UNIT f\(u{ Ere i
SOUTH LOCO HILLS (GRAYBURG) UNIT
EDDY COUNTY, hEW MEXICO
INDEX

SECTION PAGE

1 Enabling Act and Reguiatitn., + ¢ v ¢ o v v o o 4 o o o 1
2 Unit Area and Defirmilions. & v v vt v v o o v o s u o » 4
3 Exhibits & v & ¢ v i s v v e et e e e s e e e e e e e 4
4 Expansion. .« o v v v v v v b e e e e e et e e e e e e 4
5 Unitize Land and Unitized c e e e e e e 5
6 Unit Oporatoar. c e e e e 5
7 Resignation or Re . e e e e e e e . 5
& Successar Unit Oparator. o v v v v v v v v v e v e e v G
g9 Accounting Provisicns and Unit Operating Agroement o . . G
10 Rights and Obiigatio of Uit Operaior. v v v v v vy 7
13 Easnriants or ”:? c 3080 v s e e e e e e e e e e e 7
17 Pian of 0p2rafion. « v v v v v v v v 6 0 v v e e e e 7
13 Tract Participation. o v v v v v v v v v o 4 o v v o w & 3
i Trocts Gualified for Participation o o ¢ o v ¢ v o v v . 9
3 Filocation of Unitized Su5SUances. v v v v v v v o v o » 1

- e

3 Royalty Setflement . o o v v ¢ v v o v v 0 v o v o v v o Y7
1 Rentel Szitiement, & v v v v v v s e v o s o s o s o . 13
18 Corservalion & v v v vt v 6 bt e e s e e s e e e e e e 3
1% Dratiads o 0 v v b e v e e e e e e e e s e e e e e e e 1R
20 leases and Contracis Confor-»d end txtended. © o . o . . 13
e Mathematical ErPOrS. v v s v e s v o o o o o v o o o o & 14
ras Covenants Rup with Land, © o o v v v v v o v v v v v « « 15
25 Effective Dato and Term. . . v v v v v 6 v o 4 o v o o« < 15
7 "Rate of P;o\vbbtizg, Developinent and Froduction, o . . . 16
25 Hondiscrimination., « & v v v v v v 6 v v v o v v e e o . 15
25 ADP2ArantesS. v v v v v v e e e e e e e e e e e e e e e w1
2/ 80 o8 OO I 4
28 to Haiver of Certais Rights, o v v v v v v o v v o v o o Y7
27 Equipment and Facilities - Fixtures Attached to Realty . 17
30 Unavoidable Delay. o v v 6 v o 0 tie v v o o e e e e e . 1T
31 Loss 0f Tit10. & v v v v v e e e e e e e e e e e e /
3?2 Non-Joirder and Subscquent Juinder o L o 0 o . o . . . . 18
33 0il in lease Tenkage on Eifective Data o o o o o 0 o v . 19
34 CounterpParts v v v v v v o o e e e e e e e e e e . .19
35 77 = A
35 Ho ParinershiD o o b o s v s e e b e b e e e e e e e e . 20
37 3Grder Agreananlts. o v v i s e e e s b e e e e e e . .20

EXHIBIT A
EXHIBIT *B"
EXHIBIT "C"
EXHISIT "D”

CIPATION)

EXHIBIT "B"



UNIT AGREEMENT
FOR THE DEVELOPHENT AND OPER.ATION OF THE
SOUTH LOCO HILLS (GRAYBURG) UNIT
EDDY COUNTY, NEW MEXICO

\

THIS AGREEMENT, entered into as the day of 5 1982,
by and between the parties subscribing, ratifying or consentiny hereto,
and herein referred to as "parcies hereto”:

WITNESSETH:

WHEREAS, the parties hereto are the owners of working, royalt:, or
other 0il or gas interests in the Unit Area subject to this Agreement; and

WHEREAS, the 011 Conservation Division of the Energy and Minerals
Department of the State of MNew Mexico, is authorized by law (Chap. 72,
Laws of 1935, as amended by Chap. 193, Laws of 1937, Chap. 166, Laws of
1941, and Chap. 168, Laws of 1949, Chap. 65, Art. 3, Sec. 14, N.M.S., 1953
anno) to approve this Agreement, and the conservation provisions hereof;
and

WHEREAS, the Mineral leasing Act of February 25, 1920, 41 Stat. 437,
as amendzd 30 ¥,5.C. Sections 181 et seqg., authorizes Federal lessees and
ti- - representci v, to unite with each other, or jointly or separately
witii others, in collectively adopting and cpesrating a cooperative or uait
plan of development or operation of any oil or gas pool, field or like area,
o any part thereof for the purpose of more properly conserving the natur.l
resources thereof whenever determined and certified by the Secretary cof tiw
Interior to be necessary or advisable 1in the public interest; and

WHEREAS, the parties hereto hold sufficient interests in the South
Loco Hills (Grayburg) Unit Area covering the land hereinafter described to
give reasonably « fective control of operation therein; and

WHEREAS, 1t is the purpose of the parties hereto, to enable institu-
tion and consummation of secondary recovery operations, conserve natural
resources, prevent waste and secure the other benefits obtainable through
developat and operation of the area subject to this Agreement under
the terms, conditions, and limitations herein set forth;

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

SECTION 1. NABLING ACT AMND REGULATIONS, The Mineral leasing
Act of February 25, 1970, as amended, supra, e¢nd all valid partinent reou-
lations, including operating and unit plan regulations, heretofore issusd”
thereund=r ard valid, partinent and reasonable requlations hereafter jssued
thereunder are accepted and made a part of this Agreement as to Federa}
lands, provided such regulations are not inconsistent with the terms of
this Agreement.




SECTION 2. UNIT AREA AND DEFINITICNS. The area described
by Tracts in Exhibit “B” and lepicica on txhibit "A" attached hereto is
hereby designated and recognized as constituting the Unit Area containing
1060.07 acres, more or less, in Eddy County, New Mexico. Said land is
described as follows:

Township 18 South, Range 29 Fast, N.M.P.M.
Section 19: E/2, HE/4 NW/4, E/2 SH/4, Lot &
Section 20: U/2, NH/&4 NE/4

Section 29: N/2 hil/4

Section 30: N/2 HE/4, NE/4 Nuj4, Lot 1

For the purpose of the Agreement, the following terms and expressions as
usc § herein shall mean:

(2) "Cosmission" is defined as the 0i1 Conservation Division, Energy
and Minarals Department, of the State of iew Maxico.

{b) "“Director" is defined as the Director of the i{inerals Management
Service.

(c) “Secretery" is defined as the Secretary of the Interior of tne
United States o7 America.

(d} “Department® is definad as the Department of the Intericr of tie
United States of America.

(e) “Supervisor® is defined as the 0i1 and Gas Supervisor of tne
Minerals ilManagement Service fTor thez region in which the Unit
Area is situated.

{(f) “"Unitized Formation" is defi

ired as that stratigrephic interval
undarlying the Unit Area sxtendi ng from the top of the Zrayrurg
formation to thirty (30) feet below the base of the Loco Hiils
Sand formation, said intzrval being more specifically the egui-
valent of the continuous interval occurring between thz depin
of 2,272 feet and 2,429 feet -as shown on the Schlumbergar lell

e
Surveying Corporation Gamma Ray-leutron lcg run on Juiy 2
1961 in S. P. and HMartin Yates Alscott Federal HNo. 1 wel] ]o—
cated 660 feet from the nerth line and 650 feet from the ea
Hne of Section 30, T-12-S, R-28-F, Eddy County, lew Mexice
Said 1og was meesured fTrom a Kelly Bushing elevation of 3,5
feet above sea level.

(g) “Unitized Substances" is defired as all 01? Gas, Gaseous Sub-
stances, sulphur containad in cas, congensate, distillate ar

all associated and constituent tiquid or liguefiadle h"‘r"" -
bons produced from the Unit .zpd Formation vnoe"]”1ng unitized
land.



(h)

(1)

(3)

(x)

(1)

(m)

(n)

(o)

(p)

(a)

(x)

"Pract” is defined as each parcel of land described as such and
given a Tract nuiber in Exhibit “B".

"Tract Participation” is defined as that percentage of Unitized
Substances which is allocated to a Tract under this Agreenent.

"Unit Participation" is defined as the sum of the percentages
obtained by multiplying each Working Interest Owner's fractional
working Interest in each Tract by the Tract Participation of
each such Tract.

"Working Interest” is defined as the rignht to search for, produc:,
acquire Unitized Sub:stunces vhether held as an incident of ownerc—

ship of mineral fee simple title, under an oil and gus lease, or

otherwise held.

"Working Interest Owner" is defined as and shall mean any party
hereto owning a Working Interest, including a carried Working
Intere.:, whether by virtue of a lease, operating agreeirent, fee
title or otherwicz, whose interest is chargeable with and obli-
gated to pay or bear, either in cash or out of producticon, or
otherwise, all or a portion of the cost of drilling, dveloping,
and producing the Unitized Substances from the Unitized Forma-—
tion.

"Royalty Interest™ or "Royalty" is defined as an interest other
thar: a Working Interest in or rignt to receive a portion of tie
Unitized Substanc2s or the proceeds thereof and includes the roy-—
alty interest reserved to a lessor by an oil and gas lease and any
overriding royalty interest, oil paywent interest or any other
payment or barden which does nct carry with lL. the right to search
for and produce Unitized Substances.

"Royalty Owner” is defined as and shall mean thle owner of a
Royalty Interest.

"Unit Operating Agre=ment"” is defired as and shall mean any

~agre=rent or agreements (whether one or more) entered into

(separately or collectively) by arsd between the Unit Operai. -
and the Working Interest Owners as providad in Section 9
(ACCOUNTING PROVISICSS D UWNIT OPERATING AGREEMENT), infra, and
shall be styled "Unit Operating A\jreerr‘ent, South Loco Hills
(Grayburg) Unit, Eddy County, New Mexico.

"Paying Quantities" is defired as production of Unitized Substan-—
ces in quantities sufficient to pay for the cost of producing
samre from wells on the Unitized Land.

"Unit Manager" is defined as the person or corporation aprointed
by the Working Interest Owners to perform the duties of the Unit
Operator until the selection and qualification of a Successor
Unit Ogsrator as provided for in Secticon 8 hereof.

"Tract Cumlative Prodocticn: is defined as the total nunber of
barrels of o0il produced from the Unitized Pormation under such
tract through December 31, 1979, as officially reported to the
Cammission. ]
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(s) "Unit Cumilative Production" is defined as the total number of
barrels produced throuch Decemi>xr 31, 1979, from all tracts with-
in tl.e unit area which are qualified under -the terms of this
agreeagreaent, as officially reported to the Camuission.

SECTION 3. EXHIBITS. Exhibit "A" attached hereto is a map
showing the Unit Area and the boundaries and indentity of tracts and leases
in said Unit Area to the exten:t knwwnn to the Unit Overator, Exhibit b
attached hereto is a schedule showing, to the extent known to the Unit Op-
erator the acreage conprising each Tract, percentages and kind of c.nershilp
of 0il and gas interest in all lan. in the Unit Area. Exh ™ »it "C" attachad
hereto shows the Tract Participaticn of each Tract in the Unit Area. How,
evar, nothing herein or in said schedule or map chall be construed as a
representation by ar’ party hercto as to the ownership of any inter~st other
than such interest or interests as are shown in said map cor schiadule as
owvned 137 such party. There is no Exhibit "D". Exhibits "A", "B" and "C"
shall be revised by the Unit Operator whenever cdhanges in the Unit Area
render sucdh revision necessary or when reguested by the Supervisor, and
not less than five copies shall be filed with the Supervisor.

SECTION 4. EXPANSTON . The above describad Unit Area may, whan
practiceable, be expanded to include therein any additvional Tract or Tracis
rz urded as reasinably neczssary of advisable for the purposes of this
Agreement. Such expansion shall b= effected in the following manner:

(a) The Working Interest Owner or Owners of a Tract or Tracts desirinrg
to caunlt such Tract or Tracts hereto shall file an applicetica
therefor wilth Unit Operator requesting sucdh adnission.

(b) Unit Cperator shall circulate a notice of the proposed expans’ n
to each Working Interest Cwner in the Uniz land in the "ra. ¢
Tracts proposed to e incladad in the Unit, setting out the busiw
for admission, the prooossd participation to be assigned to eaci
such Tract, and octher pertinent data. After negotiation (ot
Werking Interest Owner's meeting or othervise), if 90 percen: --
(90%) of the Working Interest Owners (on basis of Unit Partici-
pation) have agre-3 to the addition of such Tract or Tracis,
then "hilt Operator shall, after preliminary concurrence by the
Director:

(1) Prepare a notice of proposed expansion describing the con-
templated changes in the boundarizs of the Unit Area, the
reason therefor, the basis for admission of the additional
Tract or Tracts, the Tract p-r=icipation to be assigned
each such Tract and proposed effcctive date thereof, prefer—
ably 7:00 a.m. on the first day of a wonth subsequent to the
date of notice; and

(2) Furnish copies of said notice to the Supervisor, the NMOCD
Caunission, and each Working Interest Owner, lessee, ard
lessor whose interests are affected and advising such
parties that thirty (30) days will e allowed for subuis-
sion to the Unit Operator of any objections to such
expansion; and :



)

(3) File, upon the expiration of said thirty (30} day period as

- - set out in (2) imrediately above, with the Director and the

Cammission, the following:

(i) EDvidence of mailing said notice of expansicon (ii) ~n
application for such expansion in sufficiont nader
appropriate approval and distribution; and (iii) in
instrument containing the appropriate joinders in
campliance with the participation requirement:s of
Secticn 14 (TRACTS QUALIFIED FOR PARTICIPATION) ard
Section 32 (NON-JOINDER AND SUBSEQUENT JOINDER), in-—
fra; and (iv) a copy of any ocbjections receivad.

The expansion shall, after due cinsideration of all pertinent infornation
and upon approval by the Supervisor and the Camnmission, becare cifective
as of the date prescribsd in the notice thereof or on such other approyriate
date as ray be set by the Supervisor and the Camnission in the ord:r or
instrurent approving such expunsion. The revised Tract Particii.ion of
tho respective Tracts canmitted to the Unit Agreement prior to any such
enlargerent shall remain in the saie ratio one to the other.

SECTION 5. UNITIZED IAND AND UNITIZED SUBSTANCES. All land
comittad to this Agreerent as to the Unitized Formation shall consti-ate
lar.: referred to herein as "Unitized Land" or "Land Subject to this Agroe—
menz.” All oil, gas, gaseous substances, sulphur contained in gas, cordlen-—
sate, distillate, and all aszociated and constituent liquid or liquefisble
Ty ocirtons produced from the Unitived Formation underlying Unitized Land
a: : are unitized undsr the term of this Agreement and harein are callad
"Unitized Substances."

2

SECTICY ©. INIT OPERATOR. Yates Drilling Corpany, a New Mexico
corioration is hereby designated as Unit Operator, and, by sicning this in-
strvment as Unit Coerator, it agrees and consents to accent the cuiilzs and
oblications of Unit Operator for the operation, development and produchion
o7 Unitized Substancses as herein provided. Whenever reference is made
herein to the Unit Operator, such referverce means the Uni* Cperator acting
in that capacity and not as an owner of interest in Uni-ized Substances,
arx! the term "Working Interest Owner" when used herein shall include or
refzr to Unit Cperator as the owner of a Working Interest. when such an
interest is owned Ly it.

Unit Opeirator shall have a lien upon the interest of the owners of
Working Interests in the Unitized ILand to the extent provided in the Unit
Operating Agreenent.

SECTION 7. RESIGIATTION OR RIZOVAL OF UNIT OPERATCR. Unit
Coerator snaiil have the right to resign at any time, buat such resignation
shall not become effective so as to release Unit Operater from the duties
and oplilgations of Unit Operator and terminate Unit Operator's rights as
such for a pericad of six (6) months after written notice of intention to
resian has been give by Unit Operator to all Working Interest Owners aryl
the Supervisor, and until all unit wells are placed in a condition satis-—
factory for suspension, abandonment, or operations, whichever is required
by the Supervisor, unless a new Unit Operator shall have taXen over and
assuned the duties and obligations of Unit Operator prior to the expiration
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of said period.

The Unit Operator shall, upon default or failure in the perfor-
mance of its duties or obligations hereunder, be subject to removal of
not less than sixty-five (65) rurcent of the comuitted Working Interent
(on the basis of Unit Partici:w«tion) exclusive of any Working Inteve b
osned by the Unit Operator. Such rermpval shall be effective upon notice
thereof to the Supervisor.

In all such instances of resignation or removal, until a succassor
to Unit Operaor is selected and approved as hereinafter providel, thae
Working Interest Cwners shall be jointly responsible for the parformwuwce
of the duties of the Unit Cperator and shall, nrot later than thirty (30)
days before sucdh resignatisn or removal become effective, appoint a Unit
Manager to represent them in any action to be taken hereunder.

The re=ignation or removal of Unit Operator under this Agreenent shall
not terminate its right, title or interest as the owner of a Working Inter-
est or othier interest in Unitized Substances; but upon the resignation or
removal of Unit Ooperator becoming effective such Unit Operator shall de—
liver possession of all wells, equipment, books and records, materials,
appurtensrces and any other assets used in conducting the Unit Cperations
and owned by the Working Interest Owners (including any and all data and
information which it might have gainad or assenbled by reason of its
operatict of the Unitized Land) to the new duly qualified successor Unit
Coerato- or to the Unit Managzr if no such new Unit Operator is elect.:},
to e u:e2d for the purgose of conducting Unit Operacicns hereundor.
Nothing herein shall be construed as authorizing removal of any material,
spoipment and appurtenances needed for the pro tion of any wells.
No 7 -ing herein contained shall be construed to relieve or dizcharge any
U~ o Operator who resigns or is removed hereunder for ars liability or
d: - ies accruing or performable by it prior to the effective date of
such resignation or removal.

5,

SECTION 8. SUCCESSOR UNIT CPERATR. thenever the Unit Operator
shall tender its resignation as i zor or shall be removed as here-
inziove provided, the Working Interest Geners shall select a successor Unit
Operator by & majority vote of the Working Intercst Owners (on tiw basis
of Unit Participation); provided no Working Interest Cwnzr who bais boen
rerovedd 2s Unit Operator way vobe for self-succession. fucn seleciicn 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 selec—
tion ¢hi:ll have hbeen approved by the Supervisor. If no succsssor Unit
Operator is selected and qualified as herein provided, the Director, at
his election, nay declare this Agrecment terminated.

SECTION 9. ACCOUNTING PROVISICNS AND UTIT OPERATING AC: DEMENT.
Costs and expenses incurred ixy Unit Qperator in conducting nit operations
hereunder zhall be paid, apportioned awcng, ard borne by the Working In-
terest Owners in accordance with the Unit Cperating Agreenment; however,
no such Unit Operating Agreement shall he deemed either to modify any of
the terms and conditions of this Unit fgressent or to relieve the Unit
Operator of any rignt or obligation established under this Agreament,
and in case of any inconsistency or conflict between this Agreement and
the Uit Operating Acrzerment, this Agreement shall prevail. Thre= truc
copies of any Unit Operating Agreement executed pursuant to this Section
shall e filed with the Supervisor prior to epproval of this Agraement.

—5—



. SECTION 10. RIGITS AND OBLIGATIONS OF UNIT CPERATOR. Excent as
otherwise specifically providsd herein, the exclusive rignt, privilege
and duty of exercising any and all rights of the yarties hereto which are
necessary or convenient for prospecting for, producing, storing, alloczatin
ad distributing the Unitized Substances are hers .y delecited to and shall
ke exercisad by the Unit Operator as herzin provids=d. The parties hereto,
to the extent they have the right to do so, grant to Unit Ope=rator the use
of brine or water, or both from any formation in and under the Unitized
Land for irjectior: into the Unitized Formaticn. Upon request, acceptabl:
evidence of title to saild rights shall be deposited with said Unit Uperator
and, together with this Agreerent, shall constitute and define the rignts,
privileges, and cobligations of Unit Operator. Nothing herei, however,
shall be construed to transfer title of any land or to any leas.: or operat-—
ing agreerent, it being undsrstood that under this Acgmement the Unit
Operator, in its capacity as Unit Operator, shall exerci:e the rights of
possession and use vested in the parties hereto only for the purposes
herein specified.

SECTIN 11. EASIEMENTS OR USE OF SURFACE,

(a) The parties hereto, to the extent cf their rights and interests
('_\

S (SR N
of the surface of the unitized land as may reasonably be nacess wry
for Unit Operations and the rempval of Unitized Substances there
from; provicded that nothing herein shall = construed as leasin

or otharwise convaying to Working Interest Owsners a site for a
water, gas injection, processing or other plant, or camp site.

i

(p) Working Interest Ownecs shall have and ars hereby granted fres

-

use of water from the Unitized Land for Unit Cperaticns, except

water from any well, lake, pond, or irrigaticn ditch of a
Royalty Ownar. .

(c) Working Interest Own2rs shall pay the owner for damaies to

growing crops, timber, fences, improvements, and structuces on
the Unit Area that result from Unit Op:raticns.

SECTION 12. PLAN OF OPETATICN. It is recognized and agreed Ly
the parties hereto that all % tis: land subject to this Agresient is reason-
ably proved to be productive of Unitized Substances in puaying cuantities
and that the object and purposz of this Agreerent is to forrulate and
put into effect a secondary reccovery project in order to effact the
greatest recovery of Unitized Substances, prevent waste and consar 2
natural resources consistent with cood engineering practices expacted OF
a prudent operatc:. The parties heretc agree that the Unit Operator iy,
subject to the consent and approval of a plan of operaticn by the Workiryg
Interest Owners, the Supervisor, and the Commission inject into the Uni-
tized Formaticrn, througn any well or wells completed therein, brine, water,
air, cas, oil, limuid pstroleum cases, and any one or more other sulmslanc:s
or combination thi:reof whether produced from the Unitized Formaticn or nos,
and that the location of input wells and the rates of injecticn therein
and the rate cf production shall be gover-:I by standards of go <! geologic
and petroleum enginsering practices and cconservation methods. After con—
mencarent of secondary orerations, Unit Operator shall furnish the Camnis—
sion and the Supervisor monthly injection and producticn reports for each
Unit Well.

—7-



The Working Interest Owners, the Supervisor, and the Comnission shall be
furnished pericodic reports on the progress of the plan of operuticrs. A
revision of the plan of operation involving a deviation from the apprived
plan of operation shall be subjec: to consent and approval of the Working
Interest Owners, the Superwisor, and the Ccrnission.

The initial plan of operation shall be filed with the Supervisor - nad
the Camuission concurrently with the filing of this Unit Agreement [for
finai aporoval. Said initial plan of operation and all revisions thoereof
shill be as complete and adermats as the Sup2rvisor and the Cammissiad ray
deto:mmine to be necessary for tinely omdration consistent herewith. There—
aft-c, from time to tire hefore ti» expiration of any existing plan, the
Unit Operator shall submit for like approval a plan for an additional spaci~
fied period of cperation. Reasonable (illigence shall be exercised in com-
plying with the ob.ligations of the approved pla: of operation.

Notwithstanding anything to the contrary herein containzd, if Unit
Operator fails to cammence Uit Uperations for the secondary recovery of
Unitized Substances from the Unit Area within six (6) months afte:r the ef-—
fective late of this Agreenent or any extension thereof approvel by the
Supervisor and the NMOCTD Comunission, this agreenent shall terminate auto—
matically upon the expiration of said six (6) wonth period. After such
operations are comrenced, Unit Ooerator shall carry on such oserations
as would a reasonably prudent cperator under the sane or similar cive wn-
stances.

SECTION 13. TRACT Pr-PT1OIPTICN. In Exhibit "B" attachad hercto
there are list + and num o3 Tracts within the it Avea, and
set forth in Exuibit "C" opposite each Tract nuiber are figures which repre-
sent the Tract larricipation peean 3 allocated o that Tract, calculatad
o1 the basis of all Tracts within the Unit Area being committed to this
Asorement as oOf the effective fzte herecof. The Tract Participations of each
Tract within th:z Unit Area as set forth in Exhiibit "C" shall govern the
allocaticn of Unitiz=d Substancas produced from the Unit Area from and aftor
the effective date hereof, subject to any revision cr revisions of the Unit
Area or the Exhibits to this Agreew:ant in accordance with the provisions
hereof,

The percentage of Tract Participations set forth in Exhibit "C" for
eacdh Tract withiit the Unit Area have ! =en calculated and determined in ac-
cordance with the following farr-ors anld formulas:

Percentage Participation
of each Tract = 100%

In the event less than all of the Tracts within the Unit Area are camitted
to this Agreement as of the effective date hereof, Unit Cperator shall
promptly precare revised Exhibits "BR' & "C" setting forth opposite each of
the qualified Tracts (as determined from Section 14, Tr..ots qualified for
participation), the revised Tract Participations, which shall be calculated
and determired by using the factors and formulas gat forth above, but apply-—
ing the sae only to the qualified Tracts. Uait Operator shall vrarntly
file copies of such revised Exhibits "B" & "C" with the Supervisor; and,
vnless sudh revisaed Exnibits "B" & "C" are disapproved by the Supoervisor
within sixty (60) days after such filing, the revised Lxhibits "B" & "C"
shall be effective as of the effective date of this Agreement and shall
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thereafter govern the allocation of all Unitized Substances, subject,
however, to any further revision or revisions of Exhibits "B" & "C" in
accordance with the provisions hereof (Sections 3, 4, 31, and 32).

SECTION 14. TRACTS QUALIFIED FOR PARTTICIPATION. On ard after
the effiective date hereof the Tracts within the Unit Area whicdh shall ke
entitled to particimite in the production of Unitized :»iw:-.inces shall be
those Tracts more particularly described in Exhibit "B" that corner or have
a cawon boundary (Tracts separated only by a public highway or a railroad
right of way shall be considered to have a commo:: boundary) and that other-—
wise qualify as follows:

(a)

(b)

(c)

Each Tract as to which Working Interest Gwners owning cre hundred
peroent (100%) of the Working Interest therein have becare par—
ties to this Agreement and as to which Royalty Owners cwring
eighty-five percent (85%) or more or the Royalty Interast
therein created by the basic leases have become partiss to
this Agrzement.

Each Tract to which VWorking Interest Owners owning one hundred
percent (100%) of the Working Interest.therein have become
parties to this Agreerent, and as to which Royalty Osrers owiing
less thaa eighty-Iive percent (85%) of the Royalty Intei»st
ther=in created by the basic leases have become parties to this
Agreeient, and as to which: (1) All Working Interest Owners in
any such Tracc have Jjoined in a request for the accentance of
such Tract as qualified for participation under this Agre=-ent,

ard ¢ to which (2) Eighty percent (80%) of the cowbined "voting
intewe 3" of working Interest Osners in all Tracts that nmoet

with regalrenents of Section 14 (&) have voted in favor of the
accersance ©f such Tract. Ior the purpose of this Section 14
(b) the "voting interest" of a Working Interest Owner shall ba
equal to the ratio expressed as a percentage that its Unik

- Participation in all Tracts that qualify under Secticn 14 (a)

above bears to the total Unit Participation of all Working
Interest Owners in all Tracts that qualify under Sectica 14 (a).

Each Tract as to which Working Interest Owners owning less than
one hundred percent (100%) of the Working Interest thersein have
become parties to this Agreevsnt, regardless of the mercontage
of Royalty Interest therein crsated by the basic leases that is
comnitted hereto; and as to which: (1) The Working Interest
Ovmer who operates the Tract and all of the other Working Interest
Ownrs in. such Tract who have becare parties to this Agreerent
have Joined in a recuest for acceptance of such Tract, and hawve
executed and delivered an indeminity agreement indemnifying ard
agreeing to hold harmless the othar Vorking Interest Owmers that
are parties heveto, thelr successors and assigns, acainst all
claims ard demands that may be made by the ownars of Worling
Interests in sudh Tract who are not parties o this Agreersnk,
and vinich arise out of th2 acceptance of the Tract as qualified
for participation under this Agreement; and as to which (2)
Eighty percent (803%) of the combined “voting interests" of
Working Interest Owners in all Tracts that meet the regquirerents
of Sections 14 (a) and 14 (b) above have voted in favor of the
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acceptence of such Tract and to accept the indeminity agreement.
For the purpose of this Section 14 (c¢), the "voting interest” of
each Working Interest Owner shall be equal to the ratio expressed
as a percentage that its Unit Participation in all Tracts that
qualify under Sections 14 (a) and 14 (b) above bears to the total
Unit Participation of all Horking Interest Qwners to all Tracts
that qualify under Sections 14 (a) and 14 (b). Upon the accep-
~tance of such a Tract as qualified for participation under this
Agreement, the Unit Participation that would have been attribut-
ed to the non-subscribing owners of the Working Interest in Such
Tract, had they t:come parties to this Agreement and the Ur:.
Operating Agreement, shall be attributed to the Working Interest
Owners in such Tract who have become parties to such Agreemants,
in proportion to their respective Working Interests in the Tract.

If, on the effective date of this Agreement, there is any Tract or
Tracts in the Unit Area which have not been qualified as above provided,
then such Tract or Tracts shall not be entitled to participate hereunder.
Unit Operator, shall, when submitting this Agreement for final approval
by the Department, file therewith a schedule of those Tracts which are
entitled to participate in the production of Unitized Substances. Said
schadule shall set forth opposite each qualified Tract the assigned Tract
nuaber, the .ease or assignment number, the owner of record of the lease,
an the Tract Participation percentage which shall be computed according
to the participation formula set out in Section 13 (Tract Participation)
above.

SECTION 15, ALLOCATION OF UNTTIZED SUBSTANCES. A1l Unitized
Substances produced and-saved {less, save and except any part of such Uai-
tized Substances unavoidably lost or used in conformity with good cperating
practices on Unitizad Land for drilling, operating, camp and other pirnduc-
tion or development purposes and for pressure maintenance) sh i1 be appor-
tianed among and allocated to the qualified Tracts in accordance with the
respective Tract Participation, as set forth in the then effectivs schaedule
of participation in Exhibit "C" or any revision thereof. The aiw.unt of
Unitized Substances so allocated to each Tract, and only that asount
(regardless of whether it he wmore or Tless than the amwount of actual
production of Unitized Substances from the well or wells, if any, on
such Tract, shall, for all intents, uses and purposes, be deemed to have
been produced from such Tract.

The Unitized Substances allocated to each Tract shall be distributed
among, or accounted for to, the parties executing, consenting to or rati-
fying this Agreement entitled to share in the production from such Tract
in the same manner, in the same proportions, and upon the same conditions
as they would havs participated and shared in the production from such
Tract, or in the proceeds thereof, had this Agreement not been entered
into, and with the same legal force and effect.

No Tract committed to this Agreement and qualified for participation
as above provided shall be subsequently excluded from participation here-
under contained, except as provided in Section 33 hereof, shall be con-
strued as requiring any retroactive adjustment for production obtained
prior to the to the effective date of the joincer of any Tract.
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If the Working Interest of the Royalty Interest in any Tract, as of
.the effective date hereof, or thereafter becows divided with respect to
separate parcels or portions of such Tract, the percentages of Tract Par-
ticipation assigned to such Tract shall, in the absence of a recordable
instrument executed by all owners and fixing the division of owrership,
be divided among the owners of such parcels or portions in proportions
to the number of surface acres in each parcel or portion.

Subject to the provisions of Section 16 (Royalty Settlement), the
Unitized Substances allocated to each Tract shall be delivered in kind to
the respective Working Interest Owners and parties entitled thereto by vir-
tue of the ownership of ¢il and gas rights therein. Each Working Interest
Owner and the parties entitled thereto shall have the continuing right to
receive such production in Kind at a common point within the Unit Area and
to sell o. dispose of the same as it sees fit, FEach such party shali haw:
the right to construct, maintian, and operate all necessary facilities for
that purpose on Unitized Land, provided the Same are so constructed, main-
tained and operated as not to interferc with operations carried on pursuant
hereto. Any extra expenditure incurred by Unit Operator by reason of the
delivery in kind of any portian of the Unitized Substances shall be borne
by the party responsible for the payment of such expense.

In the even® any party hereto shall fail to take in kind or separately
dispose of its proporticnite share of the Unitized Substances, then so long
as such conditions contirue, Unit Operater, for the account and at the ex-
pense of such party, and in order to avoid curtailing the operation of the
Unit Area, mayv sell or ctherwise dispose of such production to itsel?y or
others on a day-to-day basis at not less than the prevailing market price
in the area for like producztion; and the account of such party shall be
charged therewith as having received such production. Unit Operator shall
not make a sale into interstats conmerce of any other party's share of gas
production without first giving such other party ninety (90) days notice
of such intended sale, The net proceeds, if any, of the Unitized Substances
so disposed of by the Unit Operator shall be paid to the parties entitled
thereto.

Any Working Interest QOwner receiving in kind or separately disposing
of all or any part of the Unitized Substances allocated to any Tracz, or
receiving the proceeds therefrcen is the same 1f sold or purchased by Unit
Operator, shall be responsible for the paymant of all royalty on the izase
or leases affected; and ecch such party shall hold each cther party haraless
against all claims, demands, and causes of action for the payment of such

Royalty.

If, after the effective date of this Agreement, there 1s any Tract
or Tracts subseguently committed hereto, as provided in Section 4 (EXPAN-
SION) hereof, or if any Tract or Jracts within the Unit Area are not qua-
1ified hereunder as of the effective date hereof are subsequentiy qualified
for participation under the provision of Section 14 (TRACTS QUALIFIED FOR
PARTICIPATION) and Section 32 (NON-JOINDER AND SUBSEQUENT JOILBER), or if
any Tract is excluded froa this Agreement as providad for in Section 31
(LOSS OF TITLE) the schedule of participation as shown in the current Exhi-
bit "C" shall bLe revised by the Unit Operator and distributed to the Work-
ing Interest Qwners and the Supervisor to show the new Tract Participations
of all the then qualified Tracts; and the revised Exhibit "C", upon appro-
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val by the Supervisor, shall govern the allocation of Unitized Substances
produced on and after the effective date thereof until the effective cdate
of -a new schedule so approved by the Supervisor. In any such revision of
Exhibt “C" pursuant to this paragraph the Tract Participations of the pre-
viously qualified Tracts shall remain in the same ratio one to the other.

SECTION 16. ROYALTY SETTLEMENT, The United States of America and
“all Royalty Owners who, under &n ex:scing contract, are entitled to take in
kind a share of the Unitized Substances produced form any Tract unitized
hereunder, shall continue to be entitled to such right to take in kind
their share of the Unitized Substnaces allocated to such Tract; and the
Unit Operator shall make coliveries of such Royalty share taken in kind in
conformity with the appliceble contracts, laws, and regulations.
Settlement for Royalty Interest not taken in kind shall be made by Working
Interest Owners responsible therefor under existing contracts, laws and
regulations, on or before the last day of each month for Unitized Substan-
ces produced during the preceding calendar month; provided however, that
nothing herein contained shall operate to relieve the lessees of any land
from their respactive lease obiications for the payment of any Royalty
due under their leases, except that such Royalty shall be computed in
accordance with the terms of this Unit Agroement.

If gas obtairnad from lands or foermations not subdbject to this Agreement
is introducad into the Unitized Formation for us in repressuring, stimula-
tion of production, or increasing ultimate rcovery in conformity with a olan
aprrnved pursuant to Secticn 12 {PLAN OF OPERATION), a like amount of :us,
less enpropriate daduction for loss from any cause, may be withdrawn f:om
the Upitized Formation royalty Tree as to dry gas but not as to products ex-
t rted therzirea; provided that such withdrawal shall be at such time as
l..r Lz preovided in the approved plan of operation or as otherwise may be

L

practices. If licuid petroieum cases obtained from lands or formations not
subizct to this ‘fgreement are introduced into the Unitized Formation for
the rurpose and under the conditions set forth in tha preceding santence,
then part or all of such liquid petroleum gases may be withdrawn royalty

roa purs .ant to such conditions and Tormulas as may be prescribzd or ap-
proved by the Supervisor, The right of withdrawal contained in this Sec-
tion shall terminate as of the effective date of termination of tiis Unit
byrzement,

A1l Royalty due the Royalty Owners hereunder other than thz United
States of America shall be computed and paid on the basis of all Unitized
Substances allocated to the respective Tract or Tracts of Unitized Land
in lieu of actual production from such Tract or Tracts.

Royz -y 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 Substar~2s on the basis of the amounts thereof allocated to
Unitized Federal land as provided herein at the rates specified in the
respective Federal leases, or at such lower rates as may be authorized
by law or regulation, providea 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
the Unitized Land were a single consolidated lease.
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Each Royalty Owner (other than thz United States of America) that
executed this Agreement represents and warrants that it is the cwner of
a Royalty Interest in a Tract or Tracts within the Unit Area as its in-
tercst appears in Exhibit "B" attached hereto. If any Royalty Interest
in a Tract or Tracts should be lost by title failure or otherwise in
whole or in part, during the term of this Agreement, then the Royalty
Interest of the party representing himself to be the owner thereof shall
be reduced proportionately and the interest of all parties in the effected
Tract or Tracts shall be adjusted accordingly.

SECTION 17. RENTAL SETTLEMENT. Rentals or minimum royalties
due on leases coamitted nerete shall be paid by Working Interest Cwaars
responsible therefore under existing contracts, laws and regulations, pro-
vidad that nothing herein contained shall operate to relieve the lessces
of any land from their respective lease obligations for the payment of any
rental or minimum royaity in lieu thereof, due under their leaszs. Rental
or minimum royalty for lands of the United States of America subjcct to this
Agreement shall be paid at the rate specified in the respective leases from
the United States of fmerica, unless rental or minimum royalty is waived,
sucrended, or reduced by law or by approval of the Secretary or his duly
authorized representative.

SECTION 18. CONSERVATION, Operations hereunder and production
0° Unitized Substances snali L2 conducted to provide for the most econo-
nical and efficient recovery of said substances without waste, as defined
by or pursuant to Federal and State laws and regulations.

- SECTION 19, DRAINAGE, The Unit Operater shall take apprepricte
end adequaie mezasures to prevent drainage of Unitized Substances frow - -
itized Land by wells on land not subject to this Agreement,

SECTION 20. LEASES AND CONTRACTS CORFORMED AMD EXTENDED. The
temms, conditiv:s and provisiens of all leases, subieases and other con-
tracts relating to exploration, drilling, development or operation for oil
or cas on lands committed to this Agreement are hereby expressly meqdified
ard awe ~2d 1o the extent necessary to make the same conform to the jprovi-
sions hereof, but otherwise to remain in full force and effect; and the
parties hereto consent that the Secretary shall, and by his approval hereof
or by the approval herecf by nis duly authorized representative does hereo
establish, alter, change or revoke the drilling, producing, rental, minimun
royalty ond royalty requiraments of Federal leases committed hereto and
the reguiations in respect thereto to conform said requirements to the
provisions of this Agreement.

3

Without 1imiting the generality of the foreguing, all leases, sub-
leases and contracts are particularly modified in accordance with the
following:

(a) The development and operation of lands subject to this Agreement
under the terms hereof shali be deemed full performance of all
obligations for development and operation with respect to each
and every part or separately owned tract subject to this Agree-
mant, regardiess of whether there is any development of any.
particular part or Tract of the Unit Area, notwithstanding
anything to the centrary in any lease, operating agreement or
other contract by and between the parties hereto, or their
respective predecessors in interest, or any of them.
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(b) Drilling, producing or secondary recovery operations performed
hereunder upon any Tract of Unitized Land shall 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 dee :d to
expire by reason of failure to drill or produce wells situated
on land therein embraced.

(c) Susi=asion of drilling or producing operations on any or all of
the Unitized Land pursuant to direction or consent of the Secre-
tary or his duly authorized representative shall be deemed to
constitute such suspension pursuant to such direction or consent
as to each Tract of Unitized Land, specified in the suspension
order.

(d) Each lease, sublease, or contract relating to the exploration,
drilling, development or operation for oil and gas, which by its
tenn might expire pricor to the termination of this Agreement, 35
hereby extended beyond any such terms s¢ provided therein, su
that it shall be continued in full force and effect for and
during = = term of this Agreement.

(e) Termination of this Agreem=nt shall not affect any lease which,
pursuant to the terms thareof or any applicable laws, shall
continue in force and effect thereunder,

(f) The segregation of any Federal lease committed to this Agreement

is governed by the following provisions in the fourth paragraph

of Scction 17 (j) of the Mineral Leasing Act, as amended by th

Act of September 2, 1960 (72 Stat. 781-784): "Any (Federa])
tease herctoiore or hereafter committed to any such (unit) plan
emb -acing lands that are in part within and in part outside of
the area covered by any surh plan shall be segregated into
separate leases as to the lands committed and the lands not
committed as to the effective date of unitization: Provided,
however, that any such lease as of the nonunitized portiow shall
continue in force and effect for the term thereof but for not
less than two years fron the date of such segregation and so
long thersafter as oil or gas is produced in paying quantities."”

SeCTION 7h. MATHEMATIC/A' ERRORS. . It is hereby agreed by 211
parties to tr:. Agreement tuat un't Uperator is empowered to correct any
mathenatical ¢r cierical errors which might exist in the pertinent ex-

hibits to this Agreemsnt upon epproval of such changes by the Supervisor.
8 Mi p

SECTION 22. COVEMANTS 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 fgreement terminates, and any grant, transfer or conveyances if inter-
est land or leases SUb}GCL hereto shall be ard hereby is conditioned upon
vhe assumption of all privileges and obligations hereunder by the grante-=,
transferee or other successor in interest. HNo assignment or transfer of
ary Vlorking Interest subject hereto shall be binding vpon Unit Qperator
until the first day of tne calendar month after Unit Operator is furnished
with the original, or acceptable photostatic or certified copy, of th= re-
caorded instruiment of transfer; and no assignment or transfer of and Royalty
Interest subject hereto shall be binding upon the Working Interest Uwner
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responsible therefor until the first day of the calendar month after said
Working Interest owner is furnished with the original, or acceptable photo-
static or certified copy, of the recorded-intrument of transfer.

SECTION 23. EFFECTIVE DATE AND TERM. This Agreement shall be-
_come binding upon each party who execuies or ratifies it as of the date of
execution or ratification by such party and shall become effective as of
7:00 a.m. on the first day of the month next following:

(a) The execution or ratification of this Agreement and Unit Operat-
ing Agreenznt by Horking Interest Qwners owning a combined Unit
Participation of at lease 95 percent (95%), and the executicn
or ratification of this Agreement by Royalty Owners owning a
combined interest of at least 75 percent (75%) of the Royalty
Interest, in said Unit Area; and,

(b) The approval of this Agreement by the Secretary or his duly
authorized representative, and tha Commission; and, providad,
further, that if (a) and (b) above are not accemplished on or
before August 1, 1980, this Agreement shall ipso facto expire o-
said date (hereinafter called "uxpiration date") and thareafter
ke of no furthe: force or effect, unless prior thereto this
Agreemant has been executed or ratified by Working Interest
Owners owning a combipad unit participation of at least ninety
percent (90%) and such Working Interest Owners have decided to
extend said expiration date for a period not to exceed six (6)
months (hereinafter called "extendad expiration date"). If said
expircstion date is so extended and (a), and (b) are not accom-
plish=d on or before said extenced expiration date and thereaftsr
be of no further force or effect. For the purpose of this Se.-
tion, ownership shall be computed on the basis of Unit Partici-
pation as detemmined from Exnibit “C" attached hereto.

(c) Unit Operater shall, within thirty (30) days after the effective
date of this Agreement, file for record in the offices where a
counterpart of this Agreement is recorded, a certificate to the
effect that this Agreement has become effective according to its
terms and stating further the effective date.

The termn of this Agreement shall be for and during the time that
Unitized Substances are or can be produced in paying quantities from the
Area and &s long thereafter as drilling, reworking or other operations
(including secondary recovery operations) are prosecuted thereon without
cessation of more then ninety (90) consecutive days and so long there-
after as Unitized Substances can be produced as aforesaid, unless soonar
terminated by Working Interest Owners in the manner here and after approved.

This Agreement may be termizated at any other time and for any other
reason by the Working Interest Owners owning an aggregate of ninety per-
cent (90%) or more of Unit Participation with the approval of the Commission
and the Supervisor. RNotice of any such termination shall be give by the
Unit Gperator to all parties hereto within thirty (30) days after the effec-
fective datze of termination. :
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Upon termination of this Agreement, the parties hereto shall be gov-
erned by the terms and provisions of the leases and contracts affzcting the
separate Tracts.

Unit Operator shall within thirty (30) days after the termination
date of this Agreement, file for record in the office where a counterpart
of this Agreerent 1s recorded, a certificate to the effect that this Ac.-e-
ment has terminated according to its terms and stating further the termina-
tion date.

If not otherwise covered by the leases unitized under the Agreemant,
Royalty Owners hereby grant Working Interest Owners a period of six (6)
months after temnination of this Agreement in which to salvage, sell, dis-
tribute, or otherwise ¢ spose of the personal property and facilities used
in connection with Unit Uperations.,

SECTION 24. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION.

The Director is hereby vested with the 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 of production under this Agree-
ment is not fixed pursuant to Federal or State law or does not conform to
any statewide wvoluntary conservation or allocation program, which is es-
tehlished, recognized, and generally adhered to by the majority of opera-
ters in such State, such authority besing 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
prodification. Wi sut regard to the foregoing, the Director is also here-
by vested with the authority to aiter or modify from time to time, in his
discretion, the rate of prospecting and development and the quantity =nd
rate of production under this Agreemsnt, when such alteration or nodifica-
tior is in the idnterest «f attaining the conservation objectives stated
in this Agreement aend is not in violation of any applicable Federal or
State lLaw.

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.

SECTION 25. NON-DISCRIMINATION, In connection with the per-

"""" work under this Agreement, the Unit Opsrator agrees tc comply
with all of the previsions of Section 202 (1) to (7) inclusive of Exe-
cutive Orcder 11246 (30 F.R. 12319) as amended, which are hereby incor-
porated by reference in this Agreement.

SECTION 26. APPEARANCES. Unit Operator shall have the right

to appear for or on behalf of «- and all interests affected hereby beiore
tno Department, and to appeal from any order issued under the rules and
requlations of the Department, or to epply for relief from any of said
rules and requiaticns or in any procedings relative to operations before
the Department or any other legally constituted authority; provided, how-
evier, that any other interested party shall also have the right at his or
its own expense to be heard in any such proceeding.

SECTION 27. WOTICES. A1l notices, demands, objections or state

ments required hareuncer to be given or rendered to the parties hereto shall
be deemed fully given if made in writing and personally delivered to the
party or parties or sent by postpaid certified mail, addressed to such party
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or parties at their respective addresses set forth in connection with the
signature hereto or to the' ratification or consent hereof or to such other
address as anv such party or parties may have furnished in writing to the
party sendinc¢ the notice, demand or statement.

SECTION 28. NO WAIVER OF CERTAIN RIGHTS. Nothing in this Agree-
nment contained shall be construed as a waiver by any party hereto of the
right to assert any legal or constitutional right or dafense as to the vali-
dity of invalidity of any law of the State wherein said Unitized Lands are
located, or rules or regulations issued theraunder in any way affecting such
party, or as @ waiver by any such party of any right beyond his or its autho-
rity te waive.

SECTION 29. EQUIPMENT AND FACTLITIES-FIXTURES ATTACHED TO REALTY,

Fach Working Interest Owner has hereto placed and used on its Irdct or
Tracts conmitted to this Agreement various well and lease equipment and
other property, equipment and facilities. It is also recognized that addi-
tional equipment and facilities may hereafter be placed and used upon the
Unitized Land as now or hereafter constitued. Therefore, for all purposes
of this Agreement, any and all such equipment shall be considered to be
personal property and not fixtures attachad to realty. Accordingly, said
well and lease eguipment and personal property 1is hereby severed from the
mineral estates affected by this Agreement, and it is agreed that any and
and all such equipment and personal property shall be and remain personal
property for all purposes.

SECTION 30. UNAVOIDABLE DELAY. A1l obligations under this Agree-
m2nt Tequiring the Unit Operator to commence or continue secondary recovery
operaticns or to operate on or produce Unitized Substances from any of the
lands covered by this Agreement shall be suspended while, but only so lang
as, the Unit 0. ator, despite the exercise of due care and diligence, is
prevented frem complying with such obligations, in whule or in part, by
str s, acts of God, Fuderal, State or municipal law or agency, unavoid-
abi - sccicent, open market, or other matters beyond the reasonable control
of the Unit Operator whether similar to matter herein enumerated or not.

SECTION 31, 1L0OSS OF TITLE. In the event title to any Tract of
Unitized Land shell fail so as to render the Tract inoperable under this
hgreement and the true owner cannot be induced to join this Unit Agreersnt,
such Tract shall be automatically regarded as not comnitted heredo
effective as of 7:00 a.m. on the first day after such title failure is
detormined; and there snaall be such readjustment of future costs and
benefits as may be required on account of the loss of such title, In
such event, Unit OQOperator shall recompute the Tract Participations of
each of the Tracts remaining subject to this Agreement and shall revise
Exhibits "B" and "C" accordingly. The revised Exhibits "B" and *C"
shall be effective as of the first day of the calendar month in «hich
such failure of title is finally determined, The participation percent-
age so recomputed for the qualified Tracts shall remain thz same ratio
one i the other as before the loss of titie was determined., If titie
to a Horking Interest fails, the rights and obligations of Working Inter-
est Owners by reason of failure of title shall be governed by the Unit
Oparating Agreerent., If title to a Royalty Isferest fails, but the
Tract to which it relates remains qualified, the parties whose title
failed shall not be entitied to share hereunder with respect to such
interest. In the event of - dispute as to title as to any Royalty,
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Horking Interest or other, interest subject hereto, payment or delivery
on account thereof may be withheld without liabiility or interest until
the dispute is finally settled; provided that, as to Federal land or
leases, no payments of funds due th= United States of America shall be
withheld, but such funds shall be deposited as directed by the Supervisor
to be held as unearned wmoney pending final settlement of the title dispute,
and then applied as earned o 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,

SECTION 32. NON-JOTKDER AND SUBSECQUENT JOINDER. If the owner of
any substantia. interest in a tract witiin the Unit Area fails or refuses
to subscribe, ratify, or conses" in wiriting to this Agreement, the Worxing
Interest Owner in that Tract wi:io has executed or ratified this Agreemsnt
may withdraw said Tract from this Agreement by written notice to the Super-
visor and Unit Operator prior to the effective date of this Agroecrant,
Joinder by any Royalty Owner, at any time, must b2 accompanied by apgro-
pria joinder of the corres; nding Working Intcrest Owner in order for
the i erest of such Royal' v Ovner to be regarded as effectively committed.
Joinder to the Unit Agreew2nt by a Working Interest Qwner, at any tirme,
must be accompanied by appropriate joinder to the Unit Operating Agree -2nt
in ordzer for such interest to be regarded as effeciively committed to
this Unit Agreerznt,

Any o011 or gas interest in the Unitized Substances not committed hereto
prior to submission of this Agreement o the Supervisor for final approval
may thereafter be committed hereto upon conpliance with the applicable pro-
vi ‘tons of this Section and of Section 14 (TRACTS QUALIFIED FOR PARTICIRPA-
TIud) hereof, at any time up to the effoctive date hereof and for a period
of and including six (6) months thareafter, on th: same basis of partici-
pation as provided in said Section 13, by the owner or ownars hereof sub-
scribing, ratifying or consvﬂfing in writing to this Agrecement and, if

interest is a Hork1ng Interest, by the owner of such interest subs-
¢ ibing also to the Unit Operut1ng Agreement.

I. is understood and agreed, however, that 7Trom and after six (6 )
month- from the effective date hereof the right of subsequent joinder
as provided in this Section shall be subject to such requireme:nts or
approvais and on such basis as may be agreed ugon by Werking Interest
Owners hiaving a combined unit participation of ninety percent (90%) or
core with the approvai of the Suporvisor. Such joinder by a proenosed
Working Interest Owner must be evidenced by his esscution or ratification
cv this Agreement and the Unit Operating Agreement. Such joinder by a
proposed Royalty Owner at any time must be evidanced by his execution,
ratification or conseat of this Agrecement and rust be consented to in
writing by the Working Interest Owner responsible for the payment of any
benefits that may accrue hereunder 1in behalf of such proposed Royalty
Owner, Excipt as way be otherwise herein providzd, subsegquent joinders
to this Agreement sholl be effective at 7:00 a.m. on the first day of
the month following the filing with the Supervisor of duly executed
counterparts of any and all docurments necessary to establish effoctive
comai tment of any Tract or interest to this Agressent, unless objection
to such joinder by the Supervisor is duly made within sixty (60) days

after such Tiling.
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SECTION 33. OIL IN LEASE TANKAGE ON EFFECTIVE DATE. Unit
Operator shall make @ propar and timely gauge of all lease and other tanks
on Unitized land in order to ascertain the amount of merchantable o0il or
other liquid hydrocarbons above the pipeline connection in such tanks as of
7:00 a.m. on the effective date hereof. Any such production which has been
produced legally as part of the prior allowable of the well or wells firca
which produced shall be and remain the property of the Interest Owner en-
titled thereto tha same a, if the Unit had not been formed; and the Working
Interest Owner shall pronptly remove said oil from Unitizied Land. Any
such 0il not promptly removed shall be sold by Unit Operator for the account
of such Working Interest Owner who shall pay all royalty, overriding royal-
ties, production payments, and all other payments under the terms and provi-
sions of the applicable lease or leases and other contracts. All such oil
as is in excess of the prior allowabie of the well or wells from which the
sane was produced after the effective date hereof. If, as of the effective
date hereof, any Tract of overproduced with respect to the allowable of the
well or wells on that Tract and the amcunt of such overprodution has been
sold or otherwise disposed of, such overproduction shall be regarded and
included as a part of the Unitized Substances produced after the effective
date hereof.

SECTION 34, COUNTERPARTS, This Agreement may be executed in any
rumbar of counterparts, no one of which needs to be executed by all parties
and may be ratified or consented to by separate instrument in writing spe-
cifically referring hereto, and shall be binding upon all those parties
who have executed such a counterpart, ratification or consent hereto with
the same force and effect as if all parties had signed the same document,
and regardiess of whether or not it 1s executed by all other parties

caniug or claiming an interest in the lands within the above described
Unit Area. -
SECTION 35. TAXES. tach party hereto shall for its own account,

render and pay its share of any taxes levied against or measured by the
airount or value of the Unitized Land; provided, however, that, if it is re-
quired or if it be determined that the Unit QOperator or the several Working
Interest Owners must pay or advance said taxes for the account of the par-
ties hereto, it is hereby expressiy agreed that the parties so paying or
advancing said taxes shall be reimbursed therefor by the parties hereto,
including Royalty Owners, who may be responsible for the taxes on their
respective allocated share of said Unitized Substances. MNo such taxes
shall be charged to the United States, nor to any lessor who has a con-
tract with a lessee which requires his lessee to pay such taxes.

SECTION 36, NO PARTNERSHIP, It is expressly agreed that the
relation of the parties hareto is that of independent contractors and no-
thing in this Agreement contained, expressed or implied, or any operations
concucted hereunder, shall create or be deemed to have created a partnership
or assgciation between the parties hereto or any of them.
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SECTION 37. BORDER AGREEMENTS. Subject to the approval of the
Supervi.or, the Unit Operator may enter into a border-protection aureement
or agreements with the Working Interest Owners of adjacent lands along
the exterior boundary of the Unit Area with respect to the operations in the
border area for the maximum ultimate recovery, conservation purposes and
proper protection of the parties and interests.

YATES DRILLIKNG COMPANY

DATE : | : By

Attornéy—in-Fact

UNIT OPERATOR AND
WORKING INTEREST OWNER

STATE OF NEW MEXICO )

2§
COUNTY OF EDUY )
The foregoing instrument was acknowledged before me this day
of , 1982, by Attorney-in-Fact for YATES

DRILLTNG COMPARY, a Hew Mexico carpor..ion, on behalf of said corporation.

o Commission Expires:

Notary Public
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT
AGREEMENT DATED FEBRUARY, 1982

MARTIN YATES, 111

By:

Attorney-1n-Fact

STATE OF NEW MEXICO )

: 8§
COUNTY OF EDDY )

The foregoing instrument was acknowladged before me this
day of ) , 1982, by T
Attorney-in-Facl for YATES DRILLING CCMPAIY, a New Hexico corporation, on
b=half of said corporation.

My Cominission Expires:

STATE CF NEW MEXICO )

§
COUNTY OF EDDY )

The foregoing instrument was acknowledged before me this
day of , 1982, by FRANK YATES, Attorney-in-Fact for
MARTIN YATES, T11.

My Commission Expires:

Notary Public
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT
AGREEMENT DATED FEBRUARY, 1982

J. H. JONES PARULTINE HEWTITT
ATTEST: ANADARKO PRODUCTION COMPANY
By

STATE OF NEW MEXICO )

2§
COUNTY OF EDDY )

The foregoing instrument was acknowledged before me this
day of , 1982, by J. W. JONES.

My Commission txpires:

.Notary Public

STATE OF HEW MEXICO )

§
COUNTY OF EDDY )

The foregoing instrument was acknowledged before mé this
day of , 1982, by PAULINE HEWITT.

My Commission Expires:

Notary Public

STATE OF TEXAS )
: 8
COUNTY OF - )
The foregoing instrument was acknowledged before me this
day of , 1982, by s o
Presidaent of AMNADARKO PRODUCTION COMPANY, a ' corporation, on

behalf of said corporation.

My Commission Expires:

Notary Public
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT
ACREEMENT DATED FEBRUARY, 1982.

C. A DENTON ' ~ G CUDERTON
ATTEST: SOUTHLAND ROYALTY COMPANY
By

STATE OF NEW MEXICO )

: 8
COUNTY OF EDDY )

The foregoing instrument was acknowledged before me this
day of , 1982, by C. A, DENTON.,®

My Commission Expires:

- Notary Public

STATE OF NEW MEXICO )

: 8
CouNTY OF EDDY )

The foregoing instrument was acknowledged before me this
day of _ ,1982, by G. C. DENTON. —

My Commission Expires:

Notary Public

STATE OF TEXAS )
2§
COUNTY OF )
The foregoing instrument was acknowledged before me this
day of ., 1982, by . President
of SOUTHLATY ROYALTY COMPANY, a _ coryoration, on bahalT of said

corporation.

My Commission Expires:

Notary Public
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT
AGREEMENT DATED FEBRUARY, 1982

ATTEST: DEPCO, INC.
By

KTTEST: HUSKY OIL COMPANY
By

STATE OF COLCRADO )

, 2§
COUNTY OF )
The foregoing instrument was acknowledged before me this _
doy of 5,198z, by , President
of DEPCO, INRC., & corporation, on behalf of said corporation.

My Commission Expires:

Notary Public

STATE Or COLORADO )

2§
COUNTY OF )
The foregoing instrument was acknowledged before me this
day of , 1982, by , President of
HUSKY OIL COMPALY, a corporation, on behalf of said corporation.

My Commission Expires:

Notary Public
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EXHIBIT "C"
To Unit Agreement

SOUTH L.OCO HILLS (GRAYBURG) UNIT
Eddy County, New Mexico

January 26, 1982

Cumulative
Production Participation
Tract Numher Thru 1980 Percentage
1 14,942 2.456233
2 66,098 10.865484
2a © 15,967 2.624727
2b 27,286 4,485394
3 | 3,127 .514030
4 150,985 24.819588
4a ’ 35,155 5.778935
5 72,218 11.871517
6 15,254 L 2.507521
7 3,617 .594579
7a 93,725 15.406934
7b 109,956 _18.075953

608,320 . 100.000000
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UVIT OPER TING AGREEMENT
SOUTH LOCO HILLS (GRAYBURG) UNIT
EDDY COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as the day of , 1982,
by and between the parties who have signed the original of this instrument,
a counterpart thereof, or other instrument agreeing to become a party here-
to,

MWITNESSETH: C

WHEREAS, the parties hereto as Working Interest Owners have executed,
as of tha date hereov, an Agreement entitled "Unit Agreement, South Loco
Hills (Grayburg) Unit, Eddy County, New Mexico, "herein referrad to as
"Unit Agreement," which, among other things, provides for a separate agree-
ment to be entered into by -Working Interest Owners to provide for Unit
Uperations as tnerein defined.

NCW, THEREFORE, 1in considerafion of the mutual agreements herein set
forth, it is agrzed as foliows: - :

ARTICLE 1 .
CCNFIRdATION OF UNIT AGREEMENT

1.1 Cowf1rm»txon of bn1t ngr re nt, Tha Unit Agreemenu is
hzreby confirmed and by refersnce made a part of this Agreement. The
definitions in the Unit Agreement are adopted for all purposes of this
Aoreement. " If there is any eonf‘let between the U'.i Agreement and tulS
Aureesiant, tho Urzt »ﬂ"eeﬂen hai‘ avern. -

ARlIbLE 2 “
EXHIBITS - *
‘2.1 ”?Ezﬁibfﬁsg‘f%» The.ro]1ow1ng exh1b1tr‘a:e 1ncorperated herexﬁ
by reference: ' L
2.1.1‘  Exhibits "A", "B", and "C", of the Unit Agreement

Ther2 1s no EXFTD1t "D .

2.1.2 L,f:Exhibit“E“, attached hereto, is a schedule showing
the Unit Participation of each Working Interest Owner. Exhi-
bit "E", or a revision thereof, shall not be conclusive as
-to the 1nformat10n therein, except it may be used as show1ng
the Unit Participations of Working Interest Owners for pur-
-poses of this Agreement until sh0wn to be in error. or rev1sed
as herein author1zed

2.1.3 Exh1b1t "EY, attached hereto, is the Accounelng
Procedure applicabTe to Unit Operations. If there is any con-
flict between this Agreement and Exhibit "F", this Agreement
shall govern. ; - ST
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2.1.4 Exhibit "G", attached hereto, contains insurance
provisions applicable to Unit Operations.

2.2 Revision of Exhibits. lihenever Exhibits "A", "B" or “C"
are revised, Exhibit "E" shali be revised accordingly and be effective as
of the same date. Unit Operator shall aiso revise Exhibit "E" from time
to time as required to conform to changes in ownership of which Unit
Operator has been notified as provided in the Unit Agresiant.

2.3 Reference to Exhibits. When reference is made herein to
an exhibit, it is to the exhibit as originally attached or if revised,
tg the last revision.

~ ARTICLE 3
SUPERVISION OF OPERATIONS BY UOH.IN INTEREST OUWMERS

3.1 Overall Supervision. Working Interest Owners shall ex-
ercise overall supervision and control of all matters pertaining to Unit
Cparations pursuant to this Agreement and the Unit "Agreement. In the
~exercise of- such-authority, each Working-Interest Qwners shall act sdiely
in its own behalf in the capacity of an individual owner and not on be-
half of the oWners as an entirety. ‘ '

3.2 Spec1f1c Authovvexea and Duties. The:waut rs with respect
to wnich Yorking Interest Uwners shall decide and take act1on sha}I 1nc1ude
but niogt be limited to, the fo]lowxng B »

3.2.1 Metnod of Operat1on. " The method of operation, in-
- ¢luding the type or types of. pressure maintenance, secondary
o rec0veny, or othe” "ECOV“F] program to be enployed

3.2.2 B Dr1111ng of Nells : The drl]llng of any well whether
for productlon of Unitized bubstanfes, for use as an 1n3°ct1on
well, or—for- oLher~purpo>es. ) : R

3.2.3 Hell Recomp1etionvand Change of Status. The re-
completion, abandonment, or permanent change of status of any
well, or the use of any well for injection or other purposes.
The Unit Operator shall be responsible for performing such
-,work and such work shall be done at UnIt Expense -

3.2.4 - Expendltures. 3 The mak1ng of any s1ngle exp31d1—
ture in excess of Thirty Thousand Dollars ($30,000.00); how-
ever, approval by Working Interest Owners of the drilling,
“rewarking, deepening, or plugging. back of any well shall
include-approval —of all necessary, expenditures required
therefore, and for completing, testing and equipping the weil,
including necessary flow lines, separators, and lease tank-
age; provided however, that in case of blowout, explosion,
fire, flood or other sudden emergencies, .Unit Operator may
take steps. and incur such expenses as in .its opinion are
required to deal with the emergency and to safeguard life




or property, but that Unit Operator shall, as promptly as
possible, report the ewergency to the Working Interest Own-
ers. ,

3.2.5 » Dispostion of Unit Equ'mrm nt. The selllng or
otherwise disposing of ary major item of surplus Unit Equip-
ment, if the current price of n=w equionent similar thereto
is Five Thousaznd Dollars ($5,C00.00) or more.

3.2.6 Appearance Before a Court or Requlatory Aoa::\i.

The designating Of a represw=ntative tu appear before (ay court
or-regulatory agancy in watters pertaining to Unit Operati-ns
however, such designation shall not prevent any Working Intei—
est Owner from appearing in persc: or from designating
another representative in its own behalf.

3.2.7 Audits. The auditing of the accounts of Unit Op~

erator ceV‘taLmng to Unit Operations hereunder; howaver, ttro
audits shall

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

resignation or removal of Unit Operator, and . .

(b} be made upon the approval of the owner or owners of a ma-
jority of Working Interest other than that of Unit Operator,
at the expense of all Working Interest Owners other than Unit
Ceerator, or

(c) be made at the expense of those Working Interest Cwner:
requesting such audit, if owners of less than a majority of
orking Interest, other than that of Urit Operator, request

, 5bCih an audlt, and : ‘ -

(d) be made upon not less than thirty (30) dav written no—-
‘tice to Unit Operator. IR

3.2.8 Inventories. “The taking of periodic inventorioes
wnder the terms of Exhibit "F".

3.2.9 Tedhnical Sarvices. The 'au’chori&if\gvof charqos :

to the Joint Account of serwices by consultants or Unit Opora~
tor's technical persounel not covered by the overhead charges
provided by Exhibit "EY.

3.2.10 Assignmenis to Committees. The appointment of
cammittees to study. any problems in comnection with Unit
Opsrations.

.11 The removal of but Cperator and the selection of a
=2SSOr .

1] u

.2
uc

3.2.12 The enlargerent of the Unit Area.
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3.2.13 The adjustrent and readjustment of investments.

D

3.2.14 The termination of the Unit Agreemrent.

ARTICLE 4

MANNER OF EXERCISING SUPERVISI(N

4.1 Designaticn of Representatives. Each Working Interest Own-
er shall info-u Unit Opesator in writing of the names and addresses of the
representative and alternate who are authorized to represent and bind such

working Inmterest smer with respect to Unit Operations. The representative

or alternmate may be changed from time to time by written notice to Unit
Cperator.

4.2 Meetings. All meetings of Working Interest Owners shall be
called by Unit Operator upon its own motion or at the request of two (2) or
more Working Interest Gwners having a total Unit Participation then in ef-
fect of not less than ten percent (10%). DNo meeting shall be called on
less than fourtes:- (14) days advance written notice, with agenda for the
reesting attached. Working Interest Owners who attend the meetirng may a-
r=nd iters included in the agenda and may act upon an amended item or other
items presented at thé meeting. The representative of Unit Operator shall
be chairran of each mesating. '

4.3 Voting Procedure. hor}urg Interest Gwners shall decide all
macters coming before them as follows:

4.3.1 - Voting Interest. Each Working Interest Owner
shall have a vocing interest equal to its Unit Par“1c10:x Lon
in effect at the time of the vote.

4.3.2 Vote Required. Unless otherwise provided herain
or in the Unit Ag”'““—’xl'e..\_, Working Interest Owners shall deter—
‘mine all matters s the affirmative bote of four or more V- irk-
ing Working Inter st Gwners having a conbined wvoting irr -cash
of at least -sixty-Five percent (65%); however, should ar one
Working Interest Interest Owner have more than th).r‘-} RV
percent (35%) voting interest, its negative vote or failurz
to vote shall not defeat a motion, and such motion shall
pass if approved by Working Interest Owners having a majority
voting inter=st, unless three or rore Working Interest Owners
having a combined vcting interest of at least five percent
(5%) likewise wote against the wmotion or fail to wote.

4.3.3 Vete at Meeting by Nonattending Working Inter:st
Owner. Any Working interest Owner not represented at a meet—
ing meeting may vote on any agenda item by letter or telegram
adddressed to the representative of Unit Operator if its vote
is received prior to the vote at the I‘eetmg, provided tne
agenda items are not amended.

4.3.4 Poll Votes. " Working Interest Owners may vote on




and decide, by letter or telegram, any matter submitted in
writing to Working Interest Owners. If a meeting is not
requested, as provided in Section 4.2, within seven (7) days
after a written prcoosal is sent to Working Interest Ownervs,
the vote taken by letter or telegram shall becore final.
Unit Operator will give proarmpt notice of the results of
sucn voting to all Working Inter=st Owners.

ARTICIE 5

\
\

INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

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

5.2 Specific Rights. Fach Working Interest Owner shall have
anong others, the foiiowing specific rights:

5.2.1 _’\:g_ess to Unit Ar=a. Access to the Unit Area at

all reasonal:- 2 times to inspect Unit Operations, all wells, -
. and the records and data p;rtalrnng thereto.

5.2.2 er‘orts. T‘*a ﬂg it to receive from Unit ng:ra—
tor, upon written request, copies of all reports to any gover—
nrental agency, reports o crude oil runs and stocks, inven—

to:sv ceports, and all other information perta:uung to Unit
Op.. - .ions. The cost of gathering and: furnishing information

not Oramarlly furnished by Unit Operator to all Working
Irierest Owners shall be charged to the WOLkLrg Interest
Owner that requests the information.

5.3 Undrilled Lecations. Unit Operator cshall have the option
to drill any uncirilied locations on tracts committed to the Unit Area at
Unit Expense. : :

ARTICLE ©
UNIT OPERATOR

6.1 Unit Operator. Yates Drilling Company, a New Mexico cor-
poration, is hereby designated as Initial Unit Operator.

6.2 Resignation or Removal and Selection of Successor. Tha re~
sigration or removal ©f Unit Operator and, the selection of a successor shall
be coverned by the provisicns of the Unit Agreerent. -

ARPICLE 7

AUTHORITIES AND DUTIES OF UGNIT OPERATOR

7.1 Exclusive Right to COperate Unit. Subject to the provisions
of this Agreement and to ilnstructions from Working Intecest Owners, Unit
Operator ..)b’lll have the exclusive right and be obligated to conduct Unit
Orerations.
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7.2 Workmanlike Conduct. Unit Operator shall conduct Uni*
Operations in a good and workmaniike manner as would prudent operator under
the samz or similar circumstances. Unit Operator shall freely consult with
Working Interest Owners and keep them informed of all matters which Unit
Operator, in the exercise of its best judgement, considers important.
Unit Operator shall not be liable to HWorking Interest Owners for damages,
taless such damages result from its gross negligence or williul misconduct.

7.3 Liens and Encumbrances. Unit CGperator shall endeavor to
keep the lands and ieases in the Unit Area and Unit Equipmant free from all
liens and -encumbrances—occasioned by Unit {parations, except the lien and
security interest of Unit Operator and Working Interest Owners granted
hereunder.

7.4 Employees. The number of employees used by Unit Operator
in conducting Unit Operations, their selection, hours of labor, and connan-
sation shall be determmined by Unit Operator., Such employees shall be the

employees of Unit Operator.

7.5 Records. Unit Operator shall keep correct booxs accounts,
and records of Unit Operat1ons.

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

7.7 Reports to Governmantal Authorities. Unit Operator shall

ma'<> all reports to governmenta. autnorities that it has the duty to make
as tnit Operator. - , T

7.8 Engineering and ‘E“lOGX(d' Information., Unit Operator shall -

“nish to 3 worv1ng Tnterest Owner, upon writisn reguest, & copy of &)

1\_ .and other engineering and geo]ogxcal uata pertaining to we1}s drijlad
for Unit Operabxons L

7.9 Expenditures. Unit Oparator is authorized to make single
expentitures not in excess of Thirty Thousand Dollars ($30,000.00) without
prior approval of Working Interest Owners., If an emergency occurs, Unit
Operator may immadiately make or incur such expenditures as in its opinion
are required to deal with the emergency. Unit Operator shall report to
working Interest Owners, as prompily as psssible, the nature of the
emergency and the action taken. : '

7.10 We ts Drilled by Unit Operator. . A1l wells drilled by Unit:
Operator shalT bw at the usual rates prevailing in the area. Unit Operator
may employ its own tools and equipment, but the charge therefor shall not
exceed the usual rates prevailing in the area, and the work shall be par-
formad by Unit Operator_under the seme terms and conditions as are usual
in the area in contracts of independent contractors doing work of a
similar nature. : '

7.11 Mathematical Errors, Unit Operator is empowered to correct
any mthematical errors wnich ight exist in the pertinent exhibits to
this Agreement.
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7.12

Border Agreement. Subject to the provisions and conditions

in the Unit Agreement, Unit Operator shall have the right and authority to
enter into. border protection agreements.

7.13

Conflict of Supervision.

Neither the Unit Operator nor the

Working Interest Owners, nor any oi them, shall be subject to any forfei-
ture, terminatiaon 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 appli-
cable provisions thereof to the extent that the said Unit Operator or

the 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 repressntatives of the Unitad States and of the State of New

Mexico in and abgout any matters or things concerning which it is
herein that such concurrence be obtained.

8.1

required

ARTICLE 8

TAXES

Ad Valorem Taxes. Beginning with the first calendar year

after the Effective Date hereof, Unit Operator shall make and file all nec-
cessary ad valorem tax renditions and returns with the proper taxing autho-
rities with respect to all property of each Working Interest Owner used

or heil:d by Unit Operator for Unit Opzrations.

Unit Operator shall setile

assessments arising therefrom. Any Working Interest Owner dissatisfied
with any proposed rendition or assessment of its interest in property
shall have the rignt, at its own expense, to protest and resist the same.
A1 such ad valorem taxes shall be paid by Unit Operator and charged .o
tne joint account; howaver, if the interest of & Working Interest Owiur
is subject to a separatzly assessed overriding royaltly interests produ..ion
payrment, or other interest in excess of one-eighth (1/8) royalty, such
Working Interest Owner shall notify Unit Operator of such interest prior

to the rendition date and shall
taxes paid resulting therefrom.

8.2

Other Taxes.

be giver credit for the reduction in

Each Working Interest Owner shall pay or cause

to ba paid all producticn, severance, gathering, and other taxes imposed up-
on or witn respect to the production or handling of its share of Unitized

Substances.

9.1
shaii:

ARTICLE &

INSURANCE

Insurance, Unit Operator, with respect to Unit Operations,

(a) comply with the Workmen's Compensation Laws of the State,

e N,




(b) carry Emp]oyer s Liability and cther insurance required
by the laws of the State and

(c) provide other insurance as set forth in Exhibit "G".
ARTICLE 10
ADJUSTMENT OF INVESTMENTS

10.1 Personal Property Taken Qver, Upon the Effective Date,
Working Interest Owners sha]] deliver to Unit Operator the following:

10.1.1 lells. A1l wells ccmpleted in the Unitized For -
mation.
10.1.2 Well and Lease Equipment. The casing and tubing

in each such well, the wellhead connections thereon, and all
other lease and operating equipment that is used in the opera-
tion of such wells which Working Interest Owners determine is
“necessary or desirable for condu¢ting Unit Operations.

10.1.3 Records. A copy of all production and well re-
cords for such wells.,

10.2 Inventory and Evaluation of Personal Pracerty. Working In-
erest Owners shall at Unit Exp=nse inventory and evaluate, as determined
by Workir. Interest Owners, the parscnal property taken over by Unit Opera-
tor under Section 10,1.2. Such inventory shall include and be limited to
those 1tems of equipment considered controllable under Exhibit "F" except,
vpon cetermination of Working Interest Owners, items considered noncontrol-
lable may be included in the inverniory in order to be included in the inven-
tory for re-srd purposes, but shall be excluded from evaluation and invest-
mant adjus:. -nt.

0.3 Investment Adjustment. Upon approval by Working Interest
Cwners of the inventory and evaluation, each Working Interest Owner shall
ba credited -with the value, as determined in accordance with Section 10.2
above, of its interest in all personal property takan over by Unit Operator
under Section 10.1.2. and charged with an amount equal to that obtained by
multiplying the total value of all such personal property taxen over the
Unit Operator under Section 10.1.2. by Such Working Interest Owner's Unit
Participation. If the charge against any Working Interest Owner is greater
than the amount credited to such Horking Interest Owner, the resulting
net charge shall be paid in all other respects be treated as any other
item of Unit Expense chargeable against such Working Interest Owners., If
the credit to any Working Interest Owner is greater than the amount charged
against such Working Interest Owners, the resulting net credit shall bz
paid to such Working Interest Owner by Unit Operator out of funds received
by it in settlement of the net charges described above.

10.4 General Facilities. The acquisition of warehouses, ware-
house stocks, lease houses, camps, facility system, and office buildings




necessary for Unit Operations shall be by negotiation by the owners there-
of and Unit Operator, subject to the approval of Horking Interest Owners.

10.5 Ownership of Personal Property and Facilities. Each Work-
ing Interest Owner, 1nd1v1dua]1y, shall by virtue hei-of own an undivided
interest, equal to its Unit Participation, in all perzonal property and
facilities taken aver or otnzrwise acqguired by Unit Opzrator pursuant to
this agreement.

ARTICLE 11
UNIT EXPENSE

11.1 Basis for Charge to Working Interest Ownars. Unit Opera-
tor initially snhall pay all Unit Expenditures. Each vorking Interest
Ownar shall reimburse Unit Operator for its share of Unit Expenditures.
Each Yorking Interest QOwner's share of such Unit Expenditures shall be
the same as its Unit Participation for:

(a) items in the nature of capitz] assets 1nc1ud1ng, w1thout
l1m1tat1on, real property if acqu1red

(b) acquiring, drilling, redrilling, equipping and re-equip-
ping water injection wells, replugging or converting oil
wells to water injection wells, pumping and pipeline facili-
ties for such wells, and changing any 1n3ect1on interval

in any such well;

(c) re- ontry and replugging of wells outside the unit area
as necessary to permit water injection into appropriate wells
within the unit area; :

(d) gathering lines and facilities and common tank batteries
~utilized or acquired for Unit Operations, and

(e) water purchased or otherwise obtained for injection pur-
poses and the costs of injection thereof into the Unit Area.

Each Working Interest Ownzr's share of all other Unit Expenditures shall

bz the same as its Unit Participaticn in effect at that time. All charges,
credits and accounting for Unit Expenditures shall be in accordance with
Exnibit “F".

~11.2 Budgets. Before or as soon as practical after the Effec-
tive Date, Unit Operator shall prepdre a hudget of estimated Unit Expense
for the remainder of the calendar year and on or before the first day of
each October thereafter shall prepare such a budget for the ensuing calen-
dar year. Budu=ts shall be estimates only, and shall be adjusted or cor-
rected by Working Interest Owners and Unit Operator whenever an adjustment
or correction is proper. A copy of each budget and adjusted budget shall
be furnished premptly to each Working Interest Qwner.

11.3 Adverce Billings. Unit Operator sha11 have the right, with-
out prejudice to other rights or rememdies, to require Working Interest
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Owners to advance their respective share of estimated Unit Expense by sub-

mitting to Working Interest Owners, on or before the 15th day of any month,
an itemized estimate thereof for the succeeding month, with a request for
payrent in advance. Within fifteen (15) days after receipt of the estimate,
each Yorking Interest Owner shall pay tc Unit Operator its share of such
estimate. Adjustments between estimated and actual Unit Expense shall be
made by Unit Operator at the close of each calendar month, and the accounts
of Working Interest Owners shall be adjusted acccordingly.

i
this a

1.4
greement need not be segregated or maintained by it as a separate
fund, but

may be commingled with its own funds.

11.5 Lien and Security Interest of Unit Operator and the Working
Insorast Owners, Each Working Interest Owner grants to Unit Operatoir
a lien upon its 011 and Gas Right< in each Tract and a security interest
in its share of Unitized Substances when extracted and it interest in all
Unit Equipment to secure payment of 1its share of Unit Expense, together
with interest thereon at the rate of tuzlve percent (12%) per annum, with
the further provision that Unit Operator grants a like lien ta Working
Interest Qwners. To the extent that Unit Operator has a security inter-
est under the Uniform Commercial Code of the State of New Mexica, Unit
Oparator st211 be entitied to exercise the rights and remedies of a
sacured pacty under the Code. The bringing of a suit and the obtaining
of a judgment by Unit Operator for the secured indebtedness shall not be
¢ - an election of remedies or otherwise affect the lien rights or
¢ r:ty interest as security for the payment thereof. 1In addition, up-
J=fault by any Working Interest Owners in the payment of its share of

Uiric Expense, Unit Operator shall have the right, without prejudice, to.

otizr rights or remedies, to colliect from the purchaser the proceeds from
the sale of such Working Interest Ownsr's share of Unitized Substances
ut:=i1 the amount owed by such Working Interest Owners, plus interest, has

bee paid. Each purchaser shall be entitied to rely upon Unit Operator's .

writien statement concerning the amount of any devault. The rights here-
in granted the Unit Operator shall in like manner apply to the other
Working Interest QOwners.

-11.6 Unpaid Unit Expense. If any Working Interest Owner fails
to pay its share of Unit Expense within sixty (60) days after rendition of

a statement therefor by Unit Operator, each Working Interest Owner agrees.

upon request by Unit Operator, to pay its proportionate part of the unpaid
share of Unit Expense of the defaulting Working Interest Owner. Yorking

Interest Owners that pay the share of Unit Expense of a defaulting Working

Interest Owner shall be reimbursed by Unit Operator for the amount so paid,

plus any interest collected thereon, upon receipt by Unit Operator of any
past due amount collected from the defaluting Working Interest Owners, Any
Working Interest QOwner <0 paying a defaulting Working Interest OQwner's
share of Unit Expense shail, to obtain reimbursement thereof, be subrogated
to the lien and other rights herein granted Unit Operator.

11,7 Carved-Out Interest. If any Working Interest Owners shall
after executing this agresment, create an overriding royalty, production
paymant, net proceeds interest, carried irnterest, or any other interest out
of its Worxing Interest, such carved-out interest shall be subject to the

-10-

Commingling of Funds. Funds received by Unit Operator under




terms and provisions of this agreement, specifically including, but without
limitation, Section 11.5 hereof entitled "Lien of Unit Operator." If the
Working Interest Owner creating such carv=i-out interest (a) fails to pay
any Unit Expense chargeable to such Yorking Interest Owner under this agree-
ment, and th2 production of Unitized Substances accruing to the credit of
such Working Interest Owner is insufficient for that purpose, or (b) with-
draws from this agreement under the terms and provisions of Article 17 here-
of, the carvad-out interest shall be chargeable with a pro rata pertion of
all Unit Expense incurred hereunder, the same as though such carved-out
interest were a Worzing Interest, and Unit Operator shall have the right to
enforce against such carved-out interest the lien and all other rights
granted in Section 11.5 for the purpose of co]]ect1ng the Unit Expense
chargeable -to- the carved-out-interest.

11.8 Uncommitted Royalty. Should an owner of a Royalty Interest
in any Tract fail to become a party to the Unit Agreement, and, as a result
thereof, the actual Royalty Interest payments with respect to such 1 -act
are more or less than the Royalty Interest payments computed on the basis
of the Unitized Substances that are allocated to such Tract under the Unit
Agreement, the difference to be borne by or inure to the benefit of Work-
ing Interest Owners shall not exceed an amount computed on the basis of
cna-eighth (1/8) of the difference between the Unitized Substances allo-
cated to the Tract and the Unitized Substances produced from the Tract.
Such adjustments shall be made by charges and credits to the joint account.

11.9 Salvage Credit.  Credit for Unit Equipment salvaged during
shall be divided 1in the same proportion as the Unit Participation.

11.10 Rentals. .. The Working Interest Owners in each Tract shall

pay all rentals, minimum royalty, advance rentals or delay rentals due
under the lease thereon and shall concuvren+1y submit to the Unit Ope ator
evidence of pdynenT :
- ARTICLE 12
NON-UNITIZED FORMATIONS

12.% Right to Operate, - Any Working Interest Owner that now nhas
or hereafter acquires the right to drill for and produce oil, gas, or other

“minerals, froma formation underlying the Unit Area other than the Unitized

F«;ma*ion, shall have the right to do so notwithstanding this Agreement or

s Unit Agreemant. In exercising the right, however, the Working Interest
Oﬁqer shall exercise care to prevent unreasonable interference with Unit
Operations. MNo Horking Interest Owner shall produce Unitized Substance-
through any well drilled or operated by it. If any Working Interest Owne:
drills any well into or through the Unitized Formation, the Unitized Forma-
tion shall be protected in a manner satisfactory to liorking Interest Qwners
so that the production of Unitized Substances will not be affected adverse-

ly. .

ARTICLE"13"
TITLES
13.1 Warranty and Indemnity. - -Each Working Interest Owner repre-
faiture, : :

-11-
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sents and warrants that it is the owner of the respective working interests
set forth opposite its name in Exhibit "B" of the Unit Agreement, and agrees
to irdemnify and hold harmiess the other Working Interest QOwners from any
loss due to failure, inwhole or in part, of its title to any such interest,
except failure of title arising out of Unit Operations; however, such indem-
nity and any liability for breach of warranty shall be limited to an amount
equal to the net value that has been received from the sale or receipt of
Unitized Substances attributed to the interest as to which title failed.
Fach failure of title will be deemad to be effective, insofar as this Agree-
ment is concernad, as of 7:00 a.m. on the first day of the calendar month
in whicn such failure is {inally determined, and there shall be no retru-
active adjus:went of Unit Expense, or retroactive allocation of Unitized
Substances or the proceeds therefrom, as a result of title failure.

13.2 Failure Because of Unit Operations. The failure of title
of any Working Interest in any Tract because of Unit Operations, including
nonpi-oduction from such Tract, shall not change the Unit Participation of
the Working Interest Owner whose title failed in relation to the Unit Par-
ticipations of the other Working Interest Owners at the time of tha title
failure.

ARTICLE 14
LIABILITY, CLAIMS, AND SUITS

14.1 Individual Liability.: The duties, obligations, and liabi-
lities of Working Interest Owners shall be several and not joint or collec-
tive; ond nothning herein shall ever be construed as creating a partnership
of ar.s kind, joint venture, association, or trust among Working Interest
" Owners. ’ .

14.2 Settlements. Unit Operator may settle any single damage
claim or suit involving Unit Operations if the expenditure does not excead
Fifteen Thousand Dollars {$15,000.00} and if the payment is in complete
settlement of such claim or suit. If the amount required for settlement
exceeds the above amount, Working Interest Owners shall assume and take
over tre further handling of the claim or suit, unless such authority,
is delegated to Unit Operator. All costs and expense of handling, set-
tling, or otherwise discharging such claim or suit shall be an item of
Unit Expense. If a claim is made against any Worxing Interest Qwner or
if any Working Interest Ouwner 1is sued on account of any matter_ arising
fran Unit Operations over which such Working Interest Owner individually
has not control because of the rights given Working Interest Owners and
Unit Operator by this Agreement and the Unit Agreement, the Working
Interest Owner shall immediately notify Unit Operator, and the claim or
suit shall be treated as any other claim or suit involving Unit Operations.

ARTICLE 15
LAWS AND REGULATIONS
15.1 Internal Revenue Provision. Notwithstanding any provisions

herein that the rights and liabitities of the parties hereunder are sev:ral -
and not joint or collective, or that this Agreement and cperations hereunder
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shall not constitute a partnership, if for Federal income tax purposes this
Agreement and the operations hereunder are regarded as a partnership then
each of the parties hereto elects to be excluded from the application of all
of the provisions of Subchapter K, Chapter 1, Subtitle A, of the Internal
Revenue Code of 1954, as permitted and authorized by Section 761 of the
Code and the regulations prcomulgated thereunder. Unit Operator is hereby
authorized and directed to =xecute on behalf of each of the parties hereto
such evidence of this election as may be required by the Secre-ary of
the Treasury of the United States or the Federal Internal Revenue Sarvice,
including specificaliy, but not by way of limitation, all of the returns,
statements, and. the__data required by Federal Regulations 1.761-1(a).
Should there be any requirement that each party hereto further evidence
this election, each party hereto agrees to execute such documents and
furnish such other evidence as may be required by the Federal Internal
Revenue Service or as may be necessary to evidence this election, Each
party hereto further agrees not to give any notices or take any other
action inconsistent with the election made hereby. If any present or
futire income tax laws of the state or states in which thza Unit Area is
tocated, or any future income taw of the United -States, contain provisions
similar to those in Subchapter K, Chaper 1, Subtitle A, of the Internal
Revenue Code of 1954, under which an election similar to that provided by
Section 761 of the Code is permitted, each of the parties agrees to make
such election as may be permitted, or required by such laws. In making -
this election, each of the parties states that the income derived by such
party from the operations updar tnhis Agreement can be adequately determined
withcut the computation of partnership taxable incone.

15.2 Statutory Unitization. If Horxing Interest Owners owning
at least sevent: -Five percent (75%) of the Unit Participation have become
parties to this rgreement and if. Royalty Interest Ownars owning at least
sevznty-five percent (75%) of the Royality Interest have become parties
he ~eto, the Unit Operator may make appiication to the HNew Mexico 0il
Cunservation Division of the Energy and Minerals Department for statutory
unitization-of the uncommitted interests.

ARTICLE 16
NOTICES

16.1 Notices. A1l notices required hereunder shall be in writ-
ting and shall be deemed to have been properly served when sent by mail
or telegram to the address of the representative of each Working Interest
Owner as furnished to Unit Operator in accordance with Article 4.

ARTICLE 17
WITHDRAWNAL OF HORKING INTEREST OWNER
17.1 Withdrawal. A Yorking Interest Owner may witndraw from -
this Agreement by transferring, without warranty of title, either express

or implied, to the other Horking Intrest Owners, all its 0il and Gas Rights,
exclu=ive of Royalty Interests, together with its interest in all Unit Eg-
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uipment and in all wells used in Unit QOperations. The instrument of trans-
fer may be c¢=livered to Unit Operator for the transferees. Such transfer
shall not relieve the Working Interest Owner from any obligation or liabi-
11ty incurred prior to the date of the delivery of the instrument of trans-
fer; however, the tender has to be acccepted unless HWorking Interest Owners
decide within ninety (90) days to terminate the Unit. The interest trans-
ferred shall be owned by the transferees in proportion to their respective
Unit Participations then in effect. The transferees, in proportion to the
respective interests so acquired, shall pay transferor, for its interest
in Unit Equipment, the net salvage value thereof as determined by Working
Interest Owners. In the event such wthdrawing party's interest in the
atoresaid fair salvage value after deducting the estimated cost of salvag-
ing same is less than the withdrawing party's share of the estimated cost
of plugging and abandoning all wells then being used or hold for Unit
Operations, then the withdrawing party, as a condition precedent to with-
drawal, shall pay in cash to the party or parties succeeding to its in-
terest a sum equal to the deficiency. After the date of delivery of the
instrument of transfer, the withdrawing Working Interest Owner shall be
rclieved from all further obligations and liability hereunder and under
the Unit Acreement, and the rights of such Working Interest Owner hereuncer
and under the Unit Agreement shall cease insosfar as they existed by virtue
o7 the interest transferred.

ARTICLE 18
ABANDONMENT OF WELLS

18.1 Rights of Former Qwners. = If Working Interest Owners decide
to permanently abandon any wel! within the Unit Area prior to termination of
tha Unit Agreement, Unit Operator shall give written notice thereof to the
Working Interest Owners of the Tract on which the w21l is located, and they
shall have the cption for a period of ninety (90Q) days after tha sending of
such notice to notify Unit Operator in writing of their election to take
over and own the well. Within ten (10) days after the Working Interest
Owners of the Tract on which the well is located, and they shall have the
option for a period of ninety (90) days after the sending of such notice
to notify Unit Operator in writing of their election to take over and own
the well. Mithin ten (10) days after the Working Interest Owners of the
Tract have notified Unit Operator of their electicn to take over the w211,
trey shall pay Unit Qperator, for credit to the joint account, the amount
determined by Working Interest Owners to be the net salvage value of the
casing and equipment in on the well. The Working Interest Owners of the
Tract, by taking over the well, agree to seal off the Unitized formation,
and upon-asandonment to plug the well in compliance with appllcable laws

and regulations.

-

18.2 Plugging. If the Working Interest Owners -of a Tract do not
elect tn take over a well iucated within the Unit Area that is proposed for
abandonment, Unit Operator shall plug and abandon the well in comp11anct
with applicabls laws and regu]at1ons

-14_




‘ ~ARTICLE 19
EFFECTIVE DATE AND TERM

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

19.2 Term. This Agreement shall continue in effect so lony as
the Unit Agreereat remains in effect, and thereafter until (a) all Unit
vells have been plugged and abandoned or turned over to Working Interest
Ouners in accordance with Article 20; (b) ail Unit Equipment and real pro-
perty acquired for the joint acccunt have been disposed of by Unit Operator
in accordance with instructions of Working Interest Owners; and (c) there
has been a final accounting.

ARTICLE 20
ABANDONMENT OF OPERATIONS

20.1 Termination. Upon termination of the Unit Agreement, the
following will occur: ' : .

20.1.1 0i1 and Gas Rignhts. 011 and Gas Rights in and
to each separate Tract shall no longer be affected by this
Agreement, and thereafter the parties shall be governed by
the terms and provisions of the leases, contracts and other
instruments afizcting the separate Tracts.

20.1.2 Right to Operate.  HWorking Interest Owners of
any Tract that desire fo take over and continue to operatec
wells located thereon may do so by paying Unit Operator, for
credit to the joint account, the net _salvage values, as deter-
mined by Working Interest Owners, of the casing and equipment
in and on the wells taken over and by agreeing upon abandon-
ment to plug each well in compliance with applicable laws and
regulations. :

20.1.4 Cost of Abardorment. The cost of abandonment of
Unit Operations snall be Unit Expense. ‘

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

ARTICLE 21
EXECUTION

21.1 Original, Counterpart, or other Instrument. . An owner of a
Working Interest may become a party to tnis Agreement by signing the origi-
nal of this instrurent, a counterpart thereof, or other instrument agree-
ing to become a party hereto. The signing of any such instrument shall
have the- same effect as if all parties had signed the same instrument,
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ARTICLE 22

SUCCESSORS AND -ASSIGNS

22.1 Successors and Assigns. This Agreement shall extend to, be

binding upon, and inure to the benefit of the parties hereto and their res-
pective heirs, devisees, legal representative, successors, and assigns, and
shall constitute a covenant running with the lands, leases, and interests
covered hereby.

No party hereto shall assign or convey less than his entire interest
in any Tract committed hereto unless such leased interest, if any, is an
undivided interest in such entire tract; and, should any interest committed
hereto be or become owned by three (3) or more parties, then all of such
parties shall be obligated to appoint a single agent to represent such
interest for the purpose of accepting billings and receiving payments, if
any, arising hereunder, or under the Unit Agreement, and for voting upon
any matter which is the subject of determination of by the Working Interest
Owners.

IN WITNESS WHEREOF, the parties hpreto have executed this Agreenent
on the dates opposite the1r respective s1gnatures.

YATES DRILLING COMPANY
Unit Operator and Horking Interest Owner

By:

-16-
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SIGNATURE PAGE 70 SOUTH LCCO HILLS (GRAYBURG) UNIT
AGREEMENT DATED _ .

MARTIN YATES, III

By:

Attorney-in-Fact FRANK YATES

STATE OF NEW NEXICC )
COUNTY OF EDDY )

The foregoing instrument was acknowledged before me this
day of , 1982, by
Attorney-in-Fac: for YATES DRILLING COMPANY, a New rex.co curporat1on, on
behalf of said corporation.,

My Cominission Expires:

STATE OF HEW MEXICO )

: 8§
COUNTY OF EDDY )

The foregoing instrument was acknowledged before me this
day of , 1982, by FRANK YATES, individually, and as
Attorney-in-Fact for MA2TIN YATES, IIIL. :

My Commission Expires:

Notary PubTic
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SIGNATURE PAGE TO SOUTH LCCO‘HILLS'(GRAYBURG) UNIT

OPERATING AGREEMENT DATED .

J. W. JONES ' ' PAULINE HEWITT

ATTEST: ANADARKO PRODUCTION COMPANY
By

STATE OF NEW MEXICO )

P8
COUNTY OF EDDY )

The foreg01ng instrument was acknowledged before me this
day of » , 1982, by J. H. JGNcS.

My Commission Expires:

Motary Puplic

STAT® OF NEW MEXICO )

COUNYY OF EDDY )

The Toregoing 1nstrument was acknow]edged before me thl§

day of . -, 1982, by PAULINE HEWITT.

My Commission Expires:

Notary Public

STATE OF TEXAS )
2§
COUNTY OF )
The f0r8901ng instrument was acknowledged bnfor‘D me tn1s
day of ", 1682, by . '

President Gif AnALarcl PRODUCTION CUHHANY, a corporation, on

behalf of said corporation.

My Commission Expires:

Notary Pubtic
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT
OPERATING AGREEMENT DATED .

C. A. DENTON G. C. DENION
ATTEST: SOUTHLAND ROYALTY COMPANY
By

STATE OF NEW MEXICO )

2§
COUNTY OF EDDY )

The foregoing instrument was acknowledged before me this
day of » 1982, by C. A. DENTON.

My Commission Expires:

Notary Public

STATE OF NEW MEXICO )

§
COUNTY OF EDDY )

The foregoing instrument was acknowledged before me this
day of » 1982, by G. C. DENTON.

My Commission Expires:

Notary Public

STATE OF TEXAS )
. . © 8
COUNTY OF )

| The foregoing instrument was acknowledged befare me this
day of , 1982, by s -~ President
of SOUTHLAND ROYALTY COMPANY, a . corporation, on behalf of.said .
corporation.

My-Commission Expires:

Notary Public
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Working Interes- Owner

J. W. Jones &
Pauline Hewitt

¢}

C.
G.

[ R

Den
Den

rorr

on &
on

H

ry

Anadarko Production Co.

COMPANY TOTAL

Southland Royalty Co.

COMPANY TOTAL

Yates Drilling Co.

COMPANY TOTAL

Martin Yates Ti1

and
Frank Yates
COMPANY TOTAL
Depeo, Inc.
Husky 0il Co.

TOTALS

EXHIBIT "E"
To Unit Operating Agreement
SOUTH LOCO HILLS {GRAYBURG) UNIT

Eddy County, New Mexico

January 26, 1982

Tract No.

N oW

N

2a
2b
La

7a

2a
ba

Cumulative Production
Thru 1980

7471

7471

33049

1563.

15254
3617
54978

108461.

33049

1563.

54978

89590.

7983,

27286

17577.

36109

46862,

135818.

7983.
17577.

36109

46862.

. 108532.
75492,

75497,

608330.

Participation
Eercentage

1.228116

1.228116

17.829386

14,727286

22,326451°

17.841057
12.409794
12.409794

100.000000
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: EXHIBIT “F S
Attached to and made a patt of ;.AUTH‘t Oper_a_ti_r_l»ga Af}_’{l{?eu:el“_t_’.w SOU}h
loco Hills _(Grayburgs Unit, Eddy County, New Hexico
ACCOUNTING PROCEDURE
JOINT OPERATIONS
I. GENERAL PROVISIONS
Definitions

“Joint Property” shall meuan the real and personal propart sqb ject to the agreement iz Accountiaz
party to whick (his Accountin

Procedure is attached. )
“Joint Operations” shall mean all opeldhon) necessary or proper for the development, operation, protection and
maintenanee of the Joint Property. -
“Joint Account” shall mean the account showing the charges pald and credits received in the conluct of the Joint
Operations and which are to he shared by the Parties,
“Operator” shali mean the party designated to conduet the Joint Operations.
*“Non-Operators” shall mean the parties to this agreement other than the Operator

: 4 petator,
“Parties” shall mean Operator and Non-Operators.
“First Level Supervisors” shall mean those employees whose primary function in Joint Qperations is the diroct
;uporvi::i«:m of other empluyvees and/or contract labor directly cmployed on the Joint Property in a ficld operat-
ing capacity.
“Teehnical Empln,,‘—ms“ shall mean those employees having special and specific engineering, geological or other
professional skillis, and whose primary funciion in Joint Operations is the handling of speu!lc operating condi-
tions and problems for the benefit of the Joint Property. g

“Personal Expenses” shall mean travel and other reasonable reimbursable cxpenses of Operator's employces.
“Matecial” shall mean perscnal property, equipment or supplies acquired or held for use on the Joint Property.
“Coatratiable Material” shall mean Material which at the tire i3 so classified in the Material Classification Manual
ax Tost 1¢cently recomnmended by the Courcil of Petroleurmn Accountants Societies of North America. '

Statemest and Billings
g

O:=  So. 2hall bill Non-Opecators on ov before the last day of each month for their proportionate share of the
Joiut count for the precel:ng month. Such bills will be accempanied by statements which identify tihe authar.
facility, and ali-charges end credits, surmmarized by appropriate classifications of in-

ity {o- o nditure, lease or |
=L and expense excent that items of Controllable Material and unusual charges and crediis sha]l be sep-

Vi
I8 entified and fully describh=d in detail.
A . oonees and Payments by Nen-Operators N

Urless otherwise provided ior in the sgreement, the Operator may vazgulie the Non-Operators 1o advance their
share of estimated cash outlay for the succeading month's operation. Operator shall adjust cach monthly billirg
to reflect aclvar\ces lecuved from the Non-Operalors. :

Facn uun-Opex tor t‘-.:h pay its propursion of all bilis within fifteen (15) days alter receipl. Jf pavment is ne
mnde within sach time, the unpaid Lalance shall bear interest monthly at the rate of twelve porcent (1244) pe
nnum or th- uximum coatract rate permitted by the apphcm‘e usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus altorney’s fees, court costs, and other cosl:. in connection with
the collection of unpaid amounts,

Adjustmaonds

Payment of any such bills shall not prejudice the right of any Non-Operator to prolest or question the eorreet-
ness thereof; provided, however, all bills and stafur“nnts rendered o Non-Operators by Operator during any

‘calendar year shall vonclusived. be pxuum'm} to be lrue and correct after twenty-four (24) months .onowmg

the end of any such caiendar year, unless wi thin the said twenty-four (24) manth period a Non-Operutor takes
written cxception thmwm and mukes cluim on Operator for adiustment. No adjustiment favorable 1o Operator shall
be made ueless it is made within the same prescribed period. The provisions of this pavagraph shall not prevent
adjustinents resulting from a physical inveniory of Controllable Material as provided for in Section V.,

Audits

A. Non-Operator, upon notice in wr-tmg to Operator and alt other Non-Operators, shall have the right to audit Ope-
rator's nccounts and records relating to the Joint Account for any calendar year \-'nh'n the twenty-faur (24) month
reringd following the end of such calendar year: provided, however, the making of an audit shull not extend the
e for e taking of writien cxception to and the adjustinents (n accounts as provided for in Paragruph 4 of this
etion I Where th o two or mare Non-QOperators, the Nun-Operators shall make cvery reasonuble efiort to
condint joint or simultaneous zudits in a manner which will vesult in - minimum of inconvenience to the Opesi-
tar. Gperator shall bear on portion of the Nun-Operaters’ audit cost incurred under this paragraph unless agreed
to by the Operalor. :

Anproval by Noun-Operaters

Whore an approval or cther agrecinent of Pm‘tic% or Non-Operators is expressly reqguired under other soc-
tiee:s of this Accounting Procedure ond if the eemment to which this Accounting Procedure s attached containg
no contrary provisions in regard thercto, Op Luhn sholt notify all Non-Operators of the Opuerator’s proposal, and
the apreement or approval of a4 majority in interest of the Non-Qperaters shall be controliing on 2)1 Non-Opera-
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I, DIRECT CHARGES

Operator shall charge the Joint Account with the. following items:

1.

»

Hentals ond Roeyaltics

T.case rentals and royalties paid by Operator for the Joint Operations.

Lubor

A, (1) Szluries aad wages of Operator’s field employees directly employed on the Joint Property in the conduct

of Joint Operations, B .

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

(3) Sslaries end wages of Technical Employees divectly employed on the Juint Property if such charges are
excluded from the Overhead rates.

B. Operator’s cost of ' osliday, vacation, sickness and disability benefits and other customary allowances paid to
empicyees whose «alaries and wages are chargeable 1o tire Joint Account under Paragraph 2A of this Section
1. Such costs under this Paragraph 2B may be charged on 2 “when and as paid basis” or by “peecentaze as-
sessment” on the amount of salaries and wages chavgeable to the Joint Account under Paragrish 2A of this
Section II. If percentage assessmient is used, the rate shall be based on the Operator’s cost experience.

C. Ex
appiicuble to Opcerator’s costs churgead
tion II. :

D. Personal Fxpenses of those employees whose salaries and wages are chargeable to the Joint Account under
Parvagraph 2A of this Section 11,

cnditures or contributions made pursuant to assessments imposed by governmental authority which are
% to the Joint Account under Paragraphs 2A and 2B of this Sce-

Fmployce Bencfits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other ‘benefit plans of a like nature, applicable to Operator's labor
cost charreable to the Joint Account under Pavagraphs ZA and 2B of this Section II shall be Operator’s aclual

cost nat to exceed twenty per cent (2052), Or percentage most recently recommended by COPAS

Material

Materin} purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Materiad ~hall ke purchased for or transferred {o the Joint Property as may be required for immediate vse
and is reasoncibly practical and consistent with efficient and economical operations. The accumulation of sur-
plus stecks shall be avoided. :

Transporctation
Transporiation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions: : . )

A. If Material is moved {o 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 nenrest reliable supply store,
reco;:
to by the Partizs. ] -

“aterial is moved to Operator's warchouse or other storage point, no charge shall be made 1o the

Joint Account for a distance greater than the distance to the nearest relioble su

terminal, or railway receiving point unless agreed to by the Parties. No charge si

count far moving Material to other properties belonging to Operator, unless agre

”

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

Services . )
The cost of contract services, equipment and utilities provided by outside sources, except services cxcluded by
Paragraph 8 of Section 11 and Parageaph L. ii of Section 1II. The cost of professional consultant services and con-
tract services of techuical personnel directly engaged on the Joint Proparty if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-

vectly engoged on the Joint Property shall not be charged to ihe Joint Account unless previously agreed to by

the Parties.

Equipment and Facilities Furnished by Operator .

A. Opcrator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensuriate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, alhor
operating expense, insurance, taxes, depreciation, and interest on investiment not to exceed eight per cent (295)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In iieu of charges in Paragraph TA above, Operator may clect to use average commercial rates prevailing in
the iramediate avea of the Joint Property less 205, For automotive equipment, Operator may clect to use rates
published by the Petroleum NMotor Transport Association.

Damages and Losses to Jeoint Property

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

aces or losses incurred by fire, floed, storm, theft, accident, or other’cause, except thuse resulting from Operator's

gross negligence or willful misconduet. Operator shail furnish Non-Operator writien notice of damages or losses

incurred o soon as procticable after o report thereol has been received by Operator. '

Lowal Enpense )

cnse of handling, investigating and settling litigation or claims, cischarging of liens, payment of judgments

ar.d amounts paid Jor setilement of claims incarred in or resulting from opervalions under the agreement or

necessary 1o protuct or recover the Joint Property, except thal no charge flor services of Operator’s legal staff
se of outside attorneys shall be inade unl previously agreed to by the Pavties. All other lagal

ed by the uverhead provisions of Scction HI unless otherwise agreed to by the

or fees or expe
expense 13 considered to be cove
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:ed barge terminal, or railway recciving point where like material is normally available, unless agreed
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- 10,

11.

Taxes ] . ) o
All taxes of every kind and nature assessed or levied upon or in conneclion with the Joint Propérty, the opera-
tion thereof, or the productivn therefrom, and which taxes have been paid by the Operator Ior the benefit of the
Parties,

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

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Seclion 1, or in Section 1II,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations,

III. OVERHEAD

Overhead - Drilling and Producing Operations
i. As compensaiion for administrative, supervision, office services and warchousing costs, Operator shall charge
drilling and producing operations on either:
( ‘X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage ¥ isis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and cxpenses of all offices
ard salaries or wages plus applicable burdens and cxpenses of all personnel, except those directly chargeahs
under Paragravh 2A, Section II. The cost and expense of services from oulside sources in connec:ion with
maliers of taxation, traffic, accounting or matters before or involving governmental agencies shall be conside:»d
as included in the Overhead rates provided for in the above selected I"aragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the qost of professional consuitant
services and contract services of technical personne! directly employed on the Joint Property shall () shall

not (/‘() be covered by the Overhead rates,

A. Overhead - Fixed Rate Basis
(1) Cperator shall charge the Joint Account at the following rates per w°ll per month:
Drilling Well Rate §_£0O 2800.00 — s
Producing Well Rate $_280.00

(2} Application of Overhead - Fixed Rate Basis shall be as follows:

(2) Driiling 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 ne charge shall
be raade during suspension of drilling opsrations for fifteen (15} or more conseculive days.

{2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off luca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for fifteen (15) or more consecutive days .

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days.or more shall be made at the drilling well rate. Such charges shall be applied for

the period from date workover operations, with rig, commence through date of rig release, oxcept. .

that no c]mrg,e shall be made during suspension of opelatxons for fifteen (15) or more COX].)C“LL}VQ
days. .

(b) Producma Well Rates
[1] An active well either produced or mJected into for any portion of the month shall be considered
as a one-well charge for the entivre 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 scparate

well by the governing regulatory authority. .

- [3] An inactive gas well shut in beeause of overproduction or failure of purchaser to take the produe-
tion shall be considered as a one-well chmge providing the gas well is directly connected to a per-
manent sales outlet

[-4) A one-well charge may-be-made- for the month in which plugging and abandonmen* operations
are completed on any well. . .

[5] All other inactive wells (including but not limited to inactive wells covezcd by umt allowable,
lease allawable, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April cach year following the effective date of the
agreement to which this Ar'cm"'xtmg Proccdure is altoched. The adjustment shall be computed by muiti-
plying the rate currently in use by the pereentage increase or decrease in the average wun!y earnings of
Crude Petroleum und Gas Production Workers for the last calendar year compared lo 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, Burcau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjuslcd rates shall be
the rates currently in use, plus or minus the computed adjustment,
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B. Overhead —-Pciccntagt.; B ) s o
{1) Operator shall churge the Joint Account at the following rates:

(a) Development - . - S S R
; — Percent { €) of the-cost of Develupment of the Joint Property exc)usnc ol cu>!s
provided under Parapraph 9 of Section II and all salvage credits.
{b) Opcrating T *

Percent (<) of the cost of Operating the Joint Pr op(ﬂ ty exclusive o[ costs provided
under I’dragmphs I and 9 of Section 13, all salvage credits, the value of injected substances purchased
for secondary recovery wnd all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, de-~
velopuent shall include all costs in connection with deilling, redrilling, deepening or any remedial OpeTia-~
tions on any or all wells involving the use of drilling crew and cquipment; also, preliminary expenditures
necessary in prepavation for drilling and expenditures incwired in abandening when the well is not comn-
pleted as a preducer, and original cost of construction or installution of fixed assets, the expansion of fixed
assets und any other project clearly discernible as a fixed asset, except Major Constructicn as ce: red in
Parngraph 2 of this Section III. Al} other costs shall be considered as Operating,

2. Overhead - Major Construction

- .
To compen.aie Qperalor for averhead costs incurred in the construction and installation of fixed assw ts, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed usset required for the (.L\.dopmcnl and
operation of the Joint I‘x operty, Operaior shail either negotiate a vale prior to the beginning of construction, or shalj
charge the Joint Account for Overhead based on the foliowing rates for any Major Cunstruction project in excess

of $.25,000

A. ﬁk .__. 5% of total costs if such costs are more than $ £9 25 000 but less than $_100 ,QQO_- .; blus
B. 6, < of total costs in excess of $_100,000 but less than $1,000,000; plus
c. .5 % of total costs in excess of $1,000,000.

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

Amendinent of Rates

The (.:lead rates provided for in this Section I1I may be amended from time to time only by mutual agreement
between tiie Parties hereto if, in practice, the rates are found to be insufficient or excessive,

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements afiecting the Joint Property. Operator shall provide all Material for use on the Joint Preperty: hoy -
¢ver, at C;_\-era{or s option, such Material may be supplied by the Non-Operator. Operator shall make timely dispositico-

of idle oo - surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kiid, or = to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Qjperii-
to' : in suroius condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-

for shall Le agreed to by th= Parties.

1. Purchases

Matle:isl purchased shall he charged at the price paid by Operator after deduction of all discounts received. In case
of Matevial found to be defective or returned tosvendar for any other reason, credit shall be passed to the Joint
Acesunt when adjustment has been recetved by the Operator.

Transfers and Dispositions

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

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum (‘dx]O’ld o barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price fo.b. railway receiving point or recognized bal ge terminal nemesi 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 dale of
movement, as listed by a reliable supply store nesrest the Joint Property where such Material is nor-
mally available,

(L) Movesent of 30,000 peunds or more shall be priced under provisions of tubular goads 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 {.0.b. railway receiving peint nearest the Jjoint Property where such Material is normally
available. - ’

B. Good Used Material {Condition B)
Taterial in sound and serviceable condition angd suitable for reuse without reconditioning:

(1) Material moved to the Joint Prope:ty . .
(a) At seventy-five percent (759 ) of current new price, as defermined by Pavagraph 2A of this Section 1V.

(2) Matecial moved from the Joint Property

{a) At seventy-five pereent (75¢5) of current new price, as determined by Paragraph 2A of this Section 1V,

if Mater ial was originaliy charged te the Jeint Account as new Material, or

—
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(b) ut m\l)-fnc [)L'ICC‘.\[ (65%) of cmrunl new pnce, as dclexmmcd by Pmagmph 2A of this Su.uon
IV, if Material was originally charged to the Juint Acm\mt as good vsed Material at sevcnty ~five per-
cent (75 ) of current new price.

The cost of reconditioning, il any, shall be absorbed by the trunsrurring prcperty. o
C. Other Used Material (Condition C and D), ’ : ’
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at {ifty peicent (509%) of current new price as determined by Para-
graph 2A of this Section 1V, 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.

Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Materia! vo longer suitable for its original purpose but usable for some other purpose, shall b
priced on a basis comparable wit: that of jtems normally used for such other purposc. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators,

(2
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D. Obsglete Material

Material \\Imh is serviceable and usable for its original function but con 'xhon and;or value of such Material
is not equivalent to that which would justily a price as provided above may be specially priced as agrevd to by
the Parties. Such jpnice should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material. -

E. Pricing Condilions
(1) Loading and unlcading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods moveme:'s, in lieu of loading and unloading custs sustained, when
actual hauling cost of such tubular goods are cqualized under provisions of Paragraph 5 of Section 11.
(2} Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

Preminm Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes
ot other unusual causcs over which the Operator has no control, the Operator may charge the Joint Account for the
reuired Material at the Operator’s actual cost incutred in providing such Material, in making it suitable for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material: Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days after recciving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

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

V. INVENTORIES
Operator shall maintain (ietailed recoras of Controllable Material.
Periodic inventories, Netice and Represcniation : .
At r- -nable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Writte : uice of intention to take inventory shall be given by Operator at Jeast ihirty (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.

Reeonciliation and Adjustmeént 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 uol-
justments shall be made by Operator with the Joint Account for overages and s.m‘uucs but Operator Shxll be
held acecuntable only for shortages due to lack of rea:onable dxhgence

Special Inventories

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

Expense of Conducting Periodic Inventories

The expense of conducting periadic lnvemorxea :hall not be charged to the Jomt Account hnless agreed to by the
Parties. .




- EXHIBIT "G"

ATTACHED TO AND MADE A PART OF
UNIT OPERATING AGREEEMENT
SOUTH LOCO HILLS (GRAYBURG) UNIT
EDDY COUNTY, NEW MEXICO

ADDITIONAL INSURANCE PROVISIONS

Operator, durii, the term of this agreement, shall carry insurance for the
benefit and at the expense of the parties hereto, as follows:

(A) Vorkmen's Compensatina Insurance as contemplated by the state in
which operations will be conducted, and Employer's Liability
Insurance with limits of not less than $100,000.00 per employee.

(B) Public Liability Insurance:
Bodily Injury - $500,000.00 each occurrence.

(C) Automobile Public Liability Insurance:
Bodily Injury - $250,000.00 each person.
$500,000.00 eac™ occurrence.

Property Damaga — $100,000.00 each occurence.

Except as authorizad by this Exhibit "G”, Operator shall not make any charge to
the joint ac:vunt for insurance premiums. Losses not covered by Operator's
insurance (or by insurance required by this agreement to be carried for the
benefit and at the expense of the parties hereto) shall be charged to the
joint account. . : : ) o - :



