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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. Sees. 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. 

W I T N E S S E T H : 
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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: 

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February 

25, 1920, as amended, supra, and all valid pertinent regulations, including operating and 

unit plan regulations, heretofore issued thereunder or valid, pertinent, and reasonable 

regulations hereafter 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 Oil 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 Oil 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: 



(a) Unit Operator, on its own motion or on demand of the Director of the 

Geological Survey, hereinafter referred to as "Director," or on demand of the 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 effective as of the date prescribed in the notice 

thereof. 

(e) All legal subdivisions of lands (i.e. 40 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 f i f th 

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 f i f t h (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 f i f t h (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 

automaticallv eliminated from this Agreement as of said tenth (10th) anniversary. All 



in­

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 royalty 

interests (exclusive of the basic royalty interests of the United 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 i t . 

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 Unit 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 percentage 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 conducting Unit operations hereunder. Nothing herein shall 

be construed as authorizing removal of any material, equipment and appurtenances needed 

for the preservation of any wells. 

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) 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 
aDDroval of this Unit Agreement. 
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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, i t being understood that under this Agreement the 

Unit Operator, in its capacity as Unit Operator, shall exercise the rights of possession and 

use vested in the parties hereto only for the 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 



driiling 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. 

10. 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 in each 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: 

(a) specify the number and locations of any wells to be drilled and the 

proposed order and time for such drilling; and 

(b) to the extent practicable, specify the operating practices regarded as 

necessary and advisable for proper conservation of natural resources. 

Separate plans may be submitted for separate productive zones, subject to the 

approval of the 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 any Unitized 
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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 prescribed 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 



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 unavoidablv lost, shall be deemed to be nroduced 
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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 Agreement, each such tract of Unitized Land shall have allocated to it 

such percentage of said production as the number of acres of such tract included in said 

participating area bears to the total 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 i t is situated may properly be included in a 

participating area, such participating area shall be established or enlarged as provided in 

this Agreement, 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 



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 by 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 single 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 from 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. 

(a) The development and operation of lands subject to this Agreement under 

the terms hereof shall be deemed full performance of all obligations for development and 

operation with respect to each and every 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 ful l 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 

tn the end of the Drimarv term of such lease and are being diligently nroseruted 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 with 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 lands 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 that it shall be continued in full force and effect for and 

during the term of the underlying lease as such term is herein extended. 

(g) 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 
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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 all privileges and obligations hereunder by the grantee, transferee, 

or other successor in interest. No assignment or transfer of any working interest, royalty, 

or other interest subject hereto shall be 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: 

(a) 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 

so discovered ran be nrodured as aforesaid, 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 pa; ty 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 continue 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 United 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 30INDER. 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 
i 

this Agreement by written notice delivered to the Supervisor, the Land Commissioner and 

the Unit Operator prior to the approval 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 approval 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 the 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 



(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 this Agreement and the Unit Operating Agreement or lease such 

lands as above provided within six (6) months 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 Dav 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 operations 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: 
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UNIT OPERATING AGREEMENT 

GARDNER DRAW UNIT AREA 

STATE OF NEW MEXICO 
COtJNTTES 

COUNTY OF QIAVES AND EDDY 

THIS AGREEMENT made as of the dav of 1» 
by and among the parties who execute or ratify this agreement or a counterpart heieof. 

WITNESSETH: 

WHEREAS, the Parties have entered into that certain UNIT AGREEMENT M i l l THE DEVELOPMENT AND 

OPERATION OF THE Gardner Draw UNIT AREA, county of Chaves., and Eddy 
Stale of N e W N k K t C O latld as of the d;rv of , 19 .. .. 
and hereinafter referred to as the "Unit Agreement", covering the lands des-. libed in Exhibit 1, hereto attached, which 
lands are referred to in the Unit Agreement and in this agreement as the "Unit Area"; 

WHEREAS, the Parties enter into this agreement pursuant to Section 7 of the Unit Agreement, 
NOW, THEREFORE, in consideration of the mutual agreements herein set forth, it is agreed as follows: 

ARTICLE 1 
DEFINITIONS 

1.1 Unit Agreement Definitions. The definitions contained hi the Unil Agreement are adopted for all purposes of 
this agreement. In addition, each term listed below shall h ive the meaning stated therefor, whenever used in this agree-
incut. _ _ 

1.2 "Unit Operator" means. . King..Respurces. .Cprrfpany and its successors, 
as the Unit Operator designated in accordance with the Unit Agreement, acting in that capacity and not as an owner of 
Mwtong Interest. 

1.3 "Party" means a party to this agreement, including the Party acting as Unit Operator when acting as an owner 
of Working Interest. 

1.4 "Costs" means all costs and expenses incurred in the development and operation of the Unit Area pursuant to 
this agreement or the Unit Agreement and nil other expenses that are herein made chargeable as Costs, determined in 
accordance with the accounting procedure set forth in Exhibit 2 attached hereto, which shall f c c n i in all matters covered 
thereby, except that in event of inconsistency between said accounting procedure and this agreement, this agreement shall 
control. 

1 5 "Committed Working Interest" means a Working Interest which is shown on Exhibit P. to the Unit Agreement 
as owned by a Parly and which is committed to the Unit Agreement. Whetieu-i reference is made to a Parly " in" or 
"within" the Unit Area, a participating area, or other area designated pursuant to this agreement, such reference shall 
mean a Party owning a Committed Working Interest in lands within such area. 

"Acreage Basis", when used to describe the basis of participation lev the Parties within the Unit Area, a partici­
pating area, or other area designated pursuant to this agreement in voting. Costs, or Production, means participation by 
each such Party in the proportion that the acreage of its Committed Working Interests in such area boars to the total 
acreage of the Committed Working Interests of all such Partes therein. For the purposes of this definition, (a) the acre­
age of the working interest in a tract within the Unit Area shall be the acreage of such trad as set forth in Exhibit I ' 
to the Unil Agreement, and (b) if there are two or more undivided working interests in a tract, there shall be apportioned 
to each such working interest that proportion of the acreage of the tract that such working interest bears to the entire 
working interest in the tract. 

1.7 "Production" means nil Unitized Substances produced and saved from the Unit Area except so much thereof 
as is used in the conduct of operations under the Unit Agreement and (hi;; agreement. 

1.8 "Lease Burdens" means the royalty reserved to the lessor in an oil and RBS 1< ase, an overriding royalty, a pro­
duction payment and any similar burden, but does not include a carried working interest, a net prol)Is interest or any 
other interest, which is payable out of profits. 

IS) "Drilling Party" means the Parly or Parties obligated to bear the Costs incurred in Drilling, Deepening or Plug-
sing Back a well in accordance with this agreement at Ihe commencement of such opeiaf.ion. 

1.10 "Non-Drilling Party" means a Party who has had the optional right to participate in the Drilling, Deepening or 
Plugging Hack of a well anil who has elected not to participate therein. 

1.11 "Dr i l l " means to perform all operations reasonably necessary and incident to Ihe 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 tankage, or plugging and abandoning, if dry. 

*1.12 "Deepen or Plug Rack" means to perform all operations reasonably nece s.nv and incident to Deepening or 
Plugging Back a well, testing, and, if productive of Unitized Substances, completing or n.-complcting and equipping for 
production, including flow lines, treaters, separators and tankage, or plugging and abandoning, if dry. 

1.1.1 "Initial Test Well" means a test well specifically provided for in Section ti of the Unit Agreement and described 
in Exhibit 3 attached hereto. f 

1.14 "Subsequent Test Well" means a test well Drilled after the Drilling of the Initial Test Well or Wells, and before 
discovery of Unitized Substances in paying quantities in the Unit Area. 

1.15 "Development Well" means a well Drilled within a participating area arid projected to the pool or zone for which 
the participating area was established. 

1.16 "Exploratory Well" means a well other than a Development Well Drilled after discovery of Unitized Substances 
in paying quantities in the Unit Area. 

3.17 "Approval of the Parlies" or "Direction of the Parties" mean an approval, authorization or direction which 
receives the affirmative vote specified in Section 14.2 of the Parties entitled to vote on the giving of such Approval or 
Direction. 

1 18 "Salvage Value" of a well means the value of the materials and eqmpmrnt m 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 neuter pronoun " i t" . 

ARTICLE 2 
NO LIABILITY FOR DRILLING, DEEPENING OR PLUGGING BACK WI LLS WITHOUT CONSENT 

2.1 No Liability Without Consent. No party shall be liable without its consent for any portion of the Costs of Drill 
ing, Deepening or Plugging Rack a well except as provided in Section 10.4 with r^pcel to Required Wells, and except 
as provided in Article 13 dealing with Investment Adjustment. Nothing herein shall be construed to relieve a Parly of 
any obligation assumed by »t pursuant to Exhibit 3 to participate in the Costs of the Initial Test Well, 

ARTICLE 3 
INITIAL TEST WELL 

3.1 Location. Unit Operator shall begin to Drill the Initial Test Well within the time required hy Section 0 of the 
Unit Agreement or any extension thereof iif Ihe location sporiiied in Exhibit 3 attached hereto 

3.2 Costs of Drilling. Subject to tbe Investment Adjustment piovisioii.s of Article t:t the Costs <>f Drilling the Initial 
Test Well shall be shared by the Parties in the manner and in the proportions specife-d in pair) Evhibit .1. 

* For the purpose of Section 12.3B hereof and Section 7B of Exhibit 4 such terms 
do not include equipment or equipping beyond the wellhead connections (e.g. flow 
1ines," treaters, separators, tankage) and the same shall be considered included as a 
!>tt' f.f '-c.'i I oi ijiiFr-a!: i mi ui-'jer Section 1 '•'. 2 .n.-j ;'• or } .'••il i* , 
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ARTICLE 4 
SUBSEQUENT TEST WELLS 

4.1 Right tn Dril l . The Drilling of any Subsequent Test Well shrill be on surh terms and conditions as the Parties 
shall agree; piovided, however, that in the absence of agreement, such well:; may be Drilled under the provisions of 
Article 9 dealing with Exploratory Wells. 

ARTICLE 5 
ESTABLISHMENT, REVISION AND CONSOLIDATION OF PARTICIPATING AREAS 

5.1 Proposal. Unit Operator shall initiate each proposal for the establishment or ievi>don of a participating area by 
submitting the proposal in writing lo each Party at least... 2Q days before filing the same with the Dirertur' The 
date of proposed tiling must be shown on the proposal. It the proposa! i . reives the Approval of the Parties within the 
Ptoposcd participating area, then such proposal shall be filed on the date specified in ihe notice. 

5.2 Objections to Proposal. Prior to the proposed filing dale any Pnity may submit to all other Parties written 
objections to such proposal If, despite such obicetions, (he proposal receives the Xpprov.il of the Parlies within the pro­
posed participating area, then the Party making Ihe objections may renew the same before the Director? 

5.3 Revised Proposal. If the proposal does not receive the Approval of the Parties within the proposed participating 
area, then Unit Operator shall submit a revised proposal taking into account the objections made to the first proposal 
If no proposal receives the Approval of the Parties within.. ° y days from the submission of the first proposal. 
then Unit Operator shall file with the Directnr- h proposal reflecting as nearly as practicable the various views expressed 
by the Parties. ^ 

5.4 Rejection by Director. If a proposal filed by Unit Operator, ?s above provided, is rejected by the +*rr*«iuc, Unit 
Operator shall initiate a new pioposal in the same'manner as provided in Section 5.1. and the procedure with respect 
thereto shall be the same as in the case of an initial proposal. 

5.5 Consolidation. Two or more participating area* may be combined as provided in the Unit Agreement. 

*Supervisor ARTICLE r. 
APPORTIONMENT OF COSTS AND OWNERSHIP AND DISPOSITION OF PRODUCTION AND PROPERTY 
G.l Apportionment and Ownership Within Participating Area. Except as ot bet-.vise provided in Article 0 dealing 

with Development Wells. Part I or Exhibit 4 dealing with Exploratory Wells and Carl 2 of Exhibit 4 dealing with 
Attempted Completion, Deepening and Plugging Back: 

A. Costs. All Costs incurred in the development and operation of a participating area for or in connection with 
iroduction of Unitized Substances from any pool or'zone for which such participating area is established shall he 
>nrne by the Parties within such participating area on an Acreage Basis determined as of the time such Costs are 

incurred. . , _ . 
R. Production. All Production from a participating area shall be a l l oca i e t / f f n , e f l n i i /Mfc^M^ tWMii i t Agree 

went- to the tracts of land within such participating area. That portion of such Production which is allocated to any 
such tract shall be owned by the Party or Parties having Committed Working Interest or Interests therein in the 
same manner and subject to thi- 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 which is charge­
able as Costs and which have been acquired in connection with the development or operation of a participating area 
shal) be owned by the Parties within such participating area on an Acreage Basis 
fi.2 Ownership and Costs Outside Participating Area. If a well completed as n producer is not included within a par­

ticipating area, such well, the Production therefrom, and the materials and equipment therein or appurtenant thereto 
shall be owned hy the Party or Parties who constituted the Drilling Party for such well, and all Costs incurred in the 
operation of the well shall be charged lo and home by such Party or Parties, and all Lease Burdens payable in respect 
of Production from the wcl shall be borne and paid by such Party or Parties. If the Drilling Party comprises 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 \w kind or separately dispose of its share of Pro­
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 be entitled to receive directly pavment for its proportionate share of the pro­
ceeds from the sale of its share of Production, and on all purchases or safes each Party shall execute any division order 
or contract of sale pertaining to its interest. 
>, r | <. rei rj | f [„ | | ; m j ff n l 1 j pnrfj furl i in tn tidrc rr rt i -_n r - r nf i'n riinrr I'- it Op-rnr-rtihjuMJxaji'H thii right 

for the time being and subject to revocation af will hv tbe Partv "\vntiigvinv tu |v>™-Kĵ ---*«*r--rfr-Tmm awiimi or sell 
to others such share af not less than the maikel price p-tr. i ' lu i ir IIP1 n"i ' less than the price Unit Operator 
receives for its share of T'IJJIJII i linn, euliji" I I li I In i jglii of such parly to exercise al any time its right to take in kind or 
senaraiii>'..ilii post uf 11.'. uwn sbare-pf Prrnbictwu .not previously taken by Unit Operator or delivered to others pursuant 

jnrTnl̂  r.cftinn fi..i. Refer to Section 37..1 
65 Surplus Materials and Equipment. Materials and equipment acquired by the Parties, or any of them pursuant 

to this agreement, may be classified as surplus by Unit Operator when deemed bv it to be no longer needed in opera­
tions hereunder, by giving to each Party owning an interest therein written notice thereof. Such surplus materials 
and equipment shall be disposed of as follows: 

A.- Each Party owning an interest therein shall have the right to take in kind its share of surplus tubular goods 
and other surplus items which are susceptible of division in kind, by written notice given to Unit Operator within 
thirty (30) days after classification thereof ns surplus, except, that 'such »-ight shal! not apply to junk or to any item 
(other than tubular goods) having a replacement cost less than one thousand dollars ($1,000). 

R. Surplus materials and equipment not divided in kind (other than iunk and any item other than tubular goods 
having a replacement cost of less than one thousand dollars ($1,000)) bf ot»red fr> the Parties owning interests 
therein and sold to the highest bidder or bidders. 

C. Surplus materials and equipment not disposed of in accordance with the prrreding provisions of this section 
shall be disposed of by Unit Operator for the best prices obtainable. 

ARTICLE 7 
PLANS OF DEVELOPMENT 

7.1 Wells and Projects Included. Each plan for the development and operation of (he Unit Aiea which is submitted 
by Unit Operator to the Supervisor in accordance will) the Unit Agreement shall make provision on!v for such Drilling. 
Deepening and Plugging Back operations and such other projects as Unit Operator has been authorized to conduct by 
the Parties chargeable with the Costs incurred therein 

7.2 Notice of Proposed Plan. At least ten (10) days before submitting anv such proposed plan to the Supervisor, 
Unit Operator shall give each Party written notice thereof, together with a copy of ihe pi oposcd plan. 

7.3 Notice of Approval or Disapproval. If and when a proposed plan has been approved or disapproved by the Super­
visor, Unit Operator shall give prompt written notice thereof to each Partv. In the ease of disapproval, Unit Operator 
shall state in such notice the reasons therefor. 

7.4 Amendments. If any Party or Parties shall have elected to proceed with Drilling. Deepening or Plugging Rack 
operation in accordance wi h the provisions of this agrreme L and such operation is no' provided for in the then current 
plan of development as approved by the Supervisor, Unit Operator shall either (a) request the Supervisor to approve 
an amendment to such plan which will provide for the conduct of such opeiation, or (b) request the Supervisor to con­
sent lo such operation, if his consent is sufficient. 

7.5 Cessation of Operations Under Plan. If any such pl:,n as approved h\ tin: Supervisor provides for the cessation 
of any Drilling or other operations Ihrrein provided for on th" happening uf » i.onioi"f no. and if sorb contingency occurs, 
Unit Operator shall promptly cease suui Drilling or other operations and -ball not incur any additional Costs in come c 
tion therewith unless and until such Drilling or other operations are again authorized in 'accordance with Ibis agree­
ment by the Parties chargeable with such Costs. 
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ARTICLE 8 
DRILLING OP DEVELOPMENT WELLS 

R.l Purpose and Procedure. It is (he purpose of this Article to set forth the procedure for Drilling a Development 
Well otherwise than hy the written consent of all Parties within the participating an a involved. The Drilling of a Devel­
opment Well pursuant to the procedure herein set forth shall, however, he subject to such Drilling receiving the Approval 
of the Parties, unless the Drilling of Ihe proposed well is necessary to prevent the loss of Committed Working Interest 
in the tract of land on which the proposed well is to be Drilled. Vote by any Party in favor ot Approval of the Drilling of 
any such well shall not, howver, be deemed an election by sue'- Party to participat* in tl » Costs thereof, but will mean 
only that such Party considers the Drilling of the well consistent with the ordinary development of the participating 
area involved and has no objection to tlie Drilling thereof 

8.2 Notice of Proposed Drilling. Subject to the provisions of Section il 1, any P. ttv within a participating area may 
propose the Drilling of a Development Well therein by giving; In each of th- other Parties within the participating area 
written notice specifying the location, depth and estimated cost of the proposed -veil, which location shall conform to 
any applicable spacing pattern theretofore adopted or then being followed, or an authorized exception thereto. 

8.3 Response to Notice. Within thirty (30) days after receipt of such notice, each Patty within such participating 
area shall advise all other Parties therein, in writing, whether or not it wishes lo participate in Drilling the proposed 
well, l i all Ihe Parties within such participating area so advue that they wish to participate therein, the proposed well 
shall be Drilled hy Unit Operator for the account of all the Parties within the t-'*i tuMuating area. If any Party fails tn 
i " pond to such notice within said thirty (30) day period, it shall be deemed to have elected not to participate in Drilling 
the proposed well. 

8.4 Notice of Election to Drill . Unless all Parti»s within the participating nre.i agree to participate in response to 
said notice, then within fifteen (15) days after expiration of said period of thirty CW> days, each Party within the par­
ticipating area who then desires fo have the pjoposed well Drilled shall give to all other Patties Within tbe participating 
area written notice of election lo proceed with the Drilling of said well Failure to give such notice shall be deemed an 
election not to participate in Drilling said well 

!i 5 Effect of Election to Drill, ff one or more, but not all of the Parties within Ihe participating area so elect to pro­
ceed. Unit Operator shall Drill the well for (he account of such Party or Parties, ,Uu- shall constitute Ihe Drilling Party. 

8 6 Subsequent Election. If election to Drill the proposed well is marie, any Party withm the participating area who 
ti if, not previously elected lo participate therein may do so by written notice given to all other Pari ies within the par­
ticipating area at any time before operations for Drilling the well are commence.!, in which event such Parly shall be 
included in the Drilling Party. However, such Party shall be bound by any and all (un ctions and Approvals theretofore 
given by the Drilling Parly concerning the Drilling of the well. 

8.7 Rights and Obligations of Drilling Party and Non-Drilling Parlies. Whenever a Development Well is Drilled 
otherwise than for the account of all Parties within Ihe parlicipating area involved, the provisions of Article 12 dealing 
with Rights and Obligations of Drilling Party and Non-Drilling Parties shall be applicable. 

ARTICLE 9 
EXPLORATORY WELLS 

9.1 Proreduie tor Drilling. Tbe Drilling ot Exploratory Wells shall be gowrned hy Die provisions of Part 1 of Exhibit 
4 hereto attached and made a part hereof. 

ARTICLE 10 
REQUIRED WELLS 

10.1 Definition. For the purpo.se of this Article a well shall he deemed a required well if the Drilling thereof is 
required by the final order of an authorized representative of the Depaitiucnt ei Int.- rioi Such an order shall be deemed 
final upon expiration of the time allowed for appeal therefrom without the commencement of appropriate appeal pro­
ceedings or, if such proceedings are commenced within said tune, upon the final disposition of the appeal. Whenever 
Unit. Operator receives any such order, i l shall promptly mail a eopy thereof to each of the other Parlies; if any such 
rrder is appealed, the Party appealing shall give prompt written notice thereof to each of the other Parties, and upon 
final disposition of the apped, Unit Operator shall give each of the other Parties prompt written notice of the result 
thereof. 

102 Election lo Drill , Any Party desiring to Drill , or participate in the Drilling of, a required well shall give to 
Unit Operator written notice thereof within thirty (30) davs after the eider requiring such well becomes final or within 
such lesser time as may be required by such order, tf such notice is ghvn within said period, Unit Operator shall Drill 
the required well for the account of the Party or Parties giving such notice, who sh.ill bear all Costs incurred therein, 
piovided, however, that if the Required Well is a Development Well it shall not be drilled unless it receives the Approval 
of the Parties. The rights and obligations of such Party or Parlies with respect to the ownership of such well, the oper­
ating rights therein, the Production therefrom and the "bearing of Costs incurred therein shall be the same as if the well 
had been Drilled for the account of such Parly or Parties under Article ft dealing with Development Wells, if the same is 
a Development Well, or Article 9 dealing with Exploratory Wells, if the same is an Exploratory Well or a Subsequent Test 
Well 

10.3 Alternatives fo Drilling, ff no Party elects to Drill a required well wit bin (he period allowed for such election, 
and if any of the following alternatives is available, the. first such alternative which is available shall he followed: 

A. Compensatory Royalties. If compensatory royalties may be paid in l i ' u of Drilling the uell and if payment 
thereof receives, within said period, the Approval of the Patties" who would be rhargeahle with the Costs incurred 
in Drilling the well, if the well were Drilled as provided in Section 10.4. Unit Operator shall pay such compensatory 
royalties for the account of said Parties; or 

B. Contraction. If the Drilling of the well may be avoided, without other penalty, by contraction of the Ltolt . 
Area, Unit Operator shall make reasonable effort to effect such contraction with the approval of the D i u a l o i " , ' 6 r " u P e r v l S Q I 

C. Termination. I f the required well is a Subsequent Test Well, the Parti' s shall join in termination of the Unit 
Agreement in accordance with its provisions. 
10.4 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. If the required well is a Development Well, it shall be Drilled by Unit Operator for the 

account of all Parties within the participating area in which the well is Drilled; or 
B. Exploratory Well. I f the required well is an Exploratory Well, it shall be Drilled by Unit Operator for the 

account of the Parly or Parties who would be obligated to bear the Costs thereof in accordance with Part 1 of 
Exhibit 4. 

ARTICLE I I 
ATTEMPTED COMPLETION, DEEPENING, PLUGGING RACK AND ABANDONMENT 

11.1 Procedure. The attempted completion, Deepening, or Plugging Bark of any well not completed as a producer, 
the abandonment of n producing well and the Deepening or Plugging Brick of any well abandoned in the stratum in 
which it was completed as a producer, shall be governed bv the provisions of Part 2 of Exhibit 4 hereto attached 
and made a part hereof. 

ARTICLE 12 
RIGHTS AND OBLIGATIONS OF DBILLING 

PARTY AND NON-DRILLING PARTY 
12.1 Scope of Article. Subject to such contrary or inconsistent 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 
Plugged Back or completed otherwise than for the account of all Parlies entitled to participate therein, shall tie gov­
erned by the succeeding pro isions of this article. 

12.2 Relinquishment of Interest by Non-Drilling Party. When a well is Drilled. Deepened. Plugged Back 0 r com­
pleted otherwise than for the account of all Parties entitled to participate therein each Non Drilling Party shall be 
deemed to have relinquished to the Drilling Party al) of its operating rights and working interest in and to such wel! 
In the case of a Deepening or Plugging Back, if a Non-Drilling Party owned an im-r-st in <he well immediately prior 
to the Deepening or Plugging Back, the Drilling Party shall pay to such Non linliiug Partv its .-,hare of the Salvage 
Value of the well, such payment to be made at the time the well is taken over bv the Drilling Party for Deepening or 
Plugging Back. 
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12.3 Reversion of Relinquished Interest. If the well is completed as a producer of Unitized Substances, and if the 
well is a Development Well, or results in the establishment or enlargement of a p-jrt>r>t>a*iiig an a to include such well, 
then the operating rights and working interest "Relinquished by a Non l>i illing 1' utv 4. ill revert to it at such time .is 
t;»c proceeds or market value of that portion of the Production obtained from the well after such relinquishment which 
is allocated to the acreage of such Non-Drilling Party in the participating area involved (after deducting from such pn> 
cecds or market value ail Lease Burdens 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 equal the total of the following: 

A. 1110% of that portion of the Costs incurred in updating th- well after such . elinquishmcnt, ami up to such 
time, that would have been charged to such Non-Drilling Party il Ihe well had been Drilled, Deepened, Plugged 
Back or completed for the account of all Parlies entitled to participate thriein 

B 30U of that portion of the Costs incurred in Drilling, Deepening. Plugging Back or completing the 
well that, would have been charged to such Non-Drilling Par'.y if I be well had been Drilled, Deepened, Plugged Back 
or completed for the account of all Parties entitled to participate therein. 

However, if a Deepening or Plugging Back is involved (1) any pavment made lo such Non Drilling Parly as its share of 
the Salvage Value of tlie well in accordance with Section 12 2 shall be added to and deemed part of tbe Costs incurred 
in operating the well, for the purposes of Subdivision A above, and i2) if such Non-Drilling Party did not participate 
in the initial Drilling o( the well, but the Drilling Party did paituipate therein, ami if the interest relinquished by such 
Non-Drilling Party upon the initial Drilling of the well had not reverted to it before such Deepening or Plugging Bark, 
then, for the purposes of Subdivision B above, there shall be added to and dinned part of the Costs incurred in the Deep­
ening or Plugging Back, the then unrecovered portion 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 Kffcct of Reversion. From and after reversion to a Non Drilling Party of its ielinquished interest in a well, 
such Non-Drilling Party shall share, on an Acreage Basis in the ownership of the ucll, the operating rights and working 
interest therein, the materials and equipment in or pertaining to the well, the Production therefrom and the Costs of 
operating the well. 

12.5 lti»Jits and Obligations of Drilling Parly. The Drilling Party for whom a well is Drilled, Deepened, Plugged 
Back or completed shall pay and bear all Costs incurred therein, and shall own the well, Ihe materials and equipment in 
the well or pertaining thereto, and the production therefrom, subject to reversion to each Non-Drilling Party of its 
relinquished interest in the well. If the well is a Development Well, or results in the establishment or enlargement of a 
participating area to include the well, then, until reversion to a Non Drilling Party of its relinquished interest, the 
Dulling Party shall pay and bear fa) that portion of the costs incurred in operating the well that otherwise would be 
chargeable to such Non-Drilling Parly, and (b) all Lease Burdens that are. payable in respect of that portion of the Pro­
duction from such wet! which is allocated to the acreage of such Non-Drilling Party. It the Drilling Party includes two 
i : ) or more Parties, the burdens imposed upon and the benefits accruing to the Drilling Party shall be shared by such 
Parties on an Acreage Basis among themselves. 

ARTICLE 13 
ADJUSTMENT ON ESTABLISHMENT OR CHANGE OF PARTICIPATING 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 two or more participating arras are combined (the par­
ticipating area resulting from such establishment, revision or combination being hereinafter referred to as a "resulting 
,:ica") an adjustment shall be made in accordance with the succeeding provisions of this Article 13, as of the date on 
which the establishment, revision or combination that create:- such resulting area becomes effective, such date being 
hereinafter referred to as the "effective 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 is either ()) completed in and capable of pro­

ducing unitized substances from a pool or rone for which such resulting area is created, or (2) used as a disposal 
well, injection well or otherwise, in connection with the production of Unitized Substances from such resulting area. 

B. "Intangible value" of a useable well within a resulting area means the amount of Costs incurred In Ortll 
ing such well, or Deepening it, down to the deepest pool or zone for which such resulting area is created, and which 
contribute to the Production of Unitized Substances therefrom and which are properly classified as intangible costs 
in conformity with accounting practices generally accepted in the industry, reduced at the following rates for each 
month during any part of which such well has been operated prior to the effective date of such resulting area: 

(1) . . o n ? " . l 1 . a _ f per cent (.....•..•>Q %) per month for a cumulative total o f s . i * t . V .£60) . months, 
and 

(2) . Ze ro per cent (....-.Or. % ) per month for each month in excess of said cumulative total. 
C. "Tangible property" serving a resulting area means any kind of tangible property (whether or not in or per­

taining lo a well) which has been acquired for use in or in connectmn with the Production of Unitized Substances 
from such resulting area or any portion thereof, and the cost of which has been charged as Costs pursuant to this 
agreement. 

1). "Value" of tangible property means the amount of Costs incurred therefor, including Costs incurred in the 
construction or installation thereof (excepting installation costs properly classified as part of the intangible costs 
inclined 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 as receive the Apptoval of the Parties within such resulting area, 
fur the period of time between the acquisition date thereof and the effective dale of such resulting area. 
13.3 Method of Adjustment on Establishment er Enlargement. As promptly as reasonably possible after the ef-

leclivc dale.of a resulting area created by establishment or enlargement of a participating area, and as of such effec­
tive dale an adjustment shall be made in accordance with the following provisions except in the extent otherwise speci­
fied in Section 13.fi. 

A. The intangible value of each useable well within such resulting arra oa the effective date thereof shall he 
credited to the. Party or Parties who own such well immediately prior to such effective date, in proportion to their 
respective interests in such well immediately prior to such effective date. The total amount so credited as the 
intangible value of useable wells shall be charged fo all parties wilhiti the irsulting area on an Acreage Basis. 

B. The value of each item of tangible property serving the resulting area on the effective date thereof shall 
be credited to the Party or Parties who own such item immediately prior to such effective date, in proportion to 
their respective interest:-, in such item immediately prior to such effective date. Tlie total amount so credited as 
the value of tangible property shall be charged to all Parties within the resulting area on an Acreage Basis. 

C. If a resulting area, on the effective date thereof, is served by any tangible property or useable well, which 
also serves another participating area or other participating areas."tbe value of such tangible property and use 
able well (including intangible value (hereof) shall be determined in accordance with Subdivision D of Section 
13 2, and such value may be fairly apportioned between such resulting area and such other participating area or 
areas, provided that such apportionment receives Approval of the Patties in each participating area concerned 
That portion of the value of such tangible property and useable well (including intangible value thereof) which is 
so apportioned to the resulting area shall be included in the. adjustment made ;ts of the effective date of such result­
ing area in the same manner as the value of tangible property serving only the resulting arco. 

D. The credits and charges above provided for shall be made by Unit Operator, in such manner that an ad­
justment shall be made for the intangible value of useable wells separate and apart from an adjustment foi the 
value of tangible property. On each such adjustment each Party who is charged an amount in excess of the 
amount credited to it, shall pay to Unit Operator the amount of such excess, which shall be considered as Costs 
chargeable to such Part'- for all purposes of Litis agreement, and such amount, wb-n received by Unit Operator, 
shall be distributed or credited to the Parties who, m such adjustment, are credited with amounts in excess of the 
amounts charged to them respectively. 
13.4 Method of Adjustment on Contraction. As promptly as reasonably possible after the effective date of any 

contraction of a participating area, an adjustment shall he made with each party owning a Committed Working Inteiest 
ui land excluded from the participating area by such con'ruction (such Committed Working Interest being herein 
after in this section referred to as "excluded 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 

—4— 
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IS. Such party shall he credited with the Sum of ( l ! the"total amount theretofore charged against such Party 
in respect of its excluded interest in accordance with the accounting procedure >.• ( forth in Exhibit 2 as intangible 
Costs incurred in the de;e|npti,«-nt and operation of the pariieipitin," area ptior to the effective dale of such contrac­
tion, plus (2) the lof d -tmouut charged against such Parly in resi ' i t of such excluded interest as intangible value 
of useable wells in any previous adjustment or adjustments mad. upen the establishment or revision ol such par 
tieipaling area. Such Party shall be charged With the turn of ( I > the market value r-l that portion ef the Production 
from such participating urea which, prior lo the effective date id such contract mil, is delivered to such Party in 
respect of such excluded interest, less the amount of Lease Purdue; ami taxes pud oi payable en said poitiou, and 
(2) tbe total amount credited to such Party in respect of such exeludi d interest as intangible value of m.eable wells, 
in any previous adjustment or adjustments made upon the establishment or revision of such participating area. Any 
difference between the ,>niount of said credit and the amount of said cbaige shall Lu adjusted a* heieinaltcr pro 
vided. 

C. Such Parly shall be credited with the sum of (1) the lota! ammml theretofore rh-vrgcrl against such Patty 
tn respect of ils excluded interest, in accordance with the a<counting fturediu > s» t forth in Exhibit 2, as Costs 
other than intangible Costs incurred in the development and eperation of the participating area prior to the effective 
date of such contract ion. plus f2) the total amount charged .-(gainst Mien Part-, in rc-ncrt of its excluded interest as 
value of tangible property in any previous adjustment or adjust r»':nt> made upon tbe establishment or revision of 
such participating area, plus (3) Ihe excess, if any, of the credit provided for in Kubdivisior I ! of this S'Ction 
over fhe charge provided for in said Subdivision P. Such Pa.i ty shall be ehcrittd with the sum of (1) the excess, 
if any, of fhe charge provided for said Subdivision P. over the credit therein provided for. plus i2> the total 
amount credited to such Party in respect of its etclud-d interest as value of tangible property in any previous 
adjustment or adjustments made upon the establishment or revision of inch participating area. 

f). If tbe charge provided for in Subdivision C of this Section is cquM to or greater than the credit therein 
providerl for, no adjustment slmll he msde with .such Party. However, i ! the credit provided for in said Subdivision 
C is in excess of the charge therein provided for, such excess shall be charge/j on an Acreage Basis against the 
Parties who remain in the participating area after such contraction, and shall be paid by said Parlies to Unit 
Operator upon receipt of invoices tlierefor. Such payments, when received by Unit Operator, shall be paid by it to 
the Party owning such excluded interest. 
13.5 Ownership of Wells and Tangible Property. From and after the effective date of a resulting area, all useable 

wells within such resulting area and all tangible property serving such resulting area shall be owned by the Parties 
within such area on an Acreage Basis, except that (a) in the c:i«c of tangible property serving a participating area or 
participating areas in addition lo the resulting area, only that undivided interest therein which is proportionate to that 
Portion of the value thereof which is included in the adjustment above pr«« ided for shall be owned by tho parlies within 
the resulting area on an Acreage Uasis, and <b) if a Party within the resulting area was a Non-fhilling Party for a well 
which is a useable well within such resulting area on the effective dale thereof, and if. the relinquished interest of such 
Non Drilling Patty in such well Ins not reverted to it prior to such effective date, tin Drilling Patty for such well shall 
own the interest therein that would otherwise be owned by such Non-Drilling Party, until reversion to such Non-Drilling 
Party of its relinquished intcrotd in such well. 

13.fi Relinquished Interests of Non-Drilling Parlies, tf the interest relinquished by n Non Drilling Party in a well 
which is a useable well within a resulting area on the effective date thircof has not reverted to it prior to such effec­
tive date then insofar, and only insofar, as relates to such well the adiusfrimnt'- provided for in Section 13.3 shall be sub 
ject to the following provisions, wherein tlm sum of the intangible value of such weil, plus the value of the tangible 
property in or pertaining thereto, is referred to as the "value" of such well: 

A. The Drilling Party for such well shall be charged wi!h that part of the value of the well fhaf would other­
wise be chargeable to such Non-Drilling Party in respect of (1) such Non-Dri'ling Party's Committed Working 
Interest or Interests in tbe pai licipating area in which the well was Drilled a .'.itch participating area existed when 
tbe Drilling of the well was commenced, if the well was Drilled as a Development Well, or (2) the Committed 
Working Interest or Interests of such Non-Drilling Partv which entitled it to participate in the Drilling. Deepening. 
Plugging Rack, or Completion of the well, if it was Drilled. Deepened, Plugged Back or Completed, otherwise than 
as a Development Well However, such Non-Drilling Party shall be charged with such part, if any, of the value of 
such 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 to in (1) or (2) above. 

B. If that part of tv-e value of such well which would have been credited to such Non-Drilling Party, if the 
well bad been Drilled. Deepened. Plugged Back or Completed for (be account of all Parties entitled to participate 
therein exceeds the amount provided in Subdivision A above to be charged against tbe Drilling Party, such excess 
shrill be applied against the reimbursement to which the Drilling Party is entitled out of Production that would 
otherwise accrue to such Non Drilling Party. Any balance of such excess over the amount necessary to completr 
such reimbursement shall be credited to such Non-Drilling Party. 

ARTICLE 11 
SUPERVISION OF OPERATIONS RV PARTIES 

14.1 Right of Supervision. Each operation conducted by Unit Operator under (his agreement or the Unit Agreement 
shall be subject to supervision and control in accordance with the succeeding provisions of this article by tbe Parties 
who are chargeable vvith the Costs thereof. 

14.2 Voting Control. In the supervision of an operation conducted by Unit Operator, the Parties chargeable vvith 
the Costs of such operation shall have the right lo vote thereon in proportion to their respective, obligations for such 
Costs. The Parties having the right to vote on any other matter shall vote thereon on an Acreage Basis. Except as 
provided in the Unit Agreement and except as otherwise specified herein < particular reference being made to Section 
25.1. Consent Required to Commence Secondary Recovery and Pressure Maintenance; Section 27.1. Surrender or Release 
Within Participating Area, and that portion of Part 2, Exhibit 4 relating tn Abandonment of producing wells outside of 
a participating area), the affirmative vote of Parties having.. .Sixty. . - Five pg r cent ( . 6 5 %) 0 r more 
of the voting power on any matter which is proper for action by them shall be binding on rill Parties entitled to vote 
thereon: provided, however, that if one Party voting in the affirmative has S i x t y - F i v e per cent 
( 65 % ) or more but less than S e v e n t y - F i v e percent (. .75 g- j f ) f t n c voting power, the affirma­
tive vote of such Party shall not be binding on the Parties entitled to vole thereon unle;s its vole is supported by the 
affirmative vote of at least P.1).? additional Party; and provided further, that if one Party voting 
in fhe negative or failing to vote has more than ^ h ^ J - ^ Y " . ^ i v e . per cent ( .3.5 % ) but less than fifty 
per cent (50"n) of the voting power, tbe affirmative vote of the Parties having a majority of the voting power shall be 
binding on all Parties entitled to vote unless there is a negative vote of fit least . .00.© additional 
Party. In the event only two Parties are entitled to vote, the vote of the one with the greatei interest shall prevail If 
only one Party is entitled to vote, such Party's vote shall control A Partv failing to vote shall not be deemed to have 
voted either in the affirmative or negative. Any Approval or Direction provided 'for in this agreement which receives 
the affirmative vote above specified shall be deemed given by and shal) be binding on all Parties entitled to vote thereon, 
except where the vote of a larger percentage is specifically required. 

14.3 Meetings. Any matter which is proper for consideration hy the Parties or any of them, may be considered at 
a meeting held for that purpose. A meeting may be called by Unit "Operator at any time and a meeting shall be called 
by Unit Operator upon written request of any Party or Parties having . Five por cent (. .5 % ) 
or more of the voting power on each matter to be consider'd nt the meeting. At least ten (I'D days in advance of each 
meeting, Unit Opentor shall give each Party entitled to Vy'e,thereal vtrittrn notice of the Jime. place and purpose of 
the meeting Unit Operator's representative shall be chairrnan of such meetings. 

14.4 Action Without Meeting. In lieu of calling 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 Partv written notice by mail or telegraph (or 
telephone confirmed in writi .g not later thou the next busbies.- day), describing in adequate detail the matter so sub­
mitted. Each Party entitled to vote on any matter so submitted 'dial! communicate its vote thereon to Unit Operator bv 
mail or telegraph (or telephone, confirmed in writing not later than the next business dav), within such period as mav 
be designated in the notice given by Unit Operator (which period shall not be less than len (10) nor more than thirtv (3d) 
days) provided, however, that if within ten CM) days after submission of such matler. request is made fot a meeting 
in accordance with Section 14,3, such matter shall be consideied onlv at a meeting called for that purpose. If a meeting 
is not required, then, at the expiration of the period designated in the notice given bv it Unit Operator shall give to each 
Party entitled to vote thereon written notice stating the tabulation and result of the vole 
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14.5 Representatives. Promptly after execution of this agreement, each Party hy written notice to all other Parties 
shall designate a representative authorized to vote for such Partj, ami may designate, an alternate who is authorized to 
vote for such Party in the absence of its representative. Any such designation of a t eptest-ntative or alternate repre­
sentative may be revoked at any time by written notice given lo all utlur Carte s, provided such notice designates a new 
representative or alternate te present alive as the case may be. In addition, any corporate Party may vole through its 
President, or any of its Vice Presidents, and a Party which is a partnership may vote through any of its partners. 

14.H Audita. An oodit 'Han 1M- mmiw of Unit Opt.ialm's •'".•HTCI'I ,"H i K", of .-• VI-<MM i-ert'iiniug ttjpp^jjjcijjjL-JaB*^ 
under whenever the making of such audit receives the Approval of the Patties 'of he.r_jjiao—llw*--Party acnTigas Unit 
operator) chargeable with the Costs incurred during the period ctiycuil.hji' Ihe ,iUtlin except that such audit shall not 
b.i made more often than once each six months ' j i i i l i ' i i i i l i l lull In"made by auditors m tbe employ of said Parties, and 
the allowance to be in idi' (u I ,n h I'tiily l l l l iu mm; nn auditor shall be determined by the Approval of said Parties; such 
l'b'-rnnvn i t ha lh -h r - l ^ ' hy " j ' i ' l Parties in proportion to their respective participations among themselves In Costs 

rWhw^wTduririg tht period cinercd .by the audit. 
14.7 Extraneous Projects. Nothing contained in this agreement shall be deemed to authorize the Parties, by vote 

or otherwise, to act on any matter or authorize any expenditure unless such matter or expenditure relates to the conduct 
of operations authorized by the Unit Agreement or this agreement. 

ARTICLE 15 
UNIT OPERATOR'S POWERS A NO RIGHTS 

15.1 In General. Subject to the limitations provided for in this agreement, all operations authorized by Ihe Unit 
Agreement and this agreement shall be managed and conducted by Unit Operator. Unit Operator shall have exclusive 
custody of all materials, equipment and any other property used in connection with any operation on the Unit Area 

15.2 Employees. All individuals employed by Unit Operator in the conduct of operations hereunder shall IH: the 
employees of Unit Operator alone, and (heir working hours, rates 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 liable to any oile r Party for anything done or omitted to he done 
by it in the conduct of operations hereunder except in case of bad faith 

15 4 Perce Majeure. Tbe obligations of Unit Operator hereunder shall he -suspended to the extent that, and only so 
long as, performance thereof is prevented by fire, action of the elements strikes or other differences with workmen, 
acts of civil or military authorities, acts of the public enemy, restrictions or restraints imposed by law or by regulation 
or order of governmental authority, whether federal, state er local, inability to obtain necessary rights of access, or any 
other cause reasonably beyond control by Unit Operator, whether or not similar fo any cause above enumerated. When 
ever performance of its obligations is prevented by any such cause. Unit Operator shall give notice thereof to the other 
Parties as promptly as reasonably possible. 

15 5 Lien. Each of the either Parties hereby grants to Unit Operator a lien upon its Committed Working Interests, 
its interest in all jointly owned materials, equipment and other property and its interest in all Production, as security 
for payment of Costs chargeable to it. together with any interest payable thereon Unit Operator shall have the right 
to bring any action al law er in equity to enforce collection of such indebtedness with or without foreclosure of such 
lien. In addition, upon default by any Parly in the payment of Costs chargeable to it, Unit Operator shal) have the right 
to collect and receive from the purchaser or purchasers thereof the proc-ed* of .aich Party's share of Production, up to 
the amount owing by such Party plus interest at the rate of six pir t f n t ".)''•') i per annum until paid; each such pur 
chaser shall be entitled to rely un Unit Operator's statement concerning the existence and amount of any such default. 

15.6 Advances. Unit Operator, at its election, shall have the light from time to time to demand and receive from 
the other Parties chargeable therewith payment in advance of (heir respective shares of the estimated amount of the 
Costs to be incurred during any month, which right may be exercised only by submission to each such Party of a prop 
r* '>' itemized statement of such estimated Costs, together with an invurt for its share (hereof. Each such statement, and 
'iiv.-.ice for the payment in advance of estimated Costs for any month shtitl be .submitted on or about the twentieth (2iith) 
•t iv of the next preceding month. Tbe amount of each such invoice shall be payable within fifteen (15) days after thf 

PCCC i p t ************ thereof, and thereafter shall bear interest at the rate of six pee ei ut i K«(. )*r>or snnum until paid. Proper adiust-
"' '" ' t shal! be made monthly between such advances and Costs, to the end that each Party shall bear and pay its pro­
portionate share of Costs incurred and no more. Unit Operator may teqnost advance payment or security for tbe total 
estimated Costs to he inclined in a particular Drilling, Deepening or Plugging Back operation and notwithstanding any 
other provision of this agreement shall not be obligated to commence such operation unless and until such advance pay­
ment is made or Unit Operator is furnished security acceptable to it for the payment thereof by the Purty or Parties 
chargeable therewith. 

15.7 Use of Unit Operator's Drilling Equipment. Any Drilling, Deepening or Plugging Back operation conducted 
hereunder may be conducted by Unit. Operator by means of its own tools and equipment provided that the rates to be 
charged and tlie applicable terms and conditions are set forth in a form of drilling contract which receives the Approval 
of the Party or Parties chargeable with the Costs incurred in such operation, except that in any case where the Unit 
Operator alone constitutes tbe Drilling Party, such form .shall receive the approval of the Parties within the participat­
ing area, or other designator] area for such well, prior to the commencement of such operation. 

15 8 Rights as Parly. As an owner of Committed Working Interest, the Party acting as Unit Operator shal) have the 
same rights and obligations hereunder as if it were not the Unit Operator. In each instance where this agreement 
requires or permits a Parly to give a notice, consent or approval to the Unit Operator, such notice, consent or approval 
shall be deemed properly given by the Party acting as Unit Operator if and when given to all other Parties entitled to 
give or receive such notice, consent or approval. 

*Ten percent (10%) ARTICLE ir> 
UNIT OPERATOR'S DUTIES 

16.1 Specific Duties. In the conduct of operations hereunder, Unit Operator shall: 
A. Drilling of Wells. Drill , Deepen or Plug Back a well or wells only in accordance with the provisions of this 

agreement; 
B. Compliance with Laws and Agreements. Comply with the provisions of the Unit Agreement, nil applicable 

laws and governmental regulations (whether federal, slate or local), and Directions bv the Parties pursuant, to this 
agreement; in case of conflict between such Directions and tbe provisions of the Uint Agreement 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 Ihe Parties within the area affected by any operation here­
under, and keep them advised of all matters arising in operations hereunder which Unit Operator deems important, 
in the exercise of its best judgment; 

D. Payment of Costs. Pay all Costs incurred in operations hereunder promptly as and when due and payable, 
and keep the Committed Working Interests and all properly used in connection with operations under this agree 
ment free from liens which may be claimed for the payment of such Costs, except any such lien which it disputes, 
in which event Unit Operator may contest the disputed lien upon giving written notice thereof to the Parties 
affected thereby; 

E. Records. Keep ful l and accurate records of all Costs incurred, and controllable materials and equipment, 
which records, and receipts and vouchers in support thereof, shall be 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 
Unil Operator's authc izations for expenditure or itemk(dioti5 of estimated expenditures in excess of 

Tett-.HlQUS.and Dollars <sJ.Q>000.00 ), (2) copies of all drilling reports, well 
logs, basic engineering data, tank tables, gauge reports and run (i«-ke lr-. (3) reports of stock on hand at the first 
of each month, and (4) samples of cores or cuttings taken from wells Drilled hereunder, to be delivered at the well 
in containers furnished by the Party requesting same, an t <•'•) such other and additional information or reports as 
may be required hy Direction of the Parties within flic area affected: 

G. Access to Unit Area. Permit each of the other Parties, through its duly authorized employees or agents but 
at such Party's sole risk and expense, to have access to the Unit Area at all times, and to the detrirk floor of each 
well Drilled or being Drilled hereunder, for the purpose of observing operations conducted hereunder and inspecting 
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materials, equipment or other property used in connection with operations under tins agreement, and to have access 
at reasonable tin.es to information and data in the possession of Unit Operator concerning the Unit Area. 
16.2 Insurance. 

A. Unit Operator's. Unit Operator shall comply with the Workmen's Compensation Law of the state in which 
the Unit Area is located. Unit Operator shall also maintain in lorce al all times with respect to operations hereunder 
such other insurance, if any. as ma; be required by law. in addition, Unit Operator shall niMtilain such other insur­
ance, if any, as is described in Exhibit 5 hereto oltached or as rceive* the Approval of the Parties from time to 
time Unit Operator slrdl carry no other insurance for the bencsit of the Parties eveept as above specified Upon 
written request ot any Party. Unit Operator shall furnish evidence of insurance eai ried by it with respect to oper­
ations hereunder 

R. Contractor's. Unit Operator shall require all contractors encaged in operations under this agreement to com­
ply with tbe Workmen's i nmp<-nsation Law of the state in which the Unit Area is located and to maintain such 
uisuiao/c as is trquu -d by Direction of the Parties. 

C. Automotive equipment. In the event Automobile Public I iabtlity insurance is specified in said Exhibit 5 or 
subsequently receives the Approval of the Parti er., no direct ehai ,!• sinil be made by Unit Operator for premiums 
paid for such insurance f.u Operator's fully owned automotive equipment. 
16 3 N»n Hiiiopimiiw'imh—In <u>ii*n'nl/>nn vnilh thi) pmfot1 nuince el—work iin'b* lb in tigfeemciit: the tinit 

e. i ees not to di.1 criminate :u';im-t :>i>-, employee or applicant for employ m< nt ' j f j - ' " ^ nf nice—rr'llfclnn", color, or 
i; itional origin. Tbe aforesaid prove ion shall include, but i . . - i))ipie.iL_t«—rt-~-rrJT^vJnp- employment, upgrading, 
demotion, or transfer; recruitment or rec nut ui'M, /iilvi I ' i lin, I'd off er I c m ' m ' i " ' " rates of pay or other forms ef com­
pensation, and selert)iinfor_Jrauuu>t. im hiding apprenticeship. The Unit Operator agrees to post hereafter in conspicuous 
places a>iajJitlji«>-̂ «T -̂rTTTT ŷcV-s and applicants for employment, notices to be provided by the contracting officer setting 

'•j***-pmviMii)!in of tbe nnndii oriuiinaUciTi wlnusc. 
UanTnnl < j , 1 ' ' ^ n l u r 0 | m ' o n '"'CH the foregoing provision in till - subcontracts hereunder! oiiutipl uubtjontrawts tar, 

1(5.4 Prilling Contracts. Each Drilling, Deepening or Plugging Hack operation conducted hereunder, and not per 
formed bv Unil Open.tor with its own tools and equipment in accordance with Section 15 7 dealing with Uce of Unit 
Operator's Drilling Equipment, shdi he performed by a reputable drilling contractor having suitable equipment and 
personnel under written contract between Unit Operator ami the contractor, at the most favorable rates and on the most 
favorable terms and conditions bid by any such contractor after soliciting bids, if bids are obtainable, but otherwise at 
rates and on terms and conditions receiving the Approval of the Parties. 

16 5 UniiiHiied Losses. Anv ami all payments made by Unit Operator in the settlement or discharge of any liability 
tn third persons i whether or not reduced to judgment) arising out of an operation conducted hereunder and not covered 
by insurance herein provided to be maintained by Unit Operator shall be charged as Costs and borne by the Party or 
Parties for whose account such operation was conducted. 

ARTICLE 17 
LIMITATIONS ON UNIT OPERATOR 

17.1 Specific Limitations. In (he conduct of operations hereunder, Unit Operator sluli not, without first obtaining 
the Approval of the Parties. 

A. Change in Operations. M:ike any substantial change in the basic method of operation of any well, except in 
tbe case of an emergency 

P l imit un expenditures. Undertake any project re:-son;'blv estimated lo require an expenditure in excess of 
F i f t e e n . iTiqusand Dollars ,< 1 5 , 0 0 0 . 0 0 ) ; p t , n j d e d , however, that (1) Unit Opera­

tor is authorized to make all usual and customary operating expenditure:; that arc required in the normal course 
of producing epilations i'/> whenever Unit Operator 'is authorized tu conduct a Drilling, Deepening or Plugging 
Mack operation. <u to undertake any other project, in accordance -.vith this agreement, Unit Operator shall be author­
ized to make ail reasonable and necessary expenditures in connection therewith and (3) in rase of emergency. Unit 
Operator may make such immediate expenditures as may be necessary for the protection of life or property, but 
notice of such emergen" y shall be given to all other Parties as promptly as reasonably possible. 

c Partial Relinquishment. Make any partir-i f-Unqui&hmcnt ot its rights as Unil Operator or appoint any tab-

D. Settlement of Chums. Pav in excess of 
than Woikmen's ( onpen.salion claims) for injury to or death of persons, or for loss of or damage to property. 

E Determinations. Make any of tbe determinations provided in the Unit Agreement to be made by Unit Oper­
ator, except as otherwise specified in this agreement. 

ARTICLE 18 
TITLES 

lfl 1 Representations of Ownership. Each Party represents to all other Partie, that to the best of its knowledge 
md belief its ownership of Working Interests in the Unit Area is that set out in Exhibit It of tbe Unit Agreement if it 
develops that any such ownership is incorrectly stated, the rights and responsibilities of the Parties shall be governed 
hy the provisions of this Article If!, but such erroneous statement shall not be a cause for cancelling or terminating this 
agreement. 

18.2 Title Papers to he Furnished. 
A. Lease Papers. Each Party, after executing this agreement, shall upon request promptly furnish Unit 

Operator, and any other Puriy requesting .mme, with photostatic copies of all leases, assignments, options and other 
contracts which it has in its possession relating to its Committed Working Interests, 

B. Title Papers for Initial Test Well. Promptly after the effective date of this agreement each Party wilhin 
the area described as the Title Examination Area in Exhibit 3 shall at its own expense furnish Unit Operator with 
the following title material relating to all lands within such area in which it owns Committed Working Interests 
covering the same; 

(1) Abstracts of title based upon the county records certified to current date, 
(2) All tease papers, or photostatic copies thereof, mentioned in Section 18.2A which Die Parly has in its pos 

session, and which have not been previously furnished to Unit Operator, 
<3) Copies of any title opinions which the Party has in its possession, 
(4) If federal lards are involved, status reports of current date setting forth the entries found in the district 

land office mid the Wa.'bingtnn, D. ft .and wfb>c of the Bureau of Land Management for the lands involved, 
and also a certified ropy of the serial register foi the federal leases involved. 

(5) If state 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 are involved, 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 and in the Bureau ol 
Indian Affairs in Washington. 1). C. 

C Title Papers lor Subsequent WrlR Any Party who proposes the Drilling of 3 Subsequent Test Well or Explor­
atory Well shall, at the time of giving notice for such proposed well, designate a title examination area not exceed 
ing •••560 acres and not including any lands within a participating area. When the drilling of s Devel­
opment Well receives the Approval of the Parties within the participating area in which it is located, a tille exami­
nation area which cov» s binds outside any participating area rnay be designated L. the Approval of such Parties 
Each Party within any such title examination area shal! at its own expense and upon request furnish Unit Operator 
with the title materials lifted in Section 18.2B not previously furnished, relating to all lands within such area in 
which it owns Committed Working Interests. 

D. Title Papers on Establishment or Enlargement of a PaiImpaling Area. Upon tbe establishment or the enlarge 
ment of a participating at'a, each Party shall promptly at its owe, expense furnish "nit operator all the title mate­
rials listed in Section 1S.2B relating to all ,i!.s Committed Work in;: Inf' re-t:. m tin laird* Eviug within such par 
ticipating area as established or enlarged, wh lCf i have n o t been p r e v i o u s l y f u r n i s h e d . 



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 time, 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 fifteen 
(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.̂  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: 

-8-



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 title 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 BURDENS 

20.1 Rentals. Each Party shall be obligated lo pay any and all rentals and other films (other than Lease Burdens) 
payable upon or in respect of its Committed Working Interests, subject, however, to the right of each Party to sur­
render any of its Committed Working Interests in accordance with Article 27 Upon request, each Party shall furnish 
to Unit Operator satisfactory evidence of the making of such payments. However, no Party shall be liable to any other 
Party for unintentional failure to make any such payments provdied it has acted in good faith. 

20.2 Lease Burdens. The Party or Parties entitled to receive the Production allocated to a tract of land within a 
participating area shall be obligated to make any and all payments, whether in cash or in kind, accruing to any and all 
Lease Burdens, net profits interests, carried interests and any similar interest payable in respect of such Production or 
the proceeds thereof, except as provided in Article 22 dealing with Withdrawal of Tracts and Uncommitted Interests, 
fhe. Party or Parties entitled to receive, the Production from a well completed as a producer but not included within 
a participating area shall be obligated to pay all Lease Burdens payable in respect of such Production and each such 
Party shall be obligated to pay any net profits interest, carried interest and similar interests payable in respect of its 
share of such production. 

20 3 Loss of Committed Working Interest. If a Committed Working Interest is lost through failure to make any 
payment above provided to be made by the Party owning the samr, s i f b loss shall in- home entirely by such Party, 
provided, however, if the Committed Working Interest so lost covers laud wiihin a participating area the provisions of 
Subdivisions A, P. 0 and D of Section dealing with Failure of Title to Committed Working Interest shall apply. 

1 8 , 8 ARTICLE 21 
TAXES 

21 1 Payment. Any and all ad ^HrhSfXSS^Ynfahlc upon the Committed Working Interests (and upon Lease 
Burdens which are not payable by the owners thereof) or upon mat "rials, equipment or other property acquired ami 
held by Unit Operator hereunder, and any and ail taxes (other than income taxes) upon 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, shall be paid by Unit Operator as and 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 Parlies 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. All reimbursements from owners of Lease Burdens, whether obtained iu cash or by deduction from Lease 
Burdens, on account of any taxes paid for such owners shall be paid or credited to the Parlies in the same proportions 
as such taxes were charged to such Parties. 

21.3 Transfer of Interests. In the event of a transfer'by one Tarty 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 Ihe event of the reversion of any relinquished interest as in this agreement provided the taxes above mentioned 
assessed against the interest transferred or reverted for the taxable period in which surh transfer or reversion occurs 
shall be apportioned between such Parties so that each shall bear the percentage of such taxes which is proportionate 
to that portton of the taxable period during which it owned such interest. 

21.4 Notices and Returns. Each Party shall promptly furnish Unit Operator with copies of notices, assessments, 
levies or tax statements received by i l pertaining to the taxes to be paid by Unit Operator. Unit Operator shall make 
such returns, reports and statements as may tic required by law in connection with any taxes above provided to be paid 
by it and shall furnish copies to the parties upon request. It shall notify the Parties of any tax which it does not propose 
to pay before such tax becomes delinquent. 

ARTIC LE 22 
WITHDRAWAL OF TRACTS AND UNCOMMITTED INTERESTS 

22.1-Limitation on Right of Withdrawal. Not IHJJI than <irv. (&) dars before filing the^.Utill. AgiuuuiHut-fui fliuiD 
Departmental approval, Unit Operator shall notify each—1-ai-U1 in writing ut uttt'iitioiFtoTile, specifying in such notice, 
to the bejt_i^JLIiiit-OpqrntorVlVnwICdge, the status of ownership of unitized lands and Lease Burdens on Production 
tnerclrom; I f the owner of any substantial interest in a tract within fhe Unit Area has then failed or refused to join in the 
Unit Agreement, the Parly or Parties owning Committed Working Interests in such tract shall have the right to with­
draw such tract from the Unit Area in accordance wilh the Unit. Agreement; provided, however, that such riflht.ahoJI not 
be exercised until after at least ten (10) days prior written notice tnlall otlu»ip4i4»rtie»-*itbiii llM! UfflT Area" and such right 
shall not be exerci'jc-rl j f miitim .-nt.i [ r \ ,<f t i ^ ,|-ty.. j i . . . ;;,,„ „.;<i,ri.••>»,-! ,,f s „ f r i ( r a c ( receives the Direction of the 
Pwftiw^lW'RFgF^fc.e time of tbe giving uf such ntilii'f h.ivtt uxmulerl this .igireu ent. 

•~22r2-Tho Effect of Non Withdrawal at Direction of Parties. If the non-witiidrnwnl-of a tract rcccivcsjdigjbiigctiiim 
of the Parties as above provided and i f such (jact is included within a participntingjinja^^^ shall 

A. Any and all payments and liabilities to the owtiersj>fjjiicwmTrrTft^ in such tract that are in excess 
of the payments that would accrue to such owjuax^Mid-ttScy executed the Unit Agreement shall be borne and shared 
on an Acreage Basis hy the Pn j t j r^wi t l i l i i tli i pnrtiripriMitr: area in which the tract is located. 

B. If the payjrjcnt«--ttrar"wo^ accrue to the owners of uncommitted interests in such tract if they had joined 
intlie^Jjjiit--Agreenient are in excess of the payments actually accruing to them such excess shall be shared by all 

•î tTfTies within the partieipnting area on aw Acreage Dmiim 
22 3 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 Notice. Whenever demand is made in accordance with the Unil Agreement for the payment of compensatory 
royalties, Unit Operator shall give written notice thereof to each Party affected by the demand, as hereinafter pro­
vided. 

23.2 Demand for Failure to Dril l a Development Well. If the demand for compensatory royalty results from the 
failure 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 operations within such participating area. 

23.3 Demand for Eailure to Drill a Well Other than a Development Well. If the demand for compensatory royalty 
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 royalty. 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 completed as a producer of Unitized Substances is in or included in a partici­
pating area but is not owned on an Acreage Basis by all the Parties within 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 necessi­
tating additional facilities t! ies not receive the Approval of the Parties, then Unit Operator shall install such additional 
tankage, flow lines or other facilities for separate measurement of the Unitized Substances produced from such well as 
Unit Operator may deem suitable. The Costs of such facilities for separate measurement shall be charged lo and borne 
by the Drilling Party for such well and treated as Costs incurred in operating such well notwithstanding any other pro­
visions of this agreement. 

24.2 Salvaged Materials. If any materials and equipment are salvaged from a well completed as a producer after 
being Drilled, Deepened or Plugged Back otherwise than fur the account of all the Parties entitled to participate therein 
before reversion to the Non Drilling Parties of their relinquished interests in the well, the proceeds derived from sale 

— 0 -
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thereof, or, if not sold, the Salvage Value thereof, shall he treated in the same manner as proceeds of Proportion from 
such well for the purpose of determining reversion to Non-Drilling Parties of their relinquished interests in sued well. 

ARTICLE 25 
SECONDARY RECOVERY AND PRESSURE MAINTENANCE 

25.1 Consent Required. Unit Operator shall not undertake any program of second'iry recovery or pressure main 
!• .anec involving injection of gas, water or other substance by any method, whether now known or hereafter devised, 

without tirst.obtaining the coiseut of m i U n thaac... Parties in the aggregate owning not l r * than 
N i n e t y per cent ( 90., .%) of the Committed Working Inn t ests on an Acreage Oasis in the 

peiicipatine area affected bv any such program. After the Parties have voted to undt rtake a program of rottdary 
i i 'ovciy or piessurc maintenance in accordance with this section, the conduct of such a program shall be subject to 
supervision by the Parties by vote as set forth in Article 14. 

252 Above tit wind Facilities. This agreement shall not be deemed to require any t\irty to participate in the con­
struction or operation uf anv i;;«solitie plant, sulphur recovety plant, dewaxwg plant, or ether above ground facilities to 
pr •ict'ss. or otherwise treat Production, other than such facilities as may be required foi treating Production in ordinary 
b ase operations and such facilities as may be required in the conduct of operations authorized under Section 25.1. 

ARTICLE 2li 
TRANSFERS OF INTEREST 

I ' t M P - i i r i r t i in nn r i - t ' rr-"-- f—-n N- " - r V " "-• l ' i f 11 • • ' " " ' [ • " " " "<• ntmi .r. •; mind Wt»»iii»» Int. 
any h :mTTTrniiiiitnrl tr this agreement as lo less than jdl formations underlying said f r i r t wiihout i.rst i w i v m g the 
Approval of H I M I T T T I M iiii]hiii tbe Unit Area; provided, however, that such rest net ion f.h.di rot ; i I ply m a trr-u -Ser by 
any Parly of any part of ItTTTnTrwOUM Working Interest in any tract or tracts alter the Drilling of the Initial lest Well 
or Wells and prior to the discover*- ^ U l i i O i i i ilbulif U I I I < i in paying quantities imd>r a farmout arrangement in consid 
er.ition of the Dril'mg ot a well within the U r d t A r ^ U u y ^ o l t-ipcnse to the other Parties and upon the further e. mhtion 
that i l such well results in the Production of Unitized SubsTa^e^uvjravjue: quantities, such well and the Production then 
from will be shared hy the Parlies within the nartieipating area7sT5T»h**u^msuch well in the tame manner as if the 
»»dl h id Imtin Drilled for th • OI>M"III>1 »f Ml PmU'w within BHOII piulieipntiiiii IU^W* 

•>H2 Sale hy Unit Operator. Jt Unit Operator sells all its Committed Working Interests, it shall resign and a new Unit 
Operator shall be jclis teii as provided in the Unit Agreement. 

2(5 3 Assumption of Cbligationr, No transfer of any Committed Working Interests shall be elf*- live unless Ihe same 
is !.,»de cxpi•'?«)? subject lo the Unit Agreement and this am cement and the transferee ae.ices in writing to assume --ud 
petferm all ei ligatiuns rd the transferor under the Unit Agn-emcrtt and this agr-eoment Insofar as relates lo the interest 
iis uuned, except that such assumption .of obligations shall, not be required in case of a transfer by mortgage or deed of 
trust as security for Indebtedness. 

20.4 Effective Date, A transfer of Committed Working Interests shall not be effective as between ihe Parties until 
the fust day of the mouth next following the delivery lo Unit Opcratoi of tbe original or a certified copy of the instru 
ment of transfer eonl'otming to the requirements of Section 2I».S. In no event shall a <ranker of Committed Working 
Interests relieve the transferring Partv of any obligations accrued hereunder prior to said effective date, for which pur­
pose any obligation assumed bv the transferor to participate in the Drilling, Deepening or Plugging Rack of a well prior 
to such effective date shall he deemed an accrued obligation. 

ARTICLE 27 
RELEASE FROM OBLIGATIONS AND SURRENDER 

27 1 Surrender or Release Within Participating Area. A Committed Working Interest covering land within a par 
Urinating area shall not be surrendered except with the consent of all Parties within t-t> b participating nr. a However 
a Parly who owns r Committed Working Interest in land within a participating area and ivlm is not at tbe time com 
nutted to participate in tbe Drilling, Deepening or Plugging Rack ot a well within such participating area may be icbeved 
of further obligations with respect to such participating area as then constituted by executing and delivering fo Unit 
Operator an assignment conveying to all other Parties within such participating area all Committed Working Interests 
owned bj such Party in lands within the participating area, together with the entire interest of such Party in any and 
ail wells, materials, equipmenl and other property within or pertaining to such participating area. 

27 2 Procedure on Surrender Outside Participating Area. Whenever a Party desires to surrender its Committed 
Working Interest in anv tract which is not within any participating frca, such Party shall give to all other Parties 
written noli-« thereof describing such Committed Working Interest. The Parties receiving such notice, or any of them, 
snail have the tight at their option to take from the Party desiring to surrender at, assignment of such Committed Work­
ing Interest by giving to the Party desiring to surrender written notice of election so to do within thirty (30) days after 
receipt of the notice of the desire to surrender. If such election is made as above provided, the Party or Parties taking 
the assignment, (which shall be taken by them in proportion to the acreage of their Committed Working Interests among 
themselves in the Unit Area) shall pay lo the assigning Party its share of the Salvage Value of any wells owned hy the 
Parties and then located on the land covered by such Committed Working Interest, which payment shall be made on 
-eceipt of the assignment. If no Party elects to take such assignment within such thirty ,30) day period, then the Party 
oi "ai ties owning sueh Committed Working Interest may surrender the same if surrender thereof can be made in accord 
amc with t l r Unit Agreement. 

27.3 A ecru d Obligations. A Party making an assignment or surrender in accordance with Section 27,1 oi z7.2 shall 
not be relic ed of its liability fo.' <nv obligation accrued hereunder at the time the assignment or surrender is made, 
<••• of obligation to bear its share of the Costs incurred in any Drilling, Deepening or Plugging Back operation in which 
ruch Party has elected to participate prior to the making of such assignment or surrender, except to the extent that 
the Party or En-ties receiving such assignment shall assume, with the Approval of the Parties, any and all obligations 
of the assigning Party hereunder and under the Unit Agreement. 

ARTICLE 28 
SEVERAL, NOT JOINT LIABILITY 

2B.1. Liability. Tne liability of the Parties hereunder shall be several and not joint or collective. Each Party shall be 
responsible only for its obligations as herein set out 

2K.2 No Partnership Cteated. It is not the intention of the Parlies to create, nor snail this agreement or the Unit 
.•i.reement be construed as areaiing a mining or other partnership or association between the Parties, or to render them 
liable as partners dr associates. 

28.3 Election. Each of the Parties hereby elects to be excluded from the application of Subchapter K of Chapter 1 of 
Subtitle A of the Intcr-al Revenue Code of 1934 or such portion or portions thereof as may be permitted or authorized 
by the Secretary of the Treasury' ef the United States or his delegate insofar as such Subchapter or any portion er por­
tions tnereof ma> be applicable to the Parties. I f any present or future income tax laws of tbe state or states tn v hieh 
t! Unit Area s located, or any future income tax law of the United States, contain, or shall hereafter contain, provisions 
similar 'o those contained in the Subchapter of the Internal l.evenue Code of 1B54 above referred to under which a simi 
fer election is permitted, each of the Parties hereby elects to be excluded from the application of such laws Accordingly, 
eacl Party hereby authorizes and directs Unit Operator to execute such an election or elections on its behalf and file the 
same with the proper idministrDtive office or agency. If requested by Unit Operator, each Party agrees to execute and 
join in such instruments as are necessary to make such elections effective. 

ARTICLE 29 
NOTICES 

Ju l Giving and Receipt. Except as otherwise specified herein, any notice, consent or statement h<srcin provided 
or permitted to 1MS given by Unit Operator or a Party to th'> Parties shall be given in writing by United States mail or 
by telegraph, properly addressed to each Party to whom given, with postage or charges prepaid, or by delivery thereof 
in person to the Party to whom given; however, i f delivered to a corporate Party, it ?hnl! not be deemed given unless 
delivered personally to an executive officer of such Party or to its representative designated pursuant to Section 14 5 
dealing with Representatives. A notice, given under any provision hereof shall be deemed given only when received by 
the Party tc whom such notice is directed, except that any notice given by United States registered mail 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 contact"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 anything 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.IF 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.^ 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 ba,ck 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, 
deepening pr 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 pf 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 i t 
is understood and agreed that if any Party hereto should create any overr iding royal ty , 
production payment, or other burden against i ts 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 ent i t led to receive the working 
interest production belonging to" the Non-Consenting Party, the Consenting Party or 
Parties ent i t led to receive the working interest proudction of the Non-Part icpat ing Party 
shall receive such production f ree and clear of burdens against such production and the 
Non-Consenting Party creat ing each burden shall save the Consenting Party or Parties 
harmless w i th respect to the receipt of such working interest product ion. 

37.7 Non-Consent Investment Ad jus tment . Anything in this agreement to the 
corytrary notwi thstanding, no Party shall be l iable wi thout i ts consent for any investment 
adjustment charge under the provisions of Section 13.3D or Section 13.^D, which charge is 
in excess; of said Party's credits under Ar t i c le 13. I n the event of the establishment, 
enlargement, or contract ion of a part ic ipat ing area, the provisions related thereto shall be 
applicable to any investment adjustment to the same extent that such provisions are 
applicable to a wel l dr i l led otherwise than for the account of al l Parties ent i t led to 
par t ic ipate there in . Any Party subject to such charge may elect not to pay i t in cash. If, 
w i th in th i r t y (30) days af ter a proposal for the establishment, enlargement, or contract ion 
of a par t ic ipat ing area has been submit ted by Uni t Opeator in wr i t ing to the Parties 
involved, a Party elects not to part icpate in the investment adjustment applicable to the 
establ ishment, enlargement, or cont ract ion, such Party shall be a Non-Dri l l ing Party and 
shall be deemed, as of the e f fec t i ve date of the result ing area in connection w i th 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 ent i t led to receive a credi t under Section 
13.3D or Section 13.4D, which later Party or Parties shall be the Dr i l l ing Party w i th 
respect to such relinquished interest . The Dr i l l ing Party shall own the relinquished 
interest unt i l i t reverts to Non-Dr i l l ing Party pursuant to Ar t i c le 12. 

37.8 Non-Joining Royalty In terest . Should the owner of a royal ty interest fa i l or 
refuse to execute or become bound by the Uni t Agreement and as a result thereof the 
Lease Burdens of the Party ent i t led to receive the production al located to the t ract or 
t racts of land af fec ted are more than the Lease Burdens computed on the basis of 
production al located thereto, Uni t Operator, upon receipt of evidence thereof f rom the 
Party a f fec ted , shall t reat the same as an operating cost; s imi lar ly , if the Lease Burdens 
are less than the Lease Burdens computed on the basis of production allocated thereto, 
such Party shall remi t the di f ference to Uni t Operator for distr ibut ion to all Part ies. 

37.9 Non-Discr iminat ion. In connection w i th the performance of work conducted 
under this Agreement, the Uni t Operator agrees to comply w i th Executive Order 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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COPAS — 1974 

Recommended by the 
Council of Petroleum 
Accountants Societies of 
Nor th America 

pftfj 
LiUi 

EXHIBIT " 2 " 

Attached to and made a part of ---t.he_tfo.it. ._Q^ 
Gardner J D T M . . . ^ 

ACCOUNTING P R O C E D U R E 
JOINT O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. 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 the Joint Property in a field operat­
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi­
tions and problems for the benefit of the Joint Property. 

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Mai.„ul 
as most recently recommended by the Council of Petroleum Accountants Societies of North America. 

2. Statement and Billings 

Operator shall b i l l 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 w i l l be accompanied by statements which identify the author­
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of i n ­
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep­
arately identified and fu l ly described in detail. 

3. Advances and Payments by Non-Operators 

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
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 shall pay its proportion of all bills within fifteen (15) days after receipt. I f payment is not 
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) 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 wi th 
the collection of unpaid amounts. 

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct­
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any 
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following 
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes 
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall 
be made unless i t 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. 

5. Audits 

A. Non-Operator, upon notice in writ ing 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 shall 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 I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to 
conduct joint or simultaneous audits in a manner which w i l l 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. 

6. Approval by Non-Operators 

Where an approval or other agreement of tho Parties or Non-Operators is expressly required under other sec­
tions of this Accounting Procedure and i f the agreement to which this Accounting Procedure is attached 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. 

K&fflB 601, TULSA 7 4 I O ! 



II . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Rentals and Royalties 

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

2. 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 Join: Property i f such charges are 
excluded from the Overhead rates. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 
I I . 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 I I . I f 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 I I . 

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

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, re­
tirement, stock purchase, thr i f t , bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed twenty per cent (20%). 

4. Material 

Material purchased or furnished by Operator for use on the Joint Property as provided under 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 wi th efficient and economical operations. The accumulation of sur­
plus stocks shall be avoided. 

5. Transportation 

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

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

B. I f surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the 
Joint Account for a distance greater than the distance to the nearest reliable supply store, 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. 

6. Services 

The cost of contract services, equipment arid utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con­
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not d i ­
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. 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 maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to 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 lieu of charges in Paragraph 7A above. Operator may elect to use average commercial rates prevailing in 
the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property 

. A l l costs or expenses necessary for the repair 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 resulting from Operator's 
gross negligence or w i l l f u l misconduct. Operator shall furnish Non-Operator written notice of damages or losses 
incurred as soon as practicable after a report thereof has been received by Operator. 

9. Legal Expense 
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
and. amounts paid lor settlement of claims incurred in or resulting from operations under the agreement or 
necessary to protect or recover the Joint Property, except that no charge for services cf Operator's legal staff 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. A l l other legal 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 

— 2 — 



10. Taxes j 

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

11. Insurance j 

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. j 

12. Other Expenditures 

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

! 

III. OVERHEAD 
! 

1. Overhead - Drilling and Producing Operations j 

i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge ! 
drilling and producing operations on either: j 

(XXX) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

I 
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 I I . The cost and expense of services from outside sources in connection with I 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered J 
as included in the Overhead rates provided for in the above selected Paragraph of this Section I I I unless such \ 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. j 

i i . 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. j 

A. Overhead - Fixed Rate Basis j 

(1) Operator shall charge the Joint Account at the following rates per well per month: j 
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: j 

(a) Drilling Well Rate 

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on ! 
the date the drilling or completion rig is released, whichever is later, except that no charge shall J 
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 j 
arrives on location and terminate on the date the drilling or completion equipment moves off loca- j 
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 j 

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con- j 
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for 
the period from date workover operations, with rig, commence through date of rig release, except ! 
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive 
days. j 

(b) Producing Well Rates I 

[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 one-well charge providing each completion is considered a separate ; 
well by the governing regulatory authority. , j 

[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. 1 

[4] A one-well charge may be made for the month in which plugging and abandonment operations j 
are completed on any well. 

[5] Al l 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 j 
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. Overhead—Porcontage Basic 

( I ) O P e r a t ° r shall charge the Joint Account at the following rates: 

(a) "Development 

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

Operating 

Percent T ^ v ^ ) 
under Paragraphs 1 and 9 of 

of the cost of Operating the Joint Property exclusive of costs provided 
tion I I , all salvage credits, the value of injected substances purchased 

d assessments which are levied, assessed and paid upon the min-f or secondary recovery and all taxei 
^ i i l ^ J n + n v n r t i n n n H i n t h a Tni i - i * - P m p o r 

(2) Application oF^Overiiead - Percentage Basis shall be as follows: 
For the purpose of d^teTmiiijing charges on a percentage basis under Paragraph IB of this Section I I I , de­
velopment shall include all cost^^^ojinection with drilling, redrilling, deepening or any remedial opera­
tions on any or all wells involving theule--«f^dj^l ing crew and equipment; also, preliminary expenditures 
necessary in preparation for drill ing and expendrftrre_4n£urred in abandoning when the well is not com­
pleted as a producer, and original cost of construction orT^rs^au^tion of fixed assets, the expansion of fixed 
assets and any other project clearly discernible as a f ixed assetT^rept_Major Construction as denned in 
•Paragraph 3 of thin finet-ion I I I , • AU--othe,i^osr^__ha.ll hp rnnsiHprpn' as O p p r » K i _ q ^ 

2. 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 
o f $ 2 5 , 0 0 0 . 0 0 

A. 5__% of total costs i f such costs are more than $ 25 ,000 but less than $ 100 ,000 ; plus 
B. 4 % of total costs i n excess of $ 100 ,000 but less than $1,000,000; plus 
C. ___% 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 drill ing and workover wells shall be excluded. 

3. Amendment of Rates 

The Overhead rates provided for in this Section I I I 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. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred f rom 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 ta 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 pricing 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.o.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 (75%) of current new price, as determined by Paragraph 2A of this Section IV. 

(2) Material moved f rom the Joint Property 

(a) At seventy-five percent (75% ) of current new price, as determined by Paragraph 2A of this Section IV, 
i f Material was originally charged to the Joint Account as new Material, or 



i l l 
(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section 

IV, i f 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, i f any, shall be absorbed by the transferring property. 

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 unti l 
after reconditioning shall be priced at f i f t y percent (50%) 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 

A l l 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 just i fy a price as provided above may be specially priced as agreed to by 
the Parties. Such price should result 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 I I . 

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

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the 
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, 
and in moving it to the Joint Property; provided notice in writ ing 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. 

4. 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 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. I t 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. 

4. Expense of Conducting Periodic Inventories 

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

I 
I 
i 
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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 

The Initial Test Well shall be drilled ai 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. Al l costs and expenses incurred in connection with the Initial Test Well, 
including drilling, testing, and completing into tanks, if an oil producer, or through 
gas separator, if a gas producer, and plugging and abandoning, if a dry hole, shall 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 Weil. 

Title Examination Area. The Title Examination Area for the Initial Test Weil 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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i . N o t i c e o f P roposed D n i l h i g , A n y p a r t y i k . i ; i x i - ; ; 

C o m m i t t e d W o r k i n g I n t e r e s t s i v A l design-de an a r « t , h< 
w h i c h , on the basis of ava i l ab le geoloitie,..! i n f o r m s ! i:.<:> v.< 
w e i i . U n i t O p e r a t o r and each f a r t v w i t h i n t h e D r i l l >.,>• 
so des igna ted , t o g e t h e r w i t h w r i t t e n no t i ce o f the Ioaa:he:p 
the p roposed w e i i . T h e l o c a t i o n o f the oropoacd w e i i r -hrdiV 
a u t h o r i z e d excep t ion t h e r e l u . f h e D r i t t i i u ; B i o e k R b d i t i f f 
f i v e f o r m a t i o n f o r the w e l l t o be d r i l l e d t h e r e i n nc.r -.uv ' 
any l a n d w i t h i n an ac t ive , p r e v i o u s l y des igna ted B r - i f i h ; 
ered ac t ive f o r n i n e t y (90 ) days a f t e r t h e d e s i g n a t i o n u ^ r e o i a . r 
e i t h e r : 

A . T h e c o m p l e t i o n o f t h e w e l l , i? i t is cotntile 'u-d o t h e n v . 
quan t i t i e s , o r ; 

thspp 

had ,, 

K r SOOii a 

o h : ran to ... 
.Oe irS t a o d 

ao aahuUeo. 
Vi i f 

.A* ,JV(;; ' , 

h a s , 

W e i i aa ;asid ia vh ich i i cares 
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or 
f .-. w c i ; 

; r tier 

:;;..c, .iea-a: • 
0 Cz OOiy 

a ;h i rP 
l eu i i u 

•iiO.'i Ca 
• r -••..tei 

dev- ; 
a r ia r > a : • 
•a --a>0o .ra 

'••:••:>. 
-.1 :':,•. 

• o >;. ; 
I ' . l h l i ' . ' 

. . - i i i 
A r r : 

B . T h e filing w i t h the D i r e c t o r o f a p roposa l 
i n g of tne w e l l r e su l t s i h the f i f i n g cf such p roposa l 

2. B a i l s of P a r t i c i p a t i o n . K a c h i ' a r t v w i t h i n i h e , \ r i 
p roposed w e l l on an Acreage Basis, b u t &hai! be requires ; lo 
p a r t i c i p a t e as h e r e i n a f t e r i n t h i s A r t i c l e p r o v i d e d . 

:s. E x c l u s i o n o f L a n d F r o m P r e p a i d O r l ' J i ^ g K ; w i n 
ihe l a a d i n c l u d e d i n tbe p roposed D r i l l i n g B l o c k r - w i 1 eve: 
such event tne p roposed l > r i l i i u ? B l o c k ss r e d u c e d h-} ita a A 
I n m c absence cd arty such D i r e c t i o n t h a n s t i h e r.> a .ceo, - . 
t i shed as the D r i l l i n g lUooh . 

4. IVelinunarjr Notice lo Ma in Drifting WifVhV i f ; ; 
I'arty iviiiuii such Drilling Block snail hi w i t : ^ ,-:« a 
;:i the Drilling of the proposed weii. If any Partv x>.is- ->.\c 
to have elected not io participate in Drilling aueh a^w.-;-',; ... 
thru they wish to participate therein, ihe unit Qpc,-^i».- uvAl 

5. N o t i c e o f E l e c t i o n to i>ri!J . f.hiless a l ! P a r t i , . } ,fv.i .- , ; 
t h e n . w i U i i n f i f t e e n (15 ) days a f t e r cite e x p i r a t i c r i o i the i-eri-i -

w . U i i i i t he D n i h n g B l o c k t h e n d e s i r i n g to "huy« the ;>!*'tr.o->:J • 
no t ice o f i t s e l ec t i on to p roceed w i t h the D r i i l i n c of 
no t to p a r t i c i p a t e i n D r i l l i n g he w e l l . 

6. EStect o f E l e c t i o n ta B r i l l , I f oiic o r more , h v ; e 
!.:n:t Ope ra to r sha l l W r i l l the w e l l f o r t h s uecoant M 
sha l i c o n s t i t u t e the D r i l l i n g P a r t y . 

A n y P a r t y w i t h i n the D r i h n i e B k e f e w h n ban r 
by -vntte/ii nc t iee g i v e n to ;d ! o t h e r i ' . i r heH ^ t f h i a i e -
w e l l are c o n j i n c i i c e d , i n w h i c h event ::\u-h P n r t v - i e . , i 
bound by any and a l l D i r e c t i o n s a n d A p p r c < » ! . t ;he?c;<>' 

7. R i g h t s and Obi isa l i<-m; c f W r i i U i i ^ > 'ar tv a a « K>.. 
"•ent <>f a p a r t i c i p a t i n s circa to i nese .k s uch w e l l ;«':•! ; J 
h'iiK! w i t h i n the D r i h i i i f ; B l a c k i n w h i c h a Ne r . -BrHhee 
i n g P a r t y as of the c l ' e e i i v u da te o f such inctusuox ;;!>.•>'E 
D n i i i n g P a r t y sha l l o w n a l l o f the o p e r a t i n g r i g h t s «-r,?i v ; f r 
p e r U n m n g the re to , w h i c h such N o n - D r i l l h ^ " P / r t y vyo.dri ,.--;,*..-v:tr.c * 
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p Three Hundred " , . 
l ' tree cent >. 
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. ; hs t j i ;>a;«e o:1 p r 'Pae iao i ) frc.rn aacii v.-ep 
ah, p.oahap h i n p area a r P i i st;eh t i m e -a, tho 
. a i e r {i::Paet:a>; ah Lease D u r d e n s and a;l 
re tao . : ap to such t i j a e i s l i a l l c q i i a l tne ,0011 

ret i a "pieraii t jO o f ' .hi . v r l ! up t o such t i r a r 
v i t s Co;n;ait-,e;i W o r k i n g In t e re s t ir, the 

Pr ) oi that p o r ' i o i i 0 ' the Coats h t e u n v d hy 
o P- aa.'h P o i i D a i i i i r p haa ia ih i t i n i t i r d l y par-
,e P iihtp.: ''ihv.-k tnchtat- . i ae ly such o f the la-.ds 
iaaea v / i t ; oa the p a r t i e i p r t i i . p ares. A t sue/, t ; i i :e 
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A T T E M P T E D C O M I ' S X T I O N , R K K J ' B M N i i , P L t t i i i P L v h . 

1. W e i l s N o t C o m p l e t e d ss Prcwiurers . T h e aUCf>pteci e o i T D l ^ f o r . . r a 
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proc r - i v i i l p 
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a S u h o i v i s i o i i A he a'COi has son-

A . tVotiee b> ' K n i t 0 ] ;t-ator. 
hut not c o m p l e t e d as a proehe 

, o.... 
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not ice p r c v i t l e d f o r i a th.s sec t ion sha l l be g i v e n av tete.p-apo or • 

' r h i eo h 
:ra r;: , .h 

-aped dopah a'Vi. Pre:i t iS 'eci , h i i t ho/ore pra­
te oarh i ' a r i y v.-r.o o a c i e i p a t e e i n J V i l l i i . : . ; 

• r io p ereop bu t e i e r t en :;ot t o do si. Iraei i 

e ; e. o ihri-'.ai U> its projected da 
; 'l1i:rry vroaai the partieipatiiia .0 
;p:h. e'Vi. hre:i [\: 
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KOOKY MOUNTAIN UNIT Om'.r\V%"i ACnEU/XV, #!w* •'•'•**>•* 
Proa 2 (Pivi iad Imprest) Jarmw/, iU'jt. 
(ffe«bi» DrsU.ng BlocW 

oration tuay be conduittcd only if if feeeives the Approval of the eaedes "ei.hhi such pauhapatap; si-ca, and upon such 
terms and conditions as may tea speeihed in ruch A.poo/, d. 

0. Rights and ObiigaliwK of <>;sih,air i ' j r ty SH'f rAoelP.aAop va;'a- ;. P:hooev<;r ao :os.ooo': ;o eo.tiphPe a weii 
Dialled a» ii Development died! ;s rosoe .vhccwi^e !' ao os-yiop oi Pr.r.u-.s ceUiied to p-riheipoto ihereu., the 
provisions of Article 12 deahop with shphts and O'dpp Pi oo of ihrhhar Party ac.d AoaAdriioap rallies ibaii apply. 

Whenever either <J) on si.Psiiphrd eoiophrtoai i j ;, orh wah h was a A Aidhal ,>s a r>evoiopo.out. well is rnade cr i t ) 
a wed is Deepened or Piuppec! Paek. uthonvise thai, ido A r aeooo.o o" a'-' Parties es three to podaipate thecoio, t.hr pep-
visioos of paragraph V of ie> i ot this is>hi!>h. 4 P-aa;op . ai. d:aa;a aoe ..P'dir aaaa, <d ; aa r aap harty and Aon-IAah-
Wii Parties snail apply to the operations conducted die same a£ if such •too-c.Ucstvr eorapsdteo .j-Jling upemie.as. 



Attached to and made a part of the 
Unit Operating Agreement for the 

Gardner Draw Unit Area 
Chaves and Eddy Counties, New Mexico 

A. 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 to 
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 ail automotive equipment 
used under this Agreement, with limits of not less than $100,000.00 for bodily 
injury for one person and $300,000.00 for mere 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 
provided in the Accounting Procedure - Exhibit "C".) 

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

C. Opeartor shall notify Non-Operators promptly in writing of any occurances wherein 
liability may exceed the limits of the insurance if covered by the insurance as set 
out above. 



EXH .IT "6" 

Attached to and made a part oi the 
Unit Operating Agreement 

for the^ariWe? E5raw Unit Area 
Chaves and Eddy Counties, New .V.exico 

Executive Order 11246 and Executive Order 1159 
Provisions of Section 202 of Executive Order 11246 

"(1) The contractor will not discriminate against any employee or applicant 
for employment because of race, color, religion, sex or national origin. The contractor 
will take affirmative action to ensure that applicants are employed, and that employees 
are treated during employment, without regard to their race, color, religion, sex or 
national origin. Such action shall include but no be limited to the following: Employment, 
upgrading, demotion, or transfer; recruitment or recruitment advertising; layoff or 
termination; dates of pay or other terms of compensation; and selection for training, 
including apprenticeship. The contractor agrees to post in conspicuous places available to 
employees and applicants for employment, notices to be provided by the contracting 
officer setting for th the provisions of this non-discrimination clause. 

(2) The contractor wil l , in ail solicitations or advertisements for employees 
placed by or on behalf of the contractor, state that ail qualified applicants will receive 
consideration for employement without regard to race, color, religion, sex or national 
origin. 

(3) The contractor will send to each labor union cr representative of workers 
with which he has a collective bargaining agreement or other contract or understanding, a 
notice, to be provided by the agency contracting office, advising the tabor union or 
workers' representative of the contractor's committments under Section 202 of Executive 
Order No. 11246 of September 24, 1965, and shall post copies of the notice in conspicuous 
places available to employees and applicants for employement. 

(4) The contractor will comply with all provisions of Executive Order No. 
11246 of September 24, 1965, and of the rules, regulations, and relevant orders of the 
Secretary of Labor. 

(5) The contractor will furnish ail information and reports required by 
Executive Order No. 11246 of September 24, 1565, anc by the rules, regulations, and 
orders of the Secretary of Labor, or pursuant thereto, and wiii permit access to his books, 
records, and accounts, by the contracting agency and the Secretary of Labor for purposes 
of investigation to ascertain compliance with such rules, regulations, and orders. 

(6) In the event of the contractor's noncompliance with the 
nondiscrimination clauses of this contract or with any cf such rules, regulations or orders, 
this contract rnay be cancelled, terminated or suspended in whole or in part and the 
contractor may be declared ineligible for further Goverment contract in accordance wkh 
procedures authorized in Executive Order No. 11246 of September 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. 

(7) The contractor will Include the provisions of paragraph (I) tnrought (7) in 
every subcontract or purchase order unless exempted by rules, regulations, or orders of 
the Secretary of Labor issued pursuant ot Section 204 of Executive Order No. 11246 of 
September 24, 1965, so that such provision wiii be binding upon each subcontractor or 
vendor. The contractor will take such action with respect tc any subcontract or purchase 
order as the contracting agency may direct as a means of enforcing such provisions 
including sanctions for non-compliance; Provided, however, that In the event the 
contractor becomes involved in, or is threatened with, litigation with a subcontractor or 
vendor as a result of such direction by the contracting agency, the contractor may request 
the United States to enter into such litigation to protect the interest of the United 
<\ t .q tp<; -" 


