite such objeetions, the proposal receives the Approval of the Parlies within the pro-
posed particrpating arvea, then the Farty making the obhjections may renew the same bhuejore the d S

5.3 Revised Proposal. If the proposal dors not veceive the Approval of the Partics within the proposed purtieipating
area, then Unit Operator shall submit a revised propoesal takig:f inte account the ohjections made to the l}rst vroposil
I no proposal receives the Appraval of the Parties within.. | D. . days from the submission of the first proposal,
then Unit Operator shall file with the Prrecter & proposal redecting as neariy as practicable the various vicws expressed
by the Parties. % N £

5.4 Rejection by Bireetor. 1f a proposal filed by Unit Gperaior, 2s above provided, is rejected hy the Bireetos, Unit
Operator shall initiate g new proposal 1n the saine manner as provided i Section 6.1, and the procedure with regpect
thereto shall be the same as in the case of an initial proposal.

5.5 Censolidation, Two or more participating areas may be conbined as provided in the Unit Agreement,

(*Supervisor ARTICLE 6 ‘
&\rronrmmmwr OF COSTS AND OWNERSHIP AND DISPOSITION OF PRODUCTION AND PROPERTY

6.1 Appartionment and Ownership Within Participating Acea. Except as otherwise provided m Article 8 dealin:
with Development Wells, Part 1 of Exhibit 4 dealing with Exploratory Wellz and art 2 of Exhibit 4 dealing with
Attempted Completion, Deepening and Pingging Back: ]

A. Costs, ANl Costs incurred in the development and operation of a participating area for or in connection with
sroduetion of Unitized Substances from any pool or’zone for which such participeting area is cjsiahhshodjlmll he
{mrnc by the Parties within such participating area on an Acreage Dasis dretermined as of the time such Costs are
incurred. ; i T

R. Production. All Production from a participating area shatl he nllnunhw/Qan%: 2 *
ment-to the tracts of Jand within such participating arca. That portion of such Production which is allocated to any
such tract shall be owned by the Party or Partics having Comnutted Working Interest or Interests therein in the
same manner and subject to the same conditions as if actually produced from such tract through a well thereon, and
as if this agreement and the Unit Agreement had not been executed.

C. Property. All materials, equipment and other property, whether real or personal, the cost of Whi(’_h is. charge-

- able as Costs and which bave been acquired in connection with the development or operation of a participating area
shall be owned by the Parties within sueh participating area on an Acreage Basis

.2 Ownership and Costs Outside Participating Area, 1f a well compldeted as a1 producer is not included within a par-
ticipating arca, such well, the Production therefrom. and the materials and cquipmrnt therein or appurtenant thereto
shall be owned by the Party or Parlies who constituted the Drilling Party for such well, and all Costs incurred in the
operation of the well shall be charged to and borne by such Party or Parties, ad all Lease Burdens payable in respeet
of Production from the wel shall be borne and paid hy such Party or Parties. If the brilling Party compriscs two or
more Parties, apportionment among them of ownership, Costs and Lease Burdens shall be in the same proportions that
they bore the Costs incurred in Drilling the well,

6.3 Taking In Kind, Each Party shall currently as produced take in kind or separately dispose of its share of Fro-

duction and pay Unit Operator for any extra expenditure necessitated thereby. Except as otherwise provided in Section
15.5 dealing with Liens, each Party shall he entitled to receive directly payment for its proportionate share of the pro-
cceds from the sale of its share of Production, and on all purchascs or sales each Party <hall execute any division order
or contract of sale pertaining to its interest.
G Fatinre-tor-Folre—rttndr—tHrry-—Bartr—fptr e ter-taitatraetiapemstfa o bt +aF—hall
for the time being and subject to revocation at will by the Party owning same R T GwWn 1
to others such share st not less than the maiket pri SO AHHTTT arca and not less than the price Umt' Operator
receives for its share of Produetios oo e right of such Party o exercise at apy time its right to take in kind or
sepatLg w'-wf‘“wn .Earc f Productiny not previously taken by Unit Operator or delivered to others pursuant
G eter to Section ?7111

6.5 Surplus Materials and Equipment. Materials and equipment acquired by the Pacties, or any of them pyrsuant
to this agrcement, may be classified as surplus by Unit Operator when deemed by it to be no longer needed in opera-
tions herennder, by giving to each Perty owning an interest therein writlen nolice thercof. Such surplus materials
and equipment shall be disposed of as follows:

A. Each Party owning an interest thercin shall have the ripht to take in kind its share of surplus tubular goods
and other surplus items which are susceptible of division in kind, by wrnitten netice given to Unit Operator within
thirty (30) days after classification thepeof as surplus, exenpt that such viht <hall not apply to junk or to any item
{other than tubular goods) having a replacement cost less than one thuusund deMars (31.000).

B. Surplus materials and equipment not divided in kind (ather than junk and any item other than tubular gouds
havini a replacement eost of Iess than one thousand dollars ($1,000)) $ . - :

¢ old to the highest bidder or bidders.

C. Surplus materials and equipment not disposed of in arcordance with the preeeding provisions of this section

shsll be disposed of by Unit Operator for the best prices abtainable.

account or sell

 ARTICLE 7
PLANS OF DEVELOPMENT

7.1 Wells and Projects Included. Each plan for the development aued operation of the Unit Ares which is sulonitted
hy Unit Operator to the Supervisor in accordance with the Unit Agreement =hall make provision only for such Drilling,
Decpening and Phigging Back operations and such other projeets as Unit Gperator has been authorized to conduet by
the Parties chargeable with the Costs incurred therein

7.2 Notice of Proposed Plan. At least ten (10) days before submitting anv sueh propesed plan to the Supervisor,
Umit Uperatar shall give ecach Party written notice thereof, together with a copy of the praposed plan.

7.3 Notice of Approval or Disapproval. If and when a praoposed plan has been approved ar disapproved by the Super
visor, Unit Operator shall give prampt wrilten notice thercof to each Party. In the case of disapproval, Unit Operuter
shall state in such notice the reasuns therefer.

7.4 Amendments. If any Party or Parties shall have elected to procecd with Drilling, Deepening o Plugging Back
operation in accordance wi h the provisions of this agreewe 1, and such aperalion is net prosided for in the then current
plan of development as approved by the Supervisor, Unit Operator shall either (a) request the Supervisor ta approve
an amendment to such plan which will provide for the eonduct of such operation, or (b)Y request the Supervisor Lo con-
sent Lo such operation. if his consent is sufficient.

7.5 Cessation of Opoerations Under Plan. If any such plan s approved by the Supervisor provides for the ressation
of any Drilling or other pperatiens therein provided for on the huppening of » continceney and if such contingeney oreurs,
Unit Operator shall promptly cease sucir Dritling or other operations and ~hall net reur any additional Cests in connee
tion therewith unless: nmPumil such Drilling or other operations are again authorized in accordanre with this agree-
ment by the Parties chargeable with sueh Costs.

[ -~
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ARTICLE R
DRILLING OF DEVELOPMENT WELLS

B.1 Purpose and Procedure. It is the purpose of this Article to set forth the procedure for Drilling 2 Development
Well otherwise than hy the written consent of all Parties within the participattne srea snvelved The Drilling of a Devel-
opment Well pursuant to the procedure hovein zet forth shall however, be subjrct to sueh Drilling receaving the Approval
of the Parties, unless the Dritling of the proposed well is nocessary to prevent the loss of Committed Werking intevest
jn the tract of land an whirh the proposed well is to be Drilled. Vote by any Party in faver of Approval of the Iwilling of
any such well shall not, howe ver, be decined an eleetion by such Party Lo participofe 1w 11+ Costs thereof, but will mean
oy that such Party considers the Drithing of the well consistent with the ordinary development of the participating
area involved and has no objechion to the Drilling thereof

8.2 Notice of Proposed Drilling. Subjeet to the provisions of Section 81, any Porty within a parlicipating area may
propose the Drilting of a Development Well thercin hy giving (o ecach of the ather Parties within the participating: area
written notice specifying the Jocation, depth and estimated cost of the proposed sveli, which location shall conform lo
any applicable spacing pattrrn theretofore adopted or then Lemg followed. or en authorized exception thereto.

8.3 Hesponse to Nolice. (ithin thirty (30) days after receipt of sueh ttotiee, each Party within such participating
atea shall advise all aother Puarties therein, in writing, whether or pot it wishes ta parbetpate in Drilling the proposed
welh B oall the Partics within sueh participating area se wdvive that they wich to participate therein, the prnpused‘ well
chall be Dritled by Unit Operator for the account of all the Parties withio the pecticivating area. [0 any Party [ails to
1o pond te such notice within said thirty (30) day period, it shall be deemed to have elecied not to parucipate in Drilling
the propased well,

8.4 Natice of Eleetion to Drill. Unless all Partics within the participating area agree to participate in respense to
said notice, then within fiftren (15) days after expiration of said period of thirty 780 davs, each Party within the par-
tweipating area who then desires to have the proposed well Drilled shail «ive to all other Patties within the participating
area written notiee of election to pwoceed with the Drilling of said well. Fatlure to give such notice shall be deemed an
cleetion not to participate in Dritling said well

35 Effect of Election to Drill. Hf one or more, but not all of the Parties within the participating area so elect {0 pro-
ceed, Unit Operator shall Drill the well for the account of such Party or Pavties, ahe sholt constitntse the Drilling Party.

B 6 Subsequent Election. 1 clection te Drill the proposed well is made, any Pavly wittun the participating area who
has not previously elected to participate therein may do se hy writtcn notice given to all other larties within the par-
ticipating area at any time before operations for Drifling the well are commenced, in which event sueh Party shall be
included in the Drilling Party. However, such Party shall he bound by any aad at Imectiens and Approvals therctofore
given by the Drilling Party concerning the Drilling of the well,

8.9 Rights and Obligativns of Drifling Party and Non-Dribing Parties, Whenmver o Development Well is Drilled
otherwise than for the aceount of alt Partics within the pacticipating area imolved, the provisions of Article 12 dealing
with Rights and Obligations of Drilling Party and Non-Drillimg Farties shall be apphieable,

ARTICLE ¢
EXPLORATORY WELLS

9.1 Procedure for Drilling. The Drilling of Exploratory Wells shall be governed by the provisions of Part 1 of Exhibit
i hereto attached and made a part hereof.

ARTICLE 16
REQUIRED WELLS

111 Definition, For the purpese of Uns Article a well <hall be deemed a required well if the Driiling thereof s
reguired by the final order of an anmthorized representative of the Bepmtinent of Interion Such an ovder shall he deemed
fina) npon expirstion of the time aflowed for appeal therefrom without the commencement of appropriste appeal pro-
cerdings or, if such procecdings are commeneed within said time, upon the fLinal disposition of the appeal. Whenever
Urnit Operator recetves any such order, it shall prompily mail a copv thereof ta each o the ather Parties; if any such
order is appealed, the Party appealing shall give prompt writien notice thereof to eaclh of the other Parties, and upon
,‘i';m) dfzsposilion of the apperl, Unit Operator shall give each of the other Partics prewnpt written notice of the result
thereof,
10.2 Election te Dijll. Any Party desiring to Drill, or partivipate in the Dyilling nf, » required well shall give to
Unit Operator written notice thereof within thirty (30) dayve after the order reguirimg sueh well becomes inal or within
sueh lesser Linte as may be required by such order. If such nofice s giveon withun said peried, Unit Operator shall Drill
the required well for the account of the Party or Parties givimgr such notice, who <hall hear 2l Costs ineurred therein,
povided, however, that if the Required Well is a Development Well it shall not be dritted unless it reecives the Approval
of the Partics. The rights and obligations of such Party or Parties with respect to the ownership of such well, the oper-
ating vights therein, the Production therefrom and the bearing of Costs ineurred therein «hall be the rame as f the well
hsd heen Drilled for the account of such Farty or Parties ureler Article 8 dealing with Development Wells, if the same is
L\lVI )ﬁvelopmem Well, or Article 9 dealing with Exploratory Wells, if the same is an Exploratery Well or a Subsequent Test
o
10.3 Alternatives to BDrilling. If no Darty cleets ta Drill o vequived woell within the period allowed for such eleetion,
and if any of the following alternatives is available, the first sucl alternative which js avalable shall he follawed:
A. Compensatory Royalties. If compensatory royaliies may he paid in liru of Drilling the well and if payient
thereof receives, within said perind. the Approval of the Parties whe would be charpeable with the Costs tncurred
in Drilling the well, if the well were Drilled as providad in Section 10.4, Unit Gperator shall pay such compensatory
royalties for the account of said Parties; or
B. Contraction. Uf the Drilling of the well may be avoided, without other penaity, by contractivn of the l% .
Area, Unit Operator shall make reasonable effort to effeel such contraction with the approval of the BirectenerFrOUPETVESOI
C. Termination, If the required well is a Subsequent Test Well. the Partics shall join in termination of the Unit
Agreement in accordance with its provisions.
104 Required Drilling. If none of the foregoing alternatives is available, Unit Operator shall Drill the required
well under whichever of the following provisions is applicable:

A, Development Well, 1f the required well iz a Developnent Well it shall he Drilled by Unit Operator for the
account of all Parties within the participating area in which the well is Drilled; or

B. Fxploratory Well. 1f the required well is an Fxploratory Well, it shali be Drilled by Unit Operator for the
acconnt of the Party or Parties who would be obligated (o bear the Costs thercof in accordance with Part 1 of

Exhibit 4.
ARTICLE 1}
ATTEMPTED COMPLETION, DEEPENING, PLUGGING BACK AND ABANDONMENT
111 Procedure. The attempted completion, Deepening, or Plupgging Back of any well not completed as a producer,
the abandonment of 2 producing well and the Deepening or Plugging Rack of any well abandoned i the stratum in

which it was completed as s producer, shall be governed v the provisions of Part 2 of Exhibit 4 hereto attached
and made a part hereof.

:

ARTICLE 12

RIGHTS ANP OBLIGATIONS OF DHILLING
PARTY AND NON-DRILLING PARTY

12.1 Scape of Artiele. Subject to such cantrary or inegnsistent provisions. if anv. as are contained in Exhibit 4. the
rights and obligations of the Drilling Party and Non-Drilling Party in respect of a well which is Drilled. Deepened.
Plugred Back or completed otherwise than far the account of all Partics entitled to purticipate therein, shall be gov-
erned by the succeeding pro isions of this article,

12.2 Relinguishment of Interest by Non-Drilling Party. When a well is Drilled, Deepened. Plugeed Back or com-
rleted otherwise than for the account of all Parties entitled tn participate therein. each Non Drilling Party zhall he
deemed to have relinquished to the Dritling Party all of s sperating rights and warking interest in and te surch well
In the case of a Deepening or Plugying Back, if a Non-Drilling Party nwned an intorest in the well immediately prior
to the Decpening or Plugging Back. the Drilling Party sho!l pav to surh Nonbrmbling Party its share of the Salvage
Value of the well, such payment to be made at the time the well is taken over by the birilling Party for Deepening or
Plugging Back.
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12.3 Reversion of Relingnished Interest. If the well is completed as a producer of !initized Substances, and if (he
well is a Developntent Well, or results in the establishment or enlargement of o purbenuttug ares o tuclude such well,
then the operating rights and working interest ‘rélinquished by a Nen-Jsling Pty ol revert to it at such time as
tae proceeds or market value of that portion of the Preductivn eblaed from the well aiter such relinquishment which
is allucated to the acreage of surh Non-Drilling Party in the purtietpating arca mvolved (after deducting from such po
coeds or markel value all Lease Purdens and all taxes upon or measured by Production that are payable up to such
time on said portion of the Production from such well) shall eyual the total of the follawing:

A, 1007 of that portion of the Costs incurred in opeiating the well alter such @ olinguishment, and vp to such
time, that would have been charged to sbeh Non-Drilling Party 1 the well had been Drilled, Deepened, Flugged
Back or com;(»)lutcd for the account of all Parties entitled Lo participate therein.

B....300 ¢ of that portion of the Costs incurred in brilling, UDeepening, Phisging Back or completing the
well that wonld have been charged to such Non-Drilling Party if the well had heen Difled, Deeproed, Plugged Back
or cormnpleied for the account of all Parties entitled to participate therein,

However, if a Decpening or Plugging Back is involved (1) auy payment made to such NenDrilhng Party as its share of
ihe Salvage Value of the well in aceardance with Section 122 shali be added to anid decmed part of the Costs incurred
i operating the well, for the purposses of Suhdivision A abave, and (2) #f such Nun-Drilling Party did not participate
i the initial Drilling of the well, but the Drilling Party did patiewpate therein, and if the suterest relinquished by sueb
Non-Drilling Party upoen the initial Drilling of the well had vot reverted to it before such Deepening or Plugging Back,
then, for the purposes of Subdivision B above, there shall be added to ond decmed part of the Costs incurred in the Decp-
sning or Plugging Back, the then unrecovered portivn of the Costs incurred in the initial Drilling of the well down to the
pool or zone in which such well is completed as a producer.

12.4 Effect of Reversion. Frum and after reversiun to a Non-Drllinn Party ef jis 1elinquished interest in a well,
such Non-Drilling Party shall share, on an Acreage Basis m the ownership of the well, the operating rights and \ynrkmg
interest therein, the materials and cquipment in or pertaining to the well, the Production therefrom and the Costs of
operating the well.

12,5 Rizhts and Obligations of Drilling Party. The Drilling Party for whom a well is Drilled, Deepencd, Plugged
Buek or completed shall pay and hear all Costs incurred thevemn, and shall own the wetl, the materials and equipment in
the well or pertaining theretn, and the praduction therefrom, subject to reversien to each Nop-Drithing Party of its
relingquished interest in the well. If the well I3 a Development Well, or results in the establishment or enlargement of a
participating area to include the well, then, until reversion to a Noo-Lmilling Parly of its relinquished interest. the
[nilting Party shall pay and bear ta) that portion of the cosls incurred in operating the well that otherwise would be
chavgeable to such Non-Drilling Party, and (b) all Lease Burdens that are payable in vespect of that portion of the Pro-
duction from such well which is alioeated to the acreage of such Non Drilling Varty. If the Drilling Party includes two
() or more Parties, the burdens imposed upun and the benelits acceruing to the brilling P'arty shall be shared by such
Parties on an Acreage Basis among themselves.

ARTICLE 13
ABDJUSTMENT ON ESTABLISHMENT OR CHANGE OF PARTICIFATING AREA

13.1 When Adjustment Made., Whenever, in accordance with the Unit Agreement. a participating area is estab-
lished or revised by contraction or enlargement, and whenever {wo or more participating areas are combined (the par-
heipating area resulting from sueh establishment, revision or combination heing hervinafier referred to as a “resuiting
aei’™) an adjustment shall be made in accordance with the succecding provisions of this Article 13, as of the date on
which the establishment, revision or combination that crester such resulting area becomes effective, such date being
hereinafter referred 1o as the “cfiective date” of such resulting area.

13.2 Definitions. As used in this Article 13:

A. “Useable well” within a resulting area means a well which 15 either (1) completed in and capable of pro-
ducing unitized substances from a pool or zone for which such resulling orea is creaied, or (2) used as a disposal
well, injection well or olherwise, in connection with the production of Unitized Substances from such resulting area.

B. “Intangille value” of a useable well within a reenlting arca means the amoennt of Costs incurred in Drill
ing such well, or Deepening it, down to the decpest pecl or 2one for which such resuiting area is ereated, and which
eantribute Lo the Produetivn of Unitized Substances therefrom and which ave properly classified as intangible costs
in conformity with accounting practices peperally aecupied in the indusiry, reduced at the following rates for each
month during any part of which such well hns been operated prior to the effective date of sueh resulting area:

(1) o:le—haf e pOT CEDE (L0 50 ...... %) per month for a cumulative total ofs.},&t}.y,...(QQ).,..A,..months.
ane
(2) . ZETO ..., per cent T, | L per month for cach mmonth in excess of said cumulative toial.

C. “Tangible property” serving o resulling area means any kind of tangible property (whether or not in or por-
tamming to a welly which has been acquired for use in or in connectinn with the Production of Unitized Substances
fromn such resulling area or any portion thereof, and Lhe cost of which has Lieen charged as Costs pursuant to this
agreement.

D. *Value” of tapgible preperty incans the amonnt of Costs incurred therelur, ineluding Costs incurred in the
vonstruction oy instatlation thereof (excepling installation costs properly classitied as part of the Intangible costs
incurred in connection with a well) reduced, in the case of tangible property which is generally regarded as depre-
ciable, at such reasonable rates of depreciation ss receive the Appravst of the Iarties within such resulting area,
fur the period of time between the acquisition date thereof and the efiective date of such resulting area.

13.3 Method of Adjustment on FEstablishment er Enlargement. A: prompily as reasonably possible after the ef-
icetive date of a resulung area created by establishment or enlargement of a paracipating area, and as of such eflec
tive date an adjustment shall be made in accordance with the folluwing provisions exceptl io the extent otherwise speel-
fied in Section 13.6.

A. The intangible vabic of each useable well within ruch reculting arca on the effective date thercof shall he
credited to the FParty or Parties who vwn such well imnedintely prior to such effective date, in proportion to their
respective interests in such well immedistely prior to such effeetrve date. The total amount so eredited as the
intangible volue of useable wells shail be charged to all partics within the yesulting arca on an Acreage Basis.

B. The value of cach item of tangible property serving the resnlting area on the effective date therrof shall
he credited to the Party or Parties who own such item inmunediately prior to such effective date, in proportion to
their respective interests in such item immediately prior to such elicetive date. The total amount so credited as
the valne of tanpible property shall he charged to all Parties within the resuiting area on an Acreage Basis.

C. If a resulting area, on the effective date thercof, is served by any tangible properly or useable wel), which
also serves another participating area or other participating areas, the value of such tangihle property and use
able well (including intangible value thereof) shall be determined in accordance with Subdivision D of Section
132, and such value may be fairly apportioned between such resulting area and such other participating ared or
areas. provided that such spportionment receives Approval of the Partivs in each participating arca concerned.
That portion of the valiue of such tangihle property and useable well tineluding intaugible value thercof} which is
so apportioned to the resulting arca shali be included in the adjustment made ns of the effective date of such result-
ing area in the same mauner as the value of tangible property serving only the resulting arega.

D. The credits and charges above provided for shall he made by Unit Operatoer, in such manner that an ad-
instment shall be made for the intangible value of useable wells separate and apart from an adjustmoent for the
value of tangible property. On each such adjustment cach Party who is charped an amount in exeess of the
amount credited Lo it, shall pay to Unit Operator the amount of such excess, which <hall be considered as Costs
chargeable to such Partr for all purposes of this agreew-nt. and such amount, wh-n received by Unit Operator,
shall be distributed or credited to the Parties who, in such adjustment, are credited with amounts in excess of the
amounts charged to them respectively.

13.4 Mcthod of Adjustment on Contraction. As promptly as reasnnably possible afler the effective date of any
contraction of a participating area, an adjustment shall he made with each Farty owning a Commitlted Working Interest
in land exctuded from the participating area by sueh contruction (sueh Conunitted Working Interest being herein
after in this section referred to as “exclyded interest”) in accordance with the following provisions:

A. An adjustment for intangibles shall be made in accordance with Subdivision B hereof and a separate adjust-
ment for tangibles shall be made in accordance with Subdivision C hereof.

e



ROYIEY MOUNTAIN UHIT OPERATING AGREEMENY
Vorm 2 (Divided Interast) Jununary, 1390

8. Such party shall be eredited with the gfu’n of (1) the totat awmount theretofore charped against such Party
in respeet of s excluded interrst in accordance with the acconnting procedure sot forth i Fxhibit 2 as intangible
Costs iveurred in the desvelnpuent znd operation of the participatingg arca prior to the effeetive date of sueh contrac
tion, plus (2) the 1ot amoumt charged apainst such Parly in respect of such exchinded mierest as otangible valne
of useable wells in any previous adjustment or adjustinents made vpan the establishment oy revision of such par
ticipating area. Such Party shall be charged with the sum of (13 the market vadue of that portionn of the Prodaction
from such participating area which, prior o the effective dute of such contrustron, is delivered 1o such Party in
respect of such exeluded terest, Jess the amount of Lease Rordens and e pard o1 payable on smd pottion, and
(2) the tolal amount credifed ta such Party in respect of such exetudod toreat as intangible valine of wwealie wells,
in any previous adjustment or adjustments made upon the cstablishment o resiston of sueh parbicipating arca. Any
dilirervnce between the meunt 02 said credit and the awmount of said chasge shali Le adjusted as hereinalter pro-
vided.

€. Such Party shall b credited with the sum of (1) the taial aimount theretofore eharged wsainst such Party
in respeet of ils exclude:d interest, in accordance with the acenuitug procerinrs set torth o Fxhibit 2, as Costs
other than intangible Costs incurred in the development snd eperation of the pacticipating area prac to the eliective
date of such contraction. plas (2) the totol amount charted against ~ach Party in resoeet of its excluded interest as
value of tangible property in any previens adjustment or adjustorents moede upen the establithiment or revision of
such participating area, plug (3) the excess, il any, of the eredit provided far in Subdivisiop B oof thic Reetion
over the charge provided for in said Snbdivision B Such Purty shall be chiargad wath the wan of (1) the excess,
if any, of the charge provided for said Subdivision R, wver the credit therein provided faro plus (27 the total
amount credited to such Party in respect of Hs excluded interest as value of tangible property in any previcus
adjustinent or adjustrients made apon the establishiment or revision of ruch participating area.

I3, If the charge provided for in Subdivision © of this Section ix equst tn ov greater thun the eredit therein
provided for, no adjustinent shall he pade with such Varty, However, if the ereshit provided for in said Subdivision
C is in exeess of the charpe thorein provided for, such exeess shall be charpged on an Acreage Basis avainst the
Partics whe remain in the participating area after such contraction, and shall be paid by said Parties to il
Operator upon receipt of invoices therefor, Such payments, when received by (Init Operator, shall be paid by it to
the Party owning such excluded interest.

© 135 Ownership of Wells and Tangible Property. From and after the effective date of a resulting area. all nseable
wells within such resalting arca and afl tanpible property serving such rewulting area shall be owned by the Parties
within such area en an Acreave Basis, exeept that (a) in the eace of fanmhle property serving a participating area of
paticipating aveas in addition to the resulting area, only that undivided interest therein whieh is proportionate (o that
portinn of the value thereof which is included in the adjustment above provided for shall he pwned by the parties within
the resulting area on an Acreaspge Basis, and (b)Y if a Party within the reselting aren was a Non-Pmitling Party for a wel)
which is 2 uscable well within sueh resulting area on the effective dale thereof, and i the relinguished interest of such
Nou Drilling Party in sueh well bas pol reverted to it prior to wuebh eficotive date, the Drilling Dty for such well <halt
awn the intercst therein that would otherwise be owned by such Non-Drilling Party, until reversion to such Non-Drilling
Party of its relinquished inferes! in such well
13.6 Relinguished Interects of Non-Drilling Parties. If the interest relinquished by a Non-Drilling Party in a well
which is a useable well within a resulling area on the effective date thorcof has not reverted 1o it prior to such effer
tive date then insefar. and enly insofar, as relates to sueh wrll the admstmoents provided fer in Seetion 13.3 shall he sub.
jeet to the following provisions, wherein the sum of the intangihle valne of such weil, tdus the value of the tangible
property in or pertaining thereto, is referred to as the “value” of such well:

A. The Drilling Party for snch well shall be charped with that part of the value of the well tha! would other
wise be chargeable to such Non-Drilling Party in respect of (1) zuch Noun-Dri'ling Party’s Committed Working
Interest or Taterests in the paticipating arca in wbich the weil was Drilled. o- el participating area exisied when
the Driling of the well was commenced, if the well was Drilfed as a Pevelopment Well, or (2) the Committed
Working Interest or Interests of sach Non-Drilling Party which entitted it to participate in the Drilling, Deepening.
Plugring Hack, or Completion of the well, Hf it was Drilicd. Deepened, Plugged Back or Completed, otherwise than
as a2 Development Well. However, sueh Non-Drilling Party shall be charged with such part, if any, of the value of
stch well as is chargeable to it in accordance with Subdivisions A and B or Section 13.3, in respect of its Com-
mitted Working Interests other than those referred 1o in (1) or (2) above.

B. If that part of tYe vahie of such well which would have been credited to each Non-Drilling Party, if the
well had been Drilled. Leepened. Pluzged Back or Comploted for the aceouni of all Parties entitlad to participate
therein, execerds the mmount provided in Subdivision A above to be charged arvinst the Drilling Party, such exeess
shall he applied against the reimbursement to which the Drilliny Party is entitled out of Production that would
otherwise accrue to such NonDrilling Party. Any balance of such excess over the amount necessary to complete
such reimbursement shall be credited to such Non-Drilling Party.

ARTICLE 14
SUPERVISION OF OFERATIONS BY PARTIES

14.1 Right of Supervision. Each operation conducted by Unit Qperatar under this agreement or the Unit Agreement
shall he subject in supervision and contrsl in accordance with the succeeding provisions of this article by the Parties
who are chargeable with the Costs thereef.

142 Valing Control, In the supervision of an eperation condueted by Unit Operator, the Parties chargeable with
the Casts of such operation shall have the right to vote thereon in propurtion to their respeetive obligations for such
Casts. The Parties having the rieht to vole on any other matier shall vole thercon on an Acreape Basis, Except as
provided in the Unit Avreement and except as otherwise speeified lhierein (particular veference heing made te Section
251, Consent Required to Commence Secondary Recovery and Pressure Maintenance; Section 27.3. Surrender or Release
Within Participating Area, and that portion of Part 2, Exhibit 4 relatine ta Abandonunent of producing wells suiside of

a_participating area), the affirmative vote of Parties having. S1IXty-Five — jper cent (.05 <) or more
of the voting power on any matter which is preper for action by them shall he binding on ail Parties entitled to vote
thereon: provided, however, that il one Prrty voting in the affirmative has rgl)CtY‘FlVe e, POT CORY
(. 65 %y or more but less than _...Seventy-Five per cent { 75 - 3 of the voting power, the affirma-
tive vote of such Party shall not be binding on the Parties entitled to vole thernon unle:s its vole is supported hy the
affirinative vote of at least ......ONE€ . .. additional Party; and provided further, that if one Pasty voting
in the negative or failing to vote has more than Thlrt)"plve . per cent (35 7y but less than Bty
per eent (507%) of the voting power. the aflirmative vote of the Partics baving a maiority of the voting power shall be
hinding on all Parties entitied to vole unless there is a negalive vote of at least . ONE . ... additional

Party. In the event only twe Parties are entitled {o vole, the vote of the one with the greater interest shall prevail. 1f
anly one Party is entitled tu vote, such Parte's vote shall control. A Party failing to vote chall not be deemed to have
voted either in the affirmative or neralive. Any Approval or Direction provided far in this agreement which receives
the affirmative vote above speeified shall be deemed given by and shall be binding on all Parties entitled to vote thereun,
evcept where the vote of a larger percentage is specifieally required.

14.3 Meetings. Any matter which is proper for consideration by the Parties or any of them, inay be considered at
a meeting held for that purpoese. A meeting may be called by Unit OUperator at apy time and a meeting shall be called

hy Vnit Opcrator upon written request of any Party or Parties havinp . f‘_l,\[C_ e o per ecent (2 )
or more of the vating power on each matter fo be econsidercd nt the mecting, At feast ten (1M davs in advance of each
meeting, Unit Operatyr shall ;{ivv each Party entitled to vete tiw vat written natiee gf the fimv. pliace and purpose of
the meeting. Unit Operator's representative shal bé chairman of such™meé mngs.

14.4 Action Without Meeting. In lieu of camni a meeting., Unit Operator may submit any matter which is proper
for consideration by the Parties, or any of them, by giving to each such Party written notice by mail or iclegraph (or
teiephone eonfirmed in writi .2 not later than the next busines: day), deseribing in adeq.ate detajl the matter so sub
mitled. Fach Party entitied to vote on any maiter so submitied shall communicate its vote thercon to Unit Operator by
mail or tclegraph (or telephone, confirmed in writing not later than the next business day), within such period as mas
be designated in the notice given hy Unit Operator (which peried shall not be less than ten (30) nor more than thirty (30}
days) provided. however, that if within ten (1) days after suhoussion of <uch matter, request is pade for a meeling
in accordance with Section 14.3, such matter shall be considers-d onlv at a meeting ralled for that purpose. If u nieeting
is not required, then, at the expiration of the period designated in the notice ziven hy it Unit Operator shall give to each
Party entitled to vote thereon written notice stating the tabulation and result of the vote.

.
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145 Representatives. Promptly after execution of this ayrcement, vach Party hy wiitien nolice to all other Partics
shall designate a representative authorized to vote for such Party, andd may desivoate an alternate who is authorized to
vote for such Party in the absenee of ils represeutative, Any such deciznation of 4 representative or alternate repre-
senlative may he revoked at any time by written notice given to all other Parties, provided such notice designates & new
represcntative or alternate reprozemative as the ease may he. 1o addition, any corporate Party mny voele through its
I'tesident, or any of its Vice Presudents, and a Party which ix a partnership mav vote threurh any of its partners.

wh audit receives the Approval of the Parties (ofhwr arty—MCling as Unit
fiperator) chargeable with the Costs ineurred during the puoriod coverpd be—thewudil exeept that such audit shall not
he made more often than once each six months, 8 =TT RE made by anditors in the employ of said Parties. and
the allowance to be made Lo cock 3 nishing an auditor shall be determined by the Approval of said Parties; such
AHowaneges by said Parties in proportion to their respective participations among themseives in Costs

under whenever the making of

)

14.7 Fxtraneous Projects. Nothing comtained in this aercement shall be deemed to avthorize the Parties, by vote
o otherwise, to act on apy matier or anthorize any expenditure untess such matter or expenditure relates to the cunduct.
ol operations authorized by the Unit Agreement or this agreement.

ARTICLE 15
UNIT OPERATHR'S POWERS AND RIGHTS

15.1 In General. Subicet to the limitations provided for in this avreemvent, all operations authorized by fhe Umt
Apreement and this agreement shull be managed and conducted by Unit Operator. Unit Operator shall have exclusive
custody of all materials, cquipment and any other property used in conncetion with apy operation on the Unit Area

15.2 Employees. Al individuals employed by Unit Operator in the conduct of operations hereunder shall be the
employees of Ynit Operator atone, and {heir working hours. raies of compensation and all other matters relating to
their employment shall be determined solely by Unit Operator.

15.3 Non-Liability. Unit Operator shall not be Hable to any other Party for anything done or omitted to be done
by it in the conduct of operations hercunder except in case of had fuaith.

154 Force Majeure, The obligations of Unit Operator herennder shall be suzpended to the extent that, und only so
lany as, performance thervof is prevented by fire, actien of the elemerts strikes or other differences with workmen,
arts of civil or military authoritics, acls of the public enemy, restrictions or restimnts puposed by law or by regulation
or order of governmental authority, whether federal, state er lucul, inzlulity lo obtain necessary rights of aceess, or any
other cause reasonably bevond contrel hy Unit Operator, whether or not stilar to any vause above enumerated. When.
cver performance of ils obligutions is prevented by any such cause, Unit Operator shall give notice thereof to the other
Parties as promptly as reasonubly possible. .

155 Lien, Each of the other Parties hereby grants to Vnit Operator a hien upon its Committed Working Interests,
its interest in all jointly owned materials, equipment and other property and s anterest in all Production, as security
for payment of Costs chargerble to it tagether with any interest payable thercon. Unit Operator shall have the right
to Lring any action a1 law or in equity {o enforce eollection of sueh indebiedness with or without foreclosure of such
Heno In addition, upon default by any Party in the payment of Costs chargeable to it, Unit Operator shall have the right
to collect and receive from the purchaser or purchasers thereof the proceeds of jlich Party's share of Praduction, up to
the amount owing by such Party plus interest at the rate of sre—per—cemt—5=Ter annum until paid; each such pur
chaser shall be entitled to rely un Unit Qperator’s statement conceruing the existence and amount of any such default.

15.6 Advances. Unit Operator, at ils election, shall have the yight from thae to time to demand and receive from
the other Parties ch:ngvab{c thercwith payment in advance of thelt respeetive shares of the esiimated wmount of the
Costs to be incurred during any month, which right may be exercised only by submission to each such Party of a prop
rrivoitemized statement of such estimated Costs, together with i invaree for s share thereof. Each such statement and
riveice (or the payment in advance of estimated Costs for any month shell be submitted on or about the twenticth (26th)

. A af the next preceding month., The smount of each such inveive shall be pasalde within fifteen (15) days after the

]‘eg(_‘]vptw thereof, and thereafter shall bear interest at the ratye of shepereent+ad ,Jimr annum until paid, Proper adjust-

cent chall he made monthly between such advances and Costs, (o the end that each Party shall bear and pay its pro

portianate share of Costs incurred and no more. Unit Operstor may tegnest advmice payment or security for the total

ewtimated Costs to he incurned in a particular Drilling, Decpening or Plupging Rack operation and notwithstanding any

other provision of this agrecment shall not be ebligated to commenee snch operation unless and unti! such advance pay-

ment 1s made or Unit Operator is furnished security acceptable to it for the payment thereof by the Party or Parties
chargeable therewith,

15.7 Use of Unit Operator’s Drilling Fauipment. Any Drilling, Deepening or Plugining Back operation conducted
hereunder may be conducted by Unit Operator by means of its own taols snd equipment provided that the rates to be
charged and the applicable terms and conditions are set forth in o form of drilling contract which receives the Approval
af the Party or Partivs chargeable with the Costs incurred in such operation, cxeept that in any case where the Unit
Operator alone constitutes the Drilling Party, such form shall reeceive the approval of the Parties within the participat-
tng arca, or other designated area for such well, prior to the commencement of such eperation.

158 Rights as Party, As an owner of Committed Working Interest, the Party acting as Uinit Operator shall have the
same rights and obligations hercunder as if it were not the Unit Operstor. In ocach instance where this agrecment
requires or permits a Party to pive a notice, conseat or approval to the Unit Operator. <uch notice, consent or approval
shall be deemed propeely given by the Jarty acting ss Unit Operator if and when given to all other Parties entitled to
give or receive such notlce, consent or approval,

*Ten percent (10%) ‘ ARTICLE 16
UNIT OPERATOR'S DUTIFS

16.1 Specific Duties. In the conduct of operations hereunder, Unit Operater shall:

A. Drilling of Wells. Drill, Deepen or Plug Back a well or wells only in aceordance with the provisions of this
agreement;

B. Compliance with Laws and Agrcements. Camply with the provisions of the Unit Apreement, all applicahle
laws and governmental regulations (whether federal, state or local), and Dircctions by the Partics pursuant to this
agreement; in case of conflict between such Directions and the provisions of the Uint Agrecment or such laws or
regulations. the provisions of the Unit Agreement or such laws or regulations shall govern;

C. Consultation with Parties. Consult freely with the Farties within the area afiected by any operation here
under, and keep them advised of all matlers arising in operations hercunder which Unit Operator deems important,
in the excrcise of its best judgment;

I Payment of Costs. Pay all Costs ineurred in operations hereunder promptly as and when due and payable,
and keep the Committed Working Interests and all properiy used in connection with operations under this agree
ment free from liens which may be elaimed for the payment of sueh Cuosts, except any such lien which it disputes
in which cvent Unit Operator may contest the disputed lien upon giving written notice thereof to the Parties
aflected thereby,

. Il Records. Keep full and accurate records of all Casts incurred, and controllable materials and cquipment,
which records, and receipts and vouchers in support thereof, shall he available for inspection by authorized repre-
sentatives of the other Parties at reasonable intervals during usual business hours at the office of Unit Operator;

F. Information. Furnish to each of the other Parties who makes timely written request therefor (1) copies of

Unit Operator's authe -izations for expenditure or itemizstints of e-timnated expenditures in excess of ... ... ...

Ten  Thousand . . [OTTRVSURRRNURRURRURRRRRIN 143 ) ) o (310;000.-00 o) {2y eopies of all drilling reports, well
logs, basie engincering data, tank tables, gauge reports and tun tickels, (3) reports of stork on hand at the first
of each month, and (4) samples of cores or cuttings talon from wells Drilled hereunder. to be delivered at the well
in containers furnished by the Party requesting same, and (%) cych other and additiensl information or reporte as
may be required hy Direction of the Partics within the area affected:

G. Access to Unit Area. Permit each of the ofher Purties, Uroneh its duly authorized employees or agents, bt
at such Party's sole risk and expense, to have access to the Unit Avea at all thoes, and to the derrick floor of vach
well Drilled or being Drilled bereunder, for the purpose of observing operations conducied hercunder and inspecting

e
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rnaterials, equipment or other property used in connection with operations nnder this sereement, snd to have access
at reasonable tinies to information and data in the possession of Unil Operator concerning the Unit Area.
16.2 Insurance,

A. Unit Operator’s. Umt Operator shall comply with the Workmen's Compensation Law of the state in which
the Unit Arca is lreated. Unit Operator chall also maintain in {oree at all times with respeet to operatious hercunder
cuch ather insurance. f any. as may be regoired by law. in addition, Vinit Operator r.hal& mntain such other insur.
ance, if any, as is described in Exhibit & hereto altached or as reeeives the Approval of the Parlies frow tine to
time  Unit Operator shol carry ne other insurance for the henesit of the Parlies eveept as above specified. Upon
written reqiee~t ol any Party, Unit Operator shall furnish evidence of insuranee cairied by it with respect to uper-
ations hrreander

B. Contraciar’s, Unit Operstor shall require all contractors engaved in operstions under this agreement to cow.
ply with the Workmen’s Campensation Law of the state in which the Unit Area s located and to maintain such
insutanc e as is regquired hy Direchan of the Partics.

CoAutomotive Eyuipment. In the event Automobile Public fiability insutance is specified in said Exhibit 5 or
subsequently receives the Approval of the Parties, no divect eharn »hell be made by Unit Operator for premiums
paid for such incuranes o OGperater's fully owned antomotive equiproen?
+5-3—Npn-iser:
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16.4 Prilling Contracts. Fach Brilling, Deepening or Plugging Dack operation conducted hercunder, and not per
formed hy Unit Operitar with its ewn tools and equipment in accordanee with Section 137 dealing with U<e of Unit
Operator's Drilling Fampment, <hall e performed by a reputable dreiliing contractor having suitahle e({imx-nwnl and
personnel under writlen contract hetween Unit Operator and the contrastor, at the most {avorable rales and sn the most
favorable terms and conditions bid by anv such contractor after soliciting bids, if bids are obtainable, but otherwise at
rates and on termis and conditions receiving the Approval of the Farlies.

16.5 Unincured Losses. Anv and all payments made by Unit Operator in the seltlement or discharge of any liability
to third persons twhethere or not redoced to judgment) arising out of an operation eonducted bereunder and not covered
by insurance herein provided 1o be mantained by Unit Qperator shall be charged as Costs and borne by the Parly or
Parties for whese account such gperation was conducted.

ARTICLE 11
LIMITATIONS ON UNIT OPERATOR

17.1 Specific Linvtations. In the conduct of operations hereunder, Unit Operator shall not, without first obtaining
the Approval of the Parties: :

A. Change in Operations. Muke any substantial change in the basic metlhiod of operation of any well, except in
the case of an emergenry

I Limit on Fvpenditures. Undertake any project recwonshly ecdimated to require an expenditure in excess of

Fifteen Thousand ~  hojars s 15,000.00 . provided, however, that (1) Unit Opera-
tor i authorized to make 2N wsual and customary operating espenditares that are required in the normal course
of producing operatinns. 120 whenever Vinit Operator is autborized to conduet a Prilling, Deepening or Plugging
Back operation, a1 to undertake any othey projeet, in aceordance #ith this agreement, Unit Opecator shall be author-
ized to make 2il reasunable and necessary expenditures in connectinn therewsth and (3} in case of emergency, Unil
Operator may make such inbpediate expenditures as may bhe necessary for the proi-~ction of life or property, but
notice of such emergency shall he given to all other Parties as promptly as reasonably pessible.

' Partial Relinguishment. Make any partis! relivquizhtment ot its rights as Unit Operator er appoint any sub-

operator. - 5
. Settlement of Claims, P'ay in exeess of Prew Tho ; ey %gl.t!«):qs%elﬁe{rxscn‘%f3!§:,pglngplomer
than Workmen's (ompensation claims) for injury to or death of prrsons. or for Joss of or damage to property.
. Determinations. Make any of the determinations provided in the Unit Agreainent to be made by Unit Oper-
ator, except as otherwise specified in this agreement.

ARTICLE 18
TYYLES

18 1 Representatians of Ownership. Fach Party represents to all other Partic, that te the best of its knowledg},‘
and behel its ownership of Working Interests in the Unil Arc.e b= that set out in Fxhibit B of the Unit Agreement. [ it
duevelops that any such ownership is incorreclly stated, the rivhis and respopsibilities of the Parties shail he governed
by the previsions of this Article 14, bul such erroneous stalement shall not be a vause for cancelling or terminating this
agreement.

18.2 Title Papers to he Furnished.

A.-Lease Papers. Each Party, affer cxeruting this agreement, shall upon request promptly furnish Unit
Opcrator, rnd—n wrby-—reqresting-same, with photostatic copies of all leases, assigniments, options and other
contracts which it has 1 itz pussession relating to its Coramitted Working Interests,

B. Title Papers for Initial Test Well. Promptly after the etiective dale of this agreement each Party within
the arew deseribed as the Title Examination Area in Fxhibit 3 shalf at its own expense furnish Unit Operator with
the {ollowing title material relating to all lands within such area in which it owns Committed Working Iuterests
covering the same:

(1) Abstracts of title hased upon the county records certificd to current date,

(2) All lease papers, or photostatic copies thereof. mentioned in Section 15.2A which the Party has in its pos

session, and which have not becn previously furnished to Unmit Operator,

¢3) Copics of any title opinions which the Party has in its passession,

t4) If federal Lmds are involved, status veparts of current date setting forth the enttics found in the district

land office > s of the Burean of Land Management for the lands involved,
and also a certitied capy of the serial register for the federal leases invalved,

{5) If stute lands are involved, status reports of current date showing the entries pertaining to the land involved

found in the records of such state,

(6) If Indian lands ave iuvolved, status reports for the land involved showing the entries found in the office of

the Superintendent of the indian Agency and the area office for such Indian lands 1

C._Title Papers {or Subsequent Wells, Any Party who proposes the Drilling of 2 Subsequent Test Well or Explor-

atory Well shall, at the time of giving nntice for such propused well. designate a title examination area not exceed

ing &y e - acres and net including any lands within a participating area, When the drilling of a Devel
opment Well receives the Approval of the Parties within the participating area in which it is located, a title exami
nation_area which cove s lands outside any pariicipating area may be designated Lo the Approval of such Parties.
Each Party within any such title examination arca shall at its own expense snd upan request furnish Unit Qperator
with the title materials listed in Section 18.2B nat previously furnished, relating to all lands within such area in
which it owns Commmities] Working Interests.

D. Title Papers on Lstablishmient or Fplargement of 2 Paiticipating Area, Upon the establishment er the enlarve
ment of a participating atea, each Party shall promptly at ite own expensze furnish Unit Operator all the title mate.
rials listed in Scctten 18.2R relating (a alt s ﬁmﬁw“m Workin: futorety in iin binds l‘.-n};; a'nlhin such par
ticipating area as established or enlarged, WhicC ave not been previously [ ished.

e




18.3 Title Examination. Promptly after all title papers delivered pursuant to
Section 18.2 B, C, or D have been received, Unit Operator shall deliver such title papers
to an attorney or attorneys approved by the Parties within the title examination area.
Unit Operator shall arrange to have the same examined promptly by such attorney or
attorneys and shall distribute copies of the title opinions to said Parties as soon as they
are received. After a title examination has been completed and a reasonable tine, not
exceeding thirty (30) days, has been allowed for any necessary curative work, Unit
Operator shall submit to each, said Party copies of the title opinions and a report
concerning the title examination with written recommendations for approval or
disapproval of the title to each Committed Working Interest involved, and within fif teen
(15) days after receipts of such title opinions or reports said Parties shall advise Unit
Operator in writing of approval or disapproval of titles. Unless otherwise agreed, the cost
of all title examinations made under this Section 18.3 shall be charged as a part of the
Costs of Drilling the well for which such title examination was made.

18.4 Option for Additional Title Examination. Any Party who furnished materials
for title examination pursuant to Section 18.2 B, C, or D shall have the right to examine
all title materials furnished Unit Operator. If such additional title examination is
performed, this shall be at the sole cost and expense of the Party electing to perform the
same, and such Party shall bear any expense which may be necessary to reproduce title
materials for its use, if required. Whether or not such additional title examinaiton is
performed, each Party shall have the right to approve or disapprove title according to the
provisions of this Article 18. '

18.5 Approval of Titles Prior to Drilling. Where the Committed Working
Interests within a title examination area are owned by more than one Party then no
drilling shall be conducted within such area until title to the Committed Working Interests
therein has received the Approval of the Parties, as hereinafter in this Section provided.
If a Drilling Block has been designated for the Drilling of a well, such well shall not be
Drilled until title to the Committed Working Interests within the title examination area
established for such well is lcoated. Approval of title to the lands within a Drilling Block
shall be binding upon all Parties owning Committed Working Interests within such Drilling
Block. If land outside a participating area is designated as a title examination area for a
Developement Well, such well shall not be Drilled until title to the Committed Working
Interests within such title examination area has been received the Approval of the Parties
with the participating area in which such well is located. In all other instances where a
title examination area has been established for a well, such well shall not be drilled until
title to the Committed Working Interests within such title examination area has received
the Approval of the Parties herein. In the event Approval of the Parties is not obtained as
in this Section provided said Drilling Party (whether one or more) may proceed with the
Drilling of the well, but said Drilling Party (a) shall, by so proceeding, assume all risk
attending the failure to obtain such Approval to the same extent as if approval of title to
all lands within the Drilling Block (if one has been established) or the title examination
area (in all other instances) had been obtianed, and (b) shall also be deemed to have given
its approval of titles in all lands within the Drilling Block (if one has been established) or
the title examination area (in all other instances). :

18.6 Approval of Titles Prior to Inclusion of Land in a Participating Area.
Where the Committed Working Interest within a participating area are owned by more
than one Party, no Committed Working Interest shall be included within such participating
area or be entitled to participate in Production therefrom until title to such Committed
Working Interest has received the Approval of the Parties within such participating area.
Approval of titles to lands within a participating area shall be binding on all Parties within
such participating area and all Parties coming within such participating area upon any
enlargement thereof.

18.7 Failure of Title to Committed Working Interest Before Approval. If title
to any Committed Working Interest shall fail in whole or in part prior to receiving the
Approval of the Parties, the Parties who improperly claimed an interest in said land shall
sustain the entire loss occasioned by such failure of title, and do hereby expressly relieve

and indemnify Unit Operator and all other Parties from any and all liability on account
thereof. '

18.8 Failure of Title to Committed Working Interest After Approval. If title to
a Committed Working Interest which has received the Approval of the Parties under
Section 18.5 fails in whole or in part at a time when the tract affected thereby is within
an active Drilling Block or within a Drilling Block upon which a well has been completed
as a producer of Unitized Substances but which has not been admitted to a participating
area or if title to a Committed Working Interest which has received the Approval of the
Parties under Section 18.6 fails in whole or in part at a time when the tract affected
thereby is within a participating area, then:




A. the loss and any ensuing liability shall be charged as a common loss of the
Parties having interests in the affected particpating area or Drilling Block (including the
Party whose Committed Working Interest has been lost and including the acreage of such
Committed Working Interest); and ~

B. there shall be relinquished to the Party whose Committed Working Interest has
been lost such proportionate part of each of the other Committed Working Interests in the
lands within such affected participating area of Drilling Bock, subject to a like portion of
their respective Lease Burdens, as may be necessary to make the loss of such Committed
Working Interest a joint loss of the Parties within such particpating area of Drilling Block;
and

C. the relinquished portions of said Committed Working Interest shall be deemed
owned by the Party receiving the same, subject to a proportionate part of their respective
Lease Burdens for all purposes of this agreement.

18.9 Joinder by True Owner. If title to a Committed Working Interest fails in
whole or in part, such Committed Working Interest shall no longer be subject to this
agreement and the Unit Agreement. The true owner of a working interest ftitle to which
has failed may join in this agreement or enter into a separate Operating Agreement with
the Parties to this agreement upon such terms and conditions as received the Approval of
the Parties within the Unit Area and subject to any valid claims of the true owners.

ARTICLE 19
UNLEASED INTERESTS

There are no unleased interests.

8A
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ARTICLE 20
RENTALS AND LEASE BURRENS

20.1 Rentals. Each Party shall be obligated Lo pay any and all rendals and other sums (other than Lease Burdens)
payahle upon or in respect of its Committed Working Interests, subject, however, to the right of each Party to sur-
render any of its Commitied Working Interests in accordance with Article 27. Upon request, each Party shall furnish
to Unit Operator satisfactory cvidence of the making of such payments. However, uo Party shall be liable to any other
Party for unintentional failure o make any such payments provdied it has acted in good faith.

20.2 Lease Burdens. The Parly or Parties entitled to receive the Preduction allocated to a tract of land within a
participating area shall he obligated to make any and all payments, whether in cash or in kind. aecruing to any and all
Lease Burdens, net profits interests, carried intervsts and any similar interrest payable in respeet of such Produetion or
the proceeds thereof, except as provided in Article 22 dealing with Withdrawal of Tracts and Uncommitted Iaterests.
Che Party or Parties entitled to reecive the Production from @ well completed as a producer but nat included within
4 participating arca shall be obligated to pay ell Lease Burdens payable in respeet of such Production and each surh
Party shall be obligated to pay any net proiits interest, carried interest and similar interests payable in respeet of its
share of surh production, .

20.3 Loss of Committed Working Interest. I a Committed Working Toterest is lost through failure to make any
payroent above provided to be made by the Party owning the same, sucli Joes shall be borne entirely by such Party
provided, however, if the Committed Working Interest so last covers Innd wathin a participating area the provisions of

8 f Scction #-8 dealing with Failure of Title to Conmitted Working Interest shall apply.
8.8 ~ 7 ARTICLE 2}
TAXES

21.1 Payment. Any and all ad aﬂf;eﬁyvﬁe’@m?able upon the Committed Working Interests (and upon Lease
Burdens which are nol payable hy the owners theresf) or upon materials, equipnient or other property acguired and
held by Unit Operator hercunder, and any and all taxes (other than income taxes) vpon or measured by Unitized
Substances produced from the Unit Area which are not payable by the purchaser or purchasers thereof or by the owner
of Lease Burdens, shatl he paid by Unit Operator as aud when due and payable.

21.2 Apportionment. Taxes upon materials, equipment and other properly acquired and held by Unit Operator here-
under shall be charged to and borne by the Parties owning the same in proportion to their respective interests therein.
All other taxes paid by Unit Operator shall be charged to and borne by the Parties in proportion to their ownership in
the Committed Working Interests or Unitized Substances (as the case may be) upon which or in respect of which such
taxes are paid. Al reimbursements from owners of Lease Burdens, whether obtained in cash or by deduction fram Lense
Burdens, on account of any taxes paid for such owners shall be paid or eredited to the Parties in the same proportions
as such taxes were charged to such Parties.

21.3 Transfer of Interests. In the event of a fransfer by one Party to another under the provisions of this agree.
ment of any Committed Working Interest or of any interest in any well or in the materials and equipment in any well
or in the event of the reversion of any relinquished interest as in this agreenent provided the taxes above mentioned
assessed against the interest {ransferred or reverted for the taxable period in which such transfer or reversion eccurs
shall he apportioned hetween such Parties so that each shall bear the pereentage of such taxes which is proportionate
to that portion of the taxable period during which it owned such interest.

. 21.4 Notices and Returus, Each Party shall promptly furnish Unit Operator with copies of notices, assessments,
levies or tax stalements reeeived by it pertaining to the taxes to be paid by Unit Operator. Unit Operator shall rake
such returns, reports and slatements as may be required hy law in connection with any taxes shove provided to be paid
by it and shall furnish copies {o the parties upon request. 1t shall notify the Parties of eny tax which it does not propose
to pay before such tax becomes delinquent. -

ARTICLE 22
WITHDRAWAL OF TRACTS AND UNCOMMITTED INTERESTS

22.1 -Limitation—on Right of Withdrawal, N s e by ore o~ re—trrit— ; Frer
Departmental approval, Unit Operator shall nolify each Darty in-westineof-imERTIon to ile, speeifying in such notice,
to the best of mmmimnvmﬂmﬁtf ownership of unitized lands and Lease Burdens on Production
tererrem: 11 the owner of any substantial interest in a tract within the Unit Area has then failed or refused to join in the
Unit Agreement, the Party or Partics owning Committed Working Inferests in such tract shall have the right to with-
draw such tract from the Unit Area in accordance with the Unit Agreement; therk~ho ; sreh—pighi-
be exercised until after at least ten (10) days prior written notice to all other Parties-within-tht Unit Area and such right
shall not be exercised if within-+aitd-perrotof teldaye he non withdrawal of such tract receives the Direction of the

av e ) » e

- » e

n-Withdrawal—st—Direction—of ~Porties—3-the-non-withdrawnl -of-a—tract-receives+ t
of tlhe Parties as above provided and if such tract is included within a participating area, the : ovisions shall
appiy:

A. Any and oll payments and liahilities to the owners of ed interests in such tract that are in excess

of the payments thal would accrue to such owncrs-hadthoy executed the Vit Agreement shall be borne and shared
on an Acreage Basis by the Parties wi ¢ participating srea in which the tract is located.
B. If the paymen would accrue to the owners of uncommitted interests in such tract if they had joined

in the gréement are in excess of the pavments artunlly aceruing to them such excess shall be shared by all

223 Voluntary Non-Withdrawal. If the Party or Parties owning Committed Working Interests in a tract volun.
tarily fails to exercise the right to withdraw such tract in accordance with the Unit Agreement, all payments and lia-
bilities accruing to the owners of uncommitted interests in such tract shall be paid and borne by such Party or Parties.

ARTICLE 23
COMPENSATORY ROYALTIES

23.1 Nolice. Whenever demand is made in accordance with the Unit Agreement for the payment of compensatory

rgé'al;ics, Unit Operator shall give written notice thereof to each Party affected by the demand, as hereinafter pro-
vided.

. 23.2 Demand for Failure to Drill a Development Well. If the demand for eompensatory royalty results from the
faiture to Drill a Development Well and such well is not drilled, then Unit Operator shall pay such compensatory
royalty. Such payment shall be charged as Costs incurred in operalions within such participating area.

23.3 Demand for Failure to Drill a Well Other than a Development Well, 1§ the demand for cotnpensatory rovalty
results from the failure to Drill a well other than a Development Well and an election to Drill in order to avoid pay-
ment of Compensatory Royalties is not made by any Party owning a Committed Working Interest in the tract upon
which such a well may be Drilled. then Unit Operator shall pay such compensatory royally. Such payment shall be
chargeable to and borne by the Parties who would be obligated to bear the Costs of such well if the well were Drilled
as a Required Well in accordance with Section 10.4B. :

ARTICLE 24
SEPARATE MEASUREMENT AND SALVAGE

24.1 Separate Measurement. If a well conipleted as a prostucer of Unitized Substances is in or included in a partiei-
pating nrea but is not owned on anp Acrcage Basis by all tﬁe Parties witbin such participating area and if, within thirty
(30) days after request by any interested Party, a method of measuring the Production from such well without necess-
tating additional facilities ¢ es not receive the Approval of tie Parties, then Unit Operctor shall install such additional
tankage, flow lines or other facilitics for separate mcasurement of the Unitized Substances produced from such well as
Unit Operator may deem suitable. The Costs of such facilities for separate measurement sha,fl be charged to and bhorne
by the Drilling Party for such well and treated as Costs incurred in operating sueh well notwithstanding any other pro-
visions of this agreement.

. 24.2 Salvaged Materials. 1f any matertals and equipment are salvaged from a well completed as u producer after
being Drilled, Deepened or Pluzged Back otherwise than fur the account of all the Parties entitied to participate therein
before reversion to the Non Drilling Parties of their relinquished jmterests in the well, the procceds derived from sale

B
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tiereof, or, if not sold, the Salvage Value thereof, shall be treated i the same branner as procceds of Production from
such well for the purpose of determininyg reversion to Non-Drilling Parties of thetr refivquiched interests jn sueh well.

ARTICLE 25
SECONDARY RECOVERY AND PRESSURE MAINTENANCE

25.1 Consent Required. Unit Operator shall not undertake any program of secomdiry recovery ur pressure main.
teaanee involving tnjection of pas, water or other substance by any method, whetler naw known or hereafter devised,
withont first pbtaining the ccisent of notdesstha®. ... Parties in the agyregate owning not leas thai. ...

Ninety . __.per cent (. .......90. %) of the Committed Working Intcrests on an Acrewe Basis in the
oeriewating area alfected by any such program. After the Parties have voled to undectake a program of « condary
LLegvery or pressure maimenance in accordance with this section, the conduet of such a4 program shall be subject to
wrprrvision by the Parlies by vote as set forth in Article 14.

252 Above Giound Facilities. 'This agreement shall not be deemed to require any Purty to participate in the con-
struction or operation of any saseline plant, sulphur recovo y plant, dewasing plant or cther shove ground facitities to
prowvess or otherwige treat Production, other than such facilities ac may be requured far ireating l'mriurnoq in ordinary
lease operatious and such facilities as may be required in the conductl of operstions authorized under Section 25.1,

ARTICLE 26
TRANSFERS OF INTEREST
on Zoude Epon forc B o Yoot Ll o ll o sibebdd serdids ’ PO S L Pl pibinshiyionriod [ "

A O ’ e e g
any trov ifed o this anrcement as to less than ol) formations undeviving said tyoet without nrst vecenang the
Approval of the Pa

< in the Uit Area; provided, however, that such resivietion «hadl vnt apply 1 a treu fer by
any P'arty of any part of its TOMwai
or Wells and prior to the diseovery of

4 Working Interest in any {ract or (racts aiter the bHritling of the loatial Test Well

T Substances in payipg guantibies under a farmout arrangement in consid

eration of the Dril'ing of 8 well within the Unit - » ol expense to the other Parties and upeu the further eondition
that it such well results in (he Production of Unitized Substameesdu poy ins quantitics, suck well and the Production there-
from will be shured hy the Parties within the participating avea esf3? 4 tor such well in the sanie manner as if the

25.2 Sale hy Unit Operator. M Unit Operator sells all its Committed Woiking Interests, it shall resign and & new Unit
operator shall be seleqted s provided In the Unit Agreement,

263 Assumplion of Chligations, No transfer of any Commitfed Working Tnterests shall be etfeciive unless the same
i roade expresaly subjeet to the Unit Agreement and this agicement and the transferes aprees in writing (o ssseme “nd
Pt formy al{ eLigations of the transferor under the Unil Agreement and this agreement ivenlar as relates Lo the interest
assipned, except that such assumption of obligations shall, net he required in vase of a trunsfer by mortgage or deed of
trust as security for indebtedness,

26.4 Ffiective Date, A transfer of Committed Working Interests sholt not be effective as belween the Parties untd
the firsl day of the mouth next [ollowing the delivery to Thut Operatos of the original or a eertified copy of the instru
vent of transfor confoiming to the reguirements of Section 263, In no event shall & trancfer of Uommutted Working
injerests relicve the transferving Party of any ohligations acerued herostder prior to siwd effective date, for which pur-
pose any obligation assumed by the transferor ta participate in the Drilling, Decpening or Plugging Back of a well prior
tn such eflective date shall he deemed an accrued obligalion.

ARTICLE 27
RELEASE FRROM OBLIGATIONS AND SURRENDER

271 Surrender or Release Within  Partivipating Arvea. A Committed Working Interest covering fand withm a pax
ticivaling area shall not be swrendered except with the conseut of all Parties within vorh participating urea. However
a Party who awns » Conngittesd Working Interest in land within a participating arca and albo is not at the time cons
mitted to participate in the Drilling, Deepening or Plugging HKack of a well within sneh participating area may be srelicved
of fucther obligations with rospect to such participating area as then constitited by exccuting and delivering to Lun
Operator an assignment conveying to all other Parties within such parucipating srea a1 Committed Working Intervests
owned by such Party in lands within the participating area, together with the entire interest of such Party in any and
ail welis, materials, equipment and other properly within or pertaining te such participating area,

27.2 Procedure on Surrender Qutside Participating Arca. Whenover a Party desires to surrender its Commuitted
Working Interest in any tract which is not within any participsling srea, such Party shall give to all other Patties
written notice thereof deseribing such Committed Working Interest. The Parties receiving such nolice, or any of them,
stuall have the right at their option to take from the Party desiring to surrender an assigronent of such Committed Work-
ing Tnterest hy giving to the Pacty desiring to surrender writlen notice of election su to do within thirty (30) days after
rieccipt of the notice of the desire to surrender, If such election is made as above providedl, the Party or Parties taking
the assignment. (which shall be taken by them in proportion to the acreage of their Committed Working Interests among
thernselves in the Unit Area) shall pay to the assigning Party its share of the Salvage Value of any wells owned by the
Varties and then located on the land covered by such Committed Working Interest, which payment shall be made on
weript of the assignment. If no Party elects te take such assignment withun such thivty (30) day period, then the Party
ot Tarties owning such Committed Working Inlerest may surrender the same if surrender thereof can be made in acenrd:
ance with th- Vnit Agreement.

273 Acery .d Obligations. A Party making an assignment or surrender in aceordance with Seeticn 27.1 or ¢7.2 shall
not be reliceed of jts lability foo any obligation acerued hercunder at the time the assigpment or surrender is made.
o of obliation to bear its share of the Costs incurred in any Drilling, Deepening or Piugping Back operation in which
such Party has elected to participate prior to the making ol such assignment or surrcm}er, except to the extent that
the Party or Farties recciving such assigniient shall assume, with the Approval of the Parties, any and all obligations
of the assigning Party hereunder and under the Unit Agreement.

: ARTICLE 28
SEVERAY, NOT JOINT LIABILITY

28.1 Liability. Tue liability of the Parties hereunder shall be several and not juint or collcetive. Each Party shall be
re.ponsible onty for its ohligations as herein set out

28.2 No Partiership Created. It is noc the intention of the Parties lo create, nor snall this agreement or the Unit
aceement he construed as cresiing a mining or other partnership or association between the Parties, or to render them
liable as partners or associates. ‘

28.3 Electiun. Fach of the Parties hereby elects to be excluded from the application of Subchapter K of Chapter 1 of
subtitle A of the Interral Revenue Code of 1854 or such portion or portions thereof as may be permitted or autharired
hy the Seeretary of the Treasury of the United States or his delegate insoiar us such Subehapfer or any portion or por-
twns tnereof may ‘be applicable {o the Parties. Tf any present or futurc income tax lavs of the state or states in v hich
tt Uinit Area ‘s located. or any future income tax law of the United States, contain, or shall heveafter contain, provisions
similar ‘o those contained in the Subehapter of the Internal lievenue Code of 1054 ehove veferred to unider which o simi
lar elecuion is permitted, each of the Parties herchy elects to he excluded from the application of such laws  Aceordingly,
eael Parly hereby authorizes and directs Unit Operator {o exerute such an election or elections on its behalf and tile the
same with the proper ndministrative office or ageney. If requested by Unit Operator, cach Party agrees to execute and
juin in such instruments as are necessary ‘to make such :lections effective.

ARTICLE 29
NOTICES

?0.1 Giving and Receipt. Except as otherwise specificd herein, zny nolice, consent or statement herein provided
or permitted to be given by Unit Operator or a Party to the Parties shall be given in writing by United States mail or
by telegraph, properly addressed to each Parly to whom given, with postage or charges prepaid, or hy delivery thereef
in person to the Party to whom given; however, if delivered {0 a rorporate Party, it ghall not he deemed given unless
drlivered personally to an executive officer of such Party or fo its representative desipmated pursusnt to Seetion 145
dealing with Representatives. A notice given under any provision hereof shall be deenied given only when reccived by
the Party t¢ whom such notice is directed, except that any notice given by United States registerad miail or by telegraph,
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ARTICLE 37

37.1 Failure to Take in Kind. If any Party shall at any time fail or refuse to take
in kind or separately dispose of its proportionate part of Production, Unit Operator shall
have the right to enter into a contract for the sale of all or part of such Production at the
price which Unit Operator receives for its own portion of the Production, but any such
contract shall be only for such reasonable period of time as is consistent with the
minimum needs of the industry under the circumstances, and in no event shall the term
thereof exceed one (1) year, provided, however, that any Non-Operator may revoke at any
time Unit Operator's right to dispose of its proportionate part of Production.

Notwithstanding anythihg contained herein to the contrary, Unit Operator shall
not commit a sale of any Party's share of gas production which requires authorization of
any govement agency or is in interestate commerce without the written consent of such
Party.

37.2 Accounting Due Non-Drilling Party. In the event a relinquishment of
interest by a Non-Drilling Party occurs according to the provisions of this agreement as to
any well and Production is had from such well, Unit Operator shall furnish each Non-
Drilling Party upon its request all the information referred to in Section 16.1F and, in
addition, the following:

A. an itemized statement of the Costs of the operation in which the Non-
Drilling Party did not participate, and

B. until reversion occurs, a monthly itemized statement of the Costs
incurred in the operation of said well, the quantity of Production
therefrom, the amount of proceeds received from the sale of the same,
and the Lease Burdens paid with respect to such Production.

37.3 Reversion to Non-Drilling Party. The provisions of Section 6.2 are hereby
modified and limited with respect to a well covered thereby if any Party owning a
Committed Working Interest in the Drilling Block formed for such well elects not to
participate in the Costs thereof as to such Party's Committed Working Interest in the
Drilling Block. In such case, the relinquished interest of the Non-Drilling Party shall
revert to it in the same manner and under the same conditions as provided in Section 12.3
with respect to wells located in a participating area, except that the Production from such
well sufficient to cause such reversion shall be that which, had the Non-Drilling Party
elected to participate in such well, would be allocable on an Acreage Basis to the interest
of the Non-Drilling Party in the Drilling Block formed for such well. Upon reversion of
the interest relinquished by the Non-Drilling Party in such well, the provisions of Section
12.4 shall be applicable.

37.4 Subsequently Created Interests. Anything in this agreement to the contrary
notwithstanding, if any Party should, subsequent to the execution of this agreement,
create an overriding royalty, production payment, net proceeds interest, carried interest,
or any other interest out of its working interest (hereinafter called "subsequently created
interest") such subsequently created interest shall be specifically made subject to all the
terms and provisions of this agreement. If the Party which created such interest (a) fails
to pay when due its share of Costs, and its share of Production is insufficient to cover
such share of Costs, or (b) elects to abandon a well under Part 2 of Exhibit 4 or be
chargeable with a pro rata portion of all Costs in the same manner as if such subsequently
created interest were a working interest, Unit Operator shall have the right to enforce
against such subsequently created interest the lien and all other rights granted in Section
15.5 for the purpose of collecting Costs chargeable to the subsequently created interest.

37.5 Specific Consent---Drilling, Deepening, Plugging Back, Completing or
Abandoning. The consent or authorization by any party to the drilling, deepening or
plugging back of any well shall not constitute, nor be implied to be, a consent or election
to participate in a completion attempt or other operation beyond such authorized drilling,
decpening or plugging back and any related testing prior to the running of casing in
connection: therewith, and the plugging and abandoning thereof. This shall be true
regardless of any inconsistent expressed or implied provision contained herein or in the
Unit Agreement.
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37.6 Excess Burdens. Notwithstanding anything to the contrary herein contained it
is wnderstood and agreed that if any Party hereto should create any overriding royalty,
production payment, or other burden against its working interest share of production and
if any other Party of Parties should conduct nonconsent operations pursuant to any
provision of this agreement and as a result become entitled to receive the working
interest production belonging té" the Non-Consenting Party, the Consenting Party or
Parties entitled to receive the working interest proudction of the Non-Particpating Party
shall receive such production free and clear of burdens against such production and the
Non-Consenting Party creating each burden shall save the Consenting Party or Parties
harmless with respect to the receipt of such working interest production.

37.7 Non-Consent Investment Adjustment. Anything in this agreement to the
contrary notwithstanding, no Party shall be liable without its consent for any investment
adjustment charge under the provisions of Section 13.3D or Section 13.4D, which charge is
in excess of said Party's credits under Article 13. I n the event of the establishment,
enlargement, or contraction of a participating area, the provisions related thereto shall he
applicable to any investment adjustment to the same extent that such provisions are
applicable to a well drilled otherwise than for the account of all Parties entitled to
participate therein. Any Party subject to such charge may elect not to pay it in cash. If,
within thirty (30) days after a proposal for the establishment, enlargement, or contraction
of a participating area has been submitted by Unit Opeator in writing to the Partics
involved, a Party elects not to particpate in the investient adjustment applicable to the
establishment, enlargement, or contraction, such Party shall be a Non-Drilling Party and
shall be deemed, as of the effective date of the resulting area in connection with which
such charge is made, to have relinquished the interest for which such charge is made to
the Party or Parties who would otherwise be entitled to receive a credit under Section
13.3D or Section 13.4D, which later Party or Parties shall be the Drilling Party with
respect to such relinquished interest.  The Drilling Party shall own the relinquished
interest until it reverts to Non-Drilling Party pursuant to Article 12.

37.8 Non-Joining Rovalty Interest. Should the owner of a royalty interest fail or
refuse to execute or become bound by the Unit Agreement and as a result thereof the
Lease Burdens of the Party entitled to receive the production allocated to the tract or
tracts of land affected are more than the Lease Burdens computed on the basis of
production allocated thereto, Unit Operator, upon receipt of evidence thereof from the
Party affected, shall treat the same as an operating cost; similarly, if the Lease Burdens
are less than the Lease Burdens computed on the basis of production allocated thereto,
such Party shall remit the difference to Unit Operator for distribution to all Parties.

37.9 Non-Discrimination. In connection with the performance of work conducted
under this Agreement the Unit Operator agrees to comply with Executive Qcder 11246, as
amended, the provisions of which are contained in Exhibit "6" attached hereto and by this
reference made a part hereof.
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EXHIBIT "A'" and EXHIBIT "1"

. Attached to and made a part of the Unit Agreement and the
Unit Operating Agreement, respectively, for the Gardner Draw Unit Area,
Chaves and Eddy Counties, New Mexico

HUMBER SEZRIAL HUMBER BASIC ROYALTY LESSEE OF RECORD OVERRIDING ROYALTY : 3
TRACT DESCRIPTION QOF LAND OF AND EXPIRATION AND AND AND :omﬁz\mzmzqmmmmH
NO. ACRES DATE OF LEASE PERCENTAGE PERCENTAGE PERCENTAGE PERCENTAGE
FEDERAL LAND
1 T19S-R21E, NMPM 960.00 NM-4576 U.S.A. - All  King Resources Co. 100% J.I.Anderson .50% King Resources Co. 100%
Sec.15: All 2/28/78 Gerald T. Tresner 1.50%
mom.mm. Z\N Northern Natural
o GCas Company 2.50%
2 T19S-R21LE, NMPM 640.00 NM-4576-A U.S.A. - A1l King Resources Co. 100% J.I.Anderson .50% King Resourccs Co. 100%
Sec.14: W/2 2/28/78 Gerald T. Tresnecr 1.50%
Sec.23: W/2 Northern Natural
Gas Company 2.50%
Natural Resources
Corp.2.00U%
3 T19S-RZ1L, NMPM 2452.51 NM-7794 U.S.A. - A1l King Resources Co. 100% Gerald 1. Tresner 2.00% King Resources Co. 1006
Sec.17: All 9/30/78 Northern Natural
Sec.18: Lots 1,2,3,4, Gas Company 2.50%

/2, E/2 W/2
Sec.19: Lots 3,4,S5/2 NE/4,

E/2 SW/4, SE/4
Sec.20: S/2 N/2, S/2
Sec.30: Lot 1,NIi/4,E/2 NW/4



T19S-R21E, NMPM 720.00 NM-7795 U.S.A. - A1l King Resources Co. 100% Billie Robinson 1.00% King Resources Co. 100%

Sec.28: E/2 9/30/78 Clifton Wilderspin  2.00%
Sec.33: NE/4,E/2 NW/4, Northern Natural Gas
NW/4 NW/4, , Company 2508
NE/4 SW/4,
N/2 SE/4
5 T19S-R21E, NMPM 640.00 NM-7795-A U.S.A. - A1l King Resources Co. 100% wwwuwm wovwdmos . H.oow King Resources (o. 100%
Sec.29: All 9/30/78 Clifton Wilderspin  2.00%
o Northern Natural Gas
Company 2.50%
Natural Resources
Corp.1.00%
6 T205-R21E, NMPM 700. 36 NM-7796 U.S.A. - A1l  Roberts, Koch § E. B. Hall 5.00% Roberts, Koch § 100%
Sec. 3: Lots 1,2,3,4, 9/31/78 Cartwright 100% Cartwright
. 5,6,7,8
- S/2 N/2
Sec. 4 Lots 1,2,3,4,
5,6,7,8
SE/4 NE/4
7 T19S-R21E, NMPM 446.34 NM-10569 U.S.A. - A1l  King Resources Co. 100% Billie Robinson H.Nmm King Resources Co. 100%
Sec.20: NE/4 NE/4 10/31/79 B.L. :ocmm 1.75%
Sec.30: W/2 SE/4,SE/4 SE/4 Northern Natural .
Sec.31: Lots 1,2,NE/4 NE/4, Gas Co. 2.50%

W/2 NE/4, E/2 NW/4



10

11

T195-R21E, NMPM
Sec.31: Lots 3,4,E/2
SW/4, SE/4

326.38

T20S-R21E, NMPM 200.00

Sec. 4: SW/4,SW/4 SE/4

T19S-R21E, NMPM

Sec.28: W/2

Sec.33: SW/4 NW/4,
NW/4 Sw/4,
S/2 S/2

560.00

T19S-RZ21E, NMPM 280.00

Sec.34: S/2 NE/4,E/2
W/2,SW/4 SW/4

NM-10569-A
10/31/79

NM-10570
10/31/79

NM-10764

"11/30/79

NM-10764-A
11/30/79

U.S.A.

U.S.A.

U.S.A.

U.S.A.

- All

- All

- All

- A1l

King Resources Co. 100% Billie Robinson 1.25%
B.L. House 1.75%
Northern Natural Gas
Company 2.50%
Cities Service 0il Ray Jacoby 3.00%
Co. 100%
King Resources Co. 100% Patricia L. House 2.00%
Northern Natural Gas
Company 2.50%
King Resources Co. 100% Patricia L. House 2.00%
Northern Natural Gas
Company 2.50%
Natural Resources
Corp. 2.00%

King Resources Co. 100%

Cities Service 0il Co. 100%

King Resources Co. 100%

King Resources Co. 100%

-



12

13

14

15

T195-R21E, NMPM
Sec.22: SW/4,SW/4 SE/4,
E/2 SE/4

T195-RZ1E, NMPM

Sec. 9: W/2

Sec.26: W/2

Sec.27: W/2 W/2,
SE/4 SW/4

Insofar as lease covers:
T19S-RZ21E, NMPM
Sec. 8: SE/4 NE/4,

W/2 NE/4,

Nw/4, S/2

T19S-R20E, NMPM

Sec.24: S/2 NE/4,SE/4
Nw/4, N/2 S/2

T19S-R21E, NMPM

Sec.30: Lots 2,3,E/2 Sw/4

280.00

840.00

600.00

445.60

NM-10880
12/31/79

NM-11786
5/31/80

NM-11787
5/31/80

NM-14976
2/28/72

U.S.A.

U.S.A.

U.S.A.

U.S.A.

- All

- All

- All

- All

King Resources Co.

B.J. Bradshaw

Cities Service 0il
Company

Great Western
Drilling Co.
Davoil, Inc,

100%

100%

100%

Billie Robinson

B.1.. House

Northern Natural

04.476%

35.524%

Gas Co.

King Resources Co.

B.J. Bradshaw

100%

100%

Cities Service 0il Co.100%

Great Western
Drilling Co.
Davoil, Inc.

04,476 %

35.524%



16

17

18

19

T19S-RZ1E, NMPM 123.07
Sec.30: NE/4 SE/4,

Lot 4
T20S-R21E, NMPM

Sec. 5: Lot 8

T20S-R21E, NMPM 62.52
Sec. 5: Lots 1, 8

Insofar as lease covers:
T20S-R21E, NMPM 627.24
Sec. 5@ Lots 2,3,4,5,6,7,

SW/4 NE/4,S/2 NW/4,

S/2

T19S-R21E, NMPM 40.00
Sec.22: NW/4 SE/4

NM-19409
10/31/83

NM-19655
9/30/78

NM-19657
10/31/79

NM-27624
3/31/86

U.S.A. - All
U.S.A. - All
U.S.A, - All
U.S.A. -.>HH

Cathie Auvenshine

Roberts,Koch §
Cartwright

Cities Service 0il

A. Lansdale

Co.

100%

100%

100%

100%

E. B. Hall

Ray Jacoby

Cathie Auvenshine 100%

5.00%  Roberts, Koch § - 100%
Cartwright

3.00% Cities Service 0il Co.1gpe

A.Lansdale 100%



20

21

22

23

T19S-RZ1E, NMPM 960.00

Sec.26: E/2
Sec.35: All

T19S-RZ1E, NMPM 440.00

Sec.27: E/2,E/Z NW/4,
NE/4 SW/4

T195-R21E, NMPM 360.00
Sec.34: W/2 NW/4,Nw/4
SW/4, SE/4,

N/2 NE/4

Insofar as lease covers:

T20S-R21E, NMPM

Sec. 3: S/2

Sec. 4: E/2 SE/4,NW/4
SE/4,SW/4 NE/4,
S/2 NW/4

560.00

NM-28142
8/31/86

NM-28143
8/31/86

NM-28143-A
8/31/86

NM-28484
10/31/86

U.S.A. - All  Reed Gilmore 100%
U.S.A. - A1l Gladyce C. Lyon 100%
U.S.A. - A11 Cities Service 0il Gladyce C. Lyon

Co. 100%

U.S.A. - A1l Cities Service 0il
Company 100%

Edwin A. Robinson

Reed Gilmore 100%

Gladyce C. Lyon 100%

5.00% - Cities Service 0il Co.100%

5.00% Cities Service 0il
Company  100%



. tedse OO«wmuHmu
i S22 R20E, apy 600. 09 NM-295g7
Sec.24 555 S/4 3/31/87
Sec.25: Syr, NEZ4, Ny,
S/2

25

ZZ-NomHA
4/30/87

w:mommw ds Jeagse Covers:
26 HH@m,zmwmv NMPp 320. 00

NM-20g875
3/31/87

27 40.00

AM-30500
HN\E\%

U.S. A, All F.J. Bradspg, 100¢ F.J. Bradsha,, 10
U.S.A, - All Robert J. msonsmwM 1004 Pobert L.mSoHosme 100¢
U.s.a. . All Depco, Inc.

1002 James g, mmﬁwo:ﬂmw 5.00%

1004

U.S.A. . All Citieg Service 0i1 Emmwwms I.mbowmvuw. 1.
mosﬁmuw 100¢ Frankiip Knobe] 1



28 T19S-R20E, NMPM 200.00

Sec.24: S/2 SE/4
Sec.25: E/2 NE/4,
NW/4 NE/4

Insofar as lease covers: 1000.00

29 T19S-RZ21E, NMPM
Sec.21: All
Sec.23: E/2

Sec.31: SE/4 NE/4

NM-31085 U.S.A. - All
8/31/87
NM-32159 U.S.A. - All
Lease Pending

Issue

Claudene Beldon

Kenneth G. Cone

100%

100%

(Claudene Beldon 100%

Kenneth G. Cone 100%

29 Federal Tracts

16,384.02 acres or 86.84% of unit area

STATE LANDS

30 T19S-R21E, NMPM 600. 00
Sec.16: N/2, N/2 S/2,
Sw/4 SW/4, S/2 SE/4

L-1512-2 State of
10/15/78 New Mexico-All

Cities Service 0il
Co.

100%

Cities Service 01l Co.100%



34

31

32

33

T19S-R21E, NMPM
Sec.32: L/2,NW/4,N/2
SW/4,SE/4 SW/4

600.00

Insofar as lease covers: 640.00
T19S-R20E, NMPM
Sec.36: All

T19S-RZ1E, NMPM

40.00
Sec.32: SW/4 SW/4

Insofar as lease covers:
T19S-R21E, NMPM 160.00
Sec.19: NE/4 NE/4
Sec.20: NW/4 NE/4,

N/2 Nw/4

L-1608-2
2/15/82

L-2756-3
4/15/79

L-7031-1
2/15/82

LG-0462
7/31/82

State of

Cities Service 011 100%
New Mexico-All

Co.

State of

King Resources Co. 100%
New Mexico-All

Clifton Wilderspin
Northern Natural
Gas Corp.

State of

Cities Service 0il
New Mexico-All

Co. 100%

State of Kerr-McGee Corp. 100%
New Mexico-All

3.00%

2.50%

Cities Service 0il Co.100%

King Resources (o.

100%

Citiles Service 0il Co.100%

Kerr-McGee Corp.

100%



35 T19S-R21E, NMPM 243.74

Sec.16: SE/4 SW/4
Sec.19: Lots 1,4,
E/2 NW/4,
NW/4 NE/4

Insofar as lease covers:
36 T19S-R20E, NMPM 160.00
Sec.24: N/2 N/2

37 T19S-R21E, NMPM 40.00
Sec. §: NE/4 NE/4

LG-0463
7/31/82

L.G-0685

9/30/82

LG-3178-1
10/31/85

Statec of Kerr-McGee Corp. 100%
New Mexico-All

State of Cities Service 0il
New Mexico-All Co. 100%
State of Cities Service 0il
New Mexico-All Co. 100%

Cities Service 01l Co.100%

Cities Service 100%
011 Co.

Cities Service 0il Co.100%

8 State of New Mexico Tracts 2,483.74 acres or 13.16% of unit area
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KrafiBlE 601, tuusa 7aio Council of Petrcleum

COPAS — 1974
Recommended by the

Accountants Societies of
North America

EXHIBIT 2"

ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS
Definitions

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

*“Joint Operations” 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,

“Operator” shall mean the party designated to conduct the Joint Operations.
*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 tne Joint Property in a field operat-
ing capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geclogical or other
professionai skills, and whose primary function in Jcint 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 cmployees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Materizl” shall mean Material which at the time is so classified in the Materiai Ciassification Ma:. il
as most recently recommended by the Council of Petroleum Accountants Societics of North America.

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 shail be sep-
arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance iheir
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at :hie rate of twelve percent (124{ ) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts,

. Adjustments

Payment of any such bills shali not prejudice the right of any Non-Operator to protest or guestion the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) mecnth period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section. V.

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shali not extend the

time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this

Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

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 Accouniing Procedure and if the ugreement to which this Accounting Procedure is aitached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors,

—_1 —




II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

2.

Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
Labor

A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct
of Joint Operations.

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

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

B. Operator’s cost of holiday, vacation, sickness and disability benefits and cther customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

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

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

Employee Benefits

Operator’s current costs of established rlans for employees’ group life insurance. hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's iabor
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 per cent (209;).

Material

Material purchased or furnished by Operator for use on the Joint Property as provided uncer Section IV. Only
such Material shall be purchased for 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

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

A. If Material is moved to the Joint Property from the Operator’s warchouse or other preperties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account for & distance greater than the distance to the nearest rcliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of prof caslonul consultant services and con-
tract services of technical personnel dirvectly engaged on the Joint Property if such charges are excluded {rom the
Overhead rates. ‘The cost of proiessional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of mainienance, repairs, other
operating expense, insurance, taxes, depreciation. and interest on investment not io exceed eight per cent (8)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property. )

B.. In iieu of charges in Paragraph 7TA above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Properiy less 209¢. For automotive cquipment, Operator may elect to use rates
published by the Petroleurn Motor Transport Association.

Damages and Losses to Joint Property

. All costs or expenses necessary for the vepair or replacement of Joint Property made necessary because of dam-

ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those. YCadltln from Operator’s
gross negligence or willful misconduct. Operator shail furnish Non- Opelator written notice of damages or losses
incurred as soon as practicable after a report thercof has been receivea by Operator.

Legal Expense

Expense of handling. investigating and settling litigation or claims, discharging of liens, payment of judgments
and.amounts paid ior settlement of claims incurred in or resuiting from operations under the agreement or
necessary to protect or recover the Joint Property. except that no charge for services ¢f Operator’s legal staff
or fees or-expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Secilon III unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.

— 2



10.

11.

12.

1

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-

tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

lnsurance

Net premiums paid for insurance required to be carried 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, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

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.

III. OVERHEAD

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:
{(xxx) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly 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 above selected Paragraph of this Section III unless such
cost and expense 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 employed on the Joint Property shall ( ) shall
not (X) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate $.1,380.00 .
Producing Well Rate $_ First Five Years  $225.00
Next Five Years $205.00 Thereafter  $185.00
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

[1] Charges for onshore drilling welis 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 fifteen (15) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives 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-
sion of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
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 suspensmn of operations for fifteen (15) 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 one-well charge for 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 ane-well charge providing each completion is considered a separate
well by the governing regulatory authority.

[3] An inactive 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 one-well charge may be made for the month in which plugging and abandonment operatlons
are completed on any well.

[5] All other inactive wells (including but not limited to inactive wells covered by unit allowable,
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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. B OHEFhE”d IEE!‘eentage Basis

2.

(I) Operator shall charge the Joint Account at the following rates:

(a)"

Percent ( %) of the cost of Development of the Joint Property exclusive of costs
Paragraph 9 of Section II and all salvage credits.

(b) Operating

— %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of tion I, all salvage credits, the value of injected substances purchased
for sgcondary recovery and all taxe d assessments which are levied, assessed and paid upon the min-

(2) Application o ead - Percentage Basis shall be as follows:

For the purpose of defe ing charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all cost§ onnection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the u drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expendi incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or 1 ation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, € Major Construction as de:.ned in
~P&ragmph%Hm&Seam4&—AumheHosmhallh&cwsdemdas_me\

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess
of $25,000.00 :

A 5 o of total costs if such costs are more than $ ZS,!M)Q but less than $ H)(),()Q() ] ; plus
B. 4 9 of total costs in excess of $ 100,000 _ but less than $1,000,000; plus
C. 3 9 of total costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded.

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.

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make 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 outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
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 received. In case
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operator.

Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from 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) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

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

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally
available.

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventy-five percent (759 ) of current new price, as determined by Paragraph 2A of this Section IV.
(2) Material moved from the Joint Property

(a) At seventy-five percent (75¢z) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (65%) of -current néw price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring praoperty.
C. Other Used Material (Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (505,) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.

(2) 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 original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other 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 tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

Premium Prices

Whenever Material is not readily obtainable at 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 providing 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 Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying 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 Operator.

Warranty of Material Furnished by Operator

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

V. INVENTORIES
Operator shall maintain detailed records of Controllable Material.

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.

Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall 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 diligence.

Special Inventories

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

Expense of Conducting Periodic Inventories o

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties,

s




EXHIGT "3

Attached to and made a pait of the
Unit Operating Agreement for the
Gardner Draw Unit Area
Chaves and Eddy Counties, New Mexico

The Initial Test Well shall be drilled at a location satisfactory to Unit Operator and
approved by the Supervisor.

Depth. The Initial Test Well shall be drilled conformably with the terms of Article 9
of the Gardner Draw Unit Agreement.

Costs. All costs and expenses incurred in conncction with the Initial Test Well,
including drilling, testing, and completing into tanks, if an ol producer, or through
gas separator, if a gas producer, and plugging and abandoning, if a dry hole, shali be
borne and paid for by King Resources Company, and such other parties hereto as
agree to bear such costs in accordance wtih separate agreement among themselves,
subject to the investment adjustment provisions of Article 13 of this agreement.
Any cash contributions received towards the drilling of the Initial Test Well shall
belong to the parties sustaining the risk of drilling the Initial Test Well.

Title Examination Area. The Title Exarnination Arca for the Initial Test Well shall
be an area not exceeding 640 acres surrounding the location of such well as may be
designated by the Unit Operator.

Costs of Title Examination. The cost of Title Examination shall be charged as a
cost of drilling the Initial Test Well.
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Attached to and made a part of the
Unit Operating Agreement for the
Gardner Draw Unit Area
Chaves and Eddy Counties, New Mexico

Unit Operator shall at all times while operations are conducted on the jointly owned
property carry or provide insurance which indemnifies, protects and saves parties 10
the joint account blameless as follows:

1. Workmen's Compensation Insurance as contemplated by the laws of the
state in which operations will be conducted, and Employers' Liability Insurance
with limits of not less than $100,000.00 per employee;

2.  Public Liability (Bodily Injury) Insurance with limits of not less than
$100,000.00 for each person, and $300,000.00 for each accident, and Public
Liability (Property Damage) Insurance with limits of $100,000.00 for one
accident and $100,000.00 for any number of accidents;

3. Automobile Public Liability Insurance covering all automotive equipment
used under this Agreement, with limits of not less than $109,000.00 for bodily
injury for one person and $300,000.00 for rore than one person in any one
accident, and $50,000.00 for property damage in any one accident. (If
automotive equipment used is owned exclusively by OPERATOR, no charge
will be made to the joint account for premiums for this coverage except as
orovided in the Accounting Procedure - Exhibit "C".)

Operator shall submit to Non-Operators Certificates of Insurance in evidence of
such coverage.

Oneartor shall notify Non-Operators promptly in writing of any occurances wherein

P y Y pily g b

{iability may exceed the limits of the insurance I covered by the insurance as set
y y Y

out above. ‘



Attached to and made a part of the
Unit Operating Agreem ent
for the-Gardiés Braw Un.t Arce
Chaves and Eddy Counties, New V.exico

Executive Order 11245 a
Provisions of Section 202

b—n (L

"(1) The contractor will not discriminate azuinst ary e
for employment because of race, color, religion, sex or national crigin. The contractor
will take affirmative action to ensure that applicants are empioyed, and that employees
are treated during employment, without regard to their race, color, reiigion, sex or
national origin. Such action shall incluce but no be lirrited o the following: Employment,
upgrading, demotion, or transfer; recruitment or reCruitment adveriisin layoif or
terminaticn; dates of pay or other terms of CO’T);)G.".SU..JOU, and selection for trahin"
including apprenticeship. The contractor agrees to poest in conspicuous places avallable t
employees and applicants for emplo;mem, notices to be provided by the COJtraCuﬂb
officer setting forth the provisions of this non-discrimiration ciause.

(2) The contractor will, in all solicitations or advertisements
nlaced by or on behalf of the contractor, state thaz air qualified applicants will receive
consideration for employement without regard io race, color, r c
origin.

(3) The contractor will send to each labor union or representa s
with which he has a collective bargaining agreemert or otner <ortr:—.ct or uncerstanding, a
notice, to be provided by the agency contracting office, advising the .abor unlon or
workers' representative of the contractor's comrmitiments uncer SLC.,lOI‘x 202 of Executive
Order No. 11246 of September 24, 1963, and shall post copies of the notice in conspicuous

places availabie to employees and applicants for emsloyement.

(4)  The contractor will comply with all =rovisicns of Zxecutive Order No.
11246 of September 24, 1965, and of the rules, reguizticns, and relevant orcers of the
Secretary of Labor.
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(5) The contractor will furnish all irforrmation and report
Executive Order No. 11246 of September 24, 1545, anc by the r
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orders of the Secretary of Labor, or pursuant tne €10, and wiil permit access o his books,
records, and accounts, by the contracting zzency and tie Seb cmry of Lasor for purposes
of investigation to ascertain compliance with such ruics, reguiations, and orders.

(6) In the event of the contractor's noncompilance with  the
nondiscrimination clauses of this contract or with any ¢f such rul R {

, tegalztions or orders,
this contract may be cancelled, terminated or suspended in whole or in part and the
contractor may be declared ineligible for further Goverment contract in accorcance wich
procedures authorized in Executive Order No. 11745 of Seprember 24, 1965, and such
other sanctions may be imposed and remedies involved as provided in Executive Order No
11246 of September 24, 1965, or by rule, regulation or order of the Secretary of Labor, or

as otherwise provided by Law.
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(7} The contractor will include the provisions of naragraph (1) tarough (7)
every subcontract or purchase order unless exempted by rules, regulations. or orce
the Secretaryv of Labor issued pursuant ot Section ZZ#4 of Executive Order No. ‘12% v
September 24, 1965, so that such provislo"- wiil be binding upon each subcontractor or
vendor. The contractor will take such action with respect tc anv subcontract or purchase
order as the contracting agency may direct as a mezns of enforcing such provision
including sanctions for non-compliance; Provided, éw.o'\.=,reV'er, that in the event ti“
contractor becomes involved in, or is threatenec with, litigation with a subcontractor
vendor as a result of such direction by the contracting a:

the United States to enter into such litigation to -_‘
Q4+ 4+ Y

soncy, the contractor may request
rotect the interest of the United



