Schedule of lands lying within the rriposed Made Well Anticline Unit Area
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TRACT | # IAND DESCRIPTION NO. OF SERTAL NO. & BASIC ROYALTY LESSEE OF RECORD Ci. WI OWNER & %
ACRES EXP. DATE OWNERSHIP %
FEDERAL LANDS

1 Ti3S,RZ1E 1600.00 (mM-31763 Ush 1/8-100% Inexce 0il Company $75C0, ac. prod Inexco Qil Company

Section 14: All 5-1-88 100% pymt. paid out |100%
Section 23: All of 5% of 8/8 to
Section 26: E/2 David J. Sorenson

et ux Bonnie
2 T14S, R21E 40.00 (NM-31775 USA 1/8 100% Wintershall Oil & Gas | Guy M. Willis Wintershall 0il &
Section 10: SW SW 4-1-88 Properties 100% 1% Gas Properties
lLos Siete Ex- 100%
ploration 2%,
Pecos Slope
Royalty Trust 4.%%

3 T12S, R22E 1132.52 | NM-31838 USA 1/8-100% Phillips Petroleum $7500/ac prod. Phillips Petroleum
Section 20: SE/4 3-1-89 Campany 100% pymt. (paid) out {Company 100%
Section 21: SE/4 o of 5% of 8/8 to
Section 28: SW/4 G. Dee & Paulett
Section 29: SW/4 Williamson
Section 30: Lots 3(46.27),4(46.25) )

E/2SW
Section 31: SE/4 .
Section 33: SW/4 .

4 T125, R22E 991.77 {NM-31871 USA 1/8-100% Reading & Bates Petro—| Ed Pendleton 4% |Reading & Bates
Section 20: SW/4 . 3-1-89 leum Company 100% Joe B. Schutz 1%|{Petroleum Company
Section 30: Lots 1(46.31),2(46.29) 100%

E/2NW,E/2
Section 31: Lots 2(46.33),3(46.39)
4(46.45),E/25W,S/2NE, SENW

5 T13S, R21E 469.35 |NM-31872 USA 1/8-100% Reading & Bates Petro—| Ed Pendleton 5% |Reading & Bates
Section 13: Lots 1(35.62),2(35.53) 5-1-88 leum Company 100% Joe B. Schutz 1%|Petroleum Caupany

N/2NW 100%
Section 35: Iots 1(39.10),3(39.10) .
SWNE, SWSE,E/2E/2
6 T12S, R22E 1201.64 |[NM-32183 USA 1/8-100% Inexco Qil Company None Inexco 0il Campany
Section 1: Lots 1(40.09),2(40.27) 5-1-88 100% 100%
(40.45),4(40.83)
S/2N/2, S/2
Section 3: S/2NE,SE \
Section 12:W/2
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TRACT 4 LAND DESCRIPTION NO. OF SERIAL NO. & BASIC ROYALTY LESSEE OF RECCRD ORR % WI OWNER & %
ACRES EXP. DATE OWNERSHIP %
7 T13S,R22E 1289.30 |NM-32189 USA 1/8-100% Inexco 0il Campany None Inexco 0il Co. 100%
Section 31: Lots 9(44.82),10(44.42) 3-1-89 100%
11(44.82),12(33.15),
13(33.17),14(33.27),
15(37.69)E/2NW, NE, NESW,
N/2SE
Section 32: lots 2(17.76),3(12.21)
4(11.88),5(11.92)
Section 33: Lots 1(26.18),2(27.61)
3(27.90),4(30.87),5(43.85)
6(43.87),7(43.91)
E/2NW, NE, NESW, .
N/2SE
8 T13,R21E 2370.90 |NM-32190 Usa 1/8-100% Inexce 0il Company None Inexco 0Oil Co. 100%
Section 13: Lots 3(35.49),4(35.44) 3-1-89 100%
5(7.95),6(7.36)
N/2NE
Section 24: All .
Section 25: Lots 1(39.96),2(39.86)
3(39.78),4(39.68)
: N/25/2, N/2
1138, R22E
Section 19: Lots 5(11.86),6(38.46)
7(38.44),8(31.76),9(33.09)
10(38.79),11(33.15)12(33.19
SWNE, SENW, E/2SW,SE
Section 30: Lots 5(33.25),8(33.39)
NENW, SESW, NE, SWSE
9 T13S, R22E 320.00 |NM-32192 USA 1/8-100% Inexco 0il Campany None Inexco 0il Co. 100%
Section 14: W/2 5-1-88 100% , -
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EXHIBIT "B"
Schedule of lands lying within the proposed Made Well Anticline Unit Area
TRACT LAND DESCRIPTION NO. OF SERIAL NO. & - BASIC ROYALTY LESSEE OF RECORD ORR % WI OWNER & %
ACRES EXP. DATE OWNERSHIP %
10 T12S, R22E 1990.43 |NM-32193 USA 1/8-100% Inexco Oil Company None Inexco 0il Co. 100%
Section 33: N/2,SE/4 3-1-89 100%
Section 34: All
T13S, R22E .
Section 3: Lots 5(35.69),6(37.47)
7(37.74),8(34.91),9(19.30)
10(34.22)
Section 4: Lots 5(34.43),6(34.07)
7(33.85),8(33.48) S/25/2
(all)
Section 5: Lots 6(12.29),7(27.22)
8(27.11),9(35.80),10(32.85) i
S/2S8E,SW/4(all)
11 T12S, R22E 2160:00° |NM-32194 USA 1/8-100% Inexco.0il Campany None Inexco 0il Co. 100%
Section 21: S/2NE,SWNW,SW 3-1-89 100%
Section 22: NWNE,S/2NE,W/2,SE/4
Section 27: All
Section 28: N/2NW,E/2
Section 29: SWNE,SENW,SE
12 T12S, R22E 2160.00 |NM-32196 USA 1/8-100% Inexco 0Oil Company None Inexco 0il Co. 100%
Section 13: W/2 3-1-89 100%
Section 14: All .
Section 23: NE,SWNW,SW
Section 24: All
Section 26: N/2N/2,SWNW
13 T12S, R22E 1240.00 | NM~32197 USA 1/8-100% Inexco 0il Campany None Inexco 0il Co. 100%
Section 10: E/2W/2,E/2 5-1-88 100%
Section 11: All
Section 15: N/2NE,NENW
14 T13S, R22E 2178.89 | NM-32200 USA 1/8-100% Inexco O0il Ccmpany None Inexco 0il Co. 100%
Section 20: Lots 1(25.98),2(39.42) 5-1-88 100%
N/2NE, SWNE, E/2NW, SW, NWSE, !
S/2SE
Section 21: Lots 1(38.13),2(38.19),
3(38.25),4(38.92),S/2NW, SW
Section 27: S/2 '
Section 28: N/2N/2,8/2S/2
Scction 29: N/2,1FPSW,S/28W, 8F
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Schedule of lands lying within the proposed Made Well Anticline Unit Area

TRACT LAND DESCRIPTION NO. OF SERTAL NO. & BASIC ROYALTY LESSEE OF RECORD ORR % WI OWNER & %
# ACRES EXP. DATE OWNERSHIP %
15 T13S, R22E 1280.00 [mM-32201 Ush 1/8-100% Inexco 0il Company None Inexco 0il Company
Section 8: All 5-1-88 100% 100%
Section 9: All
16 T13S, R22E 1850.40 |NM-32202 UsSa 1/8-100% Inexco Oil Campany None Inexco 0il Campany
Section 7: Lots 5(32.49),6(32. mmv 5-1-88 100% 100%
7(32.61),8(32.67) E/2W,
E/2(all)
Section 17:Lot 1{(25.07),2(25.81) E/2S
SE/4, N/2
Section 18: ILots 5(32.74),6(33.62),
7(40.88),8(40.94),9(41.02)
NENW,N/2NE Tract 46 (S/2) all
17 T13S, R22E 2190.48 |NM-32203 UsA 1/8-100% Inexco 0il Campany None Inexco 0il Campany
Section 1: Lots 5(21.94),6(37.20), *« | 3-1-89 100% 100%
7(37.22),8(35.52)9(38.36)
10(25.26) SESW,SWSE{all)
Section 10: Lots 1(33.92),2(17.56)
3(17.38),4(33.95),5(39.87)
6(39.14),7(39.04),8(39.36) -
S/2s/2 _
Section 11: S/2
Section 12: Lots 1(26.98),2(39. qu
3(28.68),4(30.40),5(32.12)
W/2NE,E/2NW, SWNW, SW,
W/2SE(all)
Section 15: Iots 1(24.74),2(23.84),
3(23.95),4(24.08),E/2Ww/2,
E/2(all)
18 T14S, R21E 1160.00 |NM-32317 USA 1/8-100% Inexco 0il Company None Inexco 0il Campany
Section 10: E/2,NW,N/2SW,SESW 8-1-88 100% 100%
Section 11: W/2,SE,W/2NE ‘
19 T14S, R21E 1282.42 |NM-32326 USA 1/8-100% Melvin Wolf None Melvin Wolf 100%
Section 1l: Lots 1(40.03),2(40.09) 7-1-89 100%

3((40.16),4(40.22),5/2N/2,
S/2 (all)

Section 3: Iots 1(40.57),2(40.51),
3(40.45),4(40.39) S/2N/2,
S/2(all)
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WI OWNER & %

John A. Yates 100%

PLillips Petroleum
Campany 100%

Robert W. Piatt 100%

Phillips Petroleum
Campany 100%

Inexco 0il Campany

Harper 0il Company

TRACT IAND DESCRIPTION NO. OF SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORR
# ACRES EXP. DATE OWNERSHIP %
20 T13S, RZ22E 61.11 | NM-36867 usa 1/8-100% John A. Yates 100% None
Section 16: ILots 3(16.20),4(15.27}, 4-1-91
5(14.95),6(14.64)
21 T12S, R22E 1040.00 | NM-39992 USA 1/8-100% Phillips Petroleum Co.| None
Section 10: W/2W/2 10-1-90 100%
Section 15: NWNW,S/2N/2,SE
Section 20: N/2
Section 21: N/2N/2, SENW
22 T12S, R22F 40.68 | NM-41371 Usa 1/8-100% Robert W. Piatt 100% None
Section 3: Lot 1, ) 12-1-91
23 T12S, R22E 675.76- | NM—~41408 USA 1/8-100% Phillips Petroleum Co.| None
Sec. 3: Lot 2(40.76) 11-1-93 100%
Sec. 15: W/2SW, NESW, N/2SESW,
SWSESW, W/2SESESW
Sec. 16: N/2, SE
24 | T13S, R22E 40.00 ~ | None USA 100% Open . . None None
Sec. 22: NENW
Total Federal Lands 28,765.65
STATE IANDS
25 T14S, R21E 681.70 | LG-5524 St. of N. Mex.| Inexco 0il Campany None
Section 2: Lots 1(40.30),2(40.38) 7-1-88 1/8-100% 100% 100%
3(40.47),4(40.55),S/2N/2,
N/25/2,5/25W, SWSE
Section 11: E/2NE
26 T12S, R2ZE 160.00 } 1LG-7112 St. of N.Mex. Harper 0il Company None
Section 16: SW/4 10-1-89 1/8-100% 100% 100%
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TRACT LAND DESCRIPTION NO. OF " SERTAL NO. & BASIC ROYALTY LESSEE OF RECORD ORR % WI OWNER & %

# ACRES EXP. DATE OWNERSHIP %

27 T12S, R22E 166.27 |I1G-7113 St. of N. Mex. { Harper Oil Company None Harper Cil Campany
Section 31: Lot 1(46.27),NENW,N/2NE 10-1-89 1/8-100% 100% 100%

28 T13S, R22E 640.00 jLG-7115 St. of N. Mex. | Inexco 0il Campany None Inexco 0il Company
Section 16: All (A/K/A Tract 45) 10-1-89 1/8-100% 100% 100%

29 T13S, R21E 640.00 |LG-7116 St. of N. Mex. | Inexco 0il Company None Inexco 0il Company
Section 36: A1l (A/K/A Tract 55) 10-1-89 1/8-100% 100% 100%

30 T12S, R22E 640.00 |LG-7251 St. Of N. Mex. | Inexco 0il Campany None Inexco 0il Co.100%
Section 32: All 11-1-89 1/8-100% 100%

31 T13S, R22E 640.00 |LG-7252 St. of N. Mex. | Phillips Petroleum None Phillips Petroleum
Section 32: All + Tract 56 (resurveyed 11-1-89 1/8-100% Company 100% Campany 100%

32 T12S, R22E mbm.qw‘ bmlwwmw St. of N. Mex. | Inexco Oil Company None Inexco 0il Company
Section 2: Lots 1(40.71),2(40.69), 8-1-90 1/8-100% 100% 100%

3(40.67),4(40.65)S/2N/2,8/2

33 T12S, R22E 440.00 |LG-8466 St. Of N. Mex. | Inexco Oil mogvmsm. - ! "None Inexco. 0il Campany
Section 26: S/2, S/2NE, SENW 8-1-90 1/8-100% 100% . . 100%

34 T12S, R22E 320.00 | LG-8467 St. of N. Mex. | Inexco 0il Campany None Inexco 0il Company
Section 28: S/2NW 8-1-90 1/8-100% 100% 100%
Section 29: N/2N/2,SWNW,SENE

35 T12S, R22E 640.00 | 1G-8468 St. of N. Mex. | Inexco 0il Company None Inexco 0il Company
Section 35: All 8-1-90 1/8-100% 100% 100%

36 T13S, R21E 40.00 | LG-8469 St. of N. Mex.| Inexco Oil Campany None Inexco 0il Company
Section 35: Tract No. 54 8-1-90 1/8-100% 100% 100%

37 T13S, R22E 312.38 | 1.G-8470 St. of N. Mex.| Inexco 0il Company None Inexco 0il Campany
Section 2: Tract 37 8-1-90 1/8-100% 100% 100%

38 T13S, R22E 320.00 | 1G-8471 St. Of N. Mex.| Inexco 0il Company None Inexco 0il Company
Section 10: Tract No. 40 8-1-90 1/8-100% 100% 100%

Total State lands 6,283.07
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TRACT LAND DESCRIPTION NO. OF SFRTAL NO. & BASIC ROYALTY LESSEE OF RECORD ORR % WI OWNER & %
# ACRES EXP. DATE OWNERSHIP 3%
FEE LANDS
39 T13S, R21E 160.90 |[None 8/8 Wyley J. None None Wylie J. Johnson 50%
Section 35: Lot 4(40.90) SENW S/2SW (80.45) Johnson 50%
(60.34) {10-6-87 1/8 pavid W. Gulf 0il Corporation None Gulf 0il Corporation
McGee 37.5% 100% 37.5%
(20.11) 110-6-87 1/8 Mary Lon Gulf 0il Corporation None Gulf 0il Corporation
McGee Glass 100% 0.5%
12.5%
40 T12S, R22E 320.00 10-28-87 1/8 Matthew Gulf 0il Corporation None Gulf 0il Corporation
Section 12: E/2 (160.00) Henderson et ex|100% 50%,
: 50.0% Phillips Petroleum
(160.00) 5-16-85 1/8 Nora L. Phillips Petroleum Company 50%
. : Farrar and Leon|Company 100%
A. Farrar, et ux ’
50%
41 - T128, R22E 320.00 }10-28-87 1/8-Matthew Gulf 0il Corporation | None Gulf 0il Corporation
| Section 13: E/2 (160.00) Henderson-50.0%| 100% 50% .
+ (40.00) |5-25-85 1/8 Frank E. Phillips Petroeleum. None Phillips Petroleum
Crow 12.5% Conpany . 50% . o Company 50%
(40.00) |5-13-85 1/8-Thelma Mae | Phillips Petroleum None
, Crow,12.5% Carpany  100%
(40.00) [5-12-85 1/8 Sylvia J. |Phillips Petroleum . None
Smith 12.5%, Campany  100%
(40.00) |5-16-85 1/8 lee Elvia |Phillips Petroleum None
Crow 12.5% Campany 100%
42 1 T128, R22E 165.00 |10-28-87 1/8 Matthew Gulf 0il Corporation None Gulf 0il Corporation
| Section 15: E/2 SE/4 SE/4 SW/4 Henderson 100% | 100% 100%
| Section 23: SE/4
43 T12S, R22E 160.00 ;5-14-85 1/8-Lillian .[Phillips Petroleum None Phillips Petrocleum

Section 22: NENE
Section 23: N/2NW, SENW

pullard 100%

Campany 100%

1

Coampany 100%
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Schedule of lands lying within the proposed Made Well Anticline Unit Area

TRACT

LAND DESCRIPTION NO. OF SERIAL NO. & BASIC ROYALTY LESSEE OF RECORD ORR % WI OWNER & %
# ACRES EXpP. DATE OWNERSHIP 3%
44 T13S, R22E 510.34 |OPEN 8/8 Zoa White |OPEN None Zoa white McGee
Section 10: NENW(Tr.43) (40.00) McGee 100% 100%
Section 11: Lots 1(39.26),2(39.25)
3(39.25),4(39.29),S/2N/2
Section 19,20: Tract 47(40.00)
Section 30: Lot 6(33.29), SENW, SESE
45 T13S, R21E 360.00 10-6-87 1/8-%Zca White |Gulf Oil Corporation None Gulf 0il Corporation
Section 13: S/2 (A/K/A Tract 64) McGee 100% 1003% 100%
T14S, R21E
Section 2: SESE
46 T13S, R22E HWuo.ww 4-28-85 1/8-Chesser - |Phillips Petroleum None Phillips Petroleum
Section 20: NESE,SENE (819.625)} . Ranch, Inc.50.0% Campany 100% Company 50%
Section 21: S/2NE,SE/4 1/8 Alta Mae Phillips Petroleum None Phillips Petroleum
Section 22: Lot 1(39.25) NENW, S/2NW, (819.625)| 4-29-85 Threlkeld 50.0%| Company 100% Company 50%
NE,S2 Al11(639.25)
Section 27: N/2 of Tract 52
Section 28: N/2S/2, S/2N/2 .
Section 29: NWSW
47 T13S, R22E 153.34 | 6-2-85 1/8- Norman B. |Phillips Petroleum None Phillips Petroleum
Section 30: Lot 7(33.34),NESW,N/2SE Taylor et ux Campany 100% Company 100%
‘ 100%
48 T13S, R21E 320.00 |1-26-88 1/8-Diamond A. {Inexco Oil Campany Inexco 0il Co.100%
Section 26: W/2 Cattle Coampany |{100%
50%,

Joe Howard Smith

et ux 25%,

Betty Jane Priest

25%,
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TRACT 1AND DESCRIFTION NC. OF SERIAL NC. & BASIC RCOYALTY TLESSEE QOF RECCRD CRR ¢ Wl OWNER & %
# ACRES EXP. DATE OWNERSHIP %
49 T13S, R21E 80.90 None 8/8 Ethel E. None None Ethel E. Johnson
Section 35: Lot 2(40.90) SWNW (40.45) Johnson 50% 50%
(30.34) 10-6-87 1/8 David W. Gulf 0il Corporation None Gulf 0Oil Corporation
McGee 37.5% 100% 37.5%
(10.11) 10-6-87 1/8 Mary Lon Gulf 0il Corporation None Gulf 0il Corporation
McGee Glass 100% 12.5%
12.5%
50 T13S,R21E 40.00 None 8/8 Zoa White None None Zoa White Mcgee 100%
Section 35: NENW - McGee 100%
Federal 28,765.65 acres 73.23520% of unit
State 6,283.07 acres 15.99623% of unit
Fee 4,229.73 acres 10.76857% of unit
39,278.45 acres 100.00000%
10C 28,628.84 acres 72.88689% of unit
Phillips 5,760.87 acres 14.66674% of unit
R&B 1,461.12 acres 3.71990% of unit
Wintershall 40.00 acres 0.10184% of unit
Melvin Wolf 1,282.42 acres 3.26495% of unit
J. Yates 61.11 acres 0.15558% of unit
‘ Harper 326.27 acres 0.83066% of unit
/ Gulf 965.90 acres 2.45911% of unit
Piatt 40.68 acres 0.10357% of unit
McGee 550.34 acres 1.40112% of unit
W.J. Johnson 80.45 acres 0.20482% of unit
Ethel Johnson 40.45 acres 0.10298% of unit
Open Fed. 40.00 acres 0.10184% of unit
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UNIT OPERATING AGREEMENT
UNIT AREA

THIS AGREEMENT made as of the day of , 19
by and among the parties who execute or ratify this Agreement or a counterpart hereof,

WITNESSETH:

WHEREAS, the Parties have entered into that certain UNIT AGREEMENT FOR THE DE-
VELOPMENT AND OPERATION OF THE _MADE WELL ANTICLINE UNIT AREA,
County of __Chaves : State of _ New Mexico ,
dated as of the day of ) , 19 and hereinafter

referred to as the “Unit Agreement”, covering the lands described in EXHIBIT B thereto attached,
which lands are referred to in the Unit Agreement and in this Agreement as the “Unit Area”; and

WHEREAS, the Parties enter into this Agreemeﬁt purs.'ual.lt to Section 7 of the Unit Agreement,
NOW, THEREFORE, in consideration of the covenants herein contained, it is agreed as follows:

ARTICLE 1
DEFINITIONS

1.1 Definitions. The definitions contained in the Unit Agreement are adopted for all purposes of
this Agreement. In addition, each term listed below shall have the meaning stated therefor, whenever
used in this Agreement:

“Unit Operator” means INEXCO OIL COMPANY and its successors,
as the Unit Operator designated in accordance with the Unit Agreement, acting in that capacity and not
as an owner of a Committed Working Interest.

“Party” means a party to this Agreement, including the Party acting as Unit Operator when acting
as an owner of a Committed Working Interest.

S Y Y

“Drilling Party”, “Completing Party”, and “Participating Party” all mean the Party or Parties
obligated to bear Costs incurred in the Drilling, Completing, or Deepening or Plugging Back, respec-
tively, of a well at the commencement of such operation.

“Non-Drilling Party”, “Non-Completing Party”,-and “Non-Participating Party” all mean the
Party or Parties who had the optional right to participat2 in the Drilling, Completing, or Deepening or
Plugging Back, respectively, of a well and who elected not to participate therein.

“Committed Working Interest” means a working interest which is shown ¢n Exhibit B to the Unit
Agreement as owned by a Party and which is committed to the Unit Agreement. Whenever reference is
made to a Party “in” or “within” the Unit Area, a participating area, or other area designated pursuant
to this Agreement, such reference shall mean a Party owning a Committed Working Interest in lands
within such area.

“Acreage Basis”, when used to describe the basis of participation by the Parties within the Unit
Area, a paticipating area, or other area designated pursuant to this Agreement in voting, Costs, or
Production, means participation by each such Party in the proportion that the acreage of its Committed
Working Interestsin such area bears to the total acreage of the Committed Working Interests of all such
Parties therein. For the purposes of this definition, (a) the acreage of the Committed Working Interest in
a tract within the Unit Area shall be the acreage of such tract as set forth in Exhibit B to the Unit
Agreement, and (b) if there are two or more undivided Committed Working Interests in a tract, there
shall be apportioned to each such Committed Working Interest that proportion of the acreage of the tract
that such Committed Working Interest bears to the entire Committed Working Interest in the tract.

“Production’ means all unitized substances produced and saved from the Unit Area except so much
thereof as is used in the conduct of operations under the Unit Agreement and this Agreement.

“Costs” means all costs and expenses incurred in the development and operation of the Unit Area
pursuant to this Agreement or the Unit Agreement and all other expenses that are herein made
chargeable as Costs, determined in accordance with the Accounting Procedure attached hereto as
Exhibit 1, which shall govern in all matters covered thereby, except that in the event of an inconsistency
between said Accounting Procedure and this Agreement, this Agreement shall control.

“Lease Burdens” means the royalty reserved to the lessor in an oil and gas lease, an overriding
royalty, a production payment, and any similar burden, but does not include a carried working interest,
a net profits interest, or any other interest which is payable out of profits.

“Drill” meansto perform all operations reasonably necessary and incident to the drilling of a well to
its projected depth, including preparation of roads and drill site, testing, and logging, but excluding
Completion operations.

“Complete’” means to perform all operations reasonably necessary and incident to the completion of
a well, commencing with the running and setting of the production pipe and, if productive of unitized
substances, equipping through the wellhead connections, or plugging and abandoning, if dry.
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“Equip” means to perform all operations reasonably necessary and incident to the equipping of a
well for production beyond the wellhead connections.

“Deepen” or ‘“Plug Back” means to perform all operations reasonably necessary and incident to
Drilling a well below its original projected depth or plugging back a well to a depth above its original
projected depth, testing, and logging, but excluding Completing and Equipping operations.

“Initial Test Well” means the test well or wells provided for in Section 9 of the Unit Agreement and
in Exhibit 2 attached hereto.

“Subsequent Test Well” means a test well Drilled after the Drilling of the Initial Test Well and
before discovery of unitized substances in paying quantities in the Unit Area.

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

“Exploratory Well” means a well (other than a Development Well) Drilled after discovery of
unitized substances in paying quantities in the Unit'Area.

“Approval of the Parties” or “Direction of the Parties” means an approval, authorization, or
direction which receives the affirmative vote of the Parties entitled to vote on the giving of such
Approval or Direction, as specified in Section 14.2,

“Salvage Value” of a well means the value of the materials and equipment in or appurtenant to the
well, determined in accordance with Exhibit 1, less the reasonably estimated Costs of salvaging the
same and plugging and abandoning the well.

“Geological Survey” means the Authorized Offlcer (20) , the Land Commissioner and
0Oil Conservation Commission (Division), including any person or person acting

under the authority thereof.
ARTICLE 2

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

Exhibit 1. Accounting Procedure. .
Exhibit 2. Initial Test Well.

Exhibit 3. Insurance.

Exhibit 4. Non-Discrimination.

Exhibit 5. Oil and Gas Lease.

In the event of a conflict or inconsistency between the provisions of an Exhibit and the provisions of this
Agreement, the provisions of this Agreement shall control.

ARTICLE 3
INITIAL TEST WELL

3.1 Location. Unit Operator shall begin to Drill the Initial Test Well within the time required by
Section 9 of the Unit Agreement, or any extension thereof, at the location specified in Exhibit 2.

3.2 Costs of Drilling. Subject to the investment adjustment provisions of Article 13, the Costs of
Drilling the Initial Test Well shall be shared by the Parties in the manner and in the proportions
specified in Exhibit 2.

ARTICLE 4
SUBSEQUENT TEST WELLS

4.1 Right to Drill. The Drilling of any Subsequent.Test Well shall be upon such terms ard
conditions as may be agreed to by the Parties; provided, however, that in the absence of agreement, such
well may be Drilled under the provisions of Article 9.

ARTICLE 5
ESTABLISHMENT, REVISION, AND CONSOLIDATION
OF PARTICIPATING AREAS

5.1 Proposal. Unit Operator shall initiate each proposal for the establishment or revision of a
participating area by submitting the proposal in writing to each Party at least twenty (20) days before
filing the same with the Geological Survey. The date of proposed filing must be shown in the proposal. If,
within the 20-day period above provided, the proposal receives the Approval of the Parties within tke
proposed participating area or no written objections are received, then such proposal shall be filed on the
date specified.

5.2 Objections to Proposal. Prior to the proposed filing date any Party may submit to all other
Parties written objections to such proposal. If, despite such objections, the proposal receives the Ap-
proval of the Parties within the proposed participating area, then the Party making the objections may
renew the same before the Geological Survey.

5.3 Revised Proposal. If the proposal does not receive the Approval of the Parties within the
proposed participating area, and Unit Operator receives written objections thereto, then Unit Operator
shall submit to the Parties a revised proposal, taking into account the objections made to the first
proposal. If no proposal receives the Approval of the Parties within sixty (60) days from submission of the

~
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first proposal, then Unit Operator shall file with the Geological Survey a proposal reflecting as nearly as
practicable the various views expressed by the Parties.

5.4 Rejection of Proposal. If a proposal filed by Unit Operator as above provided is rejected by the
Geological Survey, Unit Operator shall initiate a new proposal in the same manner as provided in
Section 5.1, and the procedure with respect thereto shall be the same asin the case of aninitial proposal.

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

ARTICLE 6
APPORTIONMENT OF COSTS AND OWNERSHIP AND
DISPOSITION OF PRODUCTION AND PROPERTY

6.1 Apportionment and Ownership Within Participating Area. Except as otherwise provided in
Articles 8, 9, 11, and 12:

A. Costs. All Costs incurred in the development and operation of a participating area for or in
connection with production of unitized substances from any pool or zone for which such participat-
ing area is established shall be borne by the Parties within such participating area on an Acreage
Basis, determined as of the time such Costs are ificurred.

B. Production. All Production from a participating area shall be allocated on an Acreage Basis
to the tracts of unitized land within such participating area. That portion of such Production which
is allocated to any such tract shall be owned by-the Party or Parties having Committed Working
Interest or Interests therein in the same manner and subject to the same conditions as if actually
produced from such tract through a well thereon and as if this Agreement and the Unit Agreement
had not been executed. -

C. Property. All materials, equipment, and other property, whether real or personal, the cost
of which is chargeable as Costs and which have been acquired in connection with the development or
operation of a participating area, shall be owned by the Parties within such participating area on an
Acreage Basis.

6.2 Ownership and Costs Outside Participating Area. If a well Drilled (including the Deepening or
Plugging Back thereof) within a Drilling Block established under the provisions of either Article 9 or
Article 10 is completed as a producer but not included within a participating area, then the following
provisions shall be applicable:

A. When All Drilling Block Parties Participate. If all Parties within the Drilling Block shall
have elected to participate in Drilling and Completing such well, then said well, the Production
therefrom, and the materials and equipment therein or appurtenant thereto shall be owned by such
Parties; and all Costs incurred in the operation of such well and all Lease Burdens payable in
respect of Production from such well shall be borne and paid by said Parties. Apportionment among
said Parties of ownership, Costs, and Lease Burdens shall be in the same proportions in which Costs
incurred in Drilling the well were borne.

B. When Less Than All Drilling Block Parties Participate. If any Party within the Drilling
Block shall have elected not to participate in Drilling or Completing such well, then the provisions
of Article 12 shall be applicable thereto; and the relinquished interest of the Non-Drilling Party
shall revert to it in the same manner and under the same conditions as provided in Section 12.4 with
respect to a well which results in the establishment or enlargement of a participating area, except
that the proceeds or market value to be used in determining when such reversion shall occur shal. be
the proceeds or market value (after making the deductions provided for in Section 12.4) of that
portion of the Production obtained from the well which, had the Non-Drilling Party elected to
participate in the Drilling or Completing thereof, would have been allocable, on an Acreage Basis
within the Drilling Block, to the Non-Drilling Party. Upon reversion of the relinquished interest of
the Non-Drilling Party in such well, the provisions of Section 12.5 shall become applicable.

6.3 Cost Liability of Subsequently Created Interests. Anything herein to the contrary not-
withstanding, if, subsequent to the date of this Agreement, any Party shall create an overriding royalty,
production payment, net proceeds interest, carried interest, or any other interest out of its Committed
Working Interest (hereinafter called “Subsequently Created Interest”), such Subsequently Created
Interest shall be made expressly subject to the terms and provisions of this Section 6.3 and of Section
12.9. If the Party which created such Subsequently Created Interest fails to pay, when due, its share of
Costs and the proceeds from its share of Production are insufficient to cover such Costs, then the
Subsequently Created Interest shall be chargeable with a pro rata share of such Costs as if such
Subsequently Created Interest were a Committed Working Interest; and Unit Operator shall have the
right to enforce against such Subsequently Created Interest the lien and all other rights granted in
Section 15.5 for the purpose of collecting Costs chargeable to the Subsequently Created Interest.

6.4 Taking in Kind. Each Party shall currently, as produced, take in kind or separately dispose of
its share of Production and pay Unit Operator for any extra expenditure necessitated thereby. Except as
otherwise provided in Section 15.5, each Party shall be entitled to receive directly all proceeds from the
sale of its share of Production. Unit Operator shall timely make all permitted governmental filings
relative to the price to be charged for gas; however, Unit Operator shall not be liable if, through mistake
or oversight, it should fail to make any such filing or should make erroneous filings.

6.5 Failure to Take in Kind. Should any Party fail to take in kind or separately dispose of its share
of Production, the Party acting as Unit Operator shall have the right, revocable at will by the Party
owning such share, to purchase such share for its own account at not less than the market price

3
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ARTICLE 9
EXPLORATORY WELLS

9.1 Purpose and Procedure. It is the purpose of this Artlcle to set forth the procedure for Drilling
and Completing an Exploratory Well.

9.2 Drilling. The Drilling of an Exploratory Well shall be pursuant to the procedure herein set
forth.

A. Notice of Proposed Drilling. Any Party desiring the Drilling of an Exploratory Well on land
in which it owns a Committed Working Interest shall designate an area, herein called a Drilling
Block, not to exceed ____©40 acres, which, on the basis of available geological information, will, in
its judgment, be proved productive by the Drilling of such well. Unit Operator and each Party
within the Drilling Block shall be furnished with a plat and description of the area so designated,
together with notice of the location, objective formation, estimated depth, and estimated cost of the
proposed well. The location of the proposed well shall conform to any applicable spacing pattern
then existing or an approved exception thereto. The Drilling Block shall include no land in an
established participating area for the objectivé formation for the well to be Drilled thereon nor ary
land included in a proposal therefor filed with the Geological Survey nor any land within an active,
previously designated Drilling Block for such fornration. The Drilling Block shall be considered
active for ninety (90) days after the designation thereof and, if the actual Drilling of a well is
commenced thereon within such period, until either:

(1) the Completion of the well, if it is completed otherwise than as a producer of unitized
substances in paying quantities, either at its original projected depth or, if Deepening or
Plugging Back operations are conducted, at any other projected depth; or

(2) the filing with the Geological Survey of a proposal for the establishment or revision of a
participating area if the Completion of the well results in the filing of such proposal.

B. Basis of Participation. Each Party within the Drilling Block shall be entitled to participate
in the Costs of Drilling the proposed well on an Acreage Basis but shall be required to do so only if it
notifies the other Parties within the Drilling Block of its w1lhngness so to participate, as hereinafter
in this Article 9 provided.

C. Exclusion of Land From Proposed Drlllmg Block. Within thirty (30) days after receipt of
such notice, any part of the land included in the proposed Drilling Block may be excluded therefrom
at the Direction of the Parties therein. In such event the proposed Drilling Block, as reduced by the
exclusion of such land, shall be established as the Drilling Block. In the absence of any such
Direction, then, at the expiration of said 30-day period, the proposed Drilling Block shall be
established as the Drilling Block.

D. Preliminary Notice to Join in Drilling. Within ten (10) days after the establishment of the
Drilling Block, each Party within such Drilling Block shall advise all other Parties therein whether
or not it wishes to participate in Drilling the proposed well. If any Party fails to give such advice
within said 10-day period, it shall be deemed to have elected not to participate in Drilling the
proposed well. If all Parties within the Drilling Block advise that they wish to participate in Drilling
the proposed well, then Unit Operator shall Drill the well for the account of all such Parties.

E. Notice of Election to Proceed. Unless all Parties within the Drilling Block agree to
participate in Drilling such well, then, within fifteen (15) days after expiration of the 10-day period
specified in Subdivision D of this Section 9.2, each Party within the Drilling Block then desiring to
have the proposed well Drilled shall give to all other Parties therein notice of its election to proceed
with the Drilling of said well. Failure to give such notice shall be deemed an election not to
participate in Drilling the well.

F. Subsequent Election. If election to Drill the proposed well is made, any Party within the
Drilling Block who had not previously elected to participate therein may do so by notice given to all
other Parties within the Drilling Block at any time before the well is spudded, in which event such
Party shall be included in the Drilling Party. However, such Party shall be bound by any and all
Directions and Approvals theretofore given by the Drilling Party concerning the Drilling of the
well.

G. Effect of Election. If one or more, but not all, of the Parties within the Drilling Block elect
to proceed with the Drilling of the well, Unit Operator shall Drill the well for the account of such
Party or Parties, who shall constitute the Drilling Party, on an Acreage Basis among themselves, or
on such other basis as said Parties may specify.

H. Rights and Obligations of Drilling Party and Non-Drilling Party. Whenever an Explora-
tory Well is Drilled otherwise than for the account of all Parties within the Drilling Block involved,
the provisions of Article 12 shall be applicable to such operation.

9.3 Attempted Completion. The attempted Completion of Exploratory Wells Drilled to their
projected depths shall be governed by the following provisions:

A, Notice by Unit Operator. After an Exploratory Well hasreached its projected depth and has
been tested, logged, and logs furnished to each Drilling Party, but before production pipe has been
set, Unit Operator shall give notice thereof to each Drilling Party.

B. Right to Attempt Completion. Each Drilling Party shall have the right to initiate a
proposal to attempt the Completion of such well and also shall be entitled to participate in the
Completion attempt.
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prevailing in the area for Production of like kind and quality, or to sell such share to others at not lass
than the price which it receives for its own share of Production; provided that all such sales shall be only
for such reasonable periods of time as are consistent with the minimum needs of the industry under the
circumstances, but not to exceed one (1) year. Notwithstanding the foregoing, Unit Operator shall not
sell or commit any Party’s share of gas Production to a sale without first giving such Party not less than
ninety (90) days’ written notice.

6.6 Surplus Materials and Equipment. Materials and equipment owned by the Parties or by any of
them pursuant to this Agreement may be classified as surplus by Unit Operator when deemed by it to be
no longer needed in operations hereunder, by giving to each Party owning an interest therein notice
thereof. Such surplus materials and equipment shall be disposed of as follows:

A. Each Party owning an interest therein shall have the right to take in kind its share of
surplus tubular goods and other surplus items which are susceptible of division in kind, by notice
given to Unit Operator within thirty (30) days after classification thereof as surplus, except that
such right shall not apply to junk or to any item (other than tubular goods) having a replacement
cost of less than Seven Thousand Five Hundred Dollars ($7,500.00).

B. Surplus materials and equipment not divided in kind, other than junk and any item (other
than tubular goods) having a replacement cost of less than Seven Thousand Five Hundred Dollars
($7,500.00), shall be sold to the highest bidder or bidders.

C. Surplus materials and equipment not disposed of in accordance with the preceding
provisions of this Section shall be disposed of as provided in Exhibit 1.

ARTICLE 7
PLANS-OF DEVELOPMENT

7.1 Submittal of Plans. Each plan for the development and operation of the Unit Area shall be
submitted by Unit Operator to the Geological Survey in accordance with the Unit Agreement and the
further provisions of this Article.

7.2 Proposal. Unit Operator shall initiate each proposed plan by submitting the same in writing to
each Party at least thirty (30) days before filing the same with the Geological Survey. If, within the
30-day period above provided, such plan receives the Approval of the Parties or no written objections are
received, then such plan shall be filed.

7.3 Objections to Plan.Within the 30-day period above provided, any Party may submit to Unit
Operator written objections to such plan. If, despite such objections, the plan receives the Approval of the
Parties, then the Party making the objections may renew the same before the Geological Survey.

7.4 Revised Plan. If such plan does not receive the Approval of the Parties, and Unit Operator
receives written objections thereto, then Unit Operator shall submit to the Parties a revised plan, taking
into account the objections made to the first plan. If no plan receives the Approval of the Parties within
sixty (60) days from submission of the first plan, then Unit Operator shall file with the Geological
Survey a plan reflecting as nearly as practicable the various views expressed by the Parties.

7.5 Rejection of Plan. If a plan filed by Unit Operator as above provided is rejected by the
Geological Survey, Unit Operator shall initiate a new plan in the same manner as provided in Section
7.2, and the procedure with respect thereto shall be the same as in the case of an initial plan.

7.6 Notice of Approval or Disapproval. If and when a.plan has been approved or disapproved by the
Geological Survey, Unit Operator shall give prompt notice thereof to each Party.

7.7 Supplemental Plans. If any Party or Parties shall have elected to proceed with a Drilling,
Deepening, or Plugging Back operation in accordance with the provisions of this Agreement, and such
operation is not provided for in the then current plan of development approved by the Geological Survey,
Unit Operator shall either (a) submit to the Geological Survey for approval a supplemental plan
providing for the conduct of such operation or (b) request the Geological Survey to consent to such
operation, if such consent is sufficient.

7.8 Cessation of Operations Under the Plan. If any plan approved by the Geological Survey
provides for the cessation of any Drilling or other operation therein provided for on the happening of a
contingency and such contingency occurs, Unit Operator shall promptly cease such Drilling or other
operation and shall not incur any additional Costs in connection therewith unless and until such
Drilling or other operation is again authorized, in accordance with this Agreement, by the Parties
chargeable with such Costs and the Geological Survey.

ARTICLE 8
DEVELOPMENT WELLS

8.1 Purpose and Procedure. It is the purpose of this Article to set forth the procedure for Drilling
and Completing a Development Well.

8.2 Drilling. The Drilling of a Development Well shall be pursuant to the procedure herein set
forth. .

A. Approval Required. The Drilling of a Development Well shall be subject to such Drilling
receiving the Approval of the Parties, unless the Drilling of the proposed well is necessary to
prevent the loss of a Committed Working Interestin the tract of land on which the proposed well isto
be Drilled. Vote by any Party in favor of the Drilling of any such well shall not, however, be deemed
an election by such Party to participate in the Costs thereof but shall mean only that such Party
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considers the Drilling of the well to be consistent with the efficient and economic development. of the
participating area involved and has no objection to the Drilling thereof.

B. Notice of Proposed Drilling. Subject to the provisions of Subdivision A of this Section 8.2,
any Party within a participating area may propose the Drilling of a Development Well therein by
giving to each of the other Parties within the participating area notice, specifying the locatior,
depth, and estimated cost of the proposed well, which location shall conform to any applicable
spacing pattern then existing or an approved exception thereto.

C. Response to Notice. Within thirty (30) days after receipt of such notice, each Party within
such participating area shall advise all other Parties therein whether or not it wishes to participate
in Drilling the proposed well. If any Party fails to give such advice within said 30-day period, it shall
be deemed to have elected not to participate in Drilling the proposed well. If all Parties within sucn
participating area advise that they wish to participate in Drilling the proposed well, then Unit
Operator shall Drill the well for the account of all such Parties.

D. Notice of Election to Proceed. Unless all Parties within the participating area agree to
participate in Drilling such well, then, within fifteen (15) days after expiration of the 30-day period
specified in Subdivision C of this Section 8.2, each Party within the participating area then desiring
to have the proposed well Drilled shall give to all other Parties therein notice of its election to
proceed with the Drilling of said well. Failure to glve such notice shall be deemed an election not to
participate in Drilling the well.

E. Subsequent Election. If election to Drill the pz:oposed well is made, any Party within the
participating area who had not previously elected to participate therein may do so by notice given to
Unit Operator at any time before the well is spudded, in which event such Party shall be included in
the Drilling Party. However, such Party shall be bound by any and all Directions and Approvals
theretofore given by the Drilling Party concerning the Drilling of the well.

F. Effect of Election. If one or more, but not all, of the Parties within the participating area
elect to proceed with the Drilling of the well, Unit Operator shall Drill the well for the account of
such Party or Parties, who shall constitute the Drilling Party, on an Acreage Basis among them-
selves, or on such other basis as said Parties may specify.

G. Rights and Obligations of Drilling Party and Non-Drilling Party. Whenever a Develop-
ment Well is Drilled otherwise than for the account of all Parties within the participating area
involved, the provisions of Article 12 shall be applicable to such operation.

8.3 Attempted Completion. The attempted Completion of Development Wells Drilled to their
projected depths shall be governed by the following provisions:

A. Notice by Unit Operator. After a Development Well has reached its projected depth and
been tested, logged, and logs furnished to each Drilling Party, but before production pipe has been
set, Unit Operator shall give notice thereof to each Drilling Party.

B. Right to Attempt Completion. Each Drilling Party shall have the right to initiate a
proposal to attempt the Completion of such well and also shall be entitled to participate in the
Completion attempt.

C. Time and Manner of Initiating Proposal. A period of twenty-four (24) hours (exclusive of
Saturdays, Sundays, and holidays) from and after receipt of the notice given pursuant to Subdivi-
sion A of this Section 8.3 shall be allowed within which a Party entitled to do so may initiate a
proposal to Complete. Any such proposal shall be initiated by giving notice thereof to Unit Operator
and to each Drilling Party. If no such proposal is initiated within said period and no other proposal is
initiated pursuant to Article 11, Unit Operator shall plug and abandon the well for the account of
the Drilling Party.

D. Election. If a proposal to Complete is initiated, each Drilling Party shall have a period of
twenty-four (24) hours (exclusive of Saturdays, Sundays, and holidays) from and after receipt of
such proposal within which to notify Unit Operator.whether or not it elects to participate in the
Completion attempt. The failure of a Party to signify its election within said 24-hour period shall be
deemed an election not to participate in the Completion attempt.

E. Effect of Election. The Party or Parties electing to participate in an attempt to Complete a
well as above provided shall constitute the Completing Party for such operation. Each Party who
was entitled to make such election but failed to do so as above provided shall be a Non-Completing
Party with respect to such operation. Such operation shall be conducted by Unit Operator for the
account of the Party or Parties constituting the Completing Party, on an Acreage Basis among
themselves, or on such other basis as the Completing Party may specify. Such operation, if
successful, shall include Equipping the well for production.

F. Rights and Obligations of Completing Party and Non-Completing Party. Upon the corn-
mencement of a Completion operation otherwise than for the account of all Drilling Parties, the
provisions of Article 12 shall be applicable to such operation.

G. Notice Prior to Plugging. Before plugging and abandomng any Development Well which
was Drilled to its projected depth and not completed as a producer of unitized substances, Unit
Operator shall give the notice specified in Section 11.1 A, unless every Party entitled to the notice
has consented to the plugging and abandonment of such well, in which event Unit Operator shall
plug and abandon the well for the account of the Completing Party Upon the giving of such notice,
the provisions of Article 11 shall apply.

i
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C. Time and Manner of Initiating Proposal. A period of twenty-four (24) hours (exclusive of
Saturdays, Sundays, and holidays) from and after receipt of the notice given pursuant to Subdivi-
sion A of this Section 9.3 shall be allowed within which a Party entitled to do so may initiate a
proposal to Complete. Any such proposal shall be initinted by giving notice thereofto Unit Operator
and to each Drilling Party. If no such proposal is initiated within said period and no other proposal is
initiated pursuant to Article 11, Unit Operator shall plug and abandon the well for the account of
the Drilling Party.

D. Election. If a proposal to Complete is initiated, each Party entitled to participate in the
Completion attempt shall have a period of twenty-four (24) hours (exclusive of Saturdays, Sundays,
and holidays) from and after receipt of such proposal within which to notify Unit Operator whether
or not it elects to participate in the Completion attempt. The failure of a Party to signify its elec-ion
within said 24-hour period shall be deemed an election not to participate in the Completion attempt.

E. Effect of Election. The Party or Parties electing to participate in an attempt to Complete a
well as above provided shall constitute the Completing Party for such operation. Each Party who
was entitled to make such election but failed to do so as above provided shall be a Non-Completing
Party with respect to such operation. Such operation shall be conducted by Unit Operator for the
account of the Party or Parties constituting the Completing Party, on an Acreage Basis among
themselves, or on such other basis as the Completing Party may specify. Such operation, if
successful, shall include Equipping the well for production.

F. Rights and Obligations of Completing .Party. and Non-Completing Party. Upon the com-
mencement of a Completion operation otherwise thdn for the account of all Drilling Parties, the
provisions of Article 12 shall be applicable to such operation.

G. Notice Prior to Plugging. Before plugging and abandoning any Exploratory Well which
was Drilled to its projected depth and not completed as a producer of unitized substances, Unit
Operator shall give the notice specified in Section 11.1 A, unless every Party entitled to the notice
has consented to the plugging and abandonment of such well, in which event Unit Operator shall
plug and abandon the well for the account of the Completing Party. Upon the giving of such notice,
the provisions of Article 11 shall apply. .

ARTICLE 10
! REQUIRED-WELLS

10.1 Definition. For the purpose of this Article, a well shall be deemed a Required Well if the
Drilling thereof isrequired by a final order of the Geological Survey. Such an order shall be deemed final
upon expiration of the time allowed for appeal therefrom without the commencement of appropriate
appeal proceedings or, if such proceedings are commenced within said time, upon the final disposition of
the appeal. Whenever Unit Operator receives any such order, it shall promptly mail a copy thereof to
each Party. If any such order is appealed, the Party appealing shall give prompt notice thereof to Unit
Operator and to each of the other Parties, and, upon final disposition of the appeal, Unit Operator shall
give each Party prompt notice of the result thereof.

10.2 Election to Drill. Any Party desiring to Drill, or to participate in the Drilling of, a Required
Well shall give to Unit Operator notice thereof within thirty (30) days after the order requiring such well
becomes final or within such lesser time as may be required to insure compliance with such order. If such
notice is given within said period, Unit Operator shall Drill the Required Well for the account of the
Party or Parties giving such notice; provided, however, if the Required Well is a Development Well, it
shall not be Drilled unless it receives the Approval of the Parties within the participating area involved.
All rights and obligations with respect to the ownership of such well, the operating rights therein, the
Production therefrom, and the bearing of Costs incurred therein shall be the same asif the well had kbeen
Drilled under Article 8, if the same is a Development Well, or under Article 9, if the same is an
Exploratory Well or a Subsequent Test Well.

10.3 Alternatives to Drilling. If no Party elects to Drill-a Required Well within the period allowed
for such election, and if any of the following alternatives is available, the first such alternative which is
available shall be followed:

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

B. Contraction. If the Drilling of the well may be avoided, without other penalty, by contrac-
tion of the Unit Area, Unit Operator shall make a reasonable effort to effect such contraction; or
C. Termination. If the Required Well is a Subsequent Test Well, the Parties shall join in
termination of the Unit Agreement in accordance with its provisions.
10.4 Required Drilling. If none of the foregoing alternatives is available, Unit Operator shall Drill
the Required Well under whichever of the following provisions is applicable:
A. Development Well. If the Required Well is a Development Well, it shall be Drilled by Unit
Operator for the account of all Parties within the participating area in which the well is Drilled; or
B. Exploratory Well. If the Required Well is an Exploratory Well, the Drilling Block for such
well shall consist of all forty (40) acre subdivisions and lots of the Public Land Survey of which more

than one-half of the surface area is within a distance of 2,640 feet from the proposed bottom hole
location of such well, but excluding therefrom all lands within any participating area theretofore
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established for the pool or zone to which the well is to be Drilled. Unit Operator shall Drill such well
for the account of all the Parties owning Committed Working Interests within the Drilling Block, on
an Acreage Basis among themselves; and no such Party shall have the right to elect not to
participate in the Drilling of said well.

ARTICLE 11
DEEPENING, PLUGGING BACK, AND ABANDONMENT

11.1 Attempted Deepening or Plugging Back. The attempted Deepening or Plugging Back of wells
not completed as producers of unitized substances at their original projected depths shall be governed by
the following provisions of this Section 11.1 and by the provisions of Section 11.2, unless every Party
entitled to the notice provided for in Subdivision A of this Section 11.1 has consented to the plugging and
abandonment of such well: '

A. Notice by Unit Operator. Before abandoning any well which has been Drilled to its original
projected depth but not completed as a producer-of unitized substances, Unit Operator shall give
notice of its intention to plug and abandon such well to each Drilling Party and Non-Drilling Party.

B. Rightto Initiate Proposal. Each Party who participated in the Drilling of a well concerning
which notice is given in accordance with Subdivision A of this Section 11.1 and any other Party
owning a Committed Working Interest in the tract of land on which the well is located may initiate a
proposal to attempt to Deepen or Plug Back such well; provided, however, if the well was Drilledasa
Development Well, a proposal to Deepen or Plug Back may be initiated only by a Party owning a
Committed Working Interest in the tract of land on which the well is located.

C. Rightto Participate. In order to be entitled to participate in a Deepening or Plugging Back
operation, a Party must have the right to initiate the same or must own a Committed Working
Interest in the Drilling Block theretofore established for Drilling the well involved; if no Drilling
Block was theretofore established for Drilling such well, the Drilling Block for such Deepening or
Plugging Back operation shall be established automatically in accordance with the provisions cf
Subdivision B of Section 10.4, which shall be applicable hereto.

D. Time and Manner of Initiating Proposal. A period of twenty-four (24) hours (exclusive of
Saturdays, Sundays, and holidays) from and after receipt of the notice given pursuant to Subdivi-
sion A of this Section 11.1 shall be allowed within which a Party entitled to do so may initiate a
proposal to Deepen or Plug Back. Any such proposal shall be initiated by giving notice thereof to
Unit Operator and to each Party entitled to participate in the proposed operation. If no such
proposal is initiated within said period, Unit Operator shall plug and abandon the well for the
account of the Completing Party if a Completion attempt was made or, if not, then for the account ¢f
the Drilling Party.

E. Election. If a proposal to Deepen or Plug Back a well is initiated, each Party entitled to
participate in the operation proposed shall have a period of forty-eight (48) hours (exclusive of
Saturdays, Sundays, and holidays) from and after receipt of such proposal within which to notify
Unit Operator whether or not it elects to participate in the proposed operation. The failure of a Party
to signify its election within said 48-hour period shall be deemed an election not to participate in the
proposed operation.

F. Effect of Election. The Party or Parties electing to participate in an operation to Deepen or
Plug Back a well as above provided shall constitute the Participating Party for such operation. Each
Party who was entitled to make such election but failed to do so as above provided shall be a
Non-Participating Party with respect to such operation. Such operation shall be conducted by Unit
Operator for the account of the Party or Parties constituting the Participating Party, on an Acreage
Basis among themselves, subject, however, to the previsions of Section 11.2 and Section 11.3. If the
Party or Parties making such election do not proceed with the operation, the Costs incurred in
plugging and abandoning the well shall be charged and borne as part of the Costs incurred in
Drilling the well. -

G. Rights and Obligations of Participating Party and Non-Participating Party. Upon the
commencement of a Deepening or Plugging Back operation otherwise than for the account of a.l
Parties entitled to participate therein, the provisions of Article 12 shall be applicable to such
operation.

11.2 Deepening or Plugging Back to Participating Area. If a well within the surface boundaries of
a participating area is to be Deepened or Plugged Back to the pool or zone for which such participating
area was established, such operation, including the Completion of such well, may be conducted only if 1t
receives the Approval of the Parties within such participating area, and only upon such terms and
conditions as may be specified in such Approval, and upon such further terms and conditions as may be
agreed to by the Parties owning interests in the well immediately prior to the commencement of any
such Deepening or Plugging Back operation.

11.3 Conflicts. If conflicting elections to attempt to Deepen or Plug Back are made in accordance
with the provisions of this Article 11, preference shall 'be given first to Deepening. However, if a
Deepening attempt does not result in completion of the well as a producer of unitized substances, Unit
Operator shall again give notice in accordance with Subdivision A of Section 11.1 before plugging and
abandoning the well.

11.4 Attempted Completion. The attempted Completion of wells Deepened or Plugged Back to
their projected depths, except wells Deepened or Plugged Back to a participating area, shall be governed
by the provisions of Section 9.3, unless every Participating Party has consented to the plugging and
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abandonment of such well, in which event Unit Operator shall plug and abandon the well for the account
of the Participating Party.

11.5 Abandonment of Producing Wells. A well completed as a producer of unitized substances
within a participating area shall be abandoned for plugging if and when abandonment thereof receives
the Approval of the Parties within such participating area, subject, however, to the provisions of Section
11.6. The abandonment of a well completed as a producer but not included in a participating area shall
be governed by the following provisions:

A. Consent Required. Such well shall not be abandoned for production from the pool or zone in
which it is Completed, except with the consent of all Parties then owning the well.

B. Abandonment Procedure. If the abandonment of such well receives the Approval of the
Parties who own the well but is not consented to by all such Parties, Unit Operator shall give notice
thereof to each Party, if any, then having an interest in the well who did not join in such Approval.
Any such non-joining Party who objects to abandonment of the well (herein called Non-Abandoning
Party) may give notice thereof to all other Parties'(herein called Abandoning Parties) then having
interests in the well, provided such notice is given within thirty (30) days after receipt of the notice
given by Unit Operator. If such objection is so made, the Non-Abandoning Party or Parties shall
forthwith pay to the Abandoning Parties their respective shares of the Salvage Value of the well.
Upon the making of such payment, the Abandoning Parties shall be deemed to have relinquished to
the Non-Abandoning Party or Parties all their operating rights and working interest in the well,
but only with respect to the pool or zone in which it is then Completed, and all their interest in the
materials and equipment in or pertaining to the well. If there is more than one Non-Abandoning
Party, the interests so relinquished shall be owned by the Non-Abandoning Parties in the propor-
tions which their respective interests in the well bear to the total of their interests therein
immediately prior to such relinquishment.

C. Rights and Obligations of Non-Abandoning Party. After the relinquishment above
provided for, such well shall be operated by Unit Operator for the account of the Non-Abandoning
Party or Parties, who shall own all Production therefrom and shall bear all Costs, Lease Burdens,
and other burdens thereafter incurred in operating the well and plugging it when abandoned
(unless the well is taken over for Deepening or Plugging Back as hereinafter provided) and also the
Costs of any additional tankage, flow lines, or other facilities needed to measure separately the
unitized substances produced from the well. Costs shall include an overhead charge computed at the
highest per well rate applicable to the operation of a single producing well in accordance with
Exhibit 1, if such rate is provided.

D. Option to Repurchase Materials. If a well taken over by the Non-Abandoning Party or
Parties as above provided is abandoned for plugging within six (6) months after relinquishment by
the Abandoning Parties of their interests therein, each Abandoning Party shall have the right at its
option to repurchase that portion of the materials and equipment salvaged from the well which is
equal to the interest relinquished by it to the Non-Abandoning Party or Parties, at the value
previously fixed therefor. Said option may be exercised only by notice given to Unit Operator and to
the Non-Abandoning Party or Parties within fifteen (15) days after receipt of the notice given by
Unit Operator pursuant to Section 11.6.

11.6 Deepening or Plugging Back Abandoned Producing Wells. Before plugging any well au-
thorized for abandonment pursuant to Section 11.5, Unit Operator shall give notice to the Party or
Parties owning Committed Working Interests in the tract of land upon which the well is located, which
Parties, for the further purposes of this Section 11.6, shall constitute the Parties entitled to initiate and
participate in a proposed Deepening or Plugging Back operation. Within ten (10) days after receipt of
said notice, any such Party desiring the Deepening or Plugging Back of such well shall give notice
thereof to Unit Operator and to each Party entitled to participate in the proposed operation; and all the
provisions of Subdivisions E, F, and G of Section 11.1 shall apply in the same manner as if the proposed
Deepening or Plugging Back were a proposal for the Drilling of an Exploratory Well, subject, however, to
the provisions of Section 11.2 and Section 11.3. If no Party gives notice of desire to Deepen or Plug Back
such well within said period of ten (10) days, or if such notice is given but no party elects to proceed with
the Deepening or Plugging Back of the well within the time specified therefor, Unit Operator shall plug
and abandon the well for the account of the Party or Parties owning the well.

ARTICLE 12
RIGHTS AND OBLIGATIONS OF DRILLING
PARTY AND NON-DRILLING PARTY

12.1 Useof Terms. As used in this Article, the terms “Drilling Party” and “Non-Drilling Party” are
to be understood as including “Completing Party” and “Non-Completing Party” and “Participating
Party” and “Non-Participating Party”, respectively, as such terms are used in Articles 8, 9, and 11.

12.2 Scope of Article. The rights and obligations of the Drilling Party and Non-Drilling Party wich
respect to a well which is Drilled, Deepened, Plugged Back, or Completed otherwise than for the account
of all Parties entitled to participate therein shall be governed by the succeeding provisions of this Article
12.

12.3 Relinquishment of Interest by Non-Drilling Party. When a well is Drilled, Deepened, Plug-
ged Back, or Completed otherwise than for the account of all Parties entitled to participate therein, each
Non-Drilling Party, upon the commencement of such operation, shall be deemed to have relinquished to
the Drilling Party, and the Drilling Party shall own, all such Non-Drilling Party’s operating rights and
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working interest in and to such well. In the case of a Deepening or Plugging Back, if a Non-Drilling
Party owned an interest in the well immediately prior to the Deepening or Plugging Back, the Drilling
Party shall pay to such Non-Drilling Party its share of the Salvage Value of the well, such payment to be
made at the time the well is taken over by the Drilling Party for Deepening or Plugging Back.

12.4 Reversion of Relinquished Interest. If the well is completed as a producer of unitized sub-
stances and is a Development Well or results in the establishment or enlargement of a participating area
to include such well and if, by reason thereof, there is included in such participating area any land
within the Drilling Block in which a Non-Drilling Party owns a Committed Working Interest, then the
operating rights and working interest relinquished by such Non-Drilling Party shall revert to it at such
time as the proceeds or market value of that portion of the Production obtained from the well after such
relinquishment which is allocated to all the acreage of such Non-Drilling Party in the participating area
involved (after deducting from such proceeds or market value all Lease Burdens and all taxes upon or
measured by Production that are payable up to such time on said portion of the Production from such
well) shall equal the total of the following:

A. 166% of that portion of the Costs incurfed in Equipping the well and in operating the well
after such relinquishment, and up to such time, that would have been charged to such Non-Drilling
Party had the well been Drilled, Deepened, Plugged, Back, or Completed and Equipped for the
account of all Parties entitled to participate therein.

B. 500_% of that portion of the Costs incurred in Drilling, Deepening, Plugging Back, or
Completing the well that would have been charged to such Non-Drilling Party had the well been
Drilled, Deepened, Plugged Back, or Completed and Equipped for the account of all Parties entitled
to participate therein. :

However, if such well is subsequently Deeperied or Plugged Back, then (1) any payment made to such
Non-Drilling Party asits share of the Salvage Value of the well in accordance with Section 12.3 shall be
added to and deemed part of the Costs incurred in operating the well, for the purposes of Subdivision A
above, and (2) if such Non-Drilling Party did not participate in the initial Drilling of the well, but the
Drilling Party did participate therein, and if the interest relinquished by such Non-Drilling Party upon
the initial Drilling of the well had not reverted to it before such Deepening or Plugging Back, then, for
the purposes of Subdivision B above, there shall be added to and deemed part of the Costs incurred in the
Deepening or Plugging Back the then unrecovered portion of the Costs incurred in the initial Drilling of
the well down to the pool or zone in which such well is completed as a producer of unitized substances as a
result of such Deepening or Plugging Back. :

12.5 Effect of Reversion. From and after reversion to a Non-Drilling Party of its relinquished
interestin a well, such Non-Drilling Party shall share, on an Acreage Basis, in the ownership of the well,
the operating rights and working interest therein, the materials and equipment in or pertaining to the
well, the Production therefrom, and the Costs of operating the well.

12.6 Rights and Obligations of Drilling Party. The Drilling Party for whom a well is Drilled,
Deepened, Plugged Back, or Completed shall pay and bear all Costs incurred therein and shall own the
well, the materials and equipment in the well or pertaining thereto, and the Production therefrom,
subject to reversion to each Non-Drilling Party of its relinquished interest in the well. If the well is a
Development Well or results in the establishment or enlargement of a participating area to include the
well, then, until reversion to a Non-Drilling Party of its relinquished interest, the Drilling Party shall
pay and bear (a) that portion of the Costs incurred in operating the well that otherwise would be
chargeable to such Non-Drilling Party, and (b) all Lease Burdens that are payable with respect to that
portion of the Production from such well which is allocated to the acreage of such Non-Drilling Party. If
the Drilling Party includes two or more Parties, the burdens imposed upon and the benefits accruing to
the Drilling Party shall be shared by such Parties on an Acreage Basis among themselves.

12.7 Accounting Due Non-Drilling Party. In the event a relinquishment of interest by a Non-
Drilling Party occurs pursuant to any provision of this Agreement with respect to any well and
Production is had from such well, Unit Operator shall furnish each Non-Drilling Party, upon its request,
all information referred to in Subdivision F of Section 16.1 and, in addition, the following:

A. anitemized statement of the Costs of the operation in which the Non-Drilling Party did not
participate; and

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

12.8 Stand-By Rig Time. Stand-by time for the rig on a well for the period of time allowed for the
initiation of a proposal and for the response thereto shall be charged and borne as part of the Costs
incurred in the operation just completed. Stand-by time subsequent to said period of time shall te
charged to and borne as Costs incurred in the proposed operation, unless no Party elected to participate
therein.

12.9 Subsequently Created Lease Burdens. Anything herein to the contrary notwithstanding, if,
subsequent to the date of this Agreement, any Party shall create an overriding royalty, production
payment, net proceeds interest, carried interest, or any other interest out of its Committed Working
Interest and at any time become a Non-Drilling Party with respect to any operation conducted under
this Agreement, then the Drilling Party entitled to receive the share of Production to which the
Non-Drilling Party would otherwise be entitled shall receive the same free and clear of any such burden,
and the Non-Drilling Party who created such burden shall hold the Drilling Party harmless with respect
thereto.
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ARTICLE 13
ADJUSTMENT ON ESTABLISHMENT OR CHANGE OF
PARTICIPATING AREA

13.1 When Adjustment Made. Whenever, in accordance with the Unit Agreement, a participating

area is established, or revised by contraction or enlargement, and whenever two or more participating
areas are combined (the participating area resulting from such establishment, revision, or combination
being hereinafter referred to as a “resulting area”), an adjustment shall be made in accordance with the
succeeding provisions of this Article 13, as of the date on which the establishment, revision, or
combination that creates such resulting area becomes effective, such date being hereinafter referred to
as the “effective date” of such resulting area. For the purposes of this Article 13, all Costs of a usable well
shall be deemed to have been incurred on the date the well was Completed.

13.2 Definitions. As used in this Article 13:

A. “Usable well” within a resulting area means a well which is either (1) completed in and
capable of producing unitized substances from a pool or zone for which the resulting area was
created or (2) used as a disposal well, injectioh well, or otherwise in connection with the production
of unitized substances from such resulting area..

B. “Intangible value” of a usable well within a resulting area means the amount of those Costs
incurred in Drilling, Completing, and Equipping such well, down to the deepest pool or zone for
which such resulting area was created, which contribute to the production of unitized substances
therefrom and which are properly classified as intangible costs in conformity with accounting
practices generally accepted in the industry, reduced at the following rates for each month during
any part of which such well was operated prior to the effective date of such resulting area:

(1) 0.5 % per month for a cumulative total of _ 60 months, and
(2)
C. “Tangible property” serving a resulting area means any kind of tangible property (whetker
or not in or pertaining to a well) which has been acquired for use in or in connection with the

production of unitized substances from such resulting grea or any portion thereof, and the cost of
which has been charged as Costs pursuant to this Agreement.

% per month for each month in excess of said cumulative total.

D. “Value” of tangible property means the amount of Costs incurred in the construction or
installation thereof (except installation costs properly classified as part of the intangible costs
incurred in connection with a well), reduced, in the case of tangible property which is generaily
regarded as depreciable, at the rate of 0.5 % per month for each month during any part of which
such well has been operated prior to the effective date of such resulting area.

13.3 Method of Adjustment on Establishment or Enlargement. As promptly as reasonably possi-

ble after the effective date of a resulting area created by the establishment or enlargement of a
participating area, and as of such effective date, an adjustment shall be made in accordance with the
following provisions, except to the extent otherwise specified in Section 13.5:

A. The intangible value of each usable well within such resulting area on the effective date
thereof shall be credited to the Party or Parties owning such well immediately prior to such effective
date, in proportion to their respective interests in such well immediately prior to such effective date.
The total amount so credited as the intangible value of usable wells shall be charged to all Parties
within the resulting area on an Acreage Basis.

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

C. Ifaresulting area, on the effective date thereof, is served by any tangible property or usable
well which also serves another participating area or other participating areas, the value of such
tangible property and usable well (including the intangible value thereof) shall be determined in
accordance with Subdivision D of Section 13.2, and such value shall be fairly apportioned between
such resulting area and such other participating area or areas, provided that such apportionment
receives the Approval of the Parties in each participating area concerned. That portion of the value
of such tangible property and usable well (including the intangible value thereof) which is 30
apportioned to the resulting area shall be included in the adjustment made as of the effective date of
such resulting area in the same manner as is the value of tangible property serving only the
resulting area.

D. The credits and charges above provided for shall be made by Unit Operator in such manner
that an adjustment shall be made for the intangible value of usable wells separate and apart from an
adjustment for the value of tangible property. On each such adjustment, each Party who is charged
an amount in excess of the amount credited to it shall pay to Unit Operator the amount of such
excess, which shall be considered as Costs chargeable to such Party for all purposes of this
Agreement; and such amount, when received by Unit Operator, shall be distributed or credited to
the Parties who, in such adjustment, are credited with amountsin excess of the amounts charged to
them respectively.

13.4 Method of Adjustment on Contraction. As promptly as reasonably possible after the effective

date of a contraction of a participating area, an adjustment shall be made with each Party owning a
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Committed Working Interest in land excluded from the participating area by such contraction (such
Committed Working Interest being hereinafter in this Section referred to as “excluded interest”) in
accordance with the following provisions:

A. An adjustment for intangibles shall be made in accordance with Subdivision B of this
Section 13.4, and a separate adjustment for tangibles shall be made in accordance with Subdivision
C of this Section 13.4.

B. Such Party shall be credited with the sum of (1) the total amount theretofore charged
against such Party with respect to its excluded interest, pursuant to the provisions of Exhibit 1, as
intangible Costs incurred in the development and operation of the participating area prior to the
effective date of such contraction, plus (2) the total amount charged against such Party with respect
to such excluded interest as intangible value of usable wells in any previous adjustment or
adjustments made upon the establishment or revision of such participating area. Such Party shall
be charged with the sum of (1) the market value of that portion of the Production from such
participating area which, prior to the effective date of such contraction, was delivered to such Party
with respect to such excluded interest, less the amount of Lease Burdens and taxes paid or payable
on said portion, plus (2) the total amount credited to such Party with respect to such excluded
interest as intangible value of usable wells in any pr.evi'ous adjustment or adjustments made upon
the establishment or revision of such participating area. Any difference between the amount of szid
credit and the amount of said charge shall be adjusted as hereinafter provided.

C. Such Party shall be credited with the sum of (1) the total amount theretofore charged
against such Party with respect to its excluded interest, pursuant to the provisions of Exhibit 1, as
Costs other than intangible Costs incurred in the development and operation of the participating
area prior to the effective date of such contraction, plus-(2) the total amount charged against such
Party with respect to its excluded interest as value of tangible property in any previous adjustment
or adjustments made upon the establishment or revision of such participating area, plus (3) the
excess, if any, of the credit provided for in Subdivision B of this Section 13.4 over the charge provided
for in said Subdivision B. Such Party shall be charged with the sum of (1) the excess, if any, of the
charge provided for in said Subdivision B over the credit therein provided for, plus (2) the tozal
amount credited to such Party with respect to its excluded interest as value of tangible property in
any previous adjustment or adjustments made upon the establishment or revision of such par-
ticipating area. .

D. Ifthe charge provided for in Subdivision C of this Section 13.4 is equal to or greater than the
credit therein provided for, no adjustment shall be made with such Party. However, if the credit
provided for in said Subdivision C is in excess of the charge therein provided for, such excess shall be
charged on an Acreage Basis against Parties who remain in the participating area after such
contraction and shall be paid by said Pariies to Unit Operator upon receipt of invoices therefor. Such
payments, when received by Unit Operator, shall be paid by it to the Party owning such excluded
interest.

13.5 Ownership of Wells and Tangible Property. From and after the effective date of a resulting
area, all usable wells within such resulting area and all tangible property serving such resulting area
shall be owned by the Parties within such area on an Acreage Basis, except that (a) in the case of tangible
property serving a participating area or participating areas in addition to the resulting area, only that
undivided interest therein which is proportionate to that portion of the value thereof which is incluced
in the adjustment provided for shall be owned by the Parties within the resulting area on an Acrezge
Basis, and (b) if a Party within the resulting area was a Non-Drilling Party for a well which is a usab,.
well within such resulting area on the effective date thereof, and if the relinquished interest of such
Non-Drilling Party in such well has not reverted to it prior to such effective date, the Drilling Party for
such well shall own the interest therein that would otherwise be owned by such Non-Drilling Party ur.til
reversion to such Non-Drilling Party of its relinquished interest in such well.

13.6 Relinquished Interest of Non-Drilling Parties. If the interest relinquished by a Non-Drilling
Party in a well which is a usable well within a resulting area on the effective date thereof has not
reverted to it prior to such effective date, then insofar, but only insofar, as they relate to such well, the
adjustments provided for in Section 13.3 shall be subject to the following provisions, wherein the sum of
the intangible value of such well, plus the value of the tangible property in or pertaining thereto, is
referred to as the “value” of such well:

A. The Drilling Party for such well shall be charged with that part of the value of the well that
would otherwise be chargeable to such Non-Drilling Party with respect to (1) such Non-Drilling
Party’s Committed Working Interest or Interests in the participating area in which the well was
Drilled, as such participating area existed when the Drilling of the well was commenced, if the well
was Drilled as a Development Well, or (2) the Committed Working Interest or Interests of such
Non-Drilling Party which entitled it to participate in the Drilling, Deepening, Plugging Back, or
Completion of the well, if it was Drilled, Deepened, Plugged Back, or Completed otherwise thanasa
Development Well. However, such Non-Drilling Party shall be charged with such part, if any, of the
value of such well as is chargeable to it, in accordance with Subdivisions A and B of Section 13.3,
with respect to its Committed Working Interests other than those referred to in (1) and (2) above.

B. If that part of the value of such well which would have been credited to such Non-Drilling
Party if the well had been Drilled, Deepened, Plugged Back, or Completed for the account of all
Parties entitled to participate therein exceeds the amount provided in Subdivison A of this Section
13.6 to be charged against the Drilling Party, such excess shall be applied against the reimburse-



. .
0 (

ROCKY MOUNTAIN UNIT OPERATING AGREEMENT
Form 2 (Divided Interest)
February, 1980

ment to which the Drilling Party is entitled out of Production that would otherwise accrue to suca
Non-Drilling Party. Any balance of such excess over the amount necessary to complete suca
reimbursement shall be credited to such Non-Drilling Party.

ARTICLE 14
SUPERVISION OF OPERATIONS BY PARTIES

14.1 Right of Supervision. Each operation conducted by Unit Operator under this Agreement or the
Unit Agreement shall be subject to supervision and control in accordance with the succeeding provisions
of this Article 14 by the Parties who are chargeable with the Costs thereof.

14.2 Voting Control. In the supervision of an operation conducted by Unit Operator, the Parties
chargeable with the Costs of such operation shall have the right to vote in proportion to their respective
obligations for such Costs. The Parties having the right to vote on any other matter shall vote thereon on
an Acreage Basis. Except as provided for in the Unit Agreement and except as otherwise specified in this
Agreement (particular reference being made to Section 25.1, Section 27.1, and that portion of Section
11.5 relating to abandonment of producing wells outside of a participating area), the affirmative vote of
Parties having __65 % or more of the voting power on any matter which is proper for action by them shall
be binding upon all Parties entitled to vote thereon; provided, however, if one Party voting in the
affirmative has 65 % or more but less than _85_% of the voting power, the affirmative vote of such
Party shall not be binding upon the Parties entitled to vote thereon unless its vote is supported by the
affirmative vote of at least one additional Party; and provided further, that if one Party voting in the
negative or failing to vote has more than _ 35 % but less than 50% of the voting power, the affirmative
vote of the Parties having a majority of the voting power shall be binding upon all Parties entitled to vote
unless there is a negative vote of at least one additional Party. Irr the event only two Parties are entitled
to vote, the vote of the one with the greater interest shall prevail. If only one Party is entitled to vote,
such Party’s vote shall control. A Party failing to vote shall not be deemed to have voted either in the
affirmative orin the negative. Any Approval or Direction provided for in this Agreement which receives
the affirmative vote above specified shall be deemed given by and shall be binding upon all Parties
entitled to vote thereon, except where the vote of a larger percentage is specifically required.

14.3 Meetings. Any matter which is proper for consideration by the Parties, or any of them, may be
considered at a meeting held for that purpose. A meeting may be called by Unit Operator at any time,
and a meeting shall be called by Unit Operator upon written request of any Party having voting power
on any matter to be considered at the meeting. At least ten (10) days in advance of each meeting, Unit
Operator shall give each Party entitled to vote thereat notice of the time, place, and purpose of the
meeting. Unit Operator’s representative shall be the Chairman of such meeting.

14.4 Action Without Meeting. In lieu of calling a meeting, Unit Operator may submit any matter
which is proper for consideration by the Parties, or any of them, by giving to each such Party notice.
describing in adequate detail the matter so submitted. Each Party entitled to vote on any matter so
submitted shall communicate its vote thereon to Unit Operator within such period as may be designatec
in the notice given by Unit Operator (which period shall be not less than ten (10) nor more than thirty
(30) days); provided, however, if, within ten (10) days after submission of such matter, request is made
for a meeting in accordance with Section 14.3, such matter shall be considered only at a meeting called
for that purpose. If a meeting is not required, then, at the expiration of the period designated in the
notice given by it, Unit Operator shall give to each Party entitled to vote thereon notice, stating the
tabulation and result of the vote.

14.5 Representatives. Promptly after execution of this Agreement, each Party, by notice toall other
Parties, shall designate a representative authorized to vote for such Party and may designate ar
alternate authorized to vote for such Party in the absence of its representative. Any such designation of a
representative or alternate representative may be revoked at any time by notice given to all other
Parties, provided such notice designates a new representatlve or alternate representative, as the case
may be. :

14.6 Audits. Audits may be made of Unit Operator’s records and books of account pertaining tc
operations hereunder, as provided in Exhibit 1.

14.7 Extraneous Projects. Nothing contained in this Agreement shall be deemed to authorize the
Parties, by vote or otherwise, to act upon any matter or to authorize any expenditure unless such matter
or expenditure relates to the conduct of operations authorized by the Unit Agreement or this Agreement.

ARTICLE 15
UNIT OPERATOR’'S POWERS AND RIGHTS

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

15.2 Employees. All individuals employed by Unit O;;erator in the conduct of operations hereun-
der shall be the employees of Unit Operator alone; and their working hours, rates of compensation, and
all other matters relating to their employment shall be determined solely by Unit Operator.

15.3 Non-Liability. Unit Operator shall not be liable to any Party for anything done or omitted to
be done by it in the conduct of operations hereunder, except in case of bad faith.

15.4 Force Majeure. The obligations of Unit Operator hereunder shall be suspended to the extent
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that, and only so long as, performance thereof is prevented by fire, action of the elements, strikes or other
differences with workmen, acts of civil or military authorities, acts of the public enemy, restrictions or
restraints imposed by law or by regulation or order of governmental authority, whether Federal, State,
or local, inability to obtain necessary rights of access, or any other cause reasonably beyond the control of
Unit Operator, whether or not similar to any cause above enumerated. Whenever performance of its
obligations is prevented by any such cause, Unit Operator shall give notice thereof to the Parties as
promptly as is reasonably practicable.

15.5 Lien. Each of the Parties hereby grants to Unit Operator a lien upon its Committed Working
Interests, its interest in all jointly owned materials, equipment, and other property, and its interest ir.
all Production, as security for payment of Costs chargeable to it, together with any interest payable
thereon. In addition to Unit Operator’s rights under the foregoing lien, and as a secured party, Unit
Operator shall be entitled to the benefit of any statutory operator’s lien provided for in the jurisdiction in
which the Unit Area is located. Unit Operator may, but need not, bring an action at law or in equity to
enforce collection of such indebtedness, with or without foreclosure of such lien, and, in addition, shal:
have all rights provided under the terms of the Uniform Commercial Code or of any other law. In
addition to the foregoing, and not in limitation thereof, upon default by any Party in the payment of
Costs chargeable to it, Unit Operator shall have the right to collect and receive proceeds from the
purchaser of such Party’s share of Production, up to the amount owing by such Party, plus interest at the

wimdn interest ¥ per annum until paid. Each such purchaser shall be entitled to rely upon Unit Operator ..
ite statement concerning the existence and amount of any such default. None of the remedies or rights
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specified above shall be deemed exclusive, and the exercise of any such remedy or right shall not be
deemed an election of remedies and shall not affect enforceability of the foregoing lien or security
interest. )

15.8 Advances. Unit Operator, at its elec'tion, shall have the right from time to time to demand and
receive from the Parties chargeable therewith payment in advance of their respective shares of the
estimated amount of Costs to be incurred during any month, which right may be exercised only by
submission to each such Party of a properly itemized statement of such estimated Costs, together with
an invoice for its share thereof. Each such statement and invoice for the payment in advance of
estimated Costs for any month shall be submitted on or about the twentieth (20th) day of the next
preceding month. The amount of each such invoice shall be payable within fifteen (15) days after receipt

thereof and thereafter shall bear interest at the ¥ per annum unfil paid. Proper adjustmient
shall be made monthly between such advances and Costs, to the end that each Party shall bear and pay
its proportionate share of Costs incurred and no more. Unit Operator may request advance payment or
security for the total estimated Costs to be incurred in a particular Drilling, Deepening, Plugging Back,
or Completing operation and, notwithstanding any other provisions of this Agreement, shall not he
obligated to commence such operation unless and until such advance payment is made or Unit Operator
is furnished security acceptable to it for such payment by the Party or Parties chargeable therewith.

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

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

ARTICLE 16
UNIT OPERATOR’S DUTIES

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

A. Drilling of Wells. Drill, Deepen, Plug Back, or Complete a well or wells only in accordance
with the provisions of this Agreement.

B. Compliance with Laws and Agreements. Comply with the provisions of the Unit Agree-
ment, all applicable laws and governmental regulations (whether Federal, State, or local), and
Directions of the Parties pursuant to this Agreement. In case of conflict between such Directions
and the provisions of the Unit Agreement or such laws or regulations, the provisions of the Unit
Agreement or such laws or regulations shall govern.

C. Consultation with Parties. Consult freely with the Parties within the area affected by any
operation hereunder and keep them advised of all matters arising in operations hereunder which
Unit Operator deems important, in the exercise of its best judgment.

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

4
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E. Records. Keep full and accurate records of all Costs incurred and of all controllable
materials and equipment, which records, and receipts and vouchers in support thereof, shall be
available for inspection by authorized employees or agents of the Parties at reasonable intervals
during usual business hours at the office of Unit Operator.

F. Information. Furnish promptly to each Party chargeable with Costs of the operation
involved and to each additional Party who makes timely written request therefor (1) copies of Unit
Operator’s authorizations for expenditures or itemizations of estimated expenditures in excess of

en thousand Dollars ($10,000.00, (2) copies of all drilling reports, well logs,
and State and Federal reports, (3) samples of cores and cuttings taken from wells Drilled hereunder,
to be delivered at the well in containers furnished by the Party requesting same, and (4) such other
and additional information or reports as may be required by Direction of the Parties within the area
affected. If multiple copies of any such materials are requested by any Party, Unit Operator may
charge the cost thereof directly to the requesting Party.

G. Accessto Unit Area. Permit each Party, through its authorized employees or agents, but at
such Party’s sole risk and expense, to have access to the Unit Area at all times and to the derrick
floor of each well Drilled or being Drilled hereunder, for the purpose of observing operations
conducted hereunder and inspecting materials, equipment, or other property used in connection
with operations under this Agreement and to have access at reasonable times to information and
data in the possession of Unit Operator concerning Unit operations.

16.2 Insurance.

A. Unit Operator’s. Unit Operator shall comply with the Workmen’s Compensation Law of the
State in which the Unit Area is located. Unit Operator shall also maintain in force at all times with
respect to operations hereunder such other insurance, if-any, as may be required by law. In addition,
Unit Operator shall maintain such other insurance, if any, as is described in Exhibit 3 or as receives
the Approval of the Parties from time to time. Unit Operator shall carry no other insurance for the
benefit of the Parties, except as above specified. Upon request of any Party, Unit Operator shall
furnish evidence of insurance carried by it with respect to operations hereunder.

B. Contractors’. Unit Operator shall require all contractors engaged in operations under this
Agreement to comply with the Workmen’s Compensation Law of the State in which the Unit Area is
located and to maintain such other insurance as may be required by Direction of the Parties.

C. Automotive Equipment. In the event Automobile Public Liability insurance is specified in
Exhibit 3 or subsequently receives the Approval of the Parties, no direct charge shall be made by
Unit Operator for premiums paid for such insurance for Unit Operator’s fully owned automotive
equiment.

16.3 Non-Discrimination. In connection with the performance of work under this Agreement, Unit
Operator agrees to comply with the provisions of Exhibit 4.

Unit Operator agrees to insert non-discrimination provisions in all subcontracts hereunder, as
required by law or regulation.

16.4 Drilling Contracts. Each Drilling, Deepening, Plugging Back, or Completing operation con-
ducted hereunder, and not performed by Unit Operator with its own tools and equipment in accordance
with Section 15.7, shall be performed by a reputable drilling contractor having suitable equipment and
personnel, under written contract between Unit Operator and the contractor, at the most favorable rates
and on the most favorable terms and conditions bid, if bids were obtained, but otherwise at rates and on
terms and conditions receiving the Approval of the Parties.

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

ARTICLE 17 * .
LIMITATIONS ON UNIT OPERATOR

17.1 Specific Limitations. In the conduct of operations hereunder, Unit Operator shall not, with-
out first obtaining the Approval of the Parties:

A. Changein QOperations. Make any substantial change in the basic method of operation of any
well, except in the case of an emergency.

B. Limit on Expenditures. Undertake any project reasonably estimated to require an expendi-
ture in excess of _Twenty-five thousand _ Dollars($25,000.00; provided, however, that (1)
Unit Operator is authorized to make all usual and customary operating expenditures that are
required in the normal course of producing operations, (2) whenever Unit Operator is authorized to
conduct a Drilling, Completing, or Deepening or Plugging Back operation, or to undertake any
other project, in accordance with this Agreement, Unit Operator shall be authorized to make all
reasonable and necessary expenditures in connection therewith, and (3) in case of emergency, Unit
Operator may make such immediate expenditures as may be necessary for the protection of life or
property, but notice of such emergency shall be given to all Parties as promptly as reasonably
possible.

C. Partial Relinquishment. Make any partial relinquishment of its rights as Unit Operator,
appoint any sub-operator, or execute any Designation of Agent.
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ARTICLE 18
TITLES

18.1 Representation of Ownership. Each Party represents to all other Parties that, to the best of its
knowledge and belief, its ownership of Committed Working Interests in the Unit Area is that set out in
Exhibit B to the Unit Agreement. If it develops that any such ownership is incorrectly stated, the rights
and responsibilities of the Parties shall be governed by the provisions of this Article 18, but such
erroneous statement shall not be a cause for canceling or terminating this Agreement.

18.2 Title Papers to be Furnished.

A. Lease Papers. Each Party, after executing this' Agreement, shall upon request promptly
furnish Unit Operator with copies of all leases, assignments, options, and other contracts which it
has in its possession relating to its Committed Working Interests.

B. Title Papers for Initial Test Well. Promptly after the effective date of this Agreement each
Party within the area described as the Title Examination ‘Area in Exhibit 2 shall, at its own expense
but without responsibility for the accuracy thereof, furnish Unit Operator with the following title
materials relating to all lands within such area in which it owns Committed Working Interests:

(1) Abstracts of title based upon the County records, certified to the current date;

(2) All lease papers, or copies thereof, mentioned in'Subdivision A of this Section 18.2 which
the Party has in its possession and which have not been previously furnished to Unit
Operator;

(3) Copies of any title opinions which the Party has in its possession;

(4) If Federal lands are involved, status reports of current date, setting forth the entries found
in the District Land Office for such lands, and also certified copies of the Serial Registers for
the Federal leases involved;

(5) If State lands are involved, status reports of current date, setting forth the entries found in
the State records for such lands; and

(6) IfIndianlandsareinvolved, status reports of current date, setting forth the entries found in
the office of the Superintendent of the Indian Agency and in the Area Office for such lands.

C. Title Papers for Subsequent Wells. Any-Party who proposes the Drilling of a Subsequent
Test Well or Exploratory Well shall, at the time of giving notice for such proposed well, designate a
title examination area not exceeding __ 640 acres and not including any lands within a
participating area. When the Drilling of a Development Well receives the Approval of the Parties
within the participating area in which it is to be Drilled, a title examination area covering lands
outside any participating area may be designated by the Approval of such Parties. Each Party
within any such title examination area shall, at its own expense and upon request, furnish Unit
Operator with the title materials listed in Subdivision B of this Section 18.2 not previously
furnished, relating to all lands within such area in which it owns Committed Working Interests.

D. Title Papers on Establishment or Enlargement of a Participating Area. Upon the estab-
lishment or the enlargement of a participating area, each Party shall promptly furnish Unit
Operator all the title materials listed in Subdivision B of this Section 18.2 not previously furnished,
relating to all its Committed Working Interests in the lands lying within such participating area as
established or enlarged.

18.3 Title Examination. Promptly after all title materials delivered pursuant to Section 18.2 have
been received, Unit Operator shall deliver the same to an attorney or attorneys approved by the Parties
within the title examination area. Unit Operator shall arrange to have said materials examined
promptly by such attorney or attorneys and shall distribute copies of title opinions to all Parties within
the title examination area as soon as they are received. Each Party shall be responsible, at its expense,
for curing its own titles. After a reasonable time, not exceeding thirty (30) days, hasbeen allowed for any
necessary curative work, Unit Operator shall submit to each Party written recommendations for
approval or disapproval of the title to each Committed Working Interest involved, and thereafter the
Parties shall advise Unit Operator in writing, within fifteen (15) days after receipt of such recom-
mendations, of approval or disapproval of titles. Unless otherwise agreed, the cost of all title exami-
nations made under this Section 18.3 shall be charged as part of the Costs of Drilling the well for which
such title examination was made.

18.4 Option for Additional Title Examination. Any Party who furnishes materials for title exami-
nation pursuant to Section 18.2 shall have the right to examine all materials furnished Unit Operator. If
such additional, independent title examination is elected, it shall be at the sole cost and expense of the
Party electing to perform the same; and such Party shall bear any expense which may be necessary to
reproduce title materials for its use, if required. Whether or not such additicnal title examination. is
elected, each Party shall have the right to approve or disapprove titles according to the provisions of this
Article 18.

18.5 Approval of Titles Prior to Drilling. Where the Committed Working Interests within a title

- R 16
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examination area are owned by more than one Party, no Drilling shall be conducted in such area until
titles to the Committed Working Interests therein have received the Approval of the Parties as
hereinafter in this Section provided. If a Drilling Block has been designated for the Drilling of a well,
such well shall not be Drilled until titles to the Committed Working Interests within the title examina-
tion area established for such well have received the Approval of the Parties within the Drilling Block in
which such well is to be Drilled. Approval of title to lands within a Drilling Block shall be binding upon
all Parties owning Committed Working Interests within such Drilling Block. If lands outside a par-
ticipating area are included in the title examination area for a Development Well, such well shall not be
Drilled until titles to the Committed Working Interests within such title examination area have
received the Approval of the Parties therein. In the event Approval of the Parties is not obtained as in
this Section 18.5 provided, the Drilling Party (whether one or more) may proceed with the Drilling of the
well; but said Drilling Party (a) shall, by so proceeding, assume all risk attending the failure to obtain
such approval to the same extent as if approval of titles to all lands within the Drilling Block (if one has
been established) or within the title examination area (in all other instances) had been obtained, and (b)
shall also be deemed to have given its approval to the titles to all lands within the Drilling Block (if one
has been established) or within the title examination area (irr all other instances).

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

18.7 Failure of Title to Committed Working Interest Before Approval. If title to a Committed
Working Interest shall fail in whole or in part prior to receiving the Approval of the Parties, the Parties
who improperly claimed said interest shall sustain the entire loss occasioned by such failure of title and
do hereby expressly relieve and indemnify Unit Operator and all other Parties from and against any and
all liability on account thereof. ' '

18.8 Failure of Title to Committed Working Interest After Approval. If title to a Committed
Working Interest which has received the Approval of the Parties under Section 18.5 fails in whole or in
part at a time when the tract affected thereby is within an active Drilling Block or within a Drilling
Block upon which a well has been completed otherwise than as a producer of unitized substances in
paying quantities, or if title to a Committed Working Interest which has received the Approval of the
Parties under Section 18.6 fails in whole or in part at a time when the tract affected thereby is within a
participating area, then:

A. theloss, the cost of litigation, and any ensuing liability shall be borne by the Parties having
interests in the affected participating area or Drilling Block (including the Party whose Committed
Working Interest has been lost and including the acreage of such Committed Working Interest);

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

C. the relinquished portions of said Committed Working Interests (subject to their proportion-
ate part of the Lease Burdens attributable thereto) shall be deemed owned by the Party receiving
same.

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

18.10 Title Challenge. In the event of any suit or action challenging the title of any Party to any of
the oil and gas rights committed by said Party to this Agreement and to the Unit Agreement, the Party
served will immediately notify the other Parties, and the Party whose title has been challenged shatll
forthwith take over and be in charge of the conduct of the litigation and shall bear the entire cost of such
litigation, unless the title has previously received the Approval of the Parties, in which event the
provisions of Section 18.8 shall apply.

ARTICLE 19
UNLEASED INTERESTS

19.1 Treated as Leased. If a Party owns in fee all or any part of the oil and gas rights in any tract
within the Unit Area which is not subject to any oil and gas lease or other contract in the nature thereof,
such Party shall be deemed to own a Committed Working Interest in such tract and also a royalty
interest therein in the same manner as if such Party’s oil and gasrights in such tract were covered by the
form of oil and gas lease attached as Exhibit 5.

. 19.2 Execution of Lease. In any provision of this Agreement where reference is made to an
assignment or conveyance by any Party of its Committed Working Interest to any other Party, each such
reference as to any Party owning an unleased interest shall be interpreted to mean that such Party shall
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execute an oil and gas lease to such other Party in the form of Exhibit 5, which shall satisfy the
requirement for an assignment or conveyance of a Committed Working Interest.

ARTICLE 20
RENTALS AND LEASE BURDENS

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

20.2 Lease Burdens. Each Party entitled to receive a share of Production shall be obligated for any
and all payments, whether in cash or in kind, accruing to any and all Lease Burdens, net profits
interests, carried interests, and any similar interest payable with respect to such share or the proceeds
thereof’ provided, however, at any time any such Party entitled to receive Production is not taking in
kind or separately disposing of its share, that portion of sich Production or the proceeds thereof (at the
option of such Party) accruing to such Lease Burdens shall, upon request, be distributed to such Party.

20.3 Loss of Committed Working Interest. If a Committed Working Interest is lost through failure
to make any payment above provided to be made by the Party owning the same, such loss shall be borne
entirely by such Party; provided, however, if the Committed Working Interest so lost covers land within
a participating area, the provisions of Section 18.8 shall apply.

ARTICLE 21
TAXES

21.1 Payment. Any and all ad valorem and severance taxes payable upon Committed Working
Interests (and upon Lease Burdens which are not payable by the owners thereof) or upon materials,
equipment, or other property acquired and held by Unit Operator hereunder, and any and all taxes
(other than income taxes) upon or measured by unitized substances produced from the Unit Area which
are not payable by the purchaser or purchasers thereof or by the owner of Lease Burdens shall be paid by
Unit Operator as and when due and payable. ’

21.2 Apportionment. Taxes upon materials, equipment, and other property acquired and held by
Unit Operator hereunder shall be charged to and borne by the Parties owning the same in proportion to
their respective interests therein. All taxes paid by Unit Operator upon or measured by the value of
Production shall be charged to and borne by the Parties owning the same in the same proportions as the
assessed values of their respective portions of such Production bear to the whole thereof. All other taxes
paid by Unit Operator shall be charged to and borne by the Parties in proportion to their ownership in
the Committed Working Interests or unitized substances (as the case may be) upon which or with respect
to which such taxes are paid. All reimbursements from owners of Lease Burdens, whether obtained in
cash or by deduction from Lease Burdens, on account of any taxes paid for such owners shall be paid or
credited to the Parties in the same proportions as such taxes were charged to such Parties.

21.3 Transfer of Interests. In the event of a transfer by one Party to another under the provisions of
this Agreement of any Committed Working Interest or of any other interest in any well or in the
materials and equipment in any well, or in the event of the reversion of any relinquished interest as in
this Agreement provided, the taxes above mentioned assessed against the transferred or reverted
interest for the taxable period in which such transfer or reversion occurs shall be apportioned among
said Parties so that each shall bear the percentage of such taxes which is proportionate to that portion of
the taxable period during which it owned such interest.” -

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

ARTICLE 22
WITHDRAWAL OF TRACTS AND UNCOMMITTED INTERESTS

22.1 Right of Withdrawal. If the owner of any substantial interest in a tract within the Unit Area
fails or refuses to join in the Unit Agreement, then such tract may be withdrawn from the Unit
Agreement, as provided in the Unit Agreement.

22.2 Non-Withdrawal. Should the Party or Parties having the right under the Unit Agreement to
withdraw a tract from the Unit Agreement fail to exercise such right, then all payments and liabilities
accruing to the owners of uncommitted interests in such tract shall be paid and borne by such Party or
Parties. ’

)

ARTICLE 23
COMPENSATORY ROYALTIES

23.1 Notice. Whenever demand is made in accordance with the Unit Agreement for the payment of
compensatory royalties, Unit Operator shall give notice thereof to each Party affected by the demand.

23.2 Demand for Failure to Drill a Development Well. If the demand for compensatory royalties
results from the failure to have Drilled a Development Well and such well is not Drilled, then Unit
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Operator shall pay such compensatory royalties. Such payment shall be charged as Costs incurred in
operations within the participating area involved.

23.3 Demand for Failure to Drill a Well Other, Than a Development Well. If the demand for
compensatory royalties results from the failure to have Drilled a well other than a Development Well
and such well is not Drilled, then Unit Operator shall pay such compensatory royalties. Such payment
shall be chargeable to and borne by the Parties who would be obligated to bear the Costs of such well if
the well were Drilled as a Required Well under Subdivision B of Section 10.4.

ARTICLE 24
SEPARATE MEASUREMENT AND SALVAGE

24.1 Separate Measurement. If a well completed as a producer of unitized substances is in or
becomes included in a participating area but is not owned on an Acreage Basis by all the Parties within
such participating area and if, within thirty (30) days after request therefor by any interested Party, a
method of measuring the Production from such well without the necessity of additional facilities dces
not receive the Approval of the Parties, then Unit Operator shall install such additional tankage, flow
lines, or other facilities for separate measurement of the unitized substances produced from such well as
Unit Operator may deem suitable. The Costs of such facilities for separate measurement shall be
charged to and borne by the Drilling Party for such well and treated as Costs incurred in operating such
well, notwithstanding any other provisions of this Agreement.

24.2 Salvaged Materials. If any materials or equipment are salvaged from a well completed as a
producer after being Drilled, Deepened, Plugged Baék, or Completed otherwise than for the account of
all the Parties entitled to participate therein before reversion to the Non-Drilling Party of its relin-
quished interest in the well, the proceeds derived from the sale thereof or, if not sold, the Salvage Value
thereof, shall be treated in the same manner as proceedsof Production from such well for the purpose of
determining reversion to the Non-Drilling Party of its relinquished interest in such well.

ARTICLE 25
ENHANCED RECOVERY AND PRESSURE MAINTENANCE

25.1 Consent Required. Unit Operator shall not undertake any program of enhanced recovery or
pressure maintenance involving injection of gas, water, or other substance by any method, whether now
known or hereafter devised, without first obtaining the consent of Parties owning, on an Acreage Bazsis,
not less than 90% % of the Committed Working Interests in the participating area affected
by any such program. After the Parties have voted to undertake a program of enhanced recovery or
pressure maintenance in accordance with this Section 25.1, the conduct of such program shall be subject
to supervision by the Parties as set forth in Article 14.

25.2 Above-Ground Facilities. This Agreement shall not be deemed to require any Party to
participate in the construction or operation of any gasoline plant, sulphur recovery plant, dewaxing
plant, or other above-ground facilities to process or otherwise treat Production, other than such facilities
as may be required for treating Production in ordinary lease operations and such facilities as may be
required in the conduct of operations authorized under Section 25.1.

ARTICLE 26
TRANSFERS OF INTEREST

26.1 Sale by Unit Operator. If Unit Operator sells all its Committed Working Interests, it shall
resign and a new Unit Operator shall be selected as provided in the Unit Agreement.

26.2 Assumption of Obligations. No transfer of any Committed Working Interest shall be effective
unless the same is made expressly subject to the Unit Agreement and this Agreement and the transferee
agrees in writing to assume and perform all obligations of the transferor under the Unit Agreement and
this Agreement insofar as they relate to the interest assigned, except that such assumption of obli-
gations shall not be required in case of a transfer by mortgage or deed of trust as security for indebted-
ness. S

26.3 Effective Date. A transfer of Committed Working Interests shall not be effective as among the
Parties until the first day of the month next following the delivery to Unit Operator of the original or a
certified copy of the instrument of transfer conforming to the requirements of Section 26.2. In no event
shall a transfer of Committed Working Interests relieve the transferring Party of any obligations
accrued under this Agreement prior to said effective date, for which purpose any obligation assumed by
the transferor to participate in the Drilling, Deepening, Plugging Back, or Completing of a well prior to
such effective date shall be deemed an accrued obligation.

ARTICLE 27
RELEASE FROM OBLIGATIONS AND SURRENDER

27.1 Surrender or Release Within Participating Area. A Committed Working Interest in land
within a participating area shall not be surrendered except with the consent of all Parties within such
participating area. However, a Party who owns a Committed Working Interest in land within a
participating area and who is not at the time committed to participate in the Drilling, Deepening,
Plugging Back, or Completing of a well within such participating area may be relieved of further
obligations with respect to such participating area, as then constituted, by executing and delivering to
Unit Operator an assignment conveying to all other Parties within such participating area all Commit-
ted Working Interests owned by such Party in lands within the participating area, together with the
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entire interest of such Party in any and all wells, materials, equipment, and other property within or
pertaining to such participating area.

27.2 Procedure on Surrender or Release Outside Participating Area. Whenever a Party or Parties
owning 100% of the Committed Working Interest in any tract which is not within any participating area
desire to surrender said 100% interest, such Party or Parties shall give to all other Parties notice thereof,
describing such Committed Working Interest. The Parties receiving such notice, or any of them, shall
have the right at their option to take from the Party or Parties desiring to surrender an assignment of
such Committed Working Interest by giving the Party or Parties desiring to surrender notice of election
so to do within thirty (30) days after receipt of notice of the desire to surrender. If such election is made as
above provided, the Party or Parties taking the assignment (which shall be taken by them in proportion
to the acreage of their respective Committed Working Interests among themselves in the Unit Area)
shall pay the assigning Party or Parties for its or their share of the Salvage Value of all wells, if any, in
which the assigning Party or Parties own an interest and which are located on the land covered by such
Committed Working Interest, which payment shall be made upon receipt of the assignment. If no Party
elects to take such assignment within said thirty (30) day period, then the Party or Parties owning such
Committed Working Interest may surrender the same, if surrender thereof can be made in accordance
with the Unit Agreement. Whenever a Party owning less than 100% of the Committed Working Interest
in any tract desires to surrender its interest therein, such interest may be acquired by the other Party or
Parties owning Committed Working Interests in said tract without notice being given to any other
Parties owning interests within the Unit Area. In the event the other Party or Parties owning Commit-
ted Working Interests in the tract to be surrendered do not desire to acquire such interest, the interest
shall be treated as a 100% interest. : ) :

27.3 Accrued Obligations. A Party making an assignment or surrender in accordance with Section
27.1 or Section 27.2 shall not be relieved of its liability for any obligation accrued under this Agreement
at the time the assignment or surrender is made or of the obligation to bear its share of the Costs
incurred in any Drilling, Deepening, Plugging Back, or Completing operation in which such Party had
elected to participate prior to the making of such assignment or surrender, except to the extent that the
Party or Parties receiving such assignment shall assume, with the Approval of the Parties, any and all
obligations of the assigning Party under this Agreement and under the Unit Agreement.

ARTICLE 28
LIABILITY

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

28.2 No Partnership Created. It is not the intention of the Parties to create, nor shall this
Agreement or the Unit Agreement be construed as creating, a mining or other partnership or associa-
tion between the Parties or as rendering them liable as partners or associates.

28.3 Election. Each of the Parties hereby elects, under the authority of Section 761(a) of the
Internal Revenue Code of 1954, to be excluded from the application of all the provisions of Subchapter K
of Chapter 1 of Subtitle A of the Internal Revenue Code of 1954. In making this election, each Party
states that income derived by it from operations under this Agreement can be adequately determined
without computation of partnership taxable income. If the income tax laws of the State or States in
which the Unit Areais located contain, or hereafter contain, provisions similar to those contained in the
Subchapter of the Internal Revenue Code of 1954 above referred to under which a similar election is
permitted, each of the Parties agrees that such election shall be exercised; and should the income tax
laws of such State or States require evidence of such election, Unit Operator is authorized and directed to
execute the same on behalf of each Party. Beginning with the first taxable year of operation under this
Agreement, each Party agrees that the deemed election provided by Federal Regulations Section
1.761-2(b}(2)(ii) will apply, and no Party will file an application under Federal Regulations Section
1.761-2(b)(3)(1) to revoke said election.

ARTICLE 29
NOTICES

29.1 Giving and Receipt. Whenever a rig is on location, every notice and every response shall be oy
telephone, to be confirmed promptly in writing. In all other instances, any notice, response, consent,
advice, or statement herein provided or permitted to be given shall be in writing and shall be deemed
given only when received by the Party to whom the same is directed.

29.2 Addresses. For the foregoing purposes, each Party’s address and telephone number shall be
deemed to be the address and telephone number set forth under or opposite its signature hereto, unless
and until such Party specifies another address or telephone number by not less than ten (10) days’ prior
notice to all other Parties.

ARTICLE 30
EXECUTION
30.1 Counterparts. This Agreement may be executed in counterparts, and all such counterparts

taken together shall be deemed to constitute one and the same instrument.

30.2 Ratification. This Agreement may be executed by the execution and delivery of a good and
sufficient instrument of ratification, adopting and entering into this Agreement. Such ratification shall
have the same effect as if the Party executing it had executed this Agreement or a counterpart hereof.
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30.3 Effect of Signature. When this Agreement is executed by two Parties, execution by each shall
be deemed consideration for execution by the other, and each Party theretofore or thereafter executing
this Agreement shall thereupon become and remain bound hereby until the termination of this Agree-
ment. However, if the Unit Agreement does not become effective within twelve (12) months from and
after the date of this Agreement, then, at the expiration of said period, this Agreement shall terminate.

ARTICLE 31
SUCCESSORS AND ASSIGNS

31.1 Covenants. This Agreement shall be binding upon and shall inure to the benefit of all Parties
signing the same, their heirs, devisees, personal representatives, successors and assigns, and their
successors in interest, whether or not it is signed by all the Parties listed below. The terms hereof shal]
constitute covenants running with the lands and the Committed Working Interests of the Parties.

ARTICLE 32
HEADINGS FOR'CONVENIENCE

32.1 Headings. The Table of Contents and the headings-used in this Agreement are inserted for
convenience only and shall be disregarded in construing this Agreement.

ARTICLE 33 . |
RIGHT OF APPEAL

33.1 Not Waived. Nothing contained in this Agreement shall be deemed to constitute a waiver by
any Party of any right it would otherwise have to contest the validity of any law or any order or
regulation of governmental authority (whether Federal, State, or local) relating to or affecting the
conduct of operations within the Unit Area or to appeal from any such order.

ARTICLE 34
SUBSEQUENT JOINDER

34.1 Prior to the Commencement of Operations. Prior to'the commencement of operations under
the Unit Agreement, all owners of working interests in the Unit Area who have joined the Unit
Agreement shall be privileged to execute or ratify this Agreement.

34.2 After Commencement of Operations. After commencement of operations under the Unit
Agreement, any working interest in land within the Unit Area which is not then committed hereto may
be committed to this Agreement and to the Unit Agreement upon such reasonable terms and conditions
as may receive the Approval of the Parties.

ARTICLE 35
CARRIED INTERESTS

35.1 Treatment of. If any working interest shown on Exhibit B to the Unit Agreement and
committed thereto is a carried working interest, such interest shall, if the carrying Party executes this
Agreement, be deemed to be, for the purpose of this Agreement, a Committed Working Interest owned by
the carrying Party.

ARTICLE 36
EFFECTIVE DATE AND TERM

36.1 Effective Date and Term. This Agreement shall become effective upon the effective date of the
Unit Agreement, shall continue in effect during the term of the Unit Agreement, and shall terminate
concurrently therewith.

36.2 Effect of Termination. Termination of this Agreement shall not relieve any Party of its
obligations then accrued hereunder. Notwithstanding termination of this Agreement, the provisions
hereof relating to the charging and payment of Costs and the disposition of materials and equipment
shall continue in force until all materials and equipment owned by the Parties have been disposed of and
until final accounting between Unit Operator and the Parties has been made. Termination of this
Agreement shall automatically terminate all rights and interests acquired by virtue of this Agreement
in lands within the Unit Area, except such transfers of Committed Working Interests as have been
evidenced by formal written instruments of transfer.
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ARTICLE 37
OTHER PROVISIONS

37.1 METERING OF PRODUCTION: If a diversity of the working interest ownership

in production from a lease subject to this agreement occurs as a result of
operations by less than all parties pursuant to any provision of this agreement,

it is agreed that the 0il and other hydrocarbons produced from the well or

wells completed by the consenting party or parties shall be separately measured

by standard metering equipment to be properly tested periodically for accuracy,

and the setting of a separate tank battery will not be required unless the purchaser
of the production or governmental regulatory body having jurisdiction will not
approve metering for separately measuring the production.

37.2 PRIORITY OF OPERATIONS. Whenever there, is more than one proposal in
connection with any well subject to this agreement, such proposals shall be
considered and disposed of in the following order of priority:

(a) Drilling the well to its authorized depth or attempting a completion
including testing and logging of such-well at such depth shall have first
priority over all operations. and proposals:

(b) A proposal to plug back a well shall prevail over a proposal to deepen
or sidetrack such well; if there is more than one proposal to plug
back, the proposal to plug back to the next deepest prospective interval
shall have priority over proposal(s) to plug back to shallower
prospective intervals;

(c) A proposal to sidetrack a well in order to reach the authorized depth
shall prevail over a proposal to deepen;

(d) A proposal to deepen a well shall have last priority; and

() Proposals of the same type and to the same depth shall be given
precedence in the order in which they were made.

(23
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IN WITNESS WHEREOF, this Agreement has been executed by the Parties as of the day and year
first above written.

D
Date of Execution: INEXCO OILCCOMPANY

: ¢
Address Y William G. Goodwin, Vice President?

. Attest:

v

Robert E. Gill, Jr.
Asst. Sec.

Telephone:

As Unit Operator and Working Interest Owner

Date of Execution:

. By
Address: President
- Attest:
Secretary
Telephone:
Date of Execution:
By
Address: President
Attest:
Secretary
Telephone:
Date of Execution:
By
Address: President
Attest:
T . Secretary

Telephone:

Working Interest Owners
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions .

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

“Joint Operations” shall mean all operations necessary or broper for the development, operation, protection and
maintenance of the Joint Property.

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

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Ogerator and Non-Operators. )

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

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

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

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

Statement and Billings

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

Advances and Payments by Non-Operators

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

Fach Non-Operator shali pay its proportion of all bills within fifteen (13) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (125 ) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

Adjustments

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

Audits

A. Non-Operator, upon notice in writing to Cperator and ail other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragrapa 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous zudits in a manner which will result in a minimum of inconvenience to the Ogera-
tor. Operator shall bear no portion of the Non-Operaters’ audit cost incurred under this paragraph unless agreed
to by the Operator.

Approval by Non-Operators :

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to whicn this Accounting Procedure is attached contains
ro contrary provisions in regard thereto, COperator shall notify all Non-Operators of the QOperator’s projposal, and
the agreement or approval of a majority in interest of the Non-Operators shall te controlling on all Non-Opera-
tors.



II. DIRECT CHARGES

Operator shail charge the Joint Account with the following items:

1.

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

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

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

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

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

C. Expenditures or contributions made pursuant to assessments 1mposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion II.

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

Employee Benefits

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 laktor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20%%).

Material

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

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the followirg limita-

tions:

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

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

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph L. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel! not di-
rectly engaged on the Joint Praperty shall not be charged to the Joint Account unless previously agreed to by

the Parties.

Equipment and Facilities Furnished by Operator

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

B.. In ileu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20¢,. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm. theft, accident, or other cause, except those resulting from Operator’s
gross negligence or willful misconduct. Operator shail furnish Non-Cperator wristen notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense ]
Expense of handling, investigating and settling litigation or claims, discharging of liens, pavment of judgments
and amounts paid for settlement of claims incurred in or resulting from orerazions under the agreemen® or
necessary to protect or recover the Joint Property, except that no charge for services of Ogerator’'s legal staff
or fees or expense of outside attorneys shall be made uniess previously agreed t0 by the Parties. All other legal
expense is considered to ke covered by the overhead provisions of Section III unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3. .



10.

11.

L

Taxes

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

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer ior Work-
men’'s Compensation and,or -Emplovers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall inciude 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 tais Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

II. OVERHEAD
Overhead - Drilling and Producing Operations
i As compensation for administrative, supervision, orfzce serv1ces and warehousing costs, Operator shall charge
drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or ) :
( )} Percentage Basis, Paragraph 1B, -
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all oifices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 24, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (X ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

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

Drilling Well Rate $ $3,108.00
Producing Well Rate $ $ 376.00

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

(a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

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

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

(b) Producing Well Rates

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

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

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

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

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective cdate of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by muiti-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroieum and Gas Production Workers for the last calendar year compared to the calandar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applvcaole The acdjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. QOverhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

— _ Percent ( ¢ ) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating
—_ Percent ( %) of the cost of Operating the Joint Property exclusive of cos:s provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and 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 III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as de..ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

verhead - Major Construction 70 BE NEGCOTIATED _
To comperrs Operator for overhead costs incurred in 'the construction and installation of fixed asseW
ment and

pansion of fixed a33=s nd any other project clearly discernible as a fixed asset required for the de
operation of the Joint Prop€ oerator shall either nedotxatea rate prior to the EWM or shal]l

T Construction project in exces4

of $§

but less than $ ; plus
31.,000,000; plus

&£ - ; )
Co % in e ,000,000. .
Total mean the gross cost of any one project. For the purpose of this paragraph, thé rtemponent partg

T7a single project shall not be treated separately and the cost of drilling and workover wells shall be e?ﬂhrs\]

3. Amendment of Rates

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

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

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

1. Purchases

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

2. Transfers and Dispositions

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

counts:

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless  of quantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.
(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods 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 reliacle
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally
available.

B. Good Used Material (Condition B)
Mazterial in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property
(a) At seventy-five percent (73 ) of current new price, as determined by Paragraph 2A of this 3ection IV,
(2) Material moved from the Joint Property

(a) At seventy-five percent (73¢:) of current new price, as determined by Paragraph 2 of this Section IV,
if Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (6537 ) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy~five per-
cent (73¢) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (30¢Z) of current new price as determined by Para-

graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.
(2) Condition D

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

D. Obsolete Material

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

E. Pricing Conditions . .

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (13¢) per
hundred weight on all tubular goods movements, in lieu of loading and unleading costs sustained, when
actual hauling cost of such tubular goods’are equalized under provisions of Paragraph 5 of Section II.

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

3. Premium Prices

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

4. Warranty of Material Furnished by Operator

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

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

1. Periodic Inventories, Notice and Representation

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

2. Reconciliation and Adjustment of Inventories

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

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

4. Expense of Conducting Periodie Inventories

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



EXHIBIT "2"

ATTACHED TO AND MADE A PART OF " UNIT OPERATING AGREIMENT"
MADE WELL ANTICLINE UNIT AREA
CHAVES COUNTY, NEW MEXICO

The proposed locations for the initial test wells shall be as
follows: ’

T125,R22E :
Sec. 28: 660' FNL & 1980 FEL.

T13S,R22E
Sec. 17: 1980' FNL & 1980' FEL

The Initial Test Wells shall be drilled conformably with Article 9
of the Made Well Anticline Unit Agreement.

All Costs and expenses incurred in connection with the Initial Test
Wells, including drilling, testing, and campleting into tanks, if
an oil producer, or through gas separator, if a gas producer, and
plugging and abandoning if a dry hole, shall be borne by Inexco 0il
Canpany and such other parties hereto as agree to bear such costs
in accordance with separate agreement among themselves, subject to
the investment adjustment provisions of Article 13 of this
Agreement. Any cash contributions received towards the drilling of
the Initial Test Wells shall belong to the parties sustaining the
risk of drilling the Initial Test Wells.

Title examination for the Initial Test Wells shall comprise no less
than 160 acres but not more than 640 acres, more or less, around
the Initial Test Wells as designated by the parties sustaining the
risk of drilling the Initial Test Wells.

The provisions of Article 18.3 notwithstanding, Unit Operator shall
examine title to all leases, lands and interests, any portion of
which fall within the designated title examination area and shall
furnish copies of all title opinions and report concerning the
title examination with written recamendations for approval or
disapproval of the title to each cammitted working interest cwner
involved and thereafter the parties shall advise Operator in
writing within fifteen (15) days after receipt of such title
opinions or reports of approval or disapproval of titles. All
costs of such examination shall be charged as costs of drilling the
Initial Test Wells.



AT LACHED TO AND MADE A PARLDT O "UNLYE UL'X‘.[\':\l‘l‘L\‘\_v '
A(;I{J;‘I".‘b{ " MADE WELL I\N’L‘lCLINE UNIT ARK ClIAVES COUNTY,
NEW MbEX.L 0.

“EXHICIT 3

INSUPANCE

Cperator shall at all times during the term of this Aarcement maintain the following
insurance, for the benefit of the parties hereto, subject ‘o availability on acceptable
terms: i

1. Vorker's Compensation, including an "all states" endorsement, as required ty the
laws of the state where the operations are to be conducted and Lmplovers' Liability
Insurance with a 1imit of not less than $100,000.

2. Comprehensive General Liability Insurance, including completed operations and
blanket contractual liability insurance, with limits not less than:

v .

$500,000 - each occurrence-.
$100,000 - for loss of or Uamage to property in any one occurrence

3. Comprehensive Automobile Liability Insqrancé,égverino all automotive ecauipment
used in performance of work under this agreement with limits of not less than:

\ $250,000 - each person .
$500,000 - each occurrence .. -
$100,000 - for loss of or damage to proverty in any one occurrence

Excess 1iability insurance may be carried to meet the above recuirements.

1
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SUPPLeMENT "A"

ATTACHED TO AND MADE R S LR SRR A R A e | Ot v,
ANTICLINE UNIT AREA, CHAVES COUNTY, NEW MEXICO.
During the performance of this contract, the Operator agrees as follows:

(1) The Operator will not discriminate against any emplcyee or applicant
for employment because of race, color, re]xg1on national origin or sex. The
Operator will take affirmative action to ensure that applicants are employed,
and that employees are treated during employment, without regard to their race,
color, religion, national origin or sex. Such action shall include, but not be
limited to the following: Employment, upgrading, demotion or transfer; recruit-
ment or recruitment advertising; layoff or termination; rates of pay or other
forms of compensation; and selecticn for training, including apprenticeship.

The Operator agrees to post in conspicous places, available tc employees and ap-
plicants for employment notices to be provided for the contracting officer set-
ting forth the provisions of this non-discrimination clause.

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

(3) The Operator will send to each labor ynion or representative of wor-
kers with which it has a collective bargaining agreement or other contract ar
understanding, a notice to be provided by the agency contracting officer, ad-
vising the labor union or worker's representative of the Operator's commitments
under Section 202 of Executive Order 11246 of September 24, 1565, and shall post
copies of the notice in conspicuous places available to employees and applicants
for employment.

(4) The Operator will comply with all provisions of Executive Qrder 112¢6 of
September 24, 1965, and of the rules, regulations. and relevant orders of the Sec-
retary of Labor.

(5) The Operator will furnish all information and reports required by Execu-
tive Order 11246 of September 24, 1965, and by the rules, regulations and orders
of the Secretary of Labor, or pursuant thereto, and will permit access to its
books, records and accounts by the contracting agency and the Secretary of Labor
for purposes of investigation to ascertain comp11ance with such rules, regulations
and orders.

(6) In the event of the Operator's non-compliance with the nan-discrimination
clauses of this contract or with any of such rules, regulations or orders, this
contract may be cancelled, terminated or suspended in whole or in part and the
Operator may be declared ineligible for further Goverment contracts in accordance
with procedures authorized in Executive Order 11246 of September 24, 1965, and
such other sanctions may be imposed and remedies invoked as provided in Executive
Order 11246 of September 24, 1965, or by rule, regulation or order of the Secre-
tary of Labor, or as otherwise provided by law.

(7) The Operator will include the provisions of Paragraghs (1) through (7)
in every subcontract or purchase order unless ‘exempted by rules, requlations or
orders of the Secretary of Labor issued pursuant to Section 2C4 of Executive Order
11246 of September 24, 1965, so that such provisions will be binding upon each sub-
contractor or vendor. The Operator will take such action with respect to any sub-
contract or purchase order as the contracting agency may direct as a means of en-
forcing such provisions including sanctions for non-compliance: Provided, however,
that in the event the Operator becomes involved in, or is threatened with, Jiti-
gation with a subcontractor or vendor as a result of such direction by the contrac-
ting agency, the Operator may request the United States to enter into such liti-
gation to protect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 100 (EZC-1);
promulgated jointly by the Office of Federal Contract Compliarce, the Equal Employ-
ment Opportunity Commission and Plans for Progress with Joint Reporting Committee,
Federal Depot, Jeffersonville, Indiana, within thirty (30) days of the date of con-
tract award if such report has not been filed for the current year and otherwise
comply with or file such other compliance reports as may be required under Executive
Order 11246, as amended and Rules and Regulations adopted thereunder.

Operator further acknowledges that he may be required to develop a written af-
firmative action compliance program as required by the Rules and Regulations ap-
proved by the Secretary of Labor under authority of Executive Orde® 11246 and supply
Non-Operators with a copy of such program if they so request.



SUPPLEMENT "8"

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not maintain
or provide for its employees any segregated facilities at any of its establish-
ments, and that it does not and will not permit its employees to perform their
services at any location, under its control, where segregated facilities are main-
tained. For this purpose, it is understood that the phrase "segregated facilities"
includes facilities which are in fact segregated on a basis of race, color, religion,
or naticnal origin, because of habit, local custom or otherwise. It is further
understood and agreed that maintaining or providing segregated facilities for its
employees or permitting its employees to perform. their services at any Tocation under
its control where segregated facilities are maintained is a violation of the equal
opportunity clause required by Executive Order 11246 of September 24, 1965.

Operator further understands and agrées that a breach of the assurance
herein contained subjects it to the provisions.of the Order at 41 CFR Chapter &0
of the Secretary of Labor dated May 21, 1968, and the provisions of the equal

opportunity clause enumerated in contracts between the United States of America and.
Non-Operators.

Whoever knowingly and willfully makes any false, ficiitious or fraudulent
representation may be liable to criminal prosecution under 18 U.S.C. sec. 1001.
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: ¢ EXHIBIT "5" 4

N dav of . - P 15 .. .. .. helween

Lessar (whethier one or more), and —_ L]
Lessee. WITINESSETH

1 lessor an consideration of . __

- e . Dollars

iy e = .- anhand pind. of the rovaibes herews piovided. and of the agreement of Lessee herein contamed, hereby grants, leasee and lets
exclusively unto Lessee for the putpose of invesbigaling explonirg. prospectug: dodiing and manimg for and producing ol gas other hydrocarhons and.
withoul testnictunn la such enumerated munerals. all other ounergis whether simiar or dissimular to those particudarly specified herewa, byving pipe lines
buslding tanxs, power stations, leiephone hnes and olher structures thereon lo produce. save. take care of, tieat. transpart and own said products, and

nousing its employees. the following descubed land v ___ . — _County. New Mexico, to-wil

of Section___ . R — e = Township e et e e e ¢ ieeei ... Ranpge ____ N

In addition to the land above described. Lessor hereby grants, Jeases wind lets exciusively unto Lessee 1o the same extent as of specifically
described herein all lanus owned or claimed by Lessor which are adjacent. conuguous to dbr form a part of the lands above parbiculatly descaibed. -
ctuding all oil, gas. olther hydrocarbons and all other munerals underlying lakes. rivers. -sireams. roads. easements and rights-of-way wlich lraverse or

adyoin any of said lands For rental payment purposes, the land jncluded within this leasg shall be deemed to contiun__ . _ _ . ———— acres,
whelher 1t aclually comprises more or less .

2 Subjec! 1o the other piovisions herewn contamed. thus leasp shall be for a term-of % years from thus dute tcalled “primary teri’) and as long
thereafler as otl. gas ar other nuneral s produced from said land hereunder. or drnithng or reworking operations are conducted thereon

3 The rovallies to Le piod by Lessee are (a) on oil. either one-eighth of that produced and saved from said land. the same 1o Le delhivered
at the wells or to the credit ot Lessor imnln the pipe hine to which the wells may be connected. or al the Lessees oplion Lessee may pay 1o ihe
Lessor [or such one-eipnth toyalty the maikel price for ol of like grade and pravity prevailhing on the dav such o1l v run into the pipe hine or anto
sturiage tanks, (b on gas. ancluding casinghead gas or other paseous substance. praduced from sod land and sold on or off (e premrises, one-eighth
of the nel preceeds At the weil received from the sale thereof. pravided that on pas used off (he prenuses or by Lessee 10 tne manufaciure of pasoime
or other product therefiom the market value at the wel| ol one-esghith of the gas so used. and (¢c1 on all other nunerals muned and marketed. ane-
tenth either 1n kind o1 an vaiue o1 the well or nune. at Lescee’s election, except that on sulphur the rovalty shall be fifty cents 1500 per long 1on
L.essee shall have free use of odl. gas. coal wood and water fiom sard land except water fram Lessor < wells. for ali operations heceunder, and e
rovally on ol gas ang coal shail Le computed dter deducting any sa used  While there®is a well an this lease or an acreape pooled therewith, which
well 15 capaole of producing oniy cas. gas condensate or some combination of gos and gasecandensate. but from which well productian s nol beng sold
or used this lease shall be extended for a perind of ninety 190y doyvs from the dite such Well is shuat-an ond Lessee miny tender or payv annaually as
royally & sum equal la the .mount of annual delav rentals which would be . ble durimg the primary term 1o deler drlhing apetat.nons an the janeds
then subjecl 1o this ledase but i ne event shall such pavnient eaceed One Hundeed «S100.00) Dollars per well per vear, pavment or tende- of such
ravalty may be made by chieck o diaft of Lesscee munled or delivered (o Lessor ar to Lessor’s credit an the deposttory Lanx designated hereinafler
for the payment of delay aentals. with the fust pavment to be nade on or betore ninely (800 davs from and afler the date on which suca weli as
shut-in and o snular pavment 1o Le made annuadiv thereatter on or before the anmiversary date on which suen well s shut-m, and of <och pay-
tments are ~so made. 11 shabl be considered thoat gas pas condensaie  ar a comtunation of gas and pas condensate 1s being produced 1n paving quantities
from the above described lond under all the terms condimons ond himitations of 1lns Jease  the amount af such shut-in 1oyally pasment shall be
reduced proportinnately as provided an paragriph 11 hereofl (f Lessor owns an nterest i saad dand.gess thaie the entire {ee simipie gstate and shall
bLe furlther reduced 10 the propnrtion thiat the amount of surface acreage out of this Jease included inoany pooled wimt upon which such gas and.or
gas condensnte well 1s situated bears 10 the entae surface acreage contained in such pooled unit as pnovided in patagraph 6 hereof

4 Il.operations fus dridhing are not comimenced on sind land as hereinafter provided. on or befoire one yeawr fiom this date. the lease shall then

lernunale as 16 both patties. unless an o1 before such anniversary date Lessee shall pay or tender to Lessor or 1 the ciedit of Lessor n

. . Bank  of N . - . cwhiach bhank and ns successors are Lessar's agent
and shall contimue as the deposttary lor all 1rentals payable hereunder regardiess of .chanpes in ownership of sind land or the 1entals either by conveyance

or by the death or incapacily of Lessori the som of - - “TDoliars

1S - i theicmn called 1entaly  which shall cover the privitege of deferning commencement of nperations tor diuthng for o penod of
twelve (120 months In hike manner and upon hike payiments or tenders annually the comunencement of aperations for doilhing mav be further delerred
for succesuve peunds nf twelve (121 manths each duning the primary term The payment or tender of rental heremn referred to may be made currency
draft ar eheck at the optuon of the Lessee, and the depositing of such cutrency. draft ar check in anv past office. propeity addressed to 1he Leswor. or sand
bank o or befoce the tental payoig date, shadl Le deetsed payment as heremn porovided T such bank tar any successar honka should fail, hguidate ar be
succerded by ancther Lank or for any reazon fual or refuse 1o accept rental. Lessee shali not be held an default for falure ta muake such puivment or
tender of ventad until thirty (300 doys after Lessor shali deliver to Lessee o proper recordahle nstitument, nanung annther bank as opent o peceive
such pavments or tenders The down cash payvment as consideration for this Jease according to n< terms and shall not be allocated as noeie renta! for
a peond  Lescee may at oany tume exccule and gehiver 1o Lessor ar to the depository above named ar place of reenrd o seicase o1 rele ves covering
any portion or poirhons of the abnve descidhed prennses and thereby surrender thas legse as 1o such porbian ar portions and be relieved of ol abugations
A€ tn the acreage surttendered .nd theireafler the tentals payable hereunder shall be reduced in the proportion that the acreage covered hereby s
1educed by said relense or ielenses

Il Lescee shall on or belare any rental date make o bona fide attempt 1o pay o5 depasit rental 1o o Lessor enhitled thereto under this lease
according 1o Lessee s vecords ar 1o a Lessor who, pior 1o such attempted payment or depoait, has paven Lessee nolice, in aceonrdance with the terms of
this lease heremnafter set forih of his right 1o recene rental. and of such poavinent or depoat shall be erroneaus inoany regard cwhether deposited 1in the
winng deposiinry, pind to persans ather than the parties entitied thereto ac shown by Lesser < records, 1n any ancoriect amount, or otherwise). Lescer
<hall be unconditionaily oblhigated In pav 1o such Lessar the vental properly pavabie for Ihe rental peood anveived. but this bease shall ve mamtained in
1he <same manner as f such erronenus rental pavment or depost had been properly faade provided that the erroneous rental puvment or deposit be cor-
recled witlhun 30 davs ofter receipl by Lessee of written notice from such Lessor of such error accomparied by any dacuments and other evidence neces-
sary to cnable Lessee 1o miake proper payment

5 Should any well drilled on the above describhed Lind or on acieape paoted therewyth dunimg the proneasy e before prodaction s obiamed he
a dry hole. or shouid praduction on siud land or on acreape pooted therewith be (\l»_l.\lnrni‘()\nn.nu the promary term and thereatierr ceawe. then and an
either event. if operations {or duithing an addininnal well ate not comnienced or upf'.ralmjxs fur rewarking an old weli are not pursued sn said land or
on acreage pooled therewith an or before the first rental paving date next succeeding the compiethion of o dry hode o1 the cessation of produactinon
or dobhing or reworking aperations on said well or wellis, then this ledse shall terminate unless Lessee, on ar befors sard date. shatl resume the pav-
ment of rentals Upon resumption of the payvment of rentals. Sectian § povernng the payment of rentais. shall continue 1 force just as Inaugh there
had been no inlerruplion iy the rental payments Il during the last year of the primary term and prior 10 the discovery of o1l or pos on said land
or on acieafe ponled theiewith. Lessee should dodl a dry hole therean. oraf after discovery of ail or gas on sard land or on acreage pooled therewith,
the production should cease during the Just year of said pomary lerpu from any cause no rental pavment or operations aie necessary in order to
kerp the lease 1 force during the remainder of the prymary term Il at the expuation of the pronary term. Lessee 1s conducting operat ons far drilling
A new well on said band ar oo acireage panied therewith or reworking an old well thereon or af. alter the expiration of the pomary term, production
on hus lease or on acieage pooled therewith shall cease. this dease nevertheless shali continue as jong as saad operabions continue ar additional opera-
Lons ate had on this lease or on acreape pooled therewith, which additional operations shall be deemed 1o be had where nol more than s xtv iRJ}
davs elapse between abandonment of operations on one well and commencement of operanions on another weil. and if producthion (s discavered, tis
tease shall continue as long thereafter as oil. pgas or other muneral as produced on samid land or on acreape pooled therewilh, and as long as additional
operations are haod thercon o the event a well or wells producing ol or pas i payang guantities should be brought 1o on adjacent land and witlon
three hundred thirty 13301 feel of and dramung the leased prenuses. Lessee agrees 1o drill such offset welis as a reasonably prudent operator would
drill unger the same or similar circumstances

6 L.escee. ol ats ophion s hereby given the right and power to pool or combine the fand cavered by this Jease or any pattion thereof. as 1o ol
and puas or either of them with any other land, lease or leases when an Lessee s Judinment 1l as necesaary o advisabie 1o do <o an order to properiy
develop and operate said prenvses such poohng to be mmte « well umit or unils not exceedig forty 4t acres. plus an acreage tolerance ol ten per
cent 10 0 al fornty cad acres. for ol and not exceedmyp vix hundred and forly 16400 acres. plos an acteape taderance of ten per cent 107, ol six
hundred and forty s6i0s acres. for gas except that larper amits mav be created o conform (o any shacuy ar well umit pattern that may be prescribed
by povenmnental authorities having Jurisdichion Lessee mmav pool or combine acrewpie covered by thas fease o any portion theceaf, as above provided
es lo il ar gas an any one ar more stratas and umits so formed need net confoarm an size o0 area o with thee untt ar atals nta o winch the lease os pooied
or coumbined as Ta any othier stratum or slrat, and oob unils need ot contorm a5 10 area wWith pas urosis The pooling noone o anore 1ns ances shall not
exhaust the nights of the Lessre nereunder ta pool thas teace or porhons thereol into alher units Lewees shiall execute o w=al: and piace of record
an anstrogment or gnstiuinenis aaentiying and descnibiing the pooied acre.ae The enhite acteaye <o pocied o g it shall e treated for adl purposes
excepl the pavinent of tovallies as af 1 were inctuded in Uos dease, and diidong o rework g operations therean™ e production ol o ot gan there-
from. or the coinpletion thereon of a well as o shut-in gas well ahadl e considered Tor all " purposes. except I.:{ pavment of tovaluies  as if such
aperatians were on or osuch pundactinn were fiom or soch completion were on the ltnd covered by this deasel WRhethier ol nat the well or wells be
lacated on the premases covered by this lease In hieu of the rovailies elsewliere hereimn specihied  Lessor shall peenne from o umil sa faornced  oniy

such portion of the royaity stipulated hereinn as the amount of s acreage placed mmothe wmt or his tayally anterest Tnersin beaas lo the olal acieacs
o poaked an the particular won anvolved  Should any unit as ornpinably created herennder contam Jess than the maxiue Vit of acres h(‘rmnll—q’h‘
specified. then Lessee miay at any lime thesealfter. whether before or after production s oblained on the uiil enlarpe ey adding cdditaaal
acreap s therelo. bul the enlarpged unil shatl an No event exceed the acteage content heremabove speciflied In lhe event an ey E 1 ,I[L*-- o oenlbarged

inovided  that of such <uppiemental declaration af unihization s not fded until ofter production s abtuned on the /1A stinally ceenfMt thien and
i such evenl the suppiemental declaration of umitizanion shall not becoime elfechive until the first day of the cal rfr{f}uun!‘ next following the
iing thereof. In the avsence of production Lessee niay tlernunale any umitized area by filing of recard notice nf lernun:fiton 2 /9;?7

4

Lessee shiall execute and place of record a supplemental deciaration of unilization sdentifyntg and descnibing the I.}wl odded 1o i nyouint

Form 460 12.71 (New Mexico)

o
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o 17 Lessee aicn abtall have the nitht 1o uml;n»( oo coanbine all ar any prat of the abave xi.-\(“lu‘(p/ v owith other Jands i the same peneral
den by entering into A gooperative of urit plan ¢ -elopment ot operation appraved by oaoy posvernnm authority and. from titme 1o (||||1;, with
ke appro.al to sl change or terminate ony <aca plan or apreement and o sach event, the terims, con.aons  arud provisaans of 1hisg jease she!' he
weemed modified to conform to the tenms. conditions. and provisions of such opproned cooperative ar urat platc ot developmient ot opeta aon and e

neularl, . all divlimie and deverspment requirements of this lease express or ipaed. shall be satisfied by compiiance with the doilog and developrmeit
cequirements of sach plan or agceenment and this lease shall not ternunate or expure dunioe the hife of <uch plan or agreement In the event thal <.ad
sove described lands or any part thereof. shall hereafter be operated under any such cooperative or umit plan ot developent or operation wWherehy
e production therefrom s allucated to different partions of the land covered by cud plan then the broduction aliocated to any paticuiong tract of Land
“hall. for the purpose of computing the oy aities o be poaad hereander to Lessor, be tegarded as haviog been produced from the partictinr teact af larag
©y owihich it s allecated and not 1o wny other tract ot land, and the royaity pasinents to be made hereunder to Lessor shail be based upon proaduction
iy as so allocated Lessor shall formally express Lessors consent to any cooperative ot wnit plan of developient or operation adopted by (essee and
~pproved by any governmental agency by execuling the same upon request of Lessee

& Lessee shall have the risht at s tirne without Lessor's consent to sutrender oIl or wny portion ot the feased premises and be rehieved of
L1 obligation as to the acreaie suriendered Lessee <hail have the nght al any tnge durig ar after the expiratinn of this lease 1a retnove all property
wnd fixtures placed by Lessee nn sand land ancludgag the rogpht o draw and remove W casimr . When reguiced by Lessor, Lessee will bury Il pipe
Lnes beiow ordinary piow depth, and no wetl shail Ge dritled wtlin two hundred (2001 fgel of any resdeace of tarn now on s.ad land  without
Lessors consent. The Lessee agrees to promptiy pay 1o ine owner thereot any duamages to Crops. or improvements. caused by or resutung frcin any
uperations nf Les<ee

3 The righls of either party hereunder may be assigned. i whole orn pat and the provicons heirrof shadl extend to the heirs, successors
and assorns of the parties hereto. bul no chasge or divicon an ownershup of the land. rentais. or royalties, however accompiished, shall operate tn
enlarge the obhigations or dimingsh the rights of Lessee No o change in the ownesstup of the land, or any mterest theremn, shatl be binding oo Lessee
1t Lessee shaid be furmishd with a cerlitied copy of all recorded mstruments. 4l conrt proceedings and all other necessary evidence . f any transier
sherlance. or sade of sad nights In event of the.assignunent of this lease as o a segregated partion of said land, the rentals payables nder shall
ve apportionahle among the severai leasehold _owners ratably according ta the surface aiea of each. and default in rental payiment by ~ oshall not
alfect tne rignts of other leasehoid owners hereunder. In case Lessee assigns this lease. i whole or in part, Lessee shail be sehieved of all ablgatinns
with respect to the assigned portion or portions arising subsequent to the date of assigninent.

10 Al express or imphied covenants of this lease shall be subject to all Federal and State Laws, Executive Orders. Rules or Rey Lians, anc
“us lease shiail not be terminated. ;v whole or in part, nor Lessee held hable in damages, for Lalure to comply therewith, of compliatice 15 prevented
vy or af such failure a1s the result of, any such Law. Order. Rule or Regulation, or 1f prevenled by an act of God. of the public eneiny, labor disputes.
.nabilily to obtain material. faiure of transportation. or other cause beyond the controi of Lessee

1f. during the term of this lease. oil or gas or other hydrucarbons or other unneral s discovered upon the deased premises. but Les Is e~
vented from producing the same by reason of any of the causes set out an this Section, this dease shall nevertheless be consudrred as g iyt and
wall continue n full force and effect until Lessee 1s pernulted to produce the ol gas. other hydiocubons o othee mineral and as long . eafler as

such production continues 1in paying quantities or driling or reworking operaliciw are contimued as elsewhere heremn pravided

11 Lessor hereby warrants and agrees to defend the title to said land and Taprees That Lesser at ats option may discharie any lax. mortigh
other hien upon said land. either in whole ,oc i part. and i event Lessee does <o, itishall “be subrogated 1o such hen withh the right 1o enforcea
aned apply rentals and royalties accruing hereunder toward satsfying same Without imparrment of Lessee s rights under the warranty in event of failure
of GLtle 1t s agreed that if Lessor owns an interest in said land less than the entire fee simple estate. then the royalties and rentals to be pawd Lessor
<hull be reduced proportionately. > .

-

This agreement shall be binding on each of the above nammed parties who execule the same. 1egardless of whether 1t 13 executedr ™ any of the

other parties

All of the provisions of this lease shall inure to Lhe benelit of and be binding upon The pailies hereto, their heirs. admuaustralors. successors and
WSSIgNs : ‘
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UNIT AGREEMENT

FOR THE DEVELOPMENT AND OPERATION

OF THE

MADEWELL ANTICLINE UNIT I"FE%EFORE EXAMINER QUINTANA

COUNTY OF CHAVES

STATE OF NEW MEXICO

OIL CONSERVATICHN DIVISION
WEXCO EYHIZIT NO. /

CASE NO. K%ro

NO.

THIS AGREEMENT, entered into as of the day of
/19 , by and between the parties subscribing, ratifying, or
consenting hereto, and herein referred to as the "parties hereto,”

WITNESSETH:

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

WHERFAS, the Mineral Ieasing Act of February 25, 1920, 41 Stat.
437, as amended, 30 U.S.C. Sec. 181 et seqg., authorizes Federal lessees
and their representatives to unite with each other, or jointly or
separately with others, in collectively adopting and operating a unit
plan of development or operations of any oil and gas pool, field, or
like area, or any part thereof for the purpose of more properly
conserving the natural resources thereof whenever determined and
certified by the Secretary of the Interior to be necessary or advisable
in the public interest; and

WHERFAS the Cammissioner of Public Lands of the State of New
Mexico is authorized by an Act of the legislature (Sec. 19-10-45,46,47
N.M. Statutes 1978 Annotated) to consent to or approve this agreement
on behalf of the State of New Mexico, insofar as it covers and includes
lands and mineral interest of the State of New Mexico; and

WHEREAS, the 0il Conservation Division of the New Mexico Energy
and Minerals Department, hereinafter referred to as "Division", is
authorized by an act of the Legislature (Chapter 70 and 71, New Mexico
Statutes 1978 Annotated) to approve this agreement and the conservation
provisions hereof; and

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

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

NOW, THEREFORE, in consideration of the premises and the pramises
herein contained, the parties hereto comit to this agreement their
respective interests in the below-defined unit area, and agree
severally among themselves as follows:

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

2. UNIT AREA. The following described land is hereby designated
and recognized as constituting the unit area:

Township 128, Range 22E, N.M.P.M., Chaves County, New Mexico
Sections 1 & 2: All, Sec. 3: E/2, Sec. 10 thru 16 incl: All
Sections 20 thru 24 incl: All, Sec. 26 thru 35 incl: All

Township 13S, Range 21E, N.M.P.M., Chaves County, New Mexico
Sections 13 & 14: All, Sec. 23 thru 26 incl: All, Sec. 35
and 36: All

Township 13S, Range 22E, N.M.P.M.,, Chaves County, New Mexico
Sections 1 thru 5 incl.: All, Sec. 7 thru 12 incl.: All,
Section 14: W/2, Sec. 15 thru 22 incl.: All,

Sections 27 thru 33 incl.:All

Township 14S, Range 21E, N.M.P.M., Chaves County, New Mexico
Sections 1-3 incl.:All, Sec. 10 & 11 All .

Containing 39,278.45 acres, more or less

Exhibit "A" shows, in addition to the boundary of the unit
area,the boundaries and identity of tracts and leases in said area to
the extent known to the Unit Operator. Exhibit "B" attached hereto is
a schedule showing to the extent known to the Unit Operator, the
acreage, percentage, and kind of ownership of oil and gas interests in
all lands in the unit area. However, nothing herein or in Exhibits "A"
and "B" shall be construed as a representation by any party hereto as
to the ownership of any interest other than such interest or interests
as are shown in the Exhibits as owned by such party. Exhibits "A" and
“B" shall be revised by the Unit Operator whenever changes in the unit
area or in the ownership interests in the individual tracts render such
revision necessary, or when requested by the Authorized Officer,
hereinafter referred to as "AQO", or when requested by the Cammissioner
of Public Lands of the State of New Mexico, hereinafter referred to as
"land Camissioner", and not less than five copies of the revised
Exhibits shall be filed with the proper Bureau of Land Management
office and one (1) copy thereof shall be filed with the Land
Comissioner, and one (1) copy with the New Mexico 0Oil Conservation
Division of the Energy and Minerals Department, hereinafter referred to
as "Division"

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

(a) Unit Operator, on its own motion (after preliminary
concurrence by the AO), or on demand of the A0, or the Land
Camissioner (after preliminary concurrence by the AO and the Land
Camissioner) shall prepare a notice of proposed expansion or
contraction describing the contemplated changes in the boundaries of
the unit area, the reasons therefore, any plans for additional
drilling, and the proposed effective date of the expansion or
contraction, preferably the first day of a month subsequent to the date
of notice.



Page 3
Unit Agreement

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

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

(d) After due consideration of all pertinent information, the expansion
or contraction shall, upon approval by the A0, the Land Commissioner and the
Division, become effective as of the date prescribed in the notice thereof or
such other appropriate date.

(e) Notwithstanding any prior elimination under the "Drilling to
Discovery" section, all legal subdivisions of lands (i.e., 40 acres by
Government survey or its nearest lot or tract equivalent; in instances cf
irregular surveys, unusually large lots or tracts shall be considered in
multiples of 40 acres or the nearest aliquot equivalent thereof), no parts of
which are entitled to be in a participating area on or before the fifth
anniversary of the effective date of the first initial participating area
established under this unit agreement, shall be eliminated autamatically fram
this agreement, effective as of said fifth anniversary, and such lands shall
no longer be a part of the unit area and shall no longer be subject to this
agreement, unless diligent drilling operations are in progress on unitized
lands not entitled to participation on said fifth anniversary, in which event
all such lands shall remain subject hereto for so long as such drilling
operations are continued diligently, with not more than 90 days' time elapsing
between the campletion of one such well and the cammencement of the next: such
well. All legal subdivisions of lands not entitled to be in a participating
area within 10 years after the effective date of the first initial
participating area approved under this agreement shall be autamatically
eliminated from this agreement as of said tenth anniversary. The Unit
Operator shall, within 90 days after the effective date of any elimination
hereunder, describe the area so eliminated to the satisfaction of the AD and
Land Commissioner and pramptly notify all parties in interest. All lands
reasonably proved productive of unitized substances in paying quantities by
diligent drilling operations after the aforesaid 5-year period shall became
participating in the same manner as during said first 5-year period. However,
when such diligent drilling operations cease, all non—-participating lands not
then entitled to be in a participating area shall be autamatically eliminated
effective as of the 91st day thereafter.

Any expansion of the unit area pursuant to this section which embraces
lands theretofore eliminated pursuant to this subsection 2(e) shall not be
considered automatic camnitment or reconmitment of such lands. If conditions
warrant extension of the 10-year period specified in this subsection, a single
extension of not to exceed 2 years may be accamplished by consent of the
owners of 90% of the working interests in the current non-participating
unitized lands and the owners of 60% of the basic royalty interests (exclusive
of the basic royalty interests of the United States) in non-participating
unitized lands with approval of the A0 and the Land Cammissioner provided such
extension application is submitted not later than 60 days prior to the
expiration of said l0-year period.
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3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land now or hereafter
camitted to this agreement shall constitute land referred to herein as
"unitized land" or "land subject to this agreement". All oil and gas in any
and all formations of the unitized land are unitized under the terms of this
agreement and herein are called "unitized substances."

4, UNIT CPERATOR. Inexco 0il Company is hereby designated as Unit
Operator and by signature hereto as Unit Operator agrees and consents to
accept the duties and obligations of Unit Operator for the discovery,
development, and production of unitized substances as herein provided.
Whenever reference is made herein to the Unit Operator, such reference means
the Unit Operator acting in that capacity and not as an owner of interest in
unitized substances, and the term "working interest cwner" when used herein
shall include or refer to Unit Operator as the owner of a working interest
only when such an interest is owned by it.

5. RESIGNATION OR REMOVAI, OF UNIT OPERATOR. Unit Operator shall have
the right to resign at any time prior to the establishment of a participating
area or areas hereunder, but such resignation shall not became effective so as
to release Unit Operator from the duties and obligations of Unit Operator and
terminate Unit Operator's rights as such for a periocd of 6 months after notice
of intention to resign has been served by Unit Operator on all working
interest owners, the AQ, the Land Commissioner and the Division, and until all
wells then drilled hereunder are placed in a satisfactory condition for
suspension or abandonment, whichever is required by the A0 as to Federal lands
and the Division as to State and Fee lands, unless a new Unit Operator shall
have been selected and approved and shall have taken over and assumed the
duties and obligations of Unit Operator prior to the expiration of said period.

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

The resignation of Unit Operator shall not release Unit Operator fram
any liability for any default by it hereunder ocurring prior to the effective
date of its resignation.

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

The resignation or removal of Unit Operator under this agreement shall
not terminate its right, title or interest as the owner of a working interest
or other interest in unitized substances, but upon the resignation or removal
of Unit Operator becaming effective, such Unit Operator shall deliver
possession of all wells, equipment, materials, and appurtenances used in
conducting the unit operations to the new duly qualified successor Unit
Operator or to the cammon agent, if no such new Unit Operator is selected,
elected, to be used for the purpose of conducting unit operations hereunder.
Nothing herein shall be construed as authorizing removal of any materijal,
equipment, or appurtenances needed for the preservation of any wells.
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if on State land, and by the Division if on Fee land, unless on such effective
date a well is being drilled in conformity with the terms hereof, and
thereafter continue such drilling diligently until the basement has been
tested or until at a lesser depth unitized substances shall be discovered
which can be produced in paying quantities (to wit: quantities sufficient to
repay the costs of drilling, completing, and producing operations, with a
reasonable profit) or the Unit Cperator shall at any time establish to the
satisfaction of the AO if on Federal land, or the Land Cammissioner if on
State land, or the Division if located on Fee land, that further drilling of
said well would be unwarranted or impracticable, provided, however, that Unit
Operator shall not in any event be required to drill said well to a depth in
excess of 5500'. Until the discovery of unitized substances capable of being
produced in paying quantities, the Unit Operator shall continue drilling one
well at a time, allowing not more than six (6) months between the campletion
of one well and the cammencement of drilling operations for the next well,
until a well capable of producing unitized substances in paying quantities is
campleted to the satisfaction of the AO if it be on Federal land or of the
Land Camissioner if on State land, or the Division if on Fee land, or until
it is reasonably proved that the unitized land is incapable of producing
unitized substances in paying quantities in the formations drilled hereunder.
Nothing in this section shall be deemed to limit the right of the Unit
Operator to resign as provided in Section 5, hereof, or as requiring Unit
Operator to cammence or continue any drilling during the period pending such
resignation becoming effective in order to camply with the requirements of
this section.

Not withstanding anything in this unit agreement to the contrary, except
the 'Unavoidable Delay' Section 25, two(2) wells shall be drilled with not
more than six months' time elapsing between the completion of the first well
and camencement of the second well regardless of whether a discovery has been
made in the first well. Both the initial well and the second well must be
drilled in compliance with the above specified formation or depth in order to
meet the requirements of this section; and the second well must be located a
minimum of 2 miles fram the initial well in order to be accepted by the AO and
ILand Commissioner as the second unit test well, within the meaning of this
section. Nevertheless in the event of discovery of unitized substances in
paying quantities by the first well, the unit agreement shall not terminate
for failure to camplete the two(2) well program, but the unit area shall be
contracted autamatically, effective the first day of the month following the
default, to eliminate by subdivisions (as defined in Section 2(e) hereof) all
lands not then entitled to participation.

The A0 and Land Commissioner may modify any of the drilling requirements
of this section by granting reasonable extensions of time when, in their
opinion, such action is warranted.

Upon failure to cammence any well as provided for in this section within
the time allowed, prior to the establishment of a participating area,
including any extension of time granted by the AQ and the Land Commissioner,
this agreement will automatically terminate. Upon failure to continue
drilling diligently any well cammenced hereunder, the AO and the Land
Camissioner may, after 15 days notice to the Unit Operator, declare this unit
agreement terminated. The parties to this agreement may not initiate a
request to voluntarily teminate this agreement during the first 6 months of
its term unless at least one obligation well has been drilled in accordance
with the provisions of this section.
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10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within six({6) mcnths
after campletion of a well capable of producing unitized substances in paying
quantities, the Unit Operator shall submit for the approval of the A0, the
Land Cammissioner and Division, an acceptable plan of development and
operation for the unitized land which, when approved by the A0, the Land
Camissioner and Division, shall constitute the further drilling and
development obligations of the Unit Operator under this agreement for the
period specified therein. Thereafter, fram time to time before the expiration
of any existing plan, the Unit Operator shall submit for the approval of the
AO, the Land Cammissioner and Division a plan for an additional specified
period for the development and operation of the unitized land. Subsequent
plans should normmally be filed on a calendar year basis not later than March 1
each year. Any proposed modification or addition to the existing plan should
be filed as a supplement to the plan.

Any plan submitted pursuant to this section shall provide for the timely
exploration of the unitized area, and for the diligent drilling necessary for
determination of the area or areas thereof capable of producing unitized
substances in paying quantities in each and every productive formation. This
plan shall be as camplete and adequate as the A0, the Land Camnissioner and
Division may determine to be necessary for timely development and proper
conservation of the oil and gas resources of the unitized area and shall:

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

(b) provide a summary of operations and production for the previous
year.

Plans shall be modified or supplemented when necessary to meet changing
conditions or to protect the interest of all parties to this agreement.
Reasonable diligence shall be exercised in camplying with the obligations of
the approved plan of development and operation. Separate plans may be
submitted for separate productive zones, subject to approval by the A0 and the
Land Cammissioner.

The AO and the Land Commissioner are authorized to grant a reascnable
extension of the 6 month period herein prescribed for submission of an initial
plan of development and on operation where such action is justified because of
unusual conditions or circumstances. After completion of a well capable of
producing unitized substances in paying quantities, no further wells, except
such as may be necessary to afford protection against operations not under
this agreement and such as may be specifically approved by the A0, the Land
Camissioner and Division, shall be drilled except in accordance with an
approved plan of development and operation as herein provided.

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of
producing unitized substances in paying quantities, or as soon thereafter as
required by the A0, the Land Camnissioner and the Division, the Unit Operator
shall submit for approval by the AO, the Land Commissioner and Division, a
schedule, based on subdivisions of the public-land survey or aliquot parts
thereof, of all land then regarded as reasonably proved to be productive of
unitized substances in paying quantities. These lands upon approval by the
AO, the Iand Camissiocner and Division shall constitute a participating area
effective as of the date of campletion of such well or the effective date of
this unit agreement, whichever is later. The acreages of both Federal and
non-Federal lands shall be based upon appropriate computations fram the
courses and distances shown on the last approved public-land survey as of the
effective date of each initial participating area. The schedule shall also
set forth the percentage of unitized substances to be allocated, as
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provided in Section 12 to each cammitted tract in the participating area so
established, and shall govern the allocation of production cammencing with the
effective date of the participating area. A different participating area
shall be established for each separate pool or deposit of unitized substances
or for any group thereof which is produced as a single pool or zone, and any
two or more participating areas so established may be cambined into one, on
approval of the AO, the Land Cammissioner and the Division. When production
fram two or more participating areas subsequently found to be fram a common
pool or deposit, the participating areas shall be combined into cne, effective
as of such appropriate date as may be approved or prescribed by the MO, the
Land Cammissioner and Division. The participating area or areas so
established shall be revised fram time to time, subject to the approval of the
RO, the Land Cammissioner and Division to include additional lands then
regarded as reasonably proved to be productive of unitized substances in
paying quantities or which are necessary for unit operations, or to exclude
lands then regarded as reasonably proved not to be productive of unitized
substances in paying quantities, and the schedule of allocation percentages
shall be revised accordingly. The effective date of any revision shall be the
first of the month in which the knowledge or information is obtained on which
such revision is predicated; provided, however, that a more appropriate
effective date may be used if justified by the Unit Operator and approved by
the AO, the land Commissioner and Division. No land shall be excluded from a
participating area on account of depletion of its unitized substances;, except
that any participating area established under the provisions of this unit
agreement shall terminate autamatically whenever all campletions in the
formation on which the participating area is based are abandoned.

It is the intent of this section that a participating area shall
represent the area productive of unitized substances known or reasonably
proved to be productive in paying quantities or which are necessary for unit
operations; but, regardless of any revision of the participating area, nothing
herein contained shall be construed as requiring any retroactive adjustment
for production obtained prior to the effective date of the revision of the

participating area.

In the absence of agreement at any time between the Unit Operator and
the A0, the Land Cammissioner and Division, as to the proper definition or
redefinition of a participating area, or until a participating area has, or
areas have, been established, the portion of all payments affected thereby
shall, except royalty due the United States, be impounded in a manner mutually
acceptable to the owners of camnitted working interests and the AO ard the
Land Camissioner. Royalties due the United States and the State of New
Mexico shall be determined by the AO for Federal lands and the Land
Camiissioner for the State lands and the amount thereof shall be deposited, as
directed by the AO and the Land Camnissioner until a participating area is
finally approved and then adjusted in accordance with a determmination of the
sum due as Federal royalty on the basis of such approved participating area.

Whenever it is determined, subject to the approval of the A0, the Land
Camissioner and Division, that a well drilled under this agreement is not
capable of production of unitized substances in paying quantities and
inclusion in a participating area of the land on which it is situated in a
participating area is unwarranted, production fram such well shall, for the
purposes of settlement among all parties other than working interest owners,
be allocated to the land on which the well is located, unless such land is
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already within the participating area established for the poocl or deposit fram
which such production is obtained. Settlement for working interest bhenefits
fram such a nonpaying unit well shall be made as provided in the unit
operating agreement.

Determination as to whether a well camwpleted within the unit area prior
to the effective date of this agreement is capable of producing unitized
substances in paying quantities shall be deferred until an initial
participating area is established as a result of the campletion of a well for
production in paying quantities in accordance with Section 9 hereof.

12. ALIOCATION OF PRODUCTION. All unitized substances produced fram
each participating area established under this agreement, except any part
thereof used in conformity with good operating practices within the unitized
area for drilling, operating, and other production or development purposes,
for repressuring or recycling in accordance with a plan of development and
operations which has been approved by the A0, Land Commissioner and Division,
or unavoidably lost, shall be deemed to be produced equally on an acreage
basis fram the several tracts of unitized land of the participating area
established for such production. For the purpose of determining any benefits
accruing under this agreement, each such tract of unitized land shall have
allocated to it such percentage of said production as the number of acres of
such tract included in said participating area bears to the total acres of
unitized land in said participating area, except that allocation of production
hereunder for purposes other than for settlement of the royalty, overriding
royalty, or payment out of production obligations of the respective working
interest owners, shall be on the basis prescribed in the unit operating
agreement whether in conformity with the basis of allocation herein set forth
or otherwise. It is hereby agreed that production of unitized substances fram
a participating area shall be allocated as provided herein regardless of
whether any wells are drilled on any particular part or tract of the
participating area. If any gas produced from one participating area is used
for repressuring or recycling purposes in another participating area, the
first gas withdrawn from the latter participating area for sale during the
life of this agreement, shall be considered to be the gas so transferred,
until an amount equal to that transferred shall be so produced for sale and
such gas shall be allocated to the participating area from which initially
produced as such area was defined at the time of such transferred gas was
finally produced and sold.

13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND COR FORMATIONS.
Any party hereto owning or controlling the working interest in any unitized
land having thereon a regqular well location may with the approval of the AO
and the Land Cammissiocner, and the Division at such party's sole risk, costs,
and expense, drill a well to test any formation provided the well is outside
any participating area established for that formation, unless within 90 days
of receipt of notice from said party of his intention to drill the well, the
Unit Operator elects and cammences to drill the well in a like manner as other
wells are drilled by the Unit Operator under this agreement.

If any well drilled under this section by a working interest owner
results in production of unitized substances in paying quantities such that
the land upon which it is situated may properly be included in a participating
area, such participating area shall be established or enlarged as provided in
this agreement and the well shall thereafter be operated by the Unit Operator
in accordance with the terms of this agreement and the unit operating
agreement,
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If any well drilled under this section by a working interest owner that
obtains production in quantities insufficient to justify the inclusion of the
land upon which such well is situated in a participating area, such well may
be operated and produced by the party drilling the same, subject to the
conservation requirements of this agreement. The royalties in amount or value
or production from any such well shall be paid as specified in the underlying
lease and agreements affected.

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

If gas obtained fram lands not subject to this agreement is introduced
into any participating area hereunder, for use in repressuring, stimulation of
production, or increasing ultimate recovery, in conformity with a plan of
development and operation approved by the A0 and the Land Cammissioner and the
Division, a like amocunt of gas, after settlement as herein provided for any
gas transferred fram any other participating area and with appropriate
deduction for loss fram any cause, may be withdrawn from the formation into
which the gas is introduced, royalty free as to dry gas, but not as to any
products which may be extracted therefram; provided that such withdrawal shall
be at such time as may be provided in the approved plan of development and
operation or as may otherwise be consented to by the A0 and the Land
Camiissioner and the Division as conforming to good petroleum engineering
practice; and provided further, that such right of withdrawal shall temminate
on the termination of this unit agreement.

Royalty due the United States shall be camputed as provided in 30 CFR
Part 221 and paid in value or delivered in kind as to all unitized substances
on the basis of the amounts thereof allocated to unitized Federal land as
provided in Section 12 at the rates specified in the respective Federal
leases, or at such other rate or rates as may be authorized by law or
regulation and approved by the AO; provided, that for leases on which the
royalty rate depends on the daily average production per well, said average
production shall be determined in accordance with the operating regulations as
though each participating area were a single consolidated lease.

Royalty due on account of State lands shall be camputed and paid on the
basis of all unitized substances allocated to such lands.

Royalty due on account of Fee lands shall be camputed and paid on the
basis of all unitized substances allocated to such lands.

15. RENTAL SETITEMENT. Rental or minimum royalties due on leases
camitted hereto shall be paid by appropriate working interest cwners under
existing contracts, laws, and regqulations, provided that nothing herein
contained shall operate to relieve the lessees of any land fram their
respective lease obligations for the payment of any rental or minimum royalty
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due under their leases. Rental or minimum royalty for lands of the United
States subject to this agreement shall be paid at the rate specified in the
respective leases fram the United States unless such rental or minimum royalty
is waived, suspended, or reduced by law or by approval of the Secretary or his
duly authorized representative.

Rentals on State of New Mexico lands subject to this agreement shall be
paid at the rate specified in the respective leases.

With respect to any lease on non-Federal land containing provisions
which would terminate such lease unless drilling operations are commenced upon
the land covered thereby within the time therein specified or rentals are paid
for the privilege of deferring such drilling operations, the rentals required
thereby shall, notwithstanding any other provision of this agreement, be
deemed to accrue and became payable during the term thereof as extended by
this agreement and until the required drilling operations are cammenced upon
the land covered thereby, or until same portion of such land is included
within a participating area.

16. CONSERVATION. Operations hereunder and production of unitized
substances shall be conducted to provide for the mcost econamical and efficient
recovery of said substances without waste, as defined by or pursuant to State
or Federal law or regulation.

17. DRAINAGE. The Unit Operator shall take such measures as the 20 and
Land Cammissioner deems appropriate and adequate to prevent drainage of
unitized substances fram unitized land by wells on land not subject to this
agreement, which shall include the drilling of protective wells and which may
include the payment of a fair and reasonable campensatory royalty, as
determmined by the AO, as to Federal leases and the Land Cammissioner, as to
State leases.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The temms,
conditions, and provisions of all leases, subleases, and other contracts
relating to exploration, drilling, development, or operation for oil or gas on
lands camitted to this agreement are hereby expressly modified and amended to
the extent necessary to make the same conform to the provisions hereof, but
otherwise to remain in full force and effect; and the parties hereto hereby
consent that the Secretary, as to Federal leases and the Land Comissioner, as
to State leases, shall and each by his approval hereof, or by the approval
hereof by his duly authorized representative, does hereby establish, alter,
change, or revoke the drilling, producing, rental minimum royalty, and royalty
requirements of Federal leases cammitted hereto and the regulations in respect
thereto to conform said requirements to the provisions of this agreement, and,
without limiting the generality of the foregoing, all leases, subleases, and
contracts are particularly modified in accordance with the following:

(a) The development and operation of lands subject to this agreement
under the terms hereof shall be deemed full performance of all cobligaticns for
development and operation with respect to each and every separately owned
tract subject to this agreement, regardless of whether there is any
development of any particular tract of this unit area.

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

(c) Suspension of drilling or producing operations on all unitized
lands pursuant to direction or consent of the AO and the ILand Cammissioner, or
his duly authorized representative shall be deemed to constitute such
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suspension pursuant to such direction or consent as to each and every tract of
unitized land. A suspension of drilling or producing operations limited to
specified lands shall be applicable only to such lands.

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

(e) Any Federal lease cammitted hereto shall continue in force beyond
the termm so provided therein or by law as to the land camitted so lcng as
such lease remains subject hereto, provided that production of unitized
substances in paying quantities is established in paying quantities under this
unit agreement prior to the expiration date of the term of such lease, or in
the event actual drilling operations are cammenced on unitized land, in
accordance with provisions of this agreement, prior to the end of the primary
tem of such lease and are being diligently prosecuted at that time, such
lease shall be extended for two years, and so long thereafter as oil or gas is
produced in paying quantities in accordance with the provisions of the Mineral
ILeasing Act, as amended.

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

(g) The segregation of any Federal lease camitted to this agreement is
governed by the following provision in the fourth paragraph of Sec. 17 (j) of
the Mineral ILeasing Act, as amended by the Act of September 2, 1960, (74 Stat.
781-784) (30 U.S.C. 226 (j): "Any (Federal) lease heretofore or hereafter
camitted to any such (unit) plan embracing lands that are in part within and
in part outside of the area covered by any such plan shall be segregated into
separate leases as to the lands committed and the lands not comitted as of
the effective date of unitization: Provided, however, that any such lease as
to the non-unitized portion shall continue in force and effect for the temm
thereof but for not less than two years from the date of such segregation and
so long thereafter as oil or gas is produced in paying quantities."

(h) In the event the Initial Test Well is cammenced prior to the
expiration date of the shortest term State Lease within the Unit Area, any
lease embracing lands of the State of New Mexico which is made the subject to
this agreement, shall continue in force beyond the term provided therein as to
the lands camitted hereto until the termination hereof.

(i) Any lease embracing lands of the State of New Mexico having only a
portion of its lands camitted hereto, shall be segregated as to the portion
camitted and the portion not cammitted, and the terms of such lease shall
apply separately to such segregrated portions cammencing as the effective date
hereof; contrary any lease embracing lands of the State of New Mexico having
only a portion of its lands committed hereto shall continue in full force and
effect beyond the temm provided therein as to all lands embraced in such
lease, if o0il or gas is discovered and is capable of being produced in paying
quantities from same part of the lands embraced in such lease at the
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expiration of the secondary term of such lease, or if, at the expiraticn of
the secondary term, the lessee or the Unit Operator is then engaged in bona
fide drilling or reworking operations on same part of the lands embraced in
such lease, the same as to all lands embraced therein, shall remain in full
force and effect so long as such operations are being diligently prosecuted,
and if they result in the production of oil or gas; said lease shall ccntinue
in full force and effect as to all the lands embraced therein, so long
thereafter as oil or gas in paying quantities is being produced fram any
portion of said lands.

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

20. . EFFECTIVE DATE AND TERM. This agreement shall becane effective
upon approval by the A0 and the Land Camnissioner or their duly authorized
representative and shall automatically terminate five (5) years fram said
effective date unless:

(a) Upon application by the Unit Operator such date of expiration is
extended by the A0 and the Land Commissioner, or

(b) it is reasonably determined prior to the expiration of the fixed
term or any extension thereof that the unitized land is incapable of
production of unitized substances in paying quantities in the formations
tested hereunder, and after notice of intention to terminate this agreement on
such ground is given by the Unit Operator to all parties in interest at their
last known addresses, this agreement is terminated with approval of the A0 and
the Land Camnissioner, or

(c) a valuable discovery of unitized substances in paying quantities
has been made or accepted on unitized land during said initial term or any
extension thereof, in which event this agreement shall remain in effect for
such term and so long thereafter as unitized substances can be produced as to
Federal lands and are being produced as to State lands in quantities
sufficient to pay for the cost of producing same from wells on unitized land
within any participating area established hereunder. Should production cease
and diligent drilling operations to restore production or new production are
not in progress or reworking within 60 days and production is not restored or
should new production not be obtained in paying quantities on committed lands
within this unit area, this agreement will automatically temminate effective
the last day of the month in which the last unitized production occurred, or

(d) it is voluntarily terminated as provided in this agreement. Except
as noted herein this agreement may be terminated at any time prior to the
discovery of unitized substances which can be produced in paying quantities by
not less than 75 per centum, on an acreage basis, of the working interest
owners signatory hereto, with the approval of the A0 and the Land
Cammissioner. The Unit Operator shall give notice of any such approval to all
parties hereto. Voluntary termination may not occur during the first six (6)
months of this agreement unless at least one obligation well shall have been
drilled in conformance accordance with Section 9.
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21. RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The AO is hereby
vested with authority to alter or modify from time to time, in his discretion,
the quantity and rate of production under this agreement when such quantity
and rate are not fixed pursuant to Federal or State law, or do not conform to
any State-wide voluntary conservation or allocation program which is
established, recognized and generally adhered to by the majority of operators
in such State. The above authority is hereby limited to alteration or
modifications which are in the public interest. The public interest to be
served and the purpose thereof, must be stated in the order of alteration or
modification. The RO is also hereby vested with authority to alter or modify
from time to time, in his discretion, the rate of prospecting and development
and the quantity and rate of production under this agreement when such
alteration or modification is in the interest of attaining the conservation
objectives stated in this agreement and is not in violation of any applicable
Federal or State law; provided, further, that no such alteration or
modification shall be effective as to any land of the State of New Mexico, as
to the rate or prospecting and developing in the absence of the specific
written approval thereof by the Commissioner and also to any lands of the
State of New Mexico or privately owned lands subject to this agreement as to
the quantity and rate of production in the absence of specific written
approval thereof by the Division.

Powers in the section vested in the AO shall only be exercised after
notice to Unit Operator and opportunity for hearing to be held not less than
15 days fram notice.

22. APPEFARANCES. Unit Operators shall, after notice to other parties
affected, have the right to appear for and on behalf of any and all interests
affected hereby before the Department of the Interior and the Camissioner of
Public ILands and Division, and to appeal from orders issued under the
regulations of said Department or Iand Cammissioner and Division or to apply
for relief from any of said requlations, or in any proceedings relative to
operations before the Department or the ILand Camnissioner and Division or any
other legally constituted authority; provided, however, that any other
interested party shall also have the right at its own expense to be heard in
any such proceeding.

23. NOTICES. All notices, demands, or statements required hereunder to
be given or rendered to the parties hereto shall be in writing and shall be
personally delivered to the party or parties, or sent by postpaid registered
or certified mail, to the last known address of the party or parties.

24. NO WAIVER OF CERTAIN RIGHTS. Nothing contained in this agreement
shall be construed as a wavier by any party hereto of the right to assert any
legal or constitutional right or defense as to the validity or invalidity of
any law of the State where the unitized lands are located, or of the United
States, or requlations issued thereunder in any way affecting such party, or
as a waiver by any such party of any right beyond his or its authority to
waive.

25. UNAVOIDABLE DEIAY. All obligations under this agreement requiring
the Unit Operator to commence or continue drilling, or to operate on, or
produce unitized substances from any of the lands covered by this agreement,
shall be suspended while the Unit Operator, despite the exercise of due care
and diligence, is prevented from camplying with such obligations, in whole or
in party, by strikes, acts of God, Federal, State, or municipal law or
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agencies, unavoidable accidents, uncontrollable delays in transportation,
inability to obtain necessary materials or equipment in open market, or other
matters beyond the reasonable control of the Unit Operator whether similar to
matters herein enumberated or not.

26. NONDISCRIMINATION. In connection with the performance of work
under this agreement, the Unit Operator agrees to camply with all the
provisions of Section 202 (1) to (7) inclusive of Executive Order 11246 (30
F.R. 12319), as amended, which are hereby incorporated by reference in this
agreement.

27. 10SS OF TITLE. In the event title to any tract of unitized land
shall fail and the true owner cannot be induced to join in this unit
agreement, such tract shall be autamatically regarded as not cammitted hereto,
and there shall be such readjustment of future costs and benefits as may be
required on account of the loss of such title. In the event of a dispute as
to title to any royalty, working interest, or other interests subject thereto,
payment or delivery on account thereof may be withheld without liability for
interest until the dispute is finally settled; provided, that, as to Federal
and State lands or leases, no payments of funds due the United States or the
State of New Mexico should be withheld, but such funds shall be deposited as
directed by the AO and such funds of the State of New Mexico shall be
deposited as directed by the Land Cammissioner, to be held as unearned money
pending final settlement of the title dispute, and then applied as earned or
returned in accordance with such final settlement.

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

28. NON-JCINDER AND SUBSEQUENT JOINDER. If the owner of any
substantial interest in a tract within the unit area fails or refuses to
subscribe or consent to this agreement, the owner of the working interest in
that tract may withdraw the tract from this agreement by written notice
delivered to the proper Bureau of Land Management office, the Land
Commissioner, the Division and the Unit Operator prior to the approval of this
agreement by the AO and Commissioner. Any oil or gas interests in lands
within the unit area not comitted hereto prior to final approval may
thereafter be cammitted hereto by the owner or owners thereof subscribing or
consenting to this agreement, and, if the interest is a working interest, by
the owner of such interest also subscribing to the unit operating agreement.
After operations are cammenced hereunder, the right of subsequent joinder, as
provided in this section, by a working interest owner is subject to such
requirements or approval(s), if any, pertaining to such joinder, as may be
provided for in the unit operating agreement. After final approval hereof,
joinder by a non-working interest owner must be consented to in writing by the
working interest owner committed hereto and responsible for the payment of any
benefits that may accrue hereunder in behalf of such non-working interest. A
non-working interest may not be cammitted to this unit agreement unless the
corresponding working interest is coammitted hereto. Joinder to the unit
agreement by a working interest owner, at any time, must be accompanied by
appropriate joinder to the unit operating agreement, in order for the interest
to be regarded as camnitted to this agreement. Except as may otherwise herein
be provided, subsequent joinder to this agreement shall be effective as of the
date of the filing with the A0, and the Land Commissioner and the Division of
duly executed counterparts of all or any papers necessary to establish
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effective commitment of any interest and/or tract to this agreement unless
objection to such joinder is duly made within sixty(60) days by the AO Iand
Camuissioner or Division, provided that as to State lands all subsequent
joinders must be approved by the ILand Commissioner.

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

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

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

If as the result of any such surrender or forefeiture working interest
rights became vested in the fee owner of the unitized substances, such cwner
may:

(a) Accept those working interest rights subject to this agreement and
the unit operating agreement; or

(b) Lease the portion of such land as is included in a participating
area established hereunder subject to this agreement and the unit operating
agreement; or

(c) Provide for the independent operation of any part of such land that
is not then included within a participating area established hereunder.

If the fee owner of the unitized substances does not accept the working
interest rights subject to this agreement and the unit operating agreement or
lease such lands as above provided within 6 months after the surrendered or
forfeited, working interest rights became vested in the fee owner, the
benefits and obligations of operations accruing to such lands under this
agreement and the unit operating agreement shall be shared by the remaining
owners of unitized working interests in accordance with their respective
working interest ownership, and such owners of working interests shall
canpensate the fee owner of unitized substances in such lands by paying sums
equal to the rentals, minimum royalties, and royalties applicable to such
lands under the lease in effect when the lands were unitized.

An appropriate accounting and settlement shall be made for all benefits
accruing to or payments and expenditures made or incurred on behalf of such
surrendered or forfeited working interest subsequent to the date of surrender
or forfeiture, and payment of any moneys found to be owing by such an
accounting shall be made as between the parties within thirty (30) days.
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The exercise of any right vested in a working interest owner to reassign
such working interest to the party from whom obtained shall be subject to the
same conditions as set forth in this section in regard to the exercise of a
right to surrender. :

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

32. NO PARINERSHIP. It is expressly agreed that the relation of the
parties hereto is that of independent contractors and nothing contained in
this agreement, expressed or implied, nor any operations conducted hereunder,
shall create or be deemed to have created a partnership or association between
the parties hereto or any of them.

33. SURFACE AND ENVIRONMENTAL PROTECTION STIPULATIONS. Nothing in this
agreement shall modify or change either the special Federal lease stipulations
relating to surface management or such special Federal lease stipulations
relating to surface and environmental protection, attached to and made a part
of, Oil and Gas leases covering lands within the Unit Area.

IN WITNESS WHERECF, the undersigned parties hereto have caused this

agreement to be executed as of the respective dates set forth opposite their
signatures.

UNIT OPERATOR

ATTEST: INEXCO OIL COMPANY
BY: BY:
Robert G. Gill, Jr. William G. Goodwin
Asst. Secretary Vice President
DATE:

STATE CF TEXAS
COUNTY OF HARRIS
The foregoing instrument was acknowledged before me this

day of (198 , by William G. Goodwin, Vice President of
INEXCO OIL COMPANY, a Delaware Corporation, on behalf of said corporation.

My Cammission Expires

Notary Public
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UNIT OPERATING AGREEMENT
UNIT AREA

THIS AGREEMENT made as of the day of , 19 ,
by and among the parties who execute or ratify this Agreement or a counterpart hereof,

WITNESSETH:

WHEREAS, the Parties have entered into that certain UNIT AGREEMENT FOR THE DE-
VELOPMENT AND OPERATION OF THE _MADE WELL ANTICLINE UNIT AREA,
County of __Chaves ; State of _New Mexico ,
dated as of the day of , 19 , and hereinafter

referred to as the “Unit Agreement”, covering the lands described in EXHIBIT B thereto attached,
which lands are referred to in the Unit Agreement and in this Agreement as the “Unit Area”; and

WHEREAS, the Parties enter into this Agreemenf pursﬁapt to Section 7 of the Unit Agreement,
NOW, THEREFORE, in consideration of the covenants herein contained, it is agreed as follows:

ARTICLE 1
DEFINITIONS

1.1 Definitions. The definitions contained in the Unit Agreement are adopted for all purposes of
this Agreement. In addition, each term listed below shall have the meaning stated therefor, whenever
used in this Agreement:

“Unit Operator” means ' INEXCO OIL COMPANY and its successors,
as the Unit Operator designated in accordance with the Unit Agreement, acting in that capacity and not
as an owner of a Committed Working Interest.

“Party” means a party to this Agreement, including the Party acting as Unit Operator when acting
as an owner of a Committed Working Interest.

“Drilling Party”, “Completing Party”, and “Participating Party” all mean the Party or Parties
obligated to bear Costs incurred in the Drilling, Completing, or Deepening or Plugging Back, respec-
tively, of a well at the commencement of such operation.

“Non-Drilling Party”, “Non-Completing Party”,  and “Neon-Participating Party’’ all mean the
Party or Parties who had the optional right to participat? in the Drilling, Completing, or Deepening or
Plugging Back, respectively, of a well and who elected not to participate therein.

“Committed Working Interest” means a working interest which is shown on Exhibit B to the Unit
Agreement as owned by a Party and which is committed to the Unit Agreement. Whenever reference is
made to a Party “in” or “within” the Unit Area, a participating area, or other area designated pursuant
to this Agreement, such reference shall mean a Party owning a Committed Working Interest in lands
within such area. .

“Acreage Basis”, when used to describe the basis of participation by the Parties within the Unit
Area, a paticipating area, or other area designated pursuant to this Agreement in voting, Costs, or
Production, means participation by each such Party in the proportion that the acreage of its Committed
Working Interests in such area bears to the total acreage of the Committed Working Interests of all such
Parties therein. For the purposes of this definition, (a) the acreage of the Committed Working Interest in
a tract within the Unit Area shall be the acreage of such tract as set forth in Exhibit B to the Unit
Agreement, and (b) if there are two or more undivided Committed Working Interests in a tract, there
shall be apportioned to each such Committed Working Interest that proportion of the acreage of the tract
that such Committed Working Interest bears to the entire Committed Working Interest in the tract.

“Production” means all unitized substances produced and saved from the Unit Area except so much
thereof as is used in the conduct of operations under the Unit Agreement and this Agreement.

“Costs” means all costs and expenses incurred in the development and operation of the Unit Area
pursuant to this Agreement or the Unit Agreement and all other expenses that are herein made
chargeable as Costs, determined in accordance with the Accounting Procedure attached hereto as
Exhibit 1, which shall govern in all matters covered thereby, except that in the event of an inconsistency
between said Accounting Procedure and this Agreement, this Agreement shall control.

“Lease Burdens” means the royalty reserved to the lessor in an oil and gas lease, an overriding
royalty, a production payment, and any similar burden, but does not include a carried working interest,
a net profits interest, or any other interest which is payable out of profits.

“Drill” meansto perform all operations reasonably necessary and incident to the drilling of a well to
its projected depth, including preparation of roads and drill site, testing, and logging, but excluding
Completion operations.

“Complete” means to perform all operations reasonably necessary and incident to the completion of
a well, commencing with the running and setting of the production pipe and, if productive of unitized
substances, equipping through the wellhead connections, or plugging and abandoning, if dry.
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“Equip” means to perform all operations reasonably necessary and incident to the equipping of a
well for production beyond the wellhead connections.

“Deepen” or “Plug Back” means to perform all operations reasonably necessary and incident to
Drilling a well below its original projected depth or plugging back a well to a depth above its original
projected depth, testing, and logging, but excluding Completing and Equipping operations.

“Initial Test Well”” means the test well or wells provided for in Section 9 of the Unit Agreement and
in Exhibit 2 attached hereto.

“Subsequent Test Well” means a test well Drilled after the Drilling of the Initial Test Well and
before discovery of unitized substances in paying quantities in the Unit Area.

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

“Exploratory Well” means a well (other than a Development Well) Drilled after discovery of
unitized substances in paying quantities in the Umt Area.

“Approval of the Parties” or ‘“Direction of the Partles"’ means an approval, authorization, or
direction which receives the affirmative vote of the Parties entitled to vote on the giving of such
Approval or Direction, as specified in Section 14.2.

“Salvage Value” of a well means the value of the materials and equipment in or appurtenant to the
well, determined in accordance with Exhibit 1, less the reasonably estimated Costs of salvaging the
same and plugging and abandoning the well. . .

“Geological Survey” means the Authorized Officer (AO), the ILand Commissioner and
0il Conservation Commission (Division), J_ncludlng any person or person acting

under the authority thereof.
ARTICLE 2

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

Exhibit 1. Accounting Procedure. : .
Exhibit 2. Initial Test Well. '
Exhibit 3. Insurance.

Exhibit 4. Non-Discrimination.

Exhibit 5. Oil and Gas Lease.

In the event of a conflict or inconsistency between the provisions of an Exhibit and the provisions of this
Agreement, the provisions of this Agreement shall control.

ARTICLE 3
INITIAL TEST WELL

3.1 Location. Unit Operator shall begin to Drill the Initial Test Well within the time required by
Section 9 of the Unit Agreement, or any extension thereof, at the location specified in Exhibit 2.

3.2 Costs of Drilling. Subject to the investment adjustment provisions of Article 13, the Costs of
Drilling the Initial Test Well shall be shared by the Parties in the manner and in the proportions
specified in Exhibit 2.

ARTICLE 4
SUBSEQUENT TEST WELLS

4.1 Right to Drill. The Drilling of any Subsequent.Test Well shall be upon such terms and
conditions as may be agreed to by the Parties; provided, however, that in the absence of agreement, such
well may be Drilled under the provisions of Article 9.

ARTICLE 5
ESTABLISHMENT, REVISION, AND CONSOLIDATION
OF PARTICIPATING AREAS

5.1 Proposal. Unit Operator shall initiate each proposal for the establishment or revision of a
participating area by submitting the proposal in writing to each Party at least twenty (20) days before
filing the same with the Geological Survey. The date of proposed filing must be shown in the proposal. If,
within the 20-day period above provided, the proposal receives the Approval of the Parties within the
proposed participating area or no written objections are received, then such proposal shall be filed on the
date specified.

5.2 Objections to Proposal. Prior to the proposed filing date any Party may submit to all other
Parties written objections to such proposal. If, despite such objections, the proposal receives the Ap-
proval of the Parties within the proposed participating area, theén the Party making the objections may
renew the same before the Geological Survey.

5.3 Revised Proposal. If the proposal does not receive the Approval of the Parties within the
proposed participating area, and Unit Operator receives written objections thereto, then Unit Operator
shall submit to the Parties a revised proposal, taking into account the objections made to the first
proposal. If no proposal receives the Approval of the Parties within sixty (60) days from submission of the
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first proposal, then Unit Operator shall file with the Geological Survey a proposal reflecting as nearly as
practicable the various views expressed by the Parties. )

5.4 Rejection of Proposal. If a proposal filed by Unit Operator as above provided is rejected by the
Geological Survey, Unit Operator shall initiate a new proposal in the same manner as provided in
Section 5.1, and the procedure with respect thereto shall be the same as in the case of an initial proposal.

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

ARTICLE 6
APPORTIONMENT OF COSTS AND OWNERSHIP AND
DISPOSITION OF PRODUCTION AND PROPERTY

6.1 Apportionment and Ownérship Within Participating Area. Except as otherwise provided in
Articles 8, 9, 11, and 12:

A. Costs. All Costs incurred in the development and operation of a participating area for or in
connection with production of unitized substances from any pool or zone for which such participat-
ing area is established shall be borne by the Parties within such participating area on an Acreage
Basis, determined as of the time such Costs are ificurred.

B. Production. All Production from a participating area shall be allocated on an Acreage Basis
to the tracts of unitized land within such participating area. That portion of such Production which
is allocated to any such tract shall be owned by the Party or Parties having Committed Working
Interest or Interests therein in the same manner and subject to the same conditions as if actually
produced from such tract through a well thereon and as if this Agreement and the Unit Agreement
had not been executed. : __

C. Property. All materials, equipment, and other property, whether real or personal, the cost
of which is chargeable as Costs and which have been acquired in connection with the development or
operation of a participating area, shall be owned by the Parties within such participating areaonan
Acreage Basis.

6.2 Ownership and Costs Outside Participating Area. If'a well Drilled (including the Deepening or
Plugging Back thereof) within a Drilling Block established under the provisions of either Article 9 or
Article 10 is completed as a producer but not included within a participating area, then the following
provisions shall be applicable:

A. When All Drilling Block Parties Participate. If all Parties within the Drilling Block shall
have elected to participate in Drilling and Completing such well, then said well, the Production
therefrom, and the materials and equipment therein or appurtenant thereto shall be owned by such
Parties; and all Costs incurred in the operation of such well and all Lease Burdens payable in
respect of Production from such well shall be borne and paid by said Parties. Apportionment among
said Parties of ownership, Costs, and Lease Burdens shall be in the same proportions in which Costs
incurred in Drilling the well were borne.

B. When Less Than All Drilling Block Parties Participate. If any Party within the Drilling
Block shall have elected not to participate in Drilling or Completing such well, then the provisions
of Article 12 shall be applicable thereto; and the relinquished interest of the Non-Drilling Party
shall revert to it in the same manner and under the same conditions as provided in Section 12.4 with
respect to a well which results in the establishment or enlargement of a participating area, except
that the proceeds or market value to be used in determining when such reversion shall occur shall be
the proceeds or market value (after making the deductions provided for in Section 12.4) of that
portion of the Production obtained from the well which, had the Non-Drilling Party elected to
participate in the Drilling or Completing thereof, would have been allocable, on an Acreage Basis
within the Drilling Block, to the Non-Drilling Party. Upon reversion of the relinquished interest of
the Non-Drilling Party in such well, the provisions of Section 12.5 shall become applicable.

6.3 Cost Liability of Subsequently Created Interests, Anything herein to the contrary not-
withstanding, if, subsequent to the date of this Agreement, any Party shall create an overriding royalty,
production payment, net proceeds interest, carried interest, or any other interest out of its Committed
Working Interest (hereinafter called “Subsequently Created Interest”), such Subsequently Created
Interest shall be made expressly subject to the terms and provisions of this Section 6.3 and of Section
12.9. If the Party which created such Subsequently Created Interest fails to pay, when due, its share of
Costs and the proceeds from its share of Production are insufficient to cover such Costs, then the
Subsequently Created Interest shall be chargeable with a pro rata share of such Costs as if such
Subsequently Created Interest were a Committed Working Interest; and Unit Operator shall have the
right to enforce against such Subsequently Created Interest the lien and all other rights granted in
Section 15.5 for the purpose of collecting Costs chargeable to the Subsequently Created Interest.

6.4 Taking in Kind. Each Party shall currently, as produced, take in kind or separately dispose of
its share of Production and pay Unit Operator for any extra expenditure necessitated thereby. Except as
otherwise provided in Section 15.5, each Party shall be entitled to receive directly all proceeds from the
sale of its share of Production. Unit Operator shall timely make all permitted governmental filings
relative to the price to be charged for gas; however, Unit Operator shall not be liable if, through mistake
or oversight, it should fail to make any such filing or should make erroneous filings.

6.5 Failure to Take in Kind. Should any Party fail to take in kind or separately dispose of its share
of Production, the Party acting as Unit Operator shall have the right, revocable at will by the Party
owning such share, to purchase such share for its own account at not less than the market price
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prevailing in the area for Production of like kind and quality, or to sell such share to others at not less
than the price which it receives for its own share of Production; provided that all such sales shall be only
for such reasonable periods of time as are consistent with the minimum needs of the industry under the
circumstances, but not to exceed one (1) year. Notwithstanding the foregoing, Unit Operator shall not
sell or commit any Party’s share of gas Production to a sale without first giving such Party not less than
ninety (90) days’ written notice.

6.6 Surplus Materials and Equipment. Materials and equipment owned by the Parties or by any of
them pursuant to this Agreement may be classified as surplus by Unit Operator when deemed by it to be
no longer needed in operations hereunder, by giving to each Party owning an interest therein notice
thereof. Such surplus materials and equipment shall be disposed of as follows:

A. Each Party owning an interest therein shall have the right to take in kind its share of
surplus tubular goods and other surplus items which are susceptible of division in kind, by notice
given to Unit Operator within thirty (30) days after classification thereof as surplus, except that
such right shall not apply to junk or to any item (other than tubular goods) having a replacement
cost of less than Seven Thousand Five Hundred Dollars ($7,500.00).

B. Surplus materials and equipment not divided in kind, other than junk and any item (other
than tubular goods) having a replacement cost of less than Seven Thousand Five Hundred Dollars
($7,500.00), shall be sold to the highest bidder or bidders.

C. Surplus materials and equipment not disposed of in accordance with the preceding
provisions of this Section shall be disposed of as provided in Exhibit 1.

ARTICLE 7
PLANS-OF DEVELOPMENT

7.1 Submittal of Plans. Each plan for the development ‘and operation of the Unit Area shall be
submitted by Unit Operator to the Geological Survey in accordance with the Unit Agreement and the
further provisions of this Article.

7.2 Proposal. Unit Operator shall initiate each proposed plan by submitting the same in writing to
each Party at least thirty (30) days before filing the same With the Geological Survey. If, within the
30-day period above provided, such plan receives the Approval of the Parties or no written objections are
received, then such plan shall be filed.

7.3 Objections to Plan.Within the 30-day period above provided, any Party may submit to Unit
Operator written objections to such plan. If, despite such objections, the plan receives the Approval of the
Parties, then the Party making the objections may renew the same before the Geological Survey.

7.4 Revised Plan. If such plan does not receive the Approval of the Parties, and Unit Operator
receives written objections thereto, then Unit Operator shall submit to the Parties a revised plan, taking
into account the objections made to the first plan. If no plan receives the Approval of the Parties within
sixty (60) days from submission of the first plan, then Unit Operator shall file with the Geological
Survey a plan reflecting as nearly as practicable the various views expressed by the Parties.

7.5 Rejection of Plan. If a plan filed by Unit Operator as above provided is rejected by the
Geological Survey, Unit Operator shall initiate a new plan in the same manner as provided in Section
7.2, and the procedure with respect thereto shall be the same as in the case of an initial plan.

7.6 Notice of Approval or Disapproval. If and when a.plan has been approved or disapproved by the
Geological Survey, Unit Operator shall give prompt notice thereof to each Party.

7.7 Supplemental Plans. If any Party or Parties shall have elected to proceed with a Drilling,
Deepening, or Plugging Back operation in accordance with the provisions of this Agreement, and such
operationis not provided for in the then current plan of development approved by the Geological Survey,
Unit Operator shall either (a) submit to the Geological Survey for approval a supplemental plan
providing for the conduct of such operation or (b) request the Geological Survey to consent to such
operation, if such consent is sufficient.

7.8 Cessation of Operations Under the Plan. If any plan approved by the Geological Survey
provides for the cessation of any Drilling or other operation therein provided for on the happening of a
contingency and such contingency occurs, Unit Operator shall promptly cease such Drilling or other
operation and shall not incur any additional Costs in connection therewith unless and until such
Drilling or other operation is again authorized, in accordance with this Agreement, by the Parties
chargeable with such Costs and the Geological Survey.

ARTICLE 8
DEVELOPMENT WELLS

8.1 Purpose and Procedure. It is the purpose of this Article to set forth the procedure for Drilling
and Completing a Development Well.

8.2 Drilling. The Drilling of a Development Well shall be pursuant to the procedure herein set
forth. .

A. Approval Required. The Drilling of a Development Well shall be subject to such Drilling
receiving the Approval of the Parties, unless the Drilling of the proposed well is necessary to
prevent the loss of a Committed Working Interest in the tract of land on which the proposed wellis to
be Drilled. Vote by any Party in favor of the Drilling of any such well shall not, however, be deemed
an election by such Party to participate in the Costs thereof but shall mean only that such Party
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considers the Drilling of the well to be consistent with the efficient and economic development of the
participating area involved and has no objection to the Drilling thereof.

B. Notice of Proposed Drilling. Subject to the provisions of Subdivision A of this Section 8.2,
any Party within a participating area may propose the Drilling of a Development Well therein by
giving to each of the other Parties within the participating area notice, specifying the location,
depth, and estimated cost of the proposed well, which location shall conform to any applicable
spacing pattern then existing or an approved exception thereto.

C. Response to Notice. Within thirty (30) days after receipt of such notice, each Party within
such participating area shall advise all other Parties therein whether or not it wishes to participate
in Drilling the proposed well. If any Party fails to give such advice within said 30-day period, it shall
be deemed to have elected not to participate in Drilling the proposed well. If all Parties within such
participating area advise that they wish to participate in Drilling the proposed well, then Unit
Operator shall Drill the well for the account of all such Parties.

D. Notice of Election to Proceed. Unless all Parties within the participating area agree to
participate in Drilling such well, then, within fifteen (15) days after expiration of the 30-day period
specified in Subdivision C of this Section 8.2, each Party within the participating area then desiring
to have the proposed well Drilled shall give to all other Parties therein notice of its election to
proceed with the Drilling of said well. Failure to gwe such notice shall be deemed an election not to
participate in Drilling the well.

E. Subsequent Election. If election to Drill the pr.oposed well is made, any Party within the
participating area who had not previously elected to participate therein may do so by notice given to
Unit Operator at any time before the well is spudded, in which event such Party shall be included in
the Drilling Party. However, such Party shall be bound by any and all Directions and Approvals
theretofore given by the Drilling Party concerning the Drilling of the well.

F. Effect of Election. If one or more, but not all, of the Parties within the participating area
elect to proceed with the Drilling of the well, Unit Operator shall Drill the well for the account of
such Party or Parties, who shall constitute the Drilling Party, on an Acreage Basis among them-
selves, or on such other basis as said Parties may specify.

G. Rights and Obligations of Drilling Party and Non-Drilling Party. Whenever a Develop-
ment Well is Drilled otherwise than for the account of all Parties within the participating area
involved, the provisions of Article 12 shall be applicable to such operation.

8.3 Attempted Completion. The attempted Completion of Development Wells Dnlled to their
projected depths shall be governed by the following provisions:

A. Notice by Unit Operator. After a Development Well has reached its projected depth and
been tested, logged, and logs furnished to each Drilling Party, but before production pipe has been
set, Unit Operator shall give notice thereof to each Drilling Party.

B. Right to Attempt Completion. Each Drilling Party shall have the right to initiate a
proposal to attempt the Completion of such well and also shall be entitled to participate in the
Completion attempt.

C. Time and Manner of Initiating Proposal. A period of twenty-four (24) hours (exclusive of
Saturdays, Sundays, and holidays) from and after receipt of the notice given pursuant to Subdivi-
sion A of this Section 8.3 shall be allowed within which a Party entitled to do so may initiate a
proposal to Complete. Any such proposal shall be initiated by giving notice thereof to Unit Operator
and to each Drilling Party. If no such proposal isinitiated within said period and no other proposal is
initiated pursuant to Article 11, Unit Operator shall plug and abandon the well for the account of
the Drilling Party.

D. Election. If a proposal to Complete is initiated, each Drilling Party shall have a period of
twenty-four (24) hours (exclusive of Saturdays, Sundays, and holidays) from and after receipt of
such proposal within which to notify Unit Operator.whether or not it elects to participate in the
Completion attempt. The failure of a Party to signify its election within said 24-hour period shall be
deemed an election not to participate in the Completion attempt.

E. Effect of Election. The Party or Parties electing to participate in an attempt to Complete a
well as above provided shall constitute the Completing Party for such operation. Each Party who
was entitled to make such election but failed to do so as above provided shall be a Non-Completing
Party with respect to such operation. Such operation shall be conducted by Unit Operator for the
account of the Party or Parties constituting the Completing Party, on an Acreage Basis among
themselves, or on such other basis as the Completing Party may specify. Such operation, if
successful, shall include Equipping the well for production.

F. Rights and Obligations of Completing Party and Non-Completing Party. Upon the com-
mencement of a Completion operation otherwise than for the account of all Drilling Parties, the
provisions of Article 12 shall be applicable to such operation.

G. Notice Prior to Plugging. Before plugging and abandoning any Development Well which
was Drilled to its projected depth and not completed as a producer of unitized substances, Unit
Operator shall give the notice specified in Section 11.1 A, unless every Party entitled to the notice
has consented to the plugging and abandonment of such well, in which event Unit Operator shall
plug and abandon the well for the account of the Completing Party. Upon the giving of such notice,
the provisions of Article 11 shall apply.

w
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ARTICLE 9
EXPLORATORY WELLS

9.1 Purpose and Procedure. It is the purpose of this Artlcle to set forth the procedure for Drilling
and Completing an Exploratory Well.

9.2 Drilling. The Drilling of an Exploratory Well shall be pursuant to the procedure herein set
forth.

A. Notice of Proposed Drilling. Any Party desiring the Drilling of an Exploratory Well on land
in which it owns a Committed Working Interest shall designate an area, herein called a Drilling
Block, not to exceed ___ 640 acres, which, on the basis of available geological information, will, in
its judgment, be proved productive by the Drilling of such well. Unit Operator and each Party
within the Drilling Block shall be furnished with a plat and description of the area so designated,
together with notice of the location, objective formation, estimated depth, and estimated cost of the
proposed well. The location of the proposed well shall conform to any applicable spacing pattern
then existing or an approved exception thereto. The Drilling Block shall include no land in an
established participating area for the objectivé formation for the well to be Drilled thereon nor any
land included in a proposal therefor filed with the Geological Survey nor any land within an active,
previously designated Drilling Block for such fornration. The Drilling Block shall be considered
active for ninety (90) days after the designation thereof and, if the actual Drilling of a well is
commenced thereon within such period, until either:

(1) the Completion of the well, if it is completed otherwise than as a producer of unitized
substances in paying quantities, either at its original projected depth or, if Deepening or
Plugging Back operations are conducted, at any other projected depth; or

(2) the filing with the Geological Survey of a proposal for the establishment or revision of a
participating area if the Completion of the well results in the filing of such proposal.

B. Basis of Participation. Each Party within the Drilling Block shall be entitled to participate
in the Costs of Drilling the proposed well on an Acreage Basis but shall be required to do so only if it
notifies the other Parties within the Drilling Block of its w1lhngness 80 to participate, as hereinafter
in this Article 9 provided.

C. Exclusion of Land From Proposed Drlllmg Block. Within thirty (30) days after receipt of
such notice, any part of the land included in the proposed Drilling Block may be excluded therefrom
at the Direction of the Parties therein. In such event the proposed Drilling Block, as reduced by the
exclusion of such land, shall be established as the Drilling Block. In the absence of any such
Direction, then, at the expiration of said 30-day period, the proposed Drilling Block shall be
established as the Drilling Block.

D. Preliminary Notice to Join in Drilling. Within ten (10) days after the establishment of the
Drilling Block, each Party within such Drilling Block shall advise all other Parties therein whether
or not it wishes to participate in Drilling the proposed well. If any Party fails to give such advice
within said 10-day period, it shall be deemed to have elected not to participate in Drilling the
proposed well. If all Parties within the Drilling Block advise that they wish to participate in Drilling
the proposed well, then Unit Operator shall Drill the well for the account of all such Parties.

E. Notice of Election to Proceed. Unless all Parties within the Drilling Block agree to
participate in Drilling such well, then, within fifteen (15) days after expiration of the 10-day period
specified in Subdivision D of this Section 9.2, each Party within the Drilling Block then desiring to
have the proposed well Drilled shall give to all other Parties therein notice of its election to proceed
with the Drilling of said well. Failure to give such notice shall be deemed an election not to
participate in Drilling the well.

F. Subsequent Election. If election to Drill the proposed well is made, any Party within the
Drilling Block who had not previously elected to participate therein may do so by notice given to all
other Parties within the Drilling Block at any time before the well is spudded, in which event such
Party shall be included in the Drilling Party. However, such Party shall be bound by any and all
Directions and Approvals theretofore given by the Drilling Party concerning the Drilling of the
well.

G. Effect of Election. If one or more, but not all, of the Parties within the Drilling Block elect
to proceed with the Drilling of the well, Unit Operator shall Drill the well for the account of such
Party or Parties, who shall constitute the Drilling Party, on an Acreage Basis among themselves, or
on such other basis as said Parties may specify.

H. Rights and Obligations of Drilling Party and Non-Drilling Party. Whenever an Explora-
tory Well is Drilled otherwise than for the account of all Parties within the Drilling Block involved,
the provisions of Article 12 shall be applicable to such operation.

9.3 Attempted Completion. The attempted Completion of Exploratory Wells Drilled to their
projected depths shall be governed by the following provisions:

A. Notice by Unit Operator. After an Exploratory Well has reached its projected depth and has
been tested, logged, and logs furnished to each Drilling Party, but before production pipe has been
set, Unit Operator shall give notice thereof to each Drilling Party.

B. Right to Attempt Completion. Each Drilling Party shall have the right to initiate a
proposal to attempt the Completion of such well and also shall be entitled to participate in the
Completion attempt.
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C. Time and Manner of Initiating Proposal. A period of twenty-four (24) hours (exclusive of
Saturdays, Sundays, and holidays) from and after receipt of the notice given pursuant to Subdivi-
sion A of this Section 9.3 shall be allowed within which a Party entitled to do so may initiate a
proposal to Complete. Any such proposal shall be initiated by giving notice thereof to Unit Operator
and to each Drilling Party. If no such proposal is initiated within said period and no other proposal is
initiated pursuant to Article 11, Unit Operator shall plug and abandon the well for the account of
the Drilling Party.

D. Election. If a proposal to Complete is initiated, each Party entitled to participate in the
Completion attempt shall have a period of twenty-four (24) hours (exclusive of Saturdays, Sundays,
and holidays) from and after receipt of such proposal within which to notify Unit Operator whether
or not it elects to participate in the Completion attempt. The failure of a Party to signify its election
within said 24-hour period shall be deemed an election not to participate in the Completion attempt.

E. Effect of Election. The Party or Parties electing to participate in an attempt to Complete a
well as above provided shall constitute the Completing Party for such operation. Each Party who
was entitled to make such election but failed to do so as above provided shall be a Non-Completing
Party with respect to such operation. Such operation shall be conducted by Unit Operator for the
account of the Party or Parties constituting the Cpmbleting Party, on an Acreage Basis among
themselves, or on such other basis as the Completing Party may specify. Such operation, if
successful, shall include Equipping the well for production.

F. Rights and Obligations of Completing _Party. and Non-Completing Party. Upon the com-
mencement of a Completion operation otherwise thdn for the account of all Drilling Parties, the
provisions of Article 12 shall be applicable to such operation.

G. Notice Prior to Plugging. Before plugging and abandoning any Exploratory Well which
was Drilled to its projected depth and not completed as a producer of unitized substances, Unit
Operator shall give the notice specified in Section 11.1 A, unless every Party entitled to the notice
has consented to the plugging and abandonment of such well, in which event Unit Operator shall
plug and abandon the well for the account of the Completing Party. Upon the giving of such notice,
the provisions of Article 11 shall apply. .

‘ ARTICLE 10
| REQUIRED WELLS

10.1 Definition. For the purpose of this Article, a well shall be deemed a Required Well if the
Drilling thereofis required by a final order of the Geological Survey. Such an order shall be deemed final
upon expiration of the time allowed for appeal therefrom without the commencement of appropriate
appeal proceedings or, if such proceedings are commenced within said time, upon the final disposition of
the appeal. Whenever Unit Operator receives any such order, it shall promptly mail a copy thereof to
each Party. If any such order is appealed, the Party appealing shall give prompt notice thereof to Unit
Operator and to each of the other Parties, and, upon final disposition of the appeal, Unit Operator shall
give each Party prompt notice of the result thereof.

10.2 Election to Drill. Any Party desiring to Drill, or to participate in the Drilling of, a Required
Well shall give to Unit Operator notice thereof within thirty (30) days after the order requiring such well
becomes final or within such lesser time as may be required to insure compliance with such order. If such
notice is given within said period, Unit Operator shall Drill the Required Well for the account of the
Party or Parties giving such notice; provided, however, if the Required Well is a Development Well, it
shall not be Drilled unless it receives the Approval of the Parties within the participating area involved.
All rights and obligations with respect to the ownership of such well, the operating rights therein, the
Production therefrom, and the bearing of Costs incurred therein shali be the same asif the well had been
Drilled under Article 8, if the same is a Development. Well, or under Article 9, if the same is an
Exploratory Well or a Subsequent Test Well.

10.3 Alternatives to Drilling. If no Party elects to Drill-a Required Well within the period allowed
for such election, and if any of the following alternatives is available, the first such alternative which is
available shall be followed:

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

B. Contraction. If the Drilling of the well may be avoided, without other penalty, by contrac-
tion of the Unit Area, Unit Operator shall make a reasonable effort to effect such contraction; or

C. Termination. If the Required Well is a Subsequent Test Well, the Parties shall join in
termination of the Unit Agreement in accordance with its provisions.

10.4 Required Drilling. If none of the foregoing alternatives is available, Unit Operator shall Drill

the Required Well under whichever of the following provisions is applicable:
A. Development Well. If the Required Well is a Development Well, it shall be Drilled by Unit
Operator for the account of all Parties within the participating area in which the well is Drilled; or

B. Exploratory Well. If the Required Well is an Exploratory Well, the Drilling Block for such
well shall consist of all forty (40) acre subdivisions and lots of the Public Land Survey of which more
than one-half of the surface area is within a distance of 2,640 feet from the proposed bottom hole
location of such well, but excluding therefrom all lands within any participating area theretofore
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established for the pool or zone to which the well is to be Drilled. Unit Operator shall Drill such well
for the account of all the Parties owning Committed Working Interests within the Drilling Block, on
an Acreage Basis among themselves; and no such Party shall have the right to elect not to
participate in the Drilling of said well.

ARTICLE 11
DEEPENING, PLUGGING BACK, AND ABANDONMENT

11.1 Attempted Deepening or Plugging Back. The attempted Deepening or Plugging Back of wells
not completed as producers of unitized substances at their original projected depths shall be governed by
the following provisions of this Section 11.1 and by the provisions of Section 11.2, unless every Party
entitled to the notice provided for in Subdivision A of this Section 11.1 has consented to the plugging and
abandonment of such well:

A. Notice by Unit Operator. Before abandoning any well which has been Drilled to its original
projected depth but not completed as a producer-of unitized substances, Unit Operator shall give
notice of its intention to plug and abandon such well to each Drilling Party and Non-Drilling Party.

B. Rightte Initiate Proposal. Each Party who pqrtfcipated in the Drilling of a well concerning
which notice is given in accordance with Subdivision A of this Section 11.1 and any other Party
owning a Committed Working Interest in the tract of land on which the well is located may initiate a
proposal to attempt to Deepen or Plug Back such well; provided, however, ifthe well was Drilled asa
Development Well, a proposal to Deepen or Plug Back may be initiated only by a Party owning a
Committed Working Interest in the tract of land on which the well is located.

C. Right to Participate. In order to be entitled to participate in a Deepening or Plugging Back
operation, a Party must have the right to initiate the same or must own a Committed Working
Interest in the Drilling Block theretofore established for Drilling the well involved; if no Drilling
Block was theretofore established for Drilling such well, the Drilling Block for such Deepening or
Plugging Back operation shall be established automatically in accordance with the provisions of
Subdivision B of Section 10.4, which shall be applicable hereto.

D. Time and Manner of Initiating Proposal. A period of twenty-four (24) hours (exclusive of
Saturdays, Sundays, and holidays) from and after receipt of the notice given pursuant to Subdivi-
sion A of this Section 11.1 shall be allowed within which a Party entitled to do so may initiate a
proposal to Deepen or Plug Back. Any such proposal shall be initiated by giving notice thereof to
Unit Operator and to each Party entitled to participate in the proposed operation. If no such
proposal is initiated within said period, Unit Operator shall plug and abandon the well for the
account of the Completing Party if a Completion attempt was made or, if not, then for the account of
the Drilling Party.

E. Election. If a proposal to Deepen or Plug Back a well is initiated, each Party entitled to
participate in the operation proposed shall have a period of forty-eight (48) hours (exclusive of
Saturdays, Sundays, and holidays) from and after receipt of such proposal within which to notify
Unit Operator whether or not it elects to participate in the proposed operation. The failure of a Party
to signify its election within said 48-hour period shall be deemed an election not to participate in the
proposed operation.

F. Effect of Election. The Party or Parties electing to participate in an operation to Deepen or
Plug Back a well as above provided shall constitute the Participating Party for such operation. Each
Party who was entitled to make such election but failed to do so as above provided shall be a
Non-Participating Party with respect to such operation. Such operation shall be conducted by Unit
Operator for the account of the Party or Parties constituting the Participating Party, on an Acreage
Basis among themselves, subject, however, to the previsions of Section 11.2 and Section 11.3. If the
Party or Parties making such election do not proceed with the operation, the Costs incurred in
plugging and abandoning the well shall be charged and borne as part of the Costs incurred in
Drilling the well. -

G. Rights and Obligations of Participating Party and Non-Participating Party. Upon the
commencement of a Deepening or Plugging Back operation otherwise than for the account of all
Parties entitled to participate therein, the provisions of Article 12 shall be applicable to such
operation.

11.2 Deepening or Plugging Back to Participating Area. If a well within the surface boundaries of
a participating area is to be Deepened or Plugged Back to the pool or zone for which such participating
area was established, such operation, including the Completion of such well, may be conducted only if it
receives the Approval of the Parties within such participating area, and only upon such terrms and
conditions as may be specified in such Approval, and upon such further terms and conditions as may be
agreed to by the Parties owning interests in the well immediately prior to the commencement of any
such Deepening or Plugging Back operation.

11.3 Conflicts. If conflicting elections to attempt to Deepen or Plug Back are made in accordance
with the provisions of this Article 11, preference shall 'be given first to Deepening. However, if a
Deepening attempt does not result in completion of the well as a producer of unitized substances, Unit
Operator shall again give notice in accordance with Subdivision A of Section 11.1 before plugging and
abandoning the well.

11.4 Attempted Completion. The attempted Completion of wells Deepened or Plugged Back to
their projected depths, except wells Deepened or Plugged Back to a participating area, shall be governed
by the provisions of Section 9.3, unless every Participating Party has consented to the plugging and
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abandonment of such well, in which event Unit Operator shall plug and abandon the well for the account
of the Participating Party.

11.5 Abandonment of Producing Wells. A well completed as a producer of unitized substances
within a participating area shall be abandoned for plugging if and when abandonment thereof receives
the Approval of the Parties within such participating area, subject, however, to the provisions of Section
11.6. The abandonment of a well completed as a producer but not included in a participating area shall
be governed by the following provisions:

A. Consent Required. Such well shall not be abandoned for production from the pool or zone in
which it is Completed, except with the consent of all Parties then owning the well.

B. Abandonment Procedure. If the abandonment of such well receives the Approval of the
Parties who own the well but is not consented to by all such Parties, Unit Operator shall give notice
thereof to each Party, if any, then having an interest in the well who did not join in such Approval.
Any such non-joining Party who objects to abandonment of the well (herein called Non-Abandoning
Party) may give notice thereof to all other Parties'(herein called Abandoning Parties) then having
interests in the well, provided such notice is given within thirty (30) days after receipt of the notice
given by Unit Operator. If such objection is so made, the Non-Abandoning Party or Parties shall
forthwith pay to the Abandoning Parties their respective shares of the Salvage Value of the well.
Upon the making of such payment, the Abandoning Parties shall be deemed to have relinquished to
the Non-Abandoning Party or Parties all their operating rights and working interest in the well,
but only with respect to the pool or zone in which it is then Completed, and all their interest in the
materials and equipment in or pertaining to the well. If there is more than one Non-Abandoning
Party, the interests so relinquished shall be owned by the Non-Abandoning Parties in the propor-
tions which their respective interests in the well bear to the total of their interests therein
immediately prior to such relinquishment.

C. Rights and Obligations of Non-Abandoning Party. After the relinquishment above
provided for, such well shall be operated by Unit Operator for the account of the Non-Abandoning
Party or Parties, who shall own all Production therefrom and shall bear all Costs, Lease Burdens,
and other burdens thereafter incurred in operating the well and plugging it when abandoned
(unless the well is taken over for Deepening or Plugging Back as hereinafter provided) and also the
Costs of any additional tankage, flow lines, or other facilities needed to measure separately the
unitized substances produced from the well. Costs shall include an overhead charge computecl at the
highest per well rate applicable to the operation of a single producing well in accordance with
Exhibit 1, if such rate is provided.

D. Option to Repurchase Materials. If a well taken over by the Non-Abandoning Party or
Parties as above provided is abandoned for plugging within six (6) months after relinquishment by
the Abandoning Parties of their interests therein, each Abandoning Party shall have the right at its
option to repurchase that portion of the materials and equipment salvaged from the well which is
equal to the interest relinquished by it to the Non-Abandoning Party or Parties, at the value
previously fixed therefor. Said option may be exercised only by notice given to Unit Operator and to
the Non-Abandoning Party or Parties within fifteen (15) days after receipt of the notice given by
Unit Operator pursuant to Section 11.6.

11.6 Deepening or Plugging Back Abandoned Producing Wells. Before plugging any well au-
thorized for abandonment pursuant to Section 11.5, Unit Operator shall give notice to the Party or
Parties owning Committed Working Interests in the tract of land upon which the well is located, which
Parties, for the further purposes of this Section 11.6, shall constitute the Parties entitled to initiate and
participate in a proposed Deepening or Plugging Back operation. Within ten (10) days after receipt of
said notice, any such Party desiring the Deepening or Plugging Back of such well shall give notice
thereof to Unit Operator and to each Party entitled to participate in the proposed operation; and all the
provisions of Subdivisions E, F, and G of Section 11.1 shall apply in the same manner as if the proposed
Deepening or Plugging Back were a proposal for the Drilling of an Exploratory Well, subject, however, to
the provisions of Section 11.2 and Section 11.3. If no Party gives notice of desire to Deepen or Plug Back
such well within said period of ten (10) days, or if such notice is given but no party elects to proceed with
the Deepening or Plugging Back of the well within the time specified therefor, Unit Operator shall plug
and abandon the well for the account of the Party or Parties owning the well.

ARTICLE 12
RIGHTS AND OBLIGATIONS OF DRILLING
PARTY AND NON-DRILLING PARTY

12.1 Useof Terms. As used in this Article, the terms “Drilling Party” and “Non-Drilling Party” are
to be understood as including “Completing Party” and “Non-Completing Party” and “Participating
Party” and “Non-Participating Party”, respectively, as such terms are used in Articles 8, 9, and 11.

12.2 Scope of Article. The rights and obligations of the Drilling Party and Non-Drilling Party with
respect to a well which is Drilled, Deepened, Plugged Back, or Completed otherwise than for the account
of all Parties entitled to participate therein shall be governed by the succeeding provisions of this Article
12.

12.3 Relinquishment of Interest by Non-Drilling Party. When a well is Drilled, Deepened, Plug-
ged Back, or Completed otherwise than for the account of all Parties entitled to participate therein, each
Non-Drilling Party, upon the commencement of such operation, shall be deemed to have relinquished to
the Drilling Party, and the Drilling Party shall own, all such Non-Drilling Party’s operating rights and
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working interest in and to such well. In the case of a Deepening or Plugging Back, if a Non-Drilling
Party owned an interest in the well immediately prior to the Deepening or Plugging Back, the Drilling
Party shall pay to such Non-Drilling Party its share of the Salvage Value of the well, such payment to be
made at the time the well is taken over by the Drilling Party for Deepening or Plugging Back.

12.4 Reversion of Relinquished Interest. If the well is completed as a producer of unitized sub-
stances and isa Development Well or resultsin the establishment or enlargement of a participating area
to include such well and if, by reason thereof, there is included in such participating area any land
within the Drilling Block in which a Non-Drilling Party owns a Committed Working Interest, then the
operating rights and working interest relinquished by such Non-Drilling Party shall revert to it at such
time as the proceeds or market value of that portion of the Production obtained from the well after such
relinquishment which is allocated to all the acreage of such Non-Drilling Party in the participating area
involved (after deducting from such proceeds or market value all Lease Burdens and all taxes upon or
measured by Production that are payable up to such time on said portion of the Production from such
well) shall egual the total of the following:

A. 186% of that portion of the Costs incurred in Equipping the well and in operating the well
after such relinquishment, and up to such time, that would have been charged to such Non-Drilling
Party had the well been Drilled, Deepened, Plugged, Back, or Completed and Equipped for the
account of all Parties entitled to participate therein.

B. 500_% of that portion of the Costs incurred in Drilling, Deepening, Plugging Back, or
Completing the well that would have been charged to such Non-Drilling Party had the well been
Drilled, Deepened, Plugged Back, or Completed and Equipped for the account of all Parties entitled
to participate therein. :

However, if such well is subsequently Deeperied or Plugged Back, then (1) any payment made to such
Non-Drilling Party as its share of the Salvage Value of the well in accordance with Section 12.3 shall be
added to and deemed part of the Costs incurred in operating the well, for the purposes of Subdivision A
above, and (2) if such Non-Drilling Party did not participate in the initial Drilling of the well, but the
Drilling Party did participate therein, and if the interest relinquished by such Non-Drilling Party upon
the initial Drilling of the well had not reverted to it before such Deepening or Plugging Back, then, for
the purposes of Subdivision B above, there shall be added to and deemed part of the Costsincurred in the
Deepening or Plugging Back the then unrecovered portion of the Costs incurred in the initial Drilling of
the well down to the pool or zone in which such well is completed as a producer of unitized substancesasa
result of such Deepening or Plugging Back. :

12.5 Effect of Reversion. From and after reversion to a Non-Drilling Party of its relinquished
interest in a well, such Non-Drilling Party shall share, on an Acreage Basis, in the ownership of the well,
the operating rights and working interest therein, the materials and equipment in or pertaining to the
well, the Production therefrom, and the Costs of operating the well.

12.6 Rights and Obligations of Drilling Party. The Drilling Party for whom a well is Drilled,
Deepened, Plugged Back, or Completed shall pay and bear all Costs incurred therein and shall own the
well, the materials and equipment in the well or pertaining thereto, and the Production therefrom,
subject to reversion to each Non-Drilling Party of its relinquished interest in the well. If the well is a
Development Well or results in the establishment or enlargement of a participating area to include the
well, then, until reversion to a Non-Drilling Party of its relinquished interest, the Drilling Party shall
pay and bear (a) that portion of the Costs incurred in operating the well that otherwise would be
chargeable to such Non-Drilling Party, and (b) all Lease Burdens that are payable with respect to that
portion of the Production from such well which is allocated to the acreage of such Non-Drilling Party. If
the Drilling Party includes two or more Parties, the burdens imposed upon and the benefits accruing to
the Drilling Party shall be shared by such Parties on an Acreage Basis among themselves.

12.7 Accounting Due Non-Drilling Party. In the event a relinquishment of interest by a Non-
Drilling Party occurs pursuant to any provision of this Agreement with respect to any well and
Production is had from such well, Unit Operator shall furnish each Non-Drilling Party, upon its request,
all information referred to in Subdivision F of Section 16.1 and, in addition, the following:

A. anitemized statement of the Costs of the operation in which the Non-Drilling Party did not
participate; and

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

12.8 Stand-By Rig Time. Stand-by time for the rig on a well for the period of time allowed for the
initiation of a proposal and for the response thereto shall be charged and borne as part of the Costs
incurred in the operation just completed. Stand-by time subsequent to said period of time shall be
charged to and borne as Costs incurred in the proposed operation, unless no Party elected to participate
therein.

12.9 Subsequently Created Lease Burdens. Anything herein to the contrary notwithstanding, if,
subsequent to the date of this Agreement, any Party shall create an overriding royalty, production
payment, net proceeds interest, carried interest, or any other interest out of its Committed Working
Interest and at any time become a Non-Drilling Party with respect to any operation conducted under
this Agreement, then the Drilling Party entitled to receive the share of Production to which the
Non-Drilling Party would otherwise be entitled shall receive the same free and clear of any such burden,
and the Non-Drilling Party who created such burden shall hold the Drilling Party harmless with respect
thereto.
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ARTICLE 13
ADJUSTMENT ON ESTABLISHMENT OR CHANGE OF
PARTICIPATING AREA

13.1 When Adjustment Made. Whenever, in accordance with the Unit Agreement, a participating
area is established, or revised by contraction or enlargement, and whenever two or more participating
areas are combined (the participating area resulting from such establishment, revision, or combination
being hereinafter referred to as a “resulting area”), an adjustment shall be made in accordance with the
succeeding provisions of this Article 13, as of the date on which the establishment, revision, or
combination that creates such resulting area becomes effective, such date being hereinafter referred to
as the “effective date” of such resulting area. For the purposes of this Article 13, all Costs of a usable well
shall be deemed to have been incurred on the date the well was Completed.

13.2 Definitions. As used in this Article 13:

A. “Usable well” within a resulting area means a well which is either (1) completed in and
capable of producing unitized substances from a pool or zone for which the resulting area was
created or (2) used as a disposal well, injection well, or otherwise in connection with the production
of unitized substances from such resulting area..

B. “Intangible value” of a usable well within a resulting area means the amount of those Costs
incurred in Drilling, Completing, and Equipping such well, down to the deepest pool or zone for
which such resulting area was created, which contribute to the production of unitized substances
therefrom and which are properly classified as intangible costs in conformity with accounting
practices generally accepted in the industry, reduced at the following rates for each month during
any part of which such well was operated prior to the effective date of such resulting area:

(1) 8:5 % per month for a cumulative total of _ 60 months, and

(2)

C. “Tangible property” serving a resulting area means any kind of tangible property (whether
or not in or pertaining to a well) which has been acquired for use in or in connection with the
production of unitized substances from such resulting area or any portion thereof, and the cost of
which has been charged as Costs pursuant to this Agreement.

% per month for each month in excess of said cumulative total.

D. “Value” of tangible property means the amount of Costs incurred in the construction or
installation thereof (except installation costs properly classified as part of the intangible costs
incurred in connection with a well), reduced, in the case of tangible property which is generally
regarded as depreciable, at the rate of 0.5 % per month for each month during any part of which
such well has been operated prior to the effective date of such resulting area.

13.3 Method of Adjustment on Establishment or Enlargement. As promptly as reasonably possi-
ble after the effective date of a resulting area created by the establishment or enlargement of a
participating area, and as of such effective date, an adjustment shall be made in accordance with the
following provisions, except to the extent otherwise specified in Section 13.5:

A. The intangible value of each usable well within such resulting area on the effective date
thereof shall be credited to the Party or Parties owning such well immediately prior to such effective
date, in proportion to their respective interests in such well immediately prior to such effective date.
The total amount so credited as the intangible value of usable wells shall be charged to all Parties
within the resulting area on an Acreage Basis.

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

C. Ifaresulting area, on the effective date thereof, is served by any tangible property cr usable
well which also serves another participating area or other participating areas, the value of such
tangible property and usable well (including the intangible value thereof) shall be determined in
accordance with Subdivision D of Section 13.2, and such value shall be fairly apportioned between
such resulting area and such other participating area or areas, provided that such apportionment
receives the Approval of the Parties in each participating area concerned. That portion of the value
of such tangible property and usable well (including the intangible value thereof) which is so
apportioned to the resulting area shall be included in the adjustment made as of the effective date of
such resulting area in the same manner as is the value of tangible property serving only the
resulting area.

D. The credits and charges above provided for shall be made by Unit Operator in such manner
that an adjustment shall be made for the intangible value of usable wells separate and apart from an
adjustment for the value of tangible property. On each such adjustment, each Party who is charged
an amount in excess of the amount credited to it shall pay to Unit Operator the amount of such
excess, which shall be considered as Costs chargeable -to such Party for all purposes of this
Agreement; and such amount, when received by Unit Operator, shall be distributed or credited to
the Parties who, in such adjustment, are credited with amounts in excess of the amounts charged to
them respectively.

13.4 Method of Adjustment on Contraction. As promptly as reasonably possible after the effective
date of a contraction of a participating area, an adjustment shall be made with each Party owning a
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Committed Working Interest in land excluded from the participating area by such contraction (such
Committed Working Interest being hereinafter in this Section referred to as “excluded interest”) in
accordance with the following provisions:

A. An adjustment for intangibles shall be made in accordance with Subdivision B of this
Section 13.4, and a separate adjustment for tangibles shall be made in accordance with Subdivision
C of this Section 13.4.

B. Such Party shall be credited with the sum of (1) the total amount theretofore charged
against such Party with respect to its excluded interest, pursuant to the provisions of Exhibit 1, as
intangible Costs incurred in the development and operation of the participating area prior to the
effective date of such contraction, plus (2) the total amount charged against such Party with respect
to such excluded interest as intangible value of usable wells in any previous adjustment or
adjustments made upon the establishment or revision of such participating area. Such Party shall
be charged with the sum of (1} the market value of that portion of the Production from such
participating area which, prior to the effective date of such contraction, was delivered to such Party
with respect to such excluded interest, less the amount of Lease Burdens and taxes paid or payable
on said portion, plus (2) the total amount credited to such Party with respect to such excluded
interest as intangible value of usable wells in any previous adjustment or adjustments made upon
the establishment or revision of such participating area. Any difference between the amount of said
credit and the amount of said charge shall be adjusted as hereinafter provided.

C. Such Party shall be credited with the sum of (1) the total amount theretofore charged
against such Party with respect to its excluded interest, pursuant to the provisions of Exhibit 1, as
Costs other than intangible Costs incurred in the development and operation of the participating
area prior to the effective date of such contraction, plus.(2) the total amount charged against such
Party with respect to its excluded interest as value of tangible property in any previous adjustment
or adjustments made upon the establishment or revision of such participating area, plus (3) the
excess, i any, of the credit provided for in Subdivision B of this Section 13.4 over the charge provided
for in said Subdivision B. Such Party shall be charged with the sum of (1) the excess, if any, of the
charge provided for in said Subdivision B over the credit therein provided for, plus (2) the total
amount credited to such Party with respect to its excluded interest as value of tangible property in
any previous adjustment or adjustments made upon the establishment or revision of such par-
ticipating area. .

D. Ifthe charge provided for in Subdivision C of this Section 13.4 is equal to or greater than the
credit therein provided for, no adjustment shall be made with such Party. However, if the credit
provided for in said Subdivision C isin excess of the charge therein provided for, such excess shall be
charged on an Acreage Basis against Parties who remain in the participating area after such
contraction and shall be paid by said Pariies to Unit Operator upon receipt of invoices therefor. Such
payments, when received by Unit Operator, shall be paid by it to the Party owning such excluded
interest.

13.5 Ownership of Wells and Tangible Property. From and after the effective date of a resulting
area, all usable wells within such resulting area and all tangible property serving such resulting area
shall be owned by the Parties within such area on an Acreage Basis, except that (a) in the case of tangible
property serving a participating area or participating areas in addition to the resulting area, only that
undivided interest therein which is proportionate to that portion of the value thereof which is included
in the adjustment provided for shall be owned by the Parties within the resulting area on an Acreage
Basis, and (b) if a Party within the resulting area was a Non-Drilling Party for a well which is a usabi.
well within such resulting area on the effective date thereof, and if the relinquished interest of such
Non-Drilling Party in such well has not reverted to it prior to such effective date, the Drilling Party for
such well shall own the interest therein that would otherwise be owned by such Non-Drilling Party until
reversion to such Non-Drilling Party of its relinquished interest in such well.

13.6 Relinquished Interest of Non-Drilling Parties. If the interest relinquished by a Non-Drilling
Party in a well which is a usable well within a resulting area on the effective date thereof has not
reverted to it prior to such effective date, then insofar, but only insofar, as they relate to such well, the
adjustments provided for in Section 13.3 shall be subject to the following provisions, wherein the sum of
the intangible value of such well, plus the value of the tangible property in or pertaining thereto, is
referred to as the “value” of such well:

A. The Drilling Party for such well shall be charged with that part of the value of the well that
would otherwise be chargeable to such Non-Drilling Party with respect to (1) such Non-Drilling
Party’s Committed Working Interest or Interests in the participating area in which the well was
Drilled, as such participating area existed when the Drilling of the well was commenced, if the well
was Drilled as a Development Well, or (2) the Committed Working Interest or Interests of such
Non-Drilling Party which entitled it to participate in the Drilling, Deepening, Plugging Back, or
Completion of the well, if it was Drilled, Deepened, Plugged Back, or Completed otherwise thanasa
Development Well, However, such Non-Drilling Party shall be charged with such part, if any, of the
value of such well as is chargeable to it, in accordance with Subdivisions A and B of Section 13.3,
with respect to its Committed Working Interests other than those referred to in (1) and (2) above.

B. If that part of the value of such well which would have been credited to such Non-Drilling
Party if the well had been Drilled, Deepened, Plugged Back, or Completed for the account of all
Parties entitled to participate therein exceeds the amount provided in Subdivison A of this Section
13.6 to be charged against the Drilling Party, such excess shall be applied against the reimburse-
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ment to which the Drilling Party is entitled out of Production that would otherwise accrue to such
Non-Drilling Party. Any balance of such excess over the amount necessary to complete such
reimbursement shall be credited to such Non-Drilling Party.

ARTICLE 14
SUPERVISION OF OPERATIONS BY PARTIES

14.1 Right of Supervision. Each operation conducted by Unit Operator under this Agreement or the
Unit Agreement shall be subject to supervision and control in accordance with the succeeding provisions
of this Article 14 by the Parties who are chargeable with the Costs thereof.

14.2 Voting Control. In the supervision of an operation conducted by Unit Operator, the Parties
chargeable with the Costs of such operation shall have the right to vote in proportion to their respective
obligations for such Costs. The Parties having the right to vote on any other matter shall vote thereon on
an Acreage Basis. Except as provided for in the Unit Agreement and except as otherwise specified in this
Agreement (particular reference being made to Section 25.1, Section 27.1, and that portion of Section
11.5 relating to abandonment of producing wells outsideof a participating area), the affirmative vote of
Parties having __65 % or more of the voting power on any fhatter which is proper for action by them shall
be binding upon all Parties entitled to vote thereon; provided, however, if one Party voting in the
affirmative has __65 % or more but less than _85 % of the voting power, the affirmative vote of such
Party shall not be binding upon the Parties entitled to vote thereon unless its vote is supported by the
affirmative vote of at least one additional Party; and provided further, that if one Party voting in the
negative or failing to vote has more than ___35 % but less than 50% of the voting power, the affirmative
vote of the Parties having a majority of the voting power shall be binding upon all Parties entitled to vote
unless there is a negative vote of at least one additional Party. In the event only two Parties are entitled
to vote, the vote of the one with the greater interest shall prevail. If only one Party is entitled to vote,
such Party’s vote shall control. A Party failing to vote shall not be deemed to have voted either in the
affirmative orin the negative. Any Approval or Direction provided for in this Agreement which receives
the affirmative vote above specified shall be deemed given by and shall be binding upon all Farties
entitled to vote thereon, except where the vote of a larger percentage is specifically required.

14.3 Meetings. Any matter which is proper for consideration by the Parties, or any of them, tay be
considered at a meeting held for that purpose. A meeting may be called by Unit Operator at any time,
and a meeting shall be called by Unit Operator upon written request of any Party having voting power
on any matter to be considered at the meeting. At least ten (10) days in advance of each meeting, Unit
Operator shall give each Party entitled to vote thereat notice of the time, place, and purpose of the
meeting. Unit Operator’s representative shall be the Chairman of such meeting.

14.4 Action Without Meeting. In lieu of calling a meeting, Unit Operator may submit any matter
which is proper for consideration by the Parties, or any of them, by giving to each such Party notice,
describing in adequate detail the matter so submitted. Each Party entitled to vote on any matter so
submitted shall communiecate its vote thereon to Unit Operator within such period as may be designated
in the notice given by Unit Operator (which period shall be not less than ten (10) nor more than thirty
(30) days); provided, however, if, within ten (10) days after submission of such matter, request is made
for a meeting in accordance with Section 14.3, such matter shall be considered only at a meeting called
for that purpose. If a meeting is not required, then, at the expiration of the period designated in the
notice given by it, Unit Operator shall give to each Party entitled to vote thereon notice, stating the
tabulation and result of the vote.

14.5 Representatives. Promptly after execution of this Agreement, each Party, by notice to all other
Parties, shall designate a representative authorized to vote for such Party and may designate an
alternate authorized to vote for such Party in the absence of its representative. Any such designation of a
representative or alternate representative may be revoked at any time by notice given to all other
Parties, provided such notice designates a new representative or alternate representative, as the case
may be. P

14.6 Audits. Audits may be made of Unit Operator’s records and books of account pertaining to
operations hereunder, as provided in Exhibit 1.

14.7 Extraneous Projects. Nothing contained in this Agreement shall be deemed to authorize the
Parties, by vote or otherwise, to act upon any matter or to authorize any expenditure unless such matter
or expenditure relates to the conduct of operations authorized by the Unit Agreement or this Agreement.

ARTICLE 15
UNIT OPERATOR’S POWERS AND RIGHTS

15.1 InGeneral. Subject to the limitations set forth in this Agreement, all operations authorized by
the Unit Agreement and this Agreement shall be managed and conducted by Unit Operator. Unit
Operator shall have exclusive custody of all materials, equipment, and any other property used in
connection with any operation within the Unit Area.

15.2 Employees. All individuals employed by Unit O}Serator in the conduct of operations hereun-
der shall be the employees of Unit Operator alone; and their working hours, rates of compensation, and
all other matters relating to their employment shall be determined solely by Unit Operator.

15.3 Non-Liability. Unit Operator shall not be liable to any Party for anything done or omitted to
be done by it in the conduct of operations hereunder, except in case of bad faith.

15.4 Force Majeure. The obligations of Unit Operator hereunder shall be suspended to the extent
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that, and only so long as, performance thereof is prevented by fire, action of the elements, strikes or other
differences with workmen, acts of civil or military authorities, acts of the public enemy, restrictions or
restraints imposed by law or by regulation or order of governmental authority, whether Federal, State,
or local, inability to obtain necessary rights of access, or any other cause reasonably beyond the control of
Unit Operator, whether or not similar to any cause above enumerated. Whenever performance of its
obligations is prevented by any such cause, Unit Operator shall give notice thereof to the Parties as
promptly as is reasonably practicable.

15.5 Lien. Each of the Parties hereby grants to Unit Operator a lien upon its Committed Working
Interests, its interest in all jointly owned materials, equipment, and other property, and its interest in
all Production, as security for payment of Costs chargeable to it, together with any interest payable
thereon. In addition to Unit Operator’s rights under the foregoing lien, and as a secured party, Unit
Operator shall be entitled to the benefit of any statutory operator’s lien provided for in the jurisdiction in
which the Unit Area is located. Unit Operator may, but need not, bring an action at law or in equity to
enforce collection of such indebtedness, with or without foreclosure of such lien, and, in addition, shall
have all rights provided under the terms of the Uniform Commercial Code or of any other law. In
addition to the foregoing, and not in limitation thereof, upon default by any Party in the payment of
Costs chargeable to it, Unit Operator shall have the right to collect and receive proceeds from the
purchaser of such Party’s share of Production, up to the amount owing by such Party, plus interest at the
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specified above shall be deemed exclusive, and the exercise of any such remedy or right shall not be
deemed an election of remedies and shall not affect enforceability of the foregoing lien or security
interest. .

15.6 Advances. Unit Operator, at its elecfion, shall have the right from time to time to demand and
receive from the Parties chargeable therewith payment in advance of their respective shares of the
estimated amount of Costs to be incurred during any month, which right may be exercised only by
submission to each such Party of a properly itemized statement of such estimated Costs, together with
an invoice for its share thereof. Each such statement and invoice for the payment in advance of
estimated Costs for any month shall be submitted on or about the twentieth (20th) day of the next
preceding month. The amount of each such invoice shall be payable within fifteen (15) days after receipt

thereof and thereafter shall bear interest at the ¥ Per annum unfiil paid. Proper adjustment
shall be made monthly between such advances and Costs, to the end that each Party shall bear and pay
its proportionate share of Costs incurred and no more. Unit Operator may request advance payment or
security for the total estimated Costs to be incurred in a particular Drilling, Deepening, Plugging Back,
or Completing operation and, notwithstanding any other provisions of this Agreement, shall not be
obligated to commence such operation unless and until such advance payment is made or Unit Operator
is furnished security acceptable to it for such payment.by the Party or Parties chargeable therewith.

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

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

ARTICLE 16
UNIT OPERATOR’S DUTIES

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

A. Drilling of Wells. Drill, Deepen, Plug Back, or Complete a well or wells only in accordance
with the provisions of this Agreement.

B. Compliance with Laws and Agreements. Comply with the provisions of the Unit Agree-
ment, all applicable laws and governmental regulations (whether Federal, State, or local), and
Directions of the Parties pursuant to this Agreement. In case of conflict between such Directions
and the provisions of the Unit Agreement or such laws or regulations, the provisions of the Unit
Agreement or such laws or regulations shall govern.

C. Consultation with Parties. Consult freely with the Parties within the area affected by any
operation hereunder and keep them advised of all matters arising in operations hereunder which
Unit Operator deems important, in the exercise of its best judgment.

D. Payment of Costs. Pay all costs incurred in operations hereunder promptly as and when due
and payable and keep the Committed Working Interests and all property used in connection with
operations under this Agreement free from liens which may be claimed for the payment of such
Costs, except any such lien which it disputes, in which event Unit Operator may contest the
disputed lien upon giving notice thereof to the Parties affected thereby.
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E. Records. Keep full and accurate records of all Costs incurred and of all controllable
materials and equipment, which records, and receipts and vouchers in support thereof, shall be
available for inspection by authorized employees or agents of the Parties at reasonable intervals
during usual business hours at the office of Unit Operator.

F. Information. Furnish promptly to each Party chargeable with Costs of the operation
involved and to each additional Party who makes timely written request therefor (1) copies of Unit
Operator’s authorizations for expenditures or itemizations of estimated expenditures in excess of

en thousand Dollars ($10,000.00, (2) copies of all drilling reports, well logs,
and State and Federal reports, (3) samples of cores and cuttings taken from wells Drilled hereunder,
to be delivered at the well in containers furnished by the Party requesting same, and (4) such other
and additional information or reports as may be required by Direction of the Parties within the area
affected. If multiple copies of any such materials are requested by any Party, Unit Operator may
charge the cost thereof directly to the requesting Party.

G. Accessto Unit Area. Permit each Party, through its authorized employees or agents, but at
such Party’s sole risk and expense, to have access to the Unit Area at all times and to the derrick
floor of each well Drilled or being Drilled hereunder, for the purpose of observing operations
conducted hereunder and inspecting materials, equipment, or other property used in connection
with operations under this Agreement and to have access at reasonable times to information and
data in the possession of Unit Operator concerning Unit operations.

16.2 Insurance.

A. Unit Operator’s. Unit Operator shall comply with the Workmen’s Compensation Law of the
State in which the Unit Area is located. Unit Operator shall also maintain in force at all tirmnes with
respect to operations hereunder such other insurance, if-any, as may be required by law. In addition,
Unit Operator shall maintain such other insurance, if any, asis described in Exhibit 3 or as receives
the Approval of the Parties from time to time. Unit Operator shall carry no other insurance for the
benefit of the Parties, except as above specified. Upon request of any Party, Unit Operator shall
furnish evidence of insurance carried by it with respect to operations hereunder.

B. Contractors’. Unit Operator shall require all contractors engaged in operations under this
Agreement to comply with the Workmen’s Compensation Law of the State in which the Unit Area is
located and to maintain such other insurance as may be required by Direction of the Parties.

C. Automotive Equipment. In the event Automobile Public Liability insurance is specified in
Exhibit 3 or subsequently receives the Approval of the Parties, no direct charge shall be made by
Unit Operator for premiums paid for such insurance for Unit Operator’s fully owned automotive
equiment,

16.3 Non-Discrimination. In connection with the performance of work under this Agreement, Unit
Operator agrees to comply with the provisions of Exhibit 4.

Unit Operator agrees to insert non-discrimination provisions in all subcontracts hereunder, as
required by law or regulation.

16.4 Drilling Contracts. Each Drilling, Deepening, Plugging Back, or Completing operation con-
ducted hereunder, and not performed by Unit Operator with its own tools and equipment in accordance
with Section 15.7, shall be performed by a reputable drilling contractor having suitable equipment and
personnel, under written contract between Unit Operator and the contractor, at the most favorable rates
and on the most favorable terms and conditions bid, if bids were obtained, but otherwise at rates and on
terms and conditions receiving the Approval of the Parties.

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

ARTICLE 17 * .
LIMITATIONS ON UNIT OPERATOR

17.1 Specific Limitations. In the conduct of operations hereunder, Unit Operator shall not, with-
out first obtaining the Approval of the Parties:

A. Changein Operations. Make any substantial change in the basic method of operation of any
well, except in the case of an emergency.

B. Limit on Expenditures. Undertake any project reasonably estimated to require an expendi-
ture in excess of _Twenty-five thousand _ Dollars ($25,000.00; provided, however, that (1)
Unit Operator is authorized to make all usual and customary operating expenditures that are
required in the normal course of producing operations, (2) whenever Unit Operator is authorized to
conduct a Drilling, Completing, or Deepening or Plugging Back operation, or to undertake any
other project, in accordance with this Agreement, Unit Operator shall be authorized to make all
reasonable and necessary expenditures in connection therewith, and (3) in case of emergency, Unit
Operator may make such immediate expenditures ds may be necessary for the protection of life or
property, but notice of such emergency shall be given to all Parties as promptly as reasonably
possible.

C. Partial Relinquishment. Make any partial relinquishment of its rights as Unit Operator,
appoint any sub-operator, or execute any Designation of Agent.
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ARTICLE 18
TITLES

18.1 Representation of Ownership. Each Party represents to all other Parties that, to the best of its
knowledge and belief, its ownership of Committed Working Interests in the Unit Area is that set out in
Exhibit B to the Unit Agreement. If it develops that any such ownership is incorrectly stated, the rights
and responsibilities of the Parties shall be governed by the provisions of this Article 18, but such
erroneous statement shall not be a cause for canceling or terminating this Agreement.

18.2 Title Papers to be Furmshed

A. Lease Papers. Each Party, after executlng this' Agreement, shall upon request promptly
furnish Unit Operator with copies of all leases, assignments, options, and other contracts which it
has in its possession relating to its Committed Working Interests.

B. Title Papers for Initial Test Well. Promptly after the effective date of this Agreement each
Party within the area described as the Title Examination-‘Area in Exhibit 2 shall, at its own expense
but without responsibility for the accuracy thereof, furnish Unit Operator with the following title
materials relating to all lands within such area in which it owns Committed Working Interests:

(1) Abstracts of title based upon the County records, certified to the current date;

(2) All lease papers, or copies thereof, mentioned in Subdivision A of this Section 18.2 which
the Party has in its possession and which have not been previously furnished to Unit
Operator;

(3) Copies of any title opinions which the Party has in its possession;

(4) IfFederal lands are involved, status reports of current date, setting forth the entries found
in the District Land Office for such lands, and also certified copies of the Serial Registers for
the Federal leases involved;

(5) If State lands are involved, status reports of current date, setting forth the entries found in
the State records for such lands; and

(6) IfIndianlandsare involved, status reports of current date, setting forth the entries found in
the office of the Superintendent of the Indian Agency and in the Area Office for such lands.

C. Title Papers for Subsequent Wells. Any-Party who proposes the Drilling of a Subsequent
Test Well or Exploratory Well shall, at the time of giving notice for such proposed well, designate a
title examination area not exceeding _ 64Q  acres and not including any lands within a
participating area. When the Drilling of a Development Well receives the Approval of the Parties
within the participating area in which it is to be Drilled, a title examination area covering lands
outside any participating area may be designated by the Approval of such Parties. Each Party
within any such title examination area shall, at its own expense and upon request, furnish Unit
Operator with the title materials listed in Subdivision B of this Section 18.2 not previously
furnished, relating to all lands within such area in which it owns Committed Working Interests.

D. Title Papers on Establishment or Enlargement of a Participating Area. Upon the estab-
lishment or the enlargement of a participating area, each Party shall promptly furnish Unit
Operator all the title materials listed in Subdivision B of this Section 18.2 not previously furnished,
relating to all its Committed Working Interests in the lands lying within such participating area as
established or enlarged.

18.3 Title Examination. Promptly after all title materials delivered pursuant to Section 18.2 have
been received, Unit Operator shall deliver the same to an attorney or attorneys approved by the Parties
within the title examination area. Unit Operator shall arrange to have said materials examined
promptly by such attorney or attorneys and shall distribute copies of title opinions to all Parties within
the title examination area as soon as they are received. Each Party shall be responsible, at its expense,
for curing its own titles. After a reasonable time, not exceeding thirty (30) days, has been allowed for any
necessary curative work, Unit Operator shall submit to each Party written recommendations for
approval or disapproval of the title to each Committed Working Interest involved, and thereafter the
Parties shall advise Unit Operator in writing, within fifteen (15) days after receipt of such recom-
mendations, of approval or disapproval of titles. Unless otherwise agreed, the cost of all title exami-
nations made under this Section 18.3 shall be charged as part of the Costs of Drilling the well for which
such title examination was made.

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

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

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

18.7 Failure of Title to Committed Working Interest Before Approval. If title to a Committed
Working Interest shall fail in whole or in part prior to receiving the Approval of the Parties, the Parties
who improperly claimed said interest shall sustain the entire loss occasioned by such failure of title and
do hereby expressly relieve and indemnify Unit Operator and all other Parties from and against any and
all liability on account thereof.

18.8 Failure of Title to Committed Working Interest After Approval. If title to a Committed
Working Interest which has received the Approval of the Parties under Section 18.5 fails in whole or in
part at a time when the tract affected thereby is within an active Drilling Block or within a Drilling
Block upon which a well has been completed otherwise than as a producer of unitized substances in
paying quantities, or if title to a Committed Working Interest which has received the Approval of the
Parties under Section 18.6 fails in whole or in part at a time when the tract affected thereby is within a
participating area, then:

A. theloss, the cost of litigation, and any ensuing liability shall be borne by the Parties having
interests in the affected participating area or Drilling Block (including the Party whose Committed
Working Interest has been lost and including the acreage of such Committed Working Interest);

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

C. the relinquished portions of said Committed Working Interests (subject to their proportion-
ate part of the Lease Burdens attributable thereto) shall be deemed owned by the Party receiving
same.

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

18.10 Title Challenge. In the event of any suit or action challenging the title of any Party to any of
the oil and gas rights committed by said Party to this Agreement and to the Unit Agreement, the Party
served will immediately notify the other Parties, and the Party whose title has been challenged shall
forthwith take over and be in charge of the conduct of the litigation and shall bear the entire cost of such
litigation, unless the title has previously received the Approval of the Parties, in which event the
provisions of Section 18.8 shall apply.

ARTICLE 19
UNLEASED INTERESTS

19.1 Treated as Leased. If a Party owns in fee all or any part of the oil and gas rights in any tract
within the Unit Area which is not subject to any oil and gas lease or other contract in the nature thereof,
such Party shall be deemed to own a Committed Working Interest in such tract and also a royalty
interest therein in the same manner asifsuch Party’s oil and gas rights in such tract were covered by the
form of oil and gas lease attached as Exhibit 5.

19.2 Execution of Lease. In any provision of this Agreement where reference is made to an
assignment or conveyance by any Party of its Committed Working Interest to any other Party, each such
reference as to any Party owning an unleased interest shall be interpreted to mean that such Party shall
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execute an oil and gas lease to such other Party in the form of Exhibit 5, which shall satisfy the
requirement for an assignment or conveyance of a Committed Working Interest.

ARTICLE 20
RENTALS AND LEASE BURDENS

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

20.2 Lease Burdens. Each Party entitled to receive a share of Production shall be obligated for any
and all payments, whether in cash or in kind, accruing to any and all Lease Burdens, net profits
interests, carried interests, and any similar interest payable with respect to such share or the proceeds
thereof; provided, however, at any time any such Party -entitled to receive Production is not taking in
kind or separately disposing of its share, that portion of stich Production or the proceeds thereof (at the
option of such Party) accruing to such Lease Burdens shall, upon request, be distributed to such Party.

20.3 Loss of Committed Working Interest. If a Committed Working Interest is lost through failure
to make any payment above provided to be made by the Party owning the same, such loss shall be borne
entirely by such Party; provided, however, if the Committed Working Interest so lost covers land within
a participating area, the provisions of Section 18.8 shall apply.

ARTICLE 21
TAXES

21.1 Payment. Any and all ad valorem and severance taxes payable upon Committed Working
Interests (and upon Lease Burdens which are not payable by the owners thereof) or upon materials,
equipment, or other property acquired and held by Unit Operator hereunder, and any and all taxes
(other than income taxes) upon or measured by unitized substances produced from the Unit Area which
are not payable by the purchaser or purchasers thereof or by the owner of Lease Burdens shall be paid by
Unit Operator as and when due and payable. )

21.2 Apportionment. Taxes upon materials, equipment, and other property acquired and held by
Unit Operator hereunder shall be charged to and borne by the Parties owning the same in proportion to
their respective interests therein. All taxes paid by Unit Operator upon or measured by the value of
Production shall be charged to and borne by the Parties owning the same in the same proportions as the
assessed values of their respective portions of such Production bear to the whole thereof. All other taxes
paid by Unit Operator shall be charged to and borne by the Parties in proportion to their ownership in
the Committed Working Interests or unitized substances {as the case may be) upon which or with respect
to which such taxes are paid. All reimbursements from owners of Lease Burdens, whether obtained in
cash or by deduction from Lease Burdens, on account of any taxes paid for such owners shall be paid or
credited to the Parties in the same proportions as such taxes were charged to such Parties.

21.3 Transfer of Interests. In the event of a transfer by one Party to another under the provisions of
this Agreement of any Committed Working Interest or of any other interest in any well or in the
materials and equipment in any well, or in the event of the reversion of any relinquished interest as in
this Agreement provided, the taxes above mentioned assessed against the transferred or reverted
interest for the taxable period in which such transfer or reversion occurs shall be apportioned among
said Parties so that each shall bear the percentage of such taxes which is proportionate to that portion of
the taxable period during which it owned such interest.” -

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

ARTICLE 22 :
WITHDRAWAL OF TRACTS AND UNCOMMITTED INTERESTS

22.1 Right of Withdrawal. If the owner of any substantial interest in a tract within the Unit Area
fails or refuses to join in the Unit Agreement, then such tract may be withdrawn from the Unit
Agreement, as provided in the Unit Agreement.

22.2 Non-Withdrawal. Should the Party or Parties having the right under the Unit Agreement to
withdraw a tract from the Unit Agreement fail to exercise such right, then all payments and liabilities
accruing to the owners of uncommitted interests in such tract shall be paid and borne by such Party or
Parties. , ’

ARTICLE 23
COMPENSATORY ROYALTIES

23.1 Notice. Whenever demand is made in accordance with the Unit Agreement for the payment of
compensatory royalties, Unit Operator shall give notice thereof to each Party affected by the dernand.

23.2 Demand for Failure to Drill a Development Well. If the demand for compensatory royalties
results from the failure to have Drilled a Development Well and such well is not Drilled, then Unit
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Operator shall pay such compensatory royalties. Such payment shall be charged as Costs incurred in
operations within the participating area involved.

23.3 Demand for Failure to Drill a Well Other, Than a Development Well. If the demand for
compensatory royalties results from the failure to have Drilled a well other than a Development Well
and such well is not Drilled, then Unit Operator shall pay such compensatory royalties. Such payment
shall be chargeable to and borne by the Parties who would be obligated to bear the Costs of such well if
the well were Drilled as a Required Well under Subdivision B of Section 10.4.

ARTICLE 24
SEPARATE MEASUREMENT AND SALVAGE

24.1 Separate Measurement. If a well completed as a producer of unitized substances is in or
becomes included in a participating area but is not owned on an Acreage Basis by all the Parties within
such participating area and-if, within thirty (30) days after request therefor by any interested Party, a
method of measuring the Production from such well without the necessity of additional facilities does
not receive the Approval of the Parties, then Unit Operator shall install such additional tankage, flow
lines, or other facilities for separate measurement of the unitized substances produced from such well as
Unit Operator may deem suitable. The Costs of such facilities for separate measurement shall be
charged to and borne by the Drilling Party for such well and treated as Costs incurred in operating such
well, notwithstanding any other provisions of this Agreement.

24.2 Salvaged Materials. If any materials or equipmentare salvaged from a well completed as a
producer after being Drilled, Deepened, Plugged Back, or Completed otherwise than for the account of
all the Parties entitled to participate therein before reversion to the Non-Drilling Party of its relin-
quished interest in the well, the proceeds derived from the sale thereof or, if not sold, the Salvage Value
thereof, shall be treated in the same manner as proceeds of Production from such well for the purpose of
determining reversion to the Non-Drilling Party of its relinquished interest in such well.

ARTICLE 25
ENHANCED RECOVERY AND PRESSURE MAINTENANCE

25.1 Consent Required. Unit Operator shall not undertake any program of enhanced recovery or
pressure maintenance involving injection of gas, water, or other substance by any method, whether now
known or hereafter devised, without first obtaining the consent of Parties owning, on an Acreage Basis,
not less than 90% % of the Committed Working Interests in the participating area affected
by any such program. After the Parties have voted to undertake a program of enhanced recovery or
pressure maintenance in accordance with this Section 25.1, the conduct of such program shall be subject

to supervision by the Parties as set forth in Article 14.

25.2 Above-Ground Facilities. This Agreement shall not be deemed to require any Party to
participate in the construction or operation of any gasoline plant, sulphur recovery plant, dewaxing
plant, or other above-ground facilities to process or otherwise treat Production, other than such facilities
as may be required for treating Production in ordinary lease operations and such facilities as may be
required in the conduct of operations authorized under Section 25.1.

ARTICLE 26
TRANSFERS OF INTEREST

26.1 Sale by Unit Operator. If Unit Operator sells all its Committed Working Interests, it shall
resign and a new Unit Operator shall be selected as provided in the Unit Agreement.

26.2 Assumption of Obligations. No transfer of any Committed Working Interest shall be effective
unless the same is made expressly subject to the Unit Agreement and this Agreement and the transferee
agrees in writing to assume and perform all obligations of the transferor under the Unit Agreement and
this Agreement insofar as they relate to the interest assigned, except that such assumption of obli-
gations shall not be required in case of a transfer by mortgage or deed of trust as security for indebted-
ness. S

26.3 Effective Date. A transfer of Committed Working Interests shall not be effective as among the
Parties until the first day of the month next following the delivery to Unit Operator of the original or a
certified copy of the instrument of transfer conforming to the requirements of Section 26.2. In no event
shall a transfer of Committed Working Interests relieve the transferring Party of any obligations
accrued under this Agreement prior to said effective date, for which purpose any obligation assumed by
the transferor to participate in the Drilling, Deepening, Plugging Back, or Completing of a well prior to
such effective date shall be deemed an accrued obligation.

ARTICLE 27
RELEASE FROM OBLIGATIONS AND SURRENDER

27.1 Surrender or Release Within Participating Area. A Committed Working Interest in land
within a participating area shall not be surrendered except with the consent of all Parties within such
participating area. However, a Party who owns a Committed Working Interest in land within a
participating area and who is not at the time committed to participate in the Drilling, Deepening,
Plugging Back, or Completing of a well within such participating area may be relieved of further
obligations with respect to such participating area, as then constituted, by executing and delivering to
Unit Operator an assignment conveying to all other Parties within such participating area all Commit-
ted Working Interests owned by such Party in lands within the participating area, together with the
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entire interest of such Party in any and all wells, materials, equipment, and other property within or
pertaining to such participating area.

27.2 Procedure on Surrender or Release Outside Participating Area. Whenever a Party or Parties
owning 100% of the Committed Working Interest in any tract which is not within any participating area
desire to surrender said 100% interest, such Party or Parties shall give to all other Parties notice thereof,
describing such Committed Working Interest. The Parties receiving such notice, or any of thern, shall
have the right at their option to take from the Party or Parties desiring to surrender an assignment of
such Committed Working Interest by giving the Party or Parties desiring to surrender notice of election
so to do within thirty (30) days after receipt of notice of the desire to surrender. If such election is rnade as
above provided, the Party or Parties taking the assignment (which shall be taken by them in proportion
to the acreage of their respective Committed Working Interests among themselves in the Unit Area)
shall pay the assigning Party or Parties for its or their share of the Salvage Value of all wells, if any, in
which the assigning Party or Parties own an interest and which are located on the land covered by such
Committed Working Interest, which payment shall be made upon receipt of the assignment. If no Party
elects to take such assignment within said thirty (30) day period, then the Party or Parties owning such
Committed Working Interest may surrender the same, if surrender thereof can be made in accordance
with the Unit Agreement. Whenever a Party owning less than 100% of the Committed Working Interest
in any tract desires to surrender its interest therein, such interest may be acquired by the other Party or
Parties owning Committed Working Interests in said tract without notice being given to any other
Parties owning interests within the Unit Area. In the event the other Party or Parties owning Commit-
ted Working Interests in the tract to be surrendered do not desire to acquire such interest, the interest
shall be treated as a 100% interest. ' :

27.3 Accrued Obligations. A Party making an assignment or surrender in accordance with Section
27.1 or Section 27.2 shall not be relieved of its liability for any obligation accrued under this Agreement
at the time the assignment or surrender is made or of the obligation to bear its share of the Costs
incurred in any Drilling, Deepening, Plugging Back, or Completing operation in which such Party had
elected to participate prior to the making of such assignment or surrender, except to the extent that the
Party or Parties receiving such assignment shall assume, with the Approval of the Parties, any and all
obligations of the assigning Party under this Agreement and under the Unit Agreement.

ARTICLE 28
LIABILITY

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

28.2 No Partnership Created. It is not the intention of the Parties to create, nor shall this
Agreement or the Unit Agreement be construed as creating, a mining or other partnership or associa-
tion between the Parties or as rendering them liable as partners or associates.

28.3 Election. Each of the Parties hereby elects, under the authority of Section 761(a) of the
Internal Revenue Code of 1954, to be excluded from the application of all the provisions of Subchapter K
of Chapter 1 of Subtitle A of the Internal Revenue Code of 1954. In making this election, each Party
states that income derived by it from operations under this Agreement can be adequately determined
without computation of partnership taxable income. If the income tax laws of the State or States in
which the Unit Area is located contain, or hereafter contain, provisions similar to those contained in the
Subchapter of the Internal Revenue Code of 1954 above referred to under which a similar election is
permitted, each of the Parties agrees that such election shall be exercised; and should the income tax
laws of such State or States require evidence of such election, Unit Operator is authorized and directed to
execute the same on behalf of each Party. Beginning with the first taxable year of operation under this
Agreement, each Party agrees that the deemed election provided by Federal Regulations Section
1.761-2(bX2)ii) will apply, and no Party will file an application under Federal Regulations Section
1.761-2(b)(3)(1) to revoke said election. :

ARTICLE 29 -
NOTICES

29.1 Giving and Receipt. Whenever a rig is on location, every notice and every response shall be by
telephone, to be confirmed promptly in writing. In all other instances, any notice, response, consent,
advice, or statement herein provided or permitted to be given shall be in writing and shall be deemed
given only when received by the Party to whom the same is directed.

29.2 Addresses. For the foregoing purposes, each Party’s address and telephone number shall be
deemed to be the address and telephone number set forth under or opposite its signature hereto, unless
and until such Party specifies another address or telephone number by not less than ten (10) days’ prior
notice to all other Parties.

ARTICLE 30
EXECUTION

30.1 Counterparts. This Agreement may be executed in counterparts, and all such counterparts
taken together shall be deemed to constitute one and the same instrument.

30.2 Ratification. This Agreement may be executed by the execution and delivery of a good and
sufficient instrument of ratification, adopting and entering into this Agreement. Such ratification shall
have the same effect as if the Party executing it had executed this Agreement or a counterpart hereof.
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30.3 Effect of Signature. When this Agreement is executed by two Parties, execution by each shall
be deemed consideration for execution by the other, and each Party theretofore or thereafter executing
this Agreement shall thereupon become and remain bound hereby until the termination of this Agree-
ment. However, if the Unit Agreement does not become effective within twelve (12) months from and
after the date of this Agreement, then, at the expiration of said period, this Agreement shall terminate.

ARTICLE 31
. SUCCESSORS AND ASSIGNS

31.1 Covenants. This Agreement shall be binding upon and shall inure to the benefit of all Parties
signing the same, their heirs, devisees, personal representatives, successors and assigns, and their
successors in interest, whether or not it is signed by all the Parties listed below. The terms hereof shall
constitute covenants running with the lands and the Committed Working Interests of the Parties.

ARTICLE 32
HEADINGS FOR'CONVENIENCE

32.1 Headings. The Table of Contents and the headings-used in this Agreement are inserted for
convenience only and shall be disregarded in construing this Agreement.

ARTICLE 33 . .
RIGHT OF APPEAL

33.1 Not Waived. Nothing contained in this Agreement shall be deemed to constitute a waiver by
any Party of any right it would otherwise have to contest the validity of any law or any order or
regulation of governmental authority (whetlier Federal, State, or local) relating to or affecting the
conduct of operations within the Unit Area or to appeal from any such order.

ARTICLE 34
SUBSEQUENT JOINDER

34.1 Prior to the Commencement of Operations. Prior to'the commencement of operations under
the Unit Agreement, all owners of working interests in the Unit Area who have joined the Unit
Agreement shall be privileged to execute or ratify this Agreement.

34.2 After Commencement of Operations. After commencement of operations under the Unit
Agreement, any working interest in land within the Unit Area which is not then committed hereto may
be committed to this Agreement and to the Unit Agreement upon such reasonable terms and conditions
as may receive the Approval of the Parties.

ARTICLE 35
CARRIED INTERESTS

35.1 Treatment of. If any working interest shown on Exhibit B to the Unit Agreement and
committed thereto is a carried working interest, such interest shall, if the carrying Party executes this
Agreement, be deemed to be, for the purpose of this Agreement, a Committed Working Interest owned by
the carrying Party.

ARTICLE 36
EFFECTIVE DATE AND TERM

36.1 Effective Date and Term. This Agreement shall become effective upon the effective date of the
Unit Agreement, shall continue in effect during the term of the Unit Agreement, and shall terminate
concurrently therewith.

36.2 Effect of Termination. Termination of this Agreement shall not relieve any Party of its
obligations then accrued hereunder. Notwithstanding termination of this Agreement, the provisions
hereof relating to the charging and payment of Costs and the disposition of materials and equipment
shall continue in force until all materials and equipment owned by the Parties have been disposed of and
until final accounting between Unit Operator and the Parties has been made. Termination cf this
Agreement shall automatically terminate all rights and interests acquired by virtue of this Agreement
in lands within the Unit Area, except such transfers of Committed Working Interests as have been
evidenced by formal written instruments of transfer.
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ARTICLE 37

OTHER PROVISIONS

37.1 METERING OF PRODUCTION: 1If a diversity of the working interest ownership

in production from a lease subject to this agreement occurs as a result o
operations by less than all parties pursuant to any provision of this agreement,

it is agreed that the oil and other hydrocarbons produced from the well or

wells completed by the consenting party or parties shall be separately measured

by standard metering equipment to be properly tested periodically for accuracy,

and the setting of a separate tank battery will not be required unless the purchaser
of the production or govermmental regulatory body having jurisdiction will not
approve metering for separately measuring the production.

37.2 PRIORITY OF OPERATIONS. Whenever there is more than one proposal in
connection with any well subject to this agreement, such proposals shall be
considered and disposed of in the following order of priority:

(a) Drilling the well to its authorized depth or attempting a completicn
including testing and logging of such-well at such depth shall have first
priority over all operations. and proposals:

(b) A proposal to plug back a well shall prevail over a proposal to deepen
or sidetrack such well; if there is more than one proposal to plug
back, the proposal to plug back to the next deepest prospective interval
shall have priority over proposal(s) to plug back to shallower
prospective intervals;

(c) A proposal to sidetrack a well in order to reach the authorized depth
shall prevail over a proposal to deepen;

(d) A proposal to deepen a well shall have last priority; and

(e) Proposals of the same type and to the same depth shall be given
precedence in the order in which they were made.
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IN WITNESS WHEREOF, this Agreement has been executed by the Parties as of the day and year

first above written.

Date of Execution:

INEXCO OILCCMPANY

Address:

BY wit1iam g
Attest:

~

Robert E.
Asst. Sec.

Telephone:

Date of Execution:

As Unit Operator and Working Interest Owner

Gill, Jr.

‘By
Address: President
- Attest:
Secretary
Telephone:
Date of Execution:
By
Address: President
Attest:
Secretary
Telephone:
Date of Execution:
By
Address: President
Attest:
T . Secretary
Telephone:

Working Interest Owners
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions ‘

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

“Joint Operations” shall mean all operations necessary or broper for the development, operation, protection and
maintenance of the Joint Property.

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

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators. ’

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

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

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

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

Statement and Billings

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

Advances and Payments by Non-Operators

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

Each Non-Operator snali pay its proportion of all bills within fifteen (13) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%%) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

Adjustments

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

Audits

A. Non-Operator, upon notice in writing to Cperator and all other Non-Operators, shall have the right to audit Ope-
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

Approval by Non-Operators :

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Prccedure is attached contains
no contrary provisions in regard thereto, Cperator shall notify all Non-Operators of the Operator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall ce controlling on all Non-Cpera-
tors.



II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

2.

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

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

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

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

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

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

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

Employee Benefits . .

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 ta Operator's lator
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20%).

Material

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

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

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

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

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

Services

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

the Parties.

Equipment and Facilities Furnished by Operator

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

B.. In iieu of charges in Paragraph TA above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20¢,. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm. theft, accident, or other cause, except those resulting from Operator’s
gross negligence or willful misconduct. Operator shail furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claxms discharging of liens, payment: of judgments
and amounts paid for settlement of claims incurred in or resulting from ogerations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator’s legal stafi
or fees or expense of outside attorneys shall be made uniess previously agreed to by the Parties. All other legal
expense is considered to te covered by the overhead provisions of Section III unless otherwise agreed :0 by the
Parties, except as provided in Section I, Paragraph 3. .
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10.

I1.

12.

)

Taxes

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

Insurance

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

Other Expenditures

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

OIL OVERHEAD
Overhead - Drilling and Producing Operations _
i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either: e
( X ) Fixed Rate Basis, Paragraph 1A, or ) .
{ ) Percentage Basis, Paragraph lB. .
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 24, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or invalving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (X ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

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

Drilling Well Rate $ $3,108.00
Producing Well Rate § S 376.00

(2) Application of Overhead - Fixed Rate Basis shall bg as follows:
(a) Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on
the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

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

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

(b) Producing Well Rates

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

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

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

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

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall te computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar vear
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

—_— Percent ( ¢,) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating
e Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and 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 III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as de:.ned in
Paragraph 2 of this Section III. All other costs shgll be considered as Operating.

verhead - Major Construction T BE NEGOTIATED )
To compers Operator for overhead costs incurred in ‘the construction and installation of fixed assets, the o=
pansion of fixed a3sets.and any other project clearly discernible as a fixed asset required for the H‘W
operation of the Joint Prop€ oerator shall either negotiate a rate prior to the beginpi tconstruction, or shall
charge the Joint Account for Overneéav~aased on the following rates for any 2=joT Construction project in excess
of $ :
A. ______ 9 of total costs if such costs are I
B, _ % of total costs in e;
Co % of to TS in excess of $1,000,000.

mean the gross cost of any one project. For the purpose of this paragraph, the onent part
T a single project shall not be treated separately and the cost of drilling and workover wells shallﬁa@ﬁr‘\l

but less than $ ; plus
1,000,000; plus

3. Amendment of Rates

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

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

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

1. Purchases

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

2. Transfers and Dispositions

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

counts:

A. New Material (Condition A) .
(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless’ of quantity transferred, equalizecd to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.
(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

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

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

B. Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property '
(a) At seventy-five percent {75¢;) of current new price, as determined by Paragraph 2A of this Section IV.
(2) Material moved from the Joint Property
(a) At seventy-five percent (73¢) of current new price, as determined by Paragrapn 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (657 ) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75¢% ) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C
Material which is rot in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50¢) of current new price as determined by Para-

graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does naot exceed Condition B value.
(2) Condition D

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

D. Obsolete Material

Material which is serviceable and usable for its originad function but condition and/or value of such Material

is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by

the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-

dered by such Material. -

E. Pricing Conditions . .

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (13¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods’are equalized under provisions of Paragraph 5 of Section II

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

3. Premium Prices

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

4. Warranty of Material Furnished by Operator

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

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

1. Periodic Inventories, Notice and Representation

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

2. Reconciliation and Adjustment of Inventories

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

3. Special Inventories

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

4. Expense of Conducting Periodic Inventories

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



EXHIBIT "2"

ATIACHED TO AND MADE A PART OF " UNIT OPERATING AGREEMENT"
MADE WELL ANTICLINE UNIT AREA
- CHAVES COUNTY, NEW MEXICO

The proposed locations for the initial test wells shall be as
follows:

T12S,R22E '
Sec. 28: 660' FNL & 1980 FEL.

T13S,R22E
Sec. 17: 1980' FNL & 1980' FEL

The Initial Test Wells shall be drilled conformably with Article 9
of the Made Well Anticline Unit Agreement.

All Costs and expenses incurred in connection with the Initial Test
Wells, including drilling, testing, and campleting into tanks, if
an oil producer, or through gas separator, if a gas producer, and
plugging and abandoning if a dry hole, shall be borne by Inexco 0il
Campany and such other parties hereto as agree to bear such costs
in accordance with separate agreement among themselves, subject to
the investment adjustment provisions of Article 13 of this
Agreement. Any cash contributions received towards the drilling of
the Initial Test Wells shall belong to the parties sustaining the
risk of drilling the Initial Test Wells.

Title examination for the Initial Test Wells shall camprise no less
than 160 acres but not more than 640 acres, more or less, around
the Initial Test Wells as designated by the parties sustaining the
risk of drilling the Initial Test Wells.

The provisions of Article 18.3 notwithstanding, Unit Operator shall
examine title to all leases, lands and interests, any portion of
which fall within the designated title examination area and shall
furnish copies of all title opinions and report concerning the
title examination with written recamendations for approval or
disapproval of the title to each camitted working interest owner
involved and thereafter the parties shall advise Operator in
writing within fifteen (15) days after receipt of such title
opinions or reports of approval or disapproval of titles. All
costs of such examination shall be charged as costs of drilling the
Initial Test Wells.



' . v NDEACHED 1O AND MADE, A PART OF "UNU'L OPERAT l‘NU
' - AGREED " MADE WELL ANTICLINE UNIT AR CHAVES COUNTY,
o . NEW MBEX. O. '

TEXHIBIT 3¢

INSUPARCE

Operator shall at all times during the term of this farcement maintain the following
insurance, for the benefit of the parties hereto, subject to availability on acceptable
terms: ’

1. Morker's Compensation, including an "all states" endorsement, as required by the
Taws of the state where the operations are to be conducted and Cmplovers' Liability
Insurance with a 1imit of not less than $100,000.

2. Comprenensive General Liability Insurance, %nc]udinq completed operations and
blanket contractual liability insurance, with 1imits not less than:

$500,000 - each occurrenéeg
$100,000 - for loss of or Wamage to property in any one occurrence

3. Comprehensive Automobile Liability Insurance.coverina all automotive eauipment
used in performance of work under this agreement with limits of not less than:

\ $250,000 - each person .
$500,000 - each occurrence .. °-
$100,000 - for loss of or damagé to property in any one occurrence

Excess liability insurance may be carried to meet the above reauirements.




BER SUPPLEMENT "A"

A‘I'I‘ACHED TO AND MADE AQPAE%T S LRAR BPE&A@%& ZEIXEM&I"SI%E WELL

ANTICLINE UNIT AREA, CHAVES COUNTY, NEW MEXICO.
During the performance of this contract, the Operator agrees as follows:

(1) The Operator will not discriminate against any employee or applicant
for employment because of race, color, religion, national origin or sex. The
Operator will take affirmative action to ensure that applicants are employed,
and that employees are treated during employment, without regard to their race,
color, religion, national origin or sex. Such action shall include, but not be
limited to the follcwing: Employment, upgrading, demotion or {ransfer; recruit-
ment or recruitment advertising; layoff or termination; rates of pay or other
forms of compensation; and selecticn for training, including apprenticeship.

The QOperator agrees to post in conspicous places, available to employees and ap-
plicants for employment notices to be provided for the contracting officer set-
ting forth the provisions of this non-discrimination clause.

(2) The Operator will, in all solicitations or advertisements for employees
placed by or on behalf of the Operator, state that all qualified applicants will
receive consideration for employment without. regard to race, color, religion,
national origin or sex. . ’

(3) The Operator will send to each labor union or representative of wor-
kers with which it has a collective bargaining agreement or other contract or
understanding, a notice to be provided by the agency contracting officer, ad-
vising the labor union or worker's representative of the Operator's commitments
under Section 202 of Executive Order 11246 of September 24, 1965, and shall post

copies of the notice in conspicuous places available to ampToyees and applicants
for employment.

(4) The Operator will comply with all provisions of Executive Order 11246 of
September 24, 1965, and of the rules, regulations- and relevant orders of the Sec-
retary of Labor.

(5) The Operator will furnish all information and reports required by Execu-
tive Order 11246 of September 24, 1965, and by the rules, regulations and orders
of the Secretary of Labor, or pursuant thereto, and will permit access to its
books, records and accounts by the contracting agency and the Secretary of Labor

for purposes of investigation to ascertain comp11ance with such rules, regulations
and orders.

(6) In the event of the Operator's non-compliance with the non-discrimination
clauses of this contract or with any of such rules, regulations or orders, this
contract may be cancelled, terminated or suspended in whole or in part and the
Operator may be declared ineligible for further Goverment contracts in accordance
with procedures authorized in Executive Order 11246 of September 24, 1965, and
such other sanctions may be imposed and remedies invoked as provided in Executive
Order 11246 of September 24, 1965, or by rule, regulation or order of the Secre-
tary of Labor, or as otherwise provided by law.

(7) The Operator will include the provisions of Paragraphs (1) through (7)
in every subcontract or purchase order unless ‘exempted by rules, requlations or
orders of the Secretary of Labor issued pursuant to Section 204 of Executive QOrder
11246 of September 24, 1965, so that such provisions will be binding upon each sub-
contractor or vendor. The Operator will take such action with respect to any sub-
contract or purchase order as the contracting agency may direct as a means of en-
forcing such praovisions including sanctions for non-compliance: Provided, however,
that in the event the Operator becomes involved in, or is threatened with, 11ti-
gation with a subcontractor or vendor as a result of such direction by the contrac-
ting agency, the Operator may request the United States to enter into such 1liti-
gation to protect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 100 (EEOQ-1;
promulgated jointly by the Office of Federal Contract Compliance, the Equal Employ-
ment Opportunity Commission and Plans for Progress with Joint Reporting Committee,
Federal Depot, Jeffersonville, Indiana, within thirty (30) days of the dats of con-
tract award if such report has not been filed for the current year and otherwise
comply with or file such other compliance reports as may be required under Executive
Order 11246, as amended and Rules and Regulations adopted thereunder.

Operator further acknowledges that he may be required to develop a written af-
firmative action compliance program as required by the Rules and Regulations ap-
proved by the Secretary of Labor under autnor1t/ of Executive Order 11246 and supply
Non-Operators with a copy of such program if they so request.



SUPPLEMENT "8"

CERTIFICATION OF MNON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not maintain
or provide for its employees any segregated facilities at any of its establish-
ments, and that it does not and will not permit its employees to perform their
services at any locatjon, under its control, where segregated facilities are main-
tained. For this purpose, it is understood that the phrase "segregated facilities”
includes facilities which are in fact segregated on a basis of race, color, religion,
or national origin, because of habit, local custom or otherwise. It is further
understood and agreed that maintaining or providing segregated facilities for its
employees or permitting its employees to perform. their services at any locaticn under
its control where segregated facilities are maintajned is a violation of the equal
opportunity clause required by Executive Order 11246 of September 24, 1965.

Operator further understands and agrees that a breach of the assurance
herein contained subjects it to the provisions.of the Order at 41 CFR Chapter 60
of the Secretary of Labor dated May 21, 1968, and the provisions of the equal
opportunity clause enumerated in contracts between the United States of America and.
Naon-QOperators.

Whoever knowingly and willfully makes any false, fictitious or fraudulent
representation may be liable to criminal prosecution under 18 U.S.C. sec. 1001.
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THIS AGHEEMENT made thas_ ... _ .. o ____. __ dav of ., . - e e e 1S __ ... .. between
Lessar ¢wlhiether one or more}, and ———t -
Lessee. WITNESSETH . .

1 Lessor in consideration of —— e — e ._Dollars
3 . _oan hand paad. of the 1ovalties heremn provided, and of the agiesmient of Lessee herem continned, hereby grants, leases and lets

Q'x(‘lu\;\.el\' unto Lessee far the purpose of nvestgating. expionng, prospecting dolling and maining far and juoducing ot gas, other hydrocarbans and.
without testnictinn to such enumerated nunerals, ol ather mnerdls whether sunular or dissinular lo those particularly specified herewn, Laying pipe hnes.
building tanks. power stations, lelephone hines and other structyres thereon o produce. save, take care of. treal. transport and own said producls. and

housing 1ts employees. the following descrzibed lond . . — _Caunty, New Mexico, to-wil:

of Section._ . . - — — — - Township e e C e —me oo .~ Ronpe ____ o

In addiion to the land above described. Lessor hereby grants, feases und lets exclusively unto Lessee 1o the samme extenl as f specifically
described herein all lands awned or claumed by Lessor which are adjacent, contiguous lo br form a part of the lands abave particularly described. in-
ctuding all oil, gas. other hydrocarbons and all other minerais underiying lakes. rivers..sireams. roads. easements and rights-of-way which traverse or

-

wdjoin any of said lands For rental payment purposes. the land jnciuded within this leasg shall be deemed to conluin_ . _ .. __ ___ acres.
whether 1t actually comprises mole or less )

2. Subiject o the other provisions herein contaimed. (his leasp shall be for a termeof % years from this date (called “primary terin” ) and as {ong
thereafier as o1l. gas nr other nuneral s produced from said land hereunder. or dnlling or reworking operations are conducted therean

3 The royvallies 1o Le piard by Lessee are (a) an oil. either one-eighth of Lhal produced and saved fiom s.aid land. the same to be delivered
4l the wells or to the credit ot Lessor anlo the pipe hne to which the wells may be connetted. or at the Lessee's oplion. lessee may pay to the
Lessor far such one-eighth 1oy alty the market price for ot of hike grade and gravity previrhing on the day such ot s run into the pipe line or into
slurage tanks. tbr on gas. ncluding casinghead gas or other paseous substance. producéd from said tand and sold on or off the prenises. one-eighth
of the netl procecds a1 the well received bom the sale thereof. provided hat on gas used off (he prenuses ar by Lessee 1n the manufaciure of gasolime
or other product therefltom 1he matket value at the well of cne-eighth of the gas so used: nd o) on all other nunerals nuned and marketed, one-
tenth either 1 kind or in vaiue at the well or nune, at Lescee’s election. except that on sulphur the royvalty shall be filty cents 150 5 per long ton
l.essee shall have free use of nil, gas. coal waod and water finm said land. excepl water fram Lessor's wells. for all operatins hereunder. and the
royally on ol ghas and coal shall be coanputed after deducting any so used While there®is a4 well on this lease or an acreage pooled therewilh. which
well 1s capaole of producing only pas. pas candensate or soime combination of gas and gasscondensate. but frone which well pnoducuon 1s not bemnmg sold
or used this leace sholl be extended for o perind of nunety 1961 davs from the dide such weli s <hutan. and Lessee may tender or pav annually as
ro¥alty a sum equal 1o the mount of annual delav rentils whicnh would be pavable during the primary term ta defer dolling opetiat.any an the lands
then subjecl to this lease. hut i ne event shall such paviment exceed One Hundred 1816000 Dedlars per well per veor. pavment ar tender of such
10vally may be shade by check nr diaft of Leswee nuuled or delivered to Lessor or to Lessar s credit an the depository bank de<ipnaled hereinntter
far the payvment of deluv rcatals. with the fust paviment to be nade on ar belare minely 190 days [from and alter the date on whichk ~uch weli 1s
shut-in and o samidar payvment 1o be made annuaily thereatter on or belore the apnmiversary dale on which such well oy shut-ine and af such pay-
ments are so made. 1t shall be cnnaidered that Pas. pas condensale or a combination of gas and gas condensatle 1s bemng produced in paying quantities
from the abave described land under all the terms. canditions and hnntations of thas lease. the amount of such shut-im rovally payment shall be
reduced proportionately as provided in paragraph 3 hereol of Lessor owns an anterest in saad landgess than the entire (e <imple estale. and shall
be furlher reduced i the proporhion that lthe amount of surface acreage out of this lease ancluded in any pooled vt upun which such gos and 'or
gas condensate well 15 situaled beurs 1o the entire surface acieage contiuned n such pooted unit as provided an pasagraph 6 hereaf

4 I.operations for drilling are not commenced an wud land as heremafler provided on or befuie one year from this diote. the lease shall then

termunate as 16 both paties. untess an o1 before such anniversary date Lessee shall pay or tender 1o Lessor or 10 the ciedit of Lessor iy

. _.Biank of M . - twhich bhank and 118 successars are Lessor's agent
and shall eantinue as the depository for all rentals payable hereunder 1egardiess of changes in ownership of said land or the 1enlals either by conveyance
or by the death or incapacity of Lessori the sum n{ - - ““Daliars
[ 1. thercin called 1entaly. which shall cover the privilege of deferrning commencement ol operalions for dolbng for o« period of

twelve 1121 months In hike manner and upan hke payiments or tenders annually the comunencement of nperations for dalhing mav be (nrther deterted
for succesaive perinds of tweive (12) manths each dining the prunary term The payment or tender of rental herein referted 1o may be made u currency.
drafl or chrek at the oplon of the Lessee. and the depositing of such currency. draft or check in any past affice, properly addressed 1o the Lessor or saad
bk o0 or belore the tentad paying date, shall L decined payment as herein guovided I such bank ror any successor banks shouald fail. higuidate or be
suteerded by ancther Lank or for any redason fal or refase 10 accept rental. Lessee shall not be hetd in default for farlure ta make such payment or
tender of 1enta) nntd thirty 1300 days after Lessor shall delhiver 1o Lessee a proper vecordable anstiument, nanung annther bank as apent lo jeceive
suUCh payinenty or tendess The down cash pavment s convderaban for this lease according to ats terms and shall ot be allocated as nmere rental for
a perad  Lessee miay at any time execule and dehiver to Lessor ar 1o the deposiiney above pamed ar place of recard o reicase af reieases covering
any partion or porhons of the above desciithed prenises and thereby sarrender this legse as to such porbon or portions and be 1eieved of all obligations
ae o the acreage suriendered and lheieafler the i1entuls payable hereunder shall bhe reduced in the propartion that the acreage covered hereby s
1cduced by shid release or 1eleases

H Lewee shall an nr befare any rental date make a bona {ide altempt to pay or depasit rental 1o a Lessor enhitied thereta under this lease
accnrding 1o Lessee s r1ecords or Lo a Lessor who, prior 1o such attempled payment or deposit has piven Lessee notice, (0 accardance with the terms ol
Uus lease heresnafter set forth of his right 10 recearve 1ental. and af such pavisent or deposit shall be erroneous i any regard vwhether deposited an the
wiang deposiinry, pind to persons ather than the parbes enbtled thereto as shown by Lessee s records in any ancorrect amaunl. or otherwise). Leswee
<hall be unconditionally obligated to pay 1o such Lessor the rental property pavable for the rental perniod ainvolved, but thas lease shall be mamtained 1in
the same manner as if such erroneous rental pavment or deposit had been properly made pravided thil the erroneous reals! pavoent or deposit be cor-
rected wilhin 30 davs after receipt by Lessee of written notice from such Lessor of such error accomparued by any documents and other evidence neces-
sary to cnable Lessee lo make proper payment

5 Should any well drilled on the above desciibed land or an acteage pooled therewth dunimg the ey tenm before production as oblamed be
a dry hole. or should production an sad land or on acreage pooled therewith be ohtained duning the poanary term and thereatier cease. then and an
either event, tf operations for difhing an additional well are nat comnieniced or operations fur reworking an old well are not pursued on <aid land or
on acreage poonled therewith an or before the first rental paving date nex! succecding the complenhion of o dry hole o1 the cessation of productinn
or dulling or reworking aperabions on said well or welis, then thas tease shall ternunate’ unless Lescee. on ar before sind date. shall resume the pay-
ment of renlals Upon resumption af the payment of rentals. Section 4 povernimg the paymenl of rentals. shall continue in force just as though there
had been no interruption n the rental payvments If duning the last year of the primary lernin and priar 1o the discovery of oil or pas on s.ad land
or on acreage poonled therewith. Lessee should drnill a dry hole thereon, oraf after discovery of ol or pas on smd land or on acreage poaled therewith,
the production should ceiase during the last year of sond primary ternu (rom any caese. 0o rental poavment or operalions ate necessary in order to
kerp the iease In force during the remainder of the primary term If. ot the expiration af the prumary term. Lessee 1s conducting operations for drithing
a new well on sind land or on aciesge poaled therewith or rewaorking an old well thereon or af. after the expuration of the puamary 1erm. productinn
Gn this dease ar on acreage poaled therewith shall cease. This lease nevertheless shall continue as long s saad operations conlite or additianal apers-
tions are hiad on this lease or an acteage pooled therewith, which additional operations shall be deemed 1a be had where not more shan sixty 160)
davs elapse between ahandanment of uperatians on one well and commencement of operalions on another well. and 1if produclion s discovered. Lins
le.ave shall continue as fong thereafller as oil. gas or other mineral s produced on smid {and or on acreape ponled (herewith, and as jorg as additinnal
aperations are had therean. In the event o wetl ar wells produciag ol or gas an paying quantities shonld be brought in on adjacent land and willun
thiee hundred thirty 3301 feet of and draiming lhe leased prenuses. Lessee agrees lo dnill such offset wells as a reasonably prudent operator would
drill unger the same or simitar circumsiances

6 L.escee, at ats option. s hereby given the night and power to pool or combnne the land covered by thas Jease, ar any portion thereof. as ta ol
and pas. ar either of them with anvy other [and. lease or leaves when an Lessee s judpment 1t s necessaay ar adgvisabie 1o dao <o an oider o properiy
develop and operate sad prenises. such poolhing to be mto & wretl umt or  units not excecding forty 14t acres, plus an acreape tolerance of ten per
cent 110, v of farty 1401 acres. for ml. and not exceeding siv hundred and forly 16400 acress plus an acteape lolerance of ten per cent 107, of six
hundred and forty 16405 acres. for gas. except that larger ity sy be crealed 1o conforn to any spacing or well umit paltern that may be prescribed
by povernmental authorities having jurisdiction  Lesser may pool or combine acreagie covered by thes dease. aof any porlion thereof, as abinve Prnvnlml.
4% o ol or gas i any one or minte strata, and wity <o formed need Dot conform oy S2e o Grea o walh the anit or arals anto which the lease s pooled
of cambtunied as 1o any alther stratum or strata, and o)l units neced not contonm as o wrea wath pas unsls The poaling an one of more ansiances <hall not
exhanst the nights ol the Lessee hereunder to poal this deace or portinns 1hereof into other units Lessee shall execute i wriling and piece of record
an anstrument or anstiuments adentifying and descobing the pooled acresie The entice acteape <o pooied into g aput shali be treated tar all purposes
except the pavmentl of rovalbies s 3f 1t wese ancluded in Uns dease. and dulang or reworkimng aperations thereon®er production ol o1l o1 gas there-
from. or the completion thereun of a well as a shulain pas well, shall be convudered for all "parposes. except thef paviment of rovalues. as il such
opecatinns were on or such prodachinn were fiom or such completion were on the Lnd covered by thas Jeasel sghether o not the well or wells be
located on the premises covered by Lhis lease In lieu of lhe rovailies eisewhere herein specified  Lessor shail rmeve f1om o it < formed  aniy
such portion af the royalty stiputated herein as the amount of his acreage placed m the uit or hus roasally mterest therein bhears 1o the toial acreace

0 poaled an the particular wiut anvoelved  Should any umit as onmnally created heteander contain less than the mdximuan vizer of acres h(’lmn.tl-q'(r
specified. then Lessee niav at any time thereafter. whelher hefare or after production is obtained on the it enlape ey adding addilaoaad
aCteape thereto. bul the enlarged unil shall in no event exceed the acreage cantlenl heremabove specified In the fvent an ox LD ot St o oenlarged.
Lessee shall execule and place of record o supplemental declaration of unitization adentiflymg and descnibing e bgud added 1o T Sl it
provaded  that of such supplemental declaristion of umatization s not filed until ofter productinn s oblawed on thd . 71 punally crea (™ then and

inosuch event the supplemental declaration of wnatizauon shall not become elfective until the firsl day of the|cat 'rm nonta iyt following the
fLiling thereof. In the avsence of production Lessee may termunale any umtized aiea by Liling of record notice nl ternunidilon 2 /98’

Form 460 12-71 (New Mexicol )
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¢ T Lesses wiso shall have the tutht to unmn‘( oo comtbane all or aoy part of the above rhwunhmb/ o wath olher Lands 0 the sane genena
ciea by entering mnta a gooperative or unit plan velopnient ot operalion appraved by any FOVEerhme Aauthonty oot from tone ta hnu: with
Ske approval, to modify. change or termunate any suca pian or agreemient and on o coch event 1he ferims, Cotn.. ons  aied provisions af this lease xl;.nl be
seemed modifird to conform to Ihe terms. condiions, and provisions of such appeoved Conperative o wat plaa of deveiospment or npvr,n(m‘n andd .>-l~
tcudarly. ahl dothng and development requirements of s lease express or utpited. shall be satisfied by compliance with the doibing and (]f-v‘flnpl:;;-n‘
requitemnents of sGeh plan or agreerent. and 1his lease shall not terounate or expire duning the iife of such pl.lll ar ogteement  In llle evenl that said
above descnibed lands or any parl thereof. shall herealter be operated under any such conperative or unit plan of development or aperabion whecebhy
the production therefrom is allncated to different portions of the land covered by vud plan. then the production ailocated 1o any petticuiar tract of tand
*hall for the purpose aof computing the rovalties o be pad hereunder o Lessor, be regarded as having Leea produced from lhe patlicular ttarce of 1:..,.1
v which 1t s allecated and noat to any other lract of land. and the royalty pavinents (o be made heteunder to Lessor shall be buased upon production
‘nly as so allocated Lessor shall formally express Lessar s cansent 1o any cooperslive o uil plan of developiment or operation adopted by lessee and
«pproved by any governinental agency by execuling the same upon request of Lessee

R Lescee shall have the nipght at any time withoul Lessor’'s consent 1o sutrender all or any portion ol the leased prenuses and be relieved of
1 obligation s to the acreage surtendered Lessee shall have the right at any Gme durning or iftec the expitalion of this lease to remove all propertly
and fixtures placed by Lessee on sad land. mcluding the ripht to draw and remove all casing When required by Lessar, Lessee will bury alt pipe
anes below ordinary plow depth. and no well shall be drilled withun two hundted (2000 fget of any tesidence or bartn now on said land  without
Lessor's consent. The Lessee agrees lo promiptly pay lo the owner thereof any damages o crops. or improvements. Caused by or resulting from any
aperations of Lessee. ’

9. The nights of either party hereunder may bLe assigned. in whale or 1in pact, and the provisions heteof shall extend 1o the heirs. successors
.nd assigns of the parties hereto. but no change or division n ownerstup of the land, renlals, or rayalties. however accompiished. shall operate to
enlarge the obligations or dinumsh the rights of Lessee No changte i the ownership of the Lind. or anv interest therein, shall be binding on Lessre
until Lesser shall be furnishd with a certiited copy of all recorded instruments, ali court procesdings and all other necessary evidence of any transfer.
sheritance. or sale of said rights In event of the.assignment of this lease as to 4 segregated portion of sand land. the rentals payableg indec shall
ae appartionabie among the several leasehold .owners ratably according to the surtace aea of each. and defauit in reatal payaient be .o shall not
affect the rights of other leasehald owners hereunder. In case Lessee assigns ltus lease, in whole or in part, Lessee shall be i1elieved of all oblygstinns
with respecl to lhe assigned portion or portions arising subsequent to the date of assigninent.

10 All express or imphied covenanlts of this lease shall be subject to all Federal and State Laws, Executive Orders. Rules or Rag  hions, ana
this tease shall nol be ternunated. «n whole or in part. nor Lessee held Lable in damages, for tadure to compty therewith, if comphance s prevented
by, or if such fairiure 1s the resull of. any such Law. Order. Rule or Regulation. or if prevented by an act of God. of Lthe public enemy, labor disputes,
nability to oblain material. failure of transportation. or other cause beyond the control of Lessee

1. during the term of this lease. 01l or gas or other hydrocarbons or other tuneral s discovervd upon the leased premises. but Lee N opre-
vented from producing the same by reason of any of the causes set out ain s Secuion, this lease sholl nevertheless Le considered an ving and
snall continue in {ull force and effect until Lessee is pernutted w produce the o, gas. other hydiocartons o olther mmeral and as longd .. reafter as
such production continues 1n paying guantities or drilhing or reworking operatians .are continued as elsewhere herein provided

11 Lessor hereby warrants and agrees to defend the title to said land ana '.u:'rm-s that Lessee at its option may discharge any tax  mortgiy
ather lien upon said land. either in whole .or i part. and n event Lessee dnes o, (F stiall e subrogated to such hien with the right (o entorce % ..
and apply rentals and royalties accrumg hereunder toward saltisfying same. Withait imparrment of Lessee’s rights under the warranty in event of failure
! title. it s agreed that if Lessor owns an anterest 1n said land less than the entirer fee simple eslale. then the royallies and rentals Lo be paid Lessor

~hall be reduced proportionately. . .

.
This agreement shall be binding on each of the above nuamed parties who execube the samne, iegardiess of whelher 1L 15 executeds® any of the
other parties

All of the provisions of this lease shall inure to the benefil of and be bmdmg ui,)on The parties hereto, their hetrs, admuusiratlors, successors and

assigns . . .
. .é?m wirNEse WAERENES this J-ﬂ'rnmqn_)s executed on the date first above wntten Taxpayer ldentfication or
o noks of SiKarures Sign:-fures * Social Security Number
Adidress to. . .
) Address ‘
L .
oL ACKNOWLEDGMENT OF NATURAL PERSON
STATE OF . | .
. B .
COUNTY.Of o i *
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United States Department of the Interior

BUREAU OF LAND MANAGEMENT
Roswell District Otiice
P. O. Box 1397
Roswell, New Mexico 88201

IN REPLY
REFER TO:
T3100 December 10, 1984
BE F \-’::5“:;". 1A
. FORE EXAMIMER QUINTANA
Inexco 01l Company : OlL CONSERv AT S DIVIR AR
Attn: L.J. Tacconi VAN LHYIZION
Inexco 0il Co. Building ALMEXCO  EXHIEIT v 2
Suite 201 : ’
!
211 Highland Cross CASENO.__ £Y/0
Houston, TX 77073 =

Gentlemen:

Your application of September 17, 1984, filed with the BLM, requests the
designation of the Made Well Anticline Unit area, embracing 37,278.45 acres,
more or less, Chaves County, New Mexico, as logically subject to exploration
and development under the unitization provisions of the Mineral Leasing Act as
amended, for all formations.

Purusant to unit plan regulations, 43 CFR 3180, the land requested as outlined
on your plat marked "Inexco 0il Company, Made Well Anticline Project, Chaves
COunty, New Mexico,'" is hereby designated as a logical unit area for all
formations.

The unit agreement submitted for the area designated should provide for 2
wells to test the Abo Formation, or to a depth of 5500' feet. Your use of the
Form of Agreement for Unapproved Areas will be accepted with the modifications
requested in your application.

If conditions are such that further modification of said standard form is
deemed necessary, three copies of the proposed modifications with appropriate
justification must be submitted to this office for preliminary approval.

In the absence of any other type of land requiring special provisions or any
objections not now apparent, a duly executed agreement identical with said
form, modified as outlined above, will be approved if submitted in approvable
status within a reasonable period of time. However, notice is hereby given
that the right is reserved to deny approval of any executed agreements
submitted which, in our opinion, does not have the full commitment of
sufficient lands to afford effective control of operations in the unit area.

When the executed agreement is transmitted to the BLM for approval, include
the latest status of all acreage. In preparation of Exhibits "A'" and "B",
follow closely the format of the sample exhibits attached to the reprint of
the aforementioned form and the returned exhibits.



Inasmuch as this unit agreement involves State land, we are sending a copy of
this letter to the Commissioner of Public Lands. Please contact the State of
New Mexico before soliciting joinders regardless of prior contacts or

clearances from the State.

Sincerely yours,

L

<,¢ZZH65? Leipptcp Nl ez —'
f5trict Manager
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