BEFORE THE NEW MEXICO OIL CONSERVATION DIVISION 0 R l G ' N A !_

APPLICATION OF MURPHY OPERATING RECEIVED P
CORPORATION FOR UNIT APPROVAL AND K¥E Y
FOR AUTHORITY TO INSTITUTE A WATERFLOOD PROJECT, o
CHAVES AND ROOSEVELT COUNTIES, NEW MEXICO. AUG 23 1988

APPLICATION  QIL CONSERVATION DIVISION

Murphy Operating Corporation hereby appliessto the New Mexico 0il Conservation
Division for an order approving the unitization of the area and formation known
as the Haley Chaveroo San Andres Unit, Chaves and Roosevelt Counties, New Mexico,
and authorizing applicant to institute a waterflood project for the Haley
Chaveroo San Andres Unit, and in support thereof, states:

1. Statutory authority for the proposed Haley Chaveroo San Andres Unit is
found in Section 19-10-45, et seq. N.M.S.A. 1978 Comp., and the proposed
waterflood project meets the criteria set forth in Section I, Rule 701, et seq.
of the Rules and Regulations of the 0il Conservation Division of the Energy and
Minerals Department of the State of New Mexico.

2. The proposed area for which application is made for unitized operations
pursuant to the Act is known as the Haley Chaveroo San Andres Unit, Chaves and
Roosevelt Counties, New Mexico (the "Unit Area"), and consists of 1840.7 acres,
more or less, in Chaves and Roosevelt Counties, New Mexico, as more particularly
delineated on a map of the Unit Area attached hereto as Exhibit "A". Exhibit
"B" attached hereto contains a legal description of the locations of each of the
leases within the proposed Unit Area together with corresponding ownership and
unit participation factors.

3. The formation for which application is made (the "Unitized Formation") is
the subsurface portion of the Unit Area known as the San Andres formation, and
the vertical 1imits thereof are found in the interval between 4158 and 4470 feet
as measured on the compensated formation density 1og run in the Murphy Operating
Corporation Hobbs "T" Well No. 15 on March 23, 1966, said well located 990 feet
from the South line and 1980 feet from the East line of Section 34, Township 7
South, Range 33 East, Roosevelt County, New Mexico. The Unitized Formation
shall further include all subsurface points throughout the Unit Area correlative
to the aforementioned identified depths.

4, The wells located in the proposed Haley Chaveroo San Andres Unit have reached
an advanced stage of depletion and are currently regarded as "stripper wells".

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

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

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

8. The owners of 100% of the working interest within the proposed Haley
Chaveroo San Andres Unit have consented to voluntary unitization of the unitized
formation within the Unit Area, and have agreed to the Unit Agreement and Unit
Operating Agreement attached on Exhibit "C" and "D" hereto.

9. The method of operation which is proposed in the Unit Operating Agreement
is feasible and will tend to promote the conservation of oil or gas and the
better utilization of reservoir energy. Under the operations proposed, the
State and each beneficiary of the lands involved will receive its fair share
of the recoverable o0il or gas in place under its lands in the area effected, and
the proposed Unit and waterflood project is in all other respects for the best
interest of the State, and will prevent waste and protect correlative rights.

10. By the conversion of certain presently producing wells, Murphy Operating
Corporation proposes to inject fluids into the above-described San Andres
formation in the Haley Chaveroo San Andres Unit. Attached hereto as Exhibit "E"
is a plat showing the location of all wells located within the Unit which are
ultimately proposed to be used as producing or injection wells, with the
proposed injection wells circled in red. In addition, Exhibit "E" shows all
wells and 1leases that are located within a two-mile radius of the proposed
injection wells.
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11. The water to be used for injection for the waterflood project shall be
acquired from the closest and most economical of several commercial sources in
the immediate area of the proposed Unit. It is projected that an average of
4,200 barrels of water per day (equivalent to 600 barrels of water per well per
day) will be initially injected. If successful, a maximum of 13,800 barrels of
water per day will be injected.

12. It is proposed that water will be injected at an average surface pressure
of 800 psig and at a maximum surface pressure of 0.2 psi per foot of depth to
top of injection zone, provided that surface pressure in excess of 0.2 psi per
foot of depth to injection zone may be approved by administrative application
pursuant to 0i1 Conservation Division rules and regulations.

13. Approval of the waterflood project will substantially increase recoverable
reserves to be produced within the useful life of production facilities, thereby
preventing waste and protecting correlative rights.

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

Murphy Operating Corporation further requests the establishment of a project
allowable 1in accordance with Rule 701 and also the establishment of an
administrative procedure for any change in, or additional, injection wells which
might prove to be necessary, and for a procedure for administrative approval for
the expansion of the waterflood project and the conversion of additional wells
to injection.

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

Post Office Box 10
Roswell, New Mexico 88202-0010

Attorneys for Applicant,
Murphy Operating Corporation

T. Calder Ezzell, Jr7 .
(505) 622-6510

Dated: August 18, 1988
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APPLICATION OF MURPHY OPERATING CORPORATION
FOR UNIT APPROVAL AND FOR AUTHORITY TO INSTITUTE A WATERFLOOD PROJECT,
- PROPOSED HALEY CHAVEROO SAN ANDRES UNIT,
CHAVES AND ROOSEVELT COUNTIES, NEW MEXICO.

INDEX OF EXHIBITS

FILE 1.
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE

HALEY CHAVEROO SAN ANDRES UNIT
ROOSEVELT AND CHAVES COUNTIES, NEW MEXICO

THIS AGREEMENT, entered into as of the 15th day of August, 1988, by and
between the parties subscribing, ratifying or consenting hereto, and herein
referred to as "parties hereto";

WITNESSETH THAT:

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

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is
authorized by law (Section 3, Chapter 88, Laws of 1943) as amended by December 1 of
Chapter 162, Laws of 1951, (Chapter 19, Article 10, Section 45, New Mexico Statutes
1978 Annotated), to consent to and approve the development or operation of State
lands under agreements made by lessees of State land jointly or severally with
other lessees where such agreements provide for the unit operation or development
of part of or all of any oil or gas pool, field or area; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is
authorized by an Act of the Legislature (Section 1, Chapter 162, Laws of 1951;
Chapter 19, Article 10, Section 47, New Mexico Statutes 1978 Annotated), to amend
with the approval of lessee, evidenced by the lessee's execution of such agreement or
otherwise, any oil and gas lease embracing State lands so that the length of the
term of said lease may coincide with the term of such agreements for the unit
operation and development of part or all of any 0il or gas pool, field or area; and

WHEREAS, the 0il1 Conservation Division of the Energy & Minerals Department
of the State of New Mexico is authorized by law (Chapter 72, Laws of 1935, as
amended, being Section 70-2-1, et seq., New Mexico Statutes, 1978 Annotated) to
approve this Agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests in the Haley Chaveroo
San Andres Unit Area, comprised of the land hereinafter designated, to give
reasonably effective control of operations therein; and

WHEREAS, it is the purpose of the parties hereto to enable institution and
consummation of secondary and/or enhanced o0il recovery operations, conserve
natural resources, prevent waste and secure the other benefits obtainable
through development and operation of the area subject to this Agreement under
the terms, conditions and limitations herein set forth.

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

SECTION 1. ENABLING ACT AND REGULATIONS. The 0il and gas operating regulations
in the effect as of the Effective Date hereof governing drilling and producing
operations not inconsistent with the terms hereof or the laws of the State of
New Mexico are hereby accepted and made a part of this Agreement.

SECTION 2. DEFINITIONS. For the purpose of this Agreement, the following
terms and expressions are used herein shall mean:

(a) "Unit Area" 1is defined as the land depicted on Exhibit "A" and
described by Tracts in Exhibit "B" attached hereto, and said land
is hereby designated and recognized as constituting the Unit Area.

(b) "Commissioner" 1is defined as the Commissioner of Public Lands of the
State of New Mexico.

(c) "Division" is defined as the 0il Conservation Division of the State
of New Mexico.



(d) "Unitized Formation" is defined as that subsurface portion of the Unit
Area known as the San Andres formation, the vertical 1imits thereof found
in that stratigraphic interval between 4,158 and 4,470 feet as measured
on the compensated formation density log run in the Murphy Operating
Corporation Hobbs "T" Well No. 15 on March 23, 1966, said well located
990 feet from the South 1ine and 1980 feet from the East 1ine of Section
34, Township 7 South, Range 33 East, Roosevelt County, New Mexico. The
Unitized Formation shall further include all subsurface points throughout
the Unit Area correlative to the aforementioned identified depths.

(e) "Unitized Substances" is defined as all oil, gas, gaseous substances,
sulphur contained in gas, condensate, distillate and all associated and
constituent 1iquid or 1iquefiable hydrocarbons within or produced from the
Unitized Formation.

(f) "Working Interest" is defined as an interest in Unitized Substances
by virtue of a lease, operating agreement or otherwise, including a
carried interest, which interest is chargeable with and obligated to
pay or bear, either in cash or out of production or otherwise, all or
a portion of the cost of driiling, developing, producing and operating
the Unitized Formation. Any interest in Unitized Substances which is a
Working Interest as of the date the owner thereof executes, ratifies or
consents to this agreement shall thereafter be treated as a Working
Interest for all purposes of this Agreement.

(g) "Royalty Interest" is defined as a right to or interest in any portion
of the Unitized substances or proceeds thereof other than a Working
Interest.

(h) "Working Interest Owner" is defined as a party hereto who owns a Working
Interest.

(i) "Royalty Owner" is defined as a party hereto who owns a Royalty Interest.

(j) "Tract" is defined as each parcel of land described as such and given a
Tract number in Exhibit "B".

(k) "Tract Participation" is defined as the percentages of Unitized Substances
allocated hereunder toa Tract. TheTract Participationof the Tractswithin
the Unit Area is shown on Exhibit "B" attached hereto.

(1) "Unit Participation" is defined as the sum of the percentages obtained by
multiplying the Working Interest of a Working Interest Owner in each Tract
having Tract Participation by the Tract Participation of such Tract.

(m) "UnitOperatingAgreement" isdefinedas anyagreement or agreements entered
into, separately or collectively, by and between the Unit Operator and the
Working Interest Owners as provided in Section 9, Accounting Provisions and
Unit Operating Agreement, infra, and shall be styled "Unit Operating
Agreement, Haley Chaveroo San Andres Unit, Roosevelt and Chaves Counties,
New Mexico".

(n) "Unit Manager" is defined as the person or corporation appointed by the
Unit Working Interest Owners to perform the duties of the Unit Operator
until the selection and qualification of a successor Unit Operator as
provided for in Section 8, Successor Unit Operator, hereof.

SECTION 3. UNIT AREA. The area specified on the map attached hereto marked
Exhibit "A" is hereby designated and recognized as constituting the Unit Area,
containing 1,840.70 acres, more or less.

Exhibit "A", to the extent known to Unit Operator, shows the boundaries and
identity of Tracts and leases in the Unit Area. Exhibit "B" attached hereto is
a schedule showing, to the extent known to Unit Operator, the acreage comprising
each Tract and the percentage of ownership of each Working Interest Owner in
each Tract. However, nothing herein or 1in said schedule or map shall be
construed as a representation by any party hereto as to the ownership of any
interest other than such interest as are shown in said map or schedule as being
owned by such party. Exhibit "B" attached hereto also contains a schedule
showing the Tract Participation of each Tract in the Unit Area for which Tract
Participation has been calculated upon the basis of all tracts within the Unit
Area being committed to this Agreement as of the Effective Date hereof.



Exhibits "A" and "B" shall be revised by Unit Operator whenever changes
render such revision necessary and not less than two copies of such revision
shall be filed with the Commissioner and the Division.

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

(a) The Working Interest Owner or Owners of a Tract or Tracts desiring
to bring such Tract or Tracts into the Unit Area shall file an application
therefor with Unit Operator requesting such admissions.

(b) Unit Operator shall circulate a notice of the proposed expansion to
each Working Interest Owner in the tract or tracts proposed to be included in
the Unit and/or affected by the proposed expansion setting out the basis for
admission, the Tract Participation proposed to be allocated to such Tract or
Tracts, and other pertinent data. After negotiation (at Working Interest
Owners' meeting or otherwise) if, in accordance with the voting procedure set
forth in Article 4.3.2 of the Unit Operating Agreement, at least two (2) Working
Interest Owners having a combined Unit Participation of sixty percent (60%) or
more have agreed to such Tract or Tracts being brought intc the Unit Area, then
Unit Operator shall, after preliminary concurrence by the Commissioner and the
Division:

(1) Prepare a notice of proposed expansion describing the contemplated
changes in the boundaries of the Unit Area, the reason therefor, the basis for
admission of the additional Tract or Tracts, the Tract Participation to be
allocated thereto, and the proposed Effective Date thereof; and

(2) Furnish copies of said notice to the Commissioner and the
Division, to each Working Interest Owner, and to the lessee and lessor whose
interests are proposed to be committed, advising such parties that thirty (30)
days will be allowed for submission to the Unit Operator of any objections to
such proposed expansion; and

(3) File, upon the expiration of said thirty-day period as set out in
Subsection (2) immediately above, with the Coomissioner and Division the following:
(a) Evidence of mailing copies of said notice of expansion; (b) an application
for such expansion; (c) an instrument containing the appropriate joinders in
compliance with the qualification requirements of Section 13, Tracts Qualified
for Unit Participation, infra; and (d) copies of any objections received.

The expansion shall, after due consideration of all pertinent information
and upon approval by the Commissioner and Division, become effective as of the date
prescribed in the notice thereof. The revised Tract Participation of the respective
Tracts included within the Unit Area prior to such enlargement shall remain in the
same ratio one to another.

There shall never be any retroactive allocation or adjustment of operating
expenses or of interest in the Unitized Substances produced (or the proceeds of
the sale thereof) by reason of an expansion of the Unit Area; provided, however,
this Timitation shall not prevent any adjustment of investment necessitated by
such expansion.

SECTION 5. UNITIZED LAND AND UNITIZED SUBSTANCES. A1l land committed to
this Agreement as provided in Section 13, Tracts Qualified for Unit Participation,
as to the Unitized Formation defined in Section 2, Definitions, shall constitute
land referred to herein as "Unitized Land" or "land subject to this Agreement".
A1l o0il and gas in the Unitized Formation in the Unitized Land are unitized
under the terms of this Agreement and herein are called "Unitized Substances®.

SECTION 6. UNIT OPERATOR. Murphy Operating Corporation is hereby designated
as Unit Operator, and by signing this instrument as Unit Operator it agrees and
consents to accept the duties and obligations of Unit Operator for the operation,
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 interests in Unitized
Substances, and the term "Working Interest Owner" when used herein shall include
or refer to Unit Operator as the owner of a Working Interest when such an
interest is owned by it.




SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall
have the right to resign at any time, but such resignation shall not become
effective so as to release Unit Operator from the duties and obligations of Unit
Operator and terminate Unit Operator's rights as such for a period of thirty (30)
days after written notice of intention to resign has been given by Unit Operator
to all Working Interest Owners and the Commissioner and Division unless a new
Unit Operator shall have taken over and assumed the duties and obligations of
Unit Operator prior to the expiration of said period.

The Unit Operator shall, upon failure or refusal to perform its duties and
obligations hereunder, be subject to removal by the vote of Working Interest
Owners, other than Unit Operator, owning a combined Unit Participation of
eighty percent (80%) or more. However, the Unit Operator shall not be removed
until all debts owed to it by Working Interest Owners have been paid in full.
Any such removal under this Section 7 shall be effective upon notice thereof to
the Commissioner and Division.

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

The resignation or removal of Unit Operator under this Agreement shall not
terminate its right, title or interest as the owner of a Working Interest or
other interest in Unitized Substances, but upon the resignation or removal of
Unit Operator becoming effective, such Unit Operator shall deliver possession of
all equipment, books and records, materials, appurtenances and other assets used
in conducting the Unit operations and owned by the Working Interest Owners
(including copies of any and all data and information which it might have gained
or assembled by reason of its operation of the Unit Area) to the new duly
qualified successor Unit Operator or to the Unit Manager if no such new Unit
Operator is elected, to be used for the purpose of conducting Unit Operations
hereunder. Nothing herein shall be construed as authorizing removal of any
material, equipment or appurtenances needed for the preservation of any wells.
Nothing herein contained shall be construed to relieve or discharge any Unit
Operator who resigns or 1is removed hereunder from any liability or duties
accruing to or performable by it prior to the effective date of such resignation
or removal.

SECTION 8. SUCCESSOR UNIT OPERATOR. Whenever Unit Operator shall tender
its resignation as Unit Operator or shall be removed as hereinabove provided,
the Working Interest Owners, voting in the manner provided in the Unit Operating
Agreement, shall select a successor Unit Operator; provided, however, that the
voting interest of the outgoing Unit Operator shall not be considered for this
purpose if such outgoing Unit Operator fails to vote or votes only to succeed
itself. Such selection of a successor Unit Operator shall not become effective
until: (a) a Unit Operator so selected shall accept in writing the duties and
responsibilities of Unit Operator; and (b) the selection shall have been
approved by the Commissioner and Division. If no successor Unit Operator is
selected as herein provided, the Commissioner may declare this Agreement terminated.

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. Costs and
expenses incurred by Unit Operator in conducting Unit Operations hereunder shall
be paid, apportioned among and borne by the Working Interest Owners in accordance
with the Unit Operating Agreement. Such Unit Operating Agreement shall also
provide the manner in which the Working Interest Owners shall be entitled to
receive their respective proportionate and allocated share of the benefits
accruing hereunder 1in conformity with their underlying operating agreements,
leases or other independent contracts and such other rights and obligations as
between Unit Operator and the Working Interest Owners as may be agreed upon by
the Unit Operator and the Working Interest Owners; however, no such Unit
Operating Agreement shall be deemed either to modify any of the terms and
conditions of this Unit Agreement or to relieve the Unit Operator of any right
or obligation established under this Agreement, and in case of any inconsistency
or conflict between this Agreement and the Unit Operating Agreement, this
Agreement shall prevail. One true copy of any Unit Operating Agreement executed
pursuant to this Section shall be filed with the Commissioner.

SECTION 10. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise
specifically provided herein, the exclusive right, privilege and duty of
exercising any and all rights of the parties hereto which are necessary or
convenient for prospecting for, producing, storing, allocating, and distributing
the Unitized Substances are hereby delegated to and shall be exercised by the
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Unit Operator as herein provided. Upon request therefor, acceptable evidence of
title to said rights shall be deposited with said Unit Operator, and together
with this Agreement shall constitute and define the rights, privileges and
obligations of Unit Operator. Nothing herein, however, shall be construed to
transfer title to any land or to any lease or operating agreement, it being
understood that under this Agreement the Unit Operator, in its capacity as Unit
Operator, shall exercise the rights of possession and use vested in the parties
hereto only for the purposes herein specified.

SECTION 11A. PLAN OF OPERATIONS. It is recognized and agreed by the
parties hereto that all of the 1land subject to this Agreement has been
reasonably proven to be productive of Unitized Substances in paying quantities
or is necessary for Unit Operations and that the object and purpose of this
Agreement is to formulate and to put into effect a secondary enhanced oil
recovery project in order to effect a greater recovery of Unitized Substances,
prevent waste and conserve natural resources. The parties hereto agree that the
Unit Operator may, subject to the consent and approval of a plan of operation by
the Working Interest Owners, the Division and the Commissioner, inject into the
Unitized Formation, through any well or wells completed therein, brine, water,
air, gas, oil, liquefied petroleum gas, steam and any other substance or a
combination of any of said substances, whether produced from the Unitized
Formation or not, and that the 1location of dinput wells and the rates of
injection therein and the rate of production shall be governed by standards of
good geologic and petroleum engineering practices and conservation methods.
Reasonable diligence shall be exercised by Unit Operator in complying with the
obligations of any approved plan of operation. The parties hereto, to the
extent they have the right so to do, hereby grant Unit Operator the right to use
brine or water (or both) produced from any formation underlying the Unit Area
for injection in to the Unitized Formation; provided, however, that this grant
of said right shall not preclude the use of brine or water (or both) produced
from any formation other than the Unitized Formation for injection into formations
other than the Unitized Formation. After commencement of secondary and/or
enhanced o0il recovery operations, Unit Operator shall furnish the Commissioner
and the Division monthly injection and production reports for each well in the
Unit. The Working Interest Owners, the Commissioner and the Division shall be
furnished periodic reports on the progress of the plan of operation and any
revisions or changes thereto necessary to meet changed conditions or to protect
the interests of all parties to this Agreement; provided, however, that any
major revisions of the plan of operation involving a basic deviation from the
initial plan of operation shall be subject to the consent and approval of the
Working Interest Owners, the Commissioner and Division.

The 1initial plan of operation shall be filed with the Division and the
Commissioner concurrently with the filing of this Agreement for final approval.
Reasonable diligence shall be exercised in complying with the obligations of
said plan of operation.

Notwithstanding anything to the contrary herein contained, the Unit Operator
shall commence, if not already having done so, secondary recovery operations
and/or enhanced oil recovery operations on the Unit Area not later than eighteen
(18) months after the Effective Date of this Agreement, or any extension thereof
approved by the Commissioner and Division, or this Agreement shall terminate
automatically in which latter event the Unit Operator shall notify all interested
parties. After such operations are commenced, Unit Operator shall carry on such
operations as would a reasonably prudent operator under the same or similar
circumstances.

SECTION 11B. USE OF SURFACE AND USE OF WATER. The parties, to the extent
of their rights and interests, hereby grant to Unit Operator the right to use as
much of the surface of the Unitized Land as may reasonably be necessary for Unit
Operations. Unit Operator shall have free use of water or brine or both from
the Unitized Land for Unit Operations, except water from any well, lake, pond or
irrigation ditch of a surface owner, unless approval for such use is granted by
the surface owner. Unit Operator shall pay the owner for damages to growing
crops, timber, fences, improvements and structures on the Unitized Land that
result from Unit Operations, and such payments shall be considered as items of
Unit Expense to be borne by all Working Interest Owners of lands subject hereto.




SECTION 12. TRACT PARTICIPATION. The percentages of Tract Participation
set forth in Exhibit "B" for each Tract within the Unit Area have been calculated in
accordance with the following formula:

200 A + 80% B

Percent of Total Useable Wells in Unit Area.

Percent of Total Primary 0il Recovery in Unit Area as
of January 1, 1988.

Tract Participation
Where A
B

Such percentages of Tract Participation have been calculated upon the basis
of all of said Tracts within the Unit Area being committed to this Agreement as
of the Effective Date hereof, and such Tract Participations shall govern the
allocation of all Unitized Substances produced after the effective date hereof,
subject, however, to any revision or revisions of the Unit Area and Exhibit "B"
in accordance with the provisions hereof.

In the event less than all of the Tracts are committed hereto as of the
Effective Date hereof Unit Operator shall promptly file with the Commissioner
and Division at least two copies of revised Exhibit "B" setting forth the revised
Tract Participations opposite each of the qualified tracts, which shall be
calculated by using the tract factors and formula set forth hereinabove, but
applying the same only to the qualified Tracts. The revised Exhibit "B" shall,
effective as of the Effective Date of this Agreement, supersede the original
Exhibit "B" attached hereto and shali thereafter govern the allocation of
Unitized Substances uniess disapproved by the Commissioner and Division within
thirty (30) days after filing. '

If, subsequent to the Effective Date of this Agreement, any additional tract
comes committed hereto under the provisions of Section 3, Unit Area, or Section 28,
Non-joinder and Subsequent Joinder, or any coonmitted tract is excluded herefrom under
the provisions of Section 27, Loss of Title, Unit Operator shall revise said Exhibit
“B" or the latest revision thereof to show the new percentage participations of the
then committed tracts, which revised exhibit shall, upon its approval by the
Commissioner and the Division, supersede, as of its Effective Date, the last
previously effective Exhibit "B". In any such revision of Exhibit "B" the revised
percentage participations of the respective tracts listed in the last previously
effective Exhibit "B" shall remain in the same ratio one to another.

SECTION 13. TRACTS QUALIFIED FOR UNIT PARTICIPATION. On and after the
Effective Date hereof, the Tracts within the Unit Area that shall be entitled to
participate in the production of Unitized Substances therefrom shall be the
Tracts within the Unit Area that are qualified as follows:

(a) Each Tract as to which Working Interest Owners owning one hundred
percent (100%) of the Working Interest therein have become parties hereto and as
to which Royalty Owners owning seventy-five percent (75%) or more of the Royalty
Interest therein have become parties hereto.

(b) Each Tract as to which Working Interest Owners owning one hundred
percent (100%) of the Working Interest therein have become parties hereto and as
to which Royalty Owners owning less than seventy-five percent (75%) of the
Royalty Interest therein have become parties hereto and, further, as to which:

(i) The Working Interest Owner who operates the Tract and at least
seventy-five percent (75%) of all other Working Interest Owners in such Tract
have joined in a request for the commitment of such Tract to this Agreement; and

(ii) Owners of seventy-five percent (75%) of the combined Unit
Participation in all Tracts meeting the requirements of Section 13 (a) hereof
have voted in favor of the commitment of such Tract.

(c) Each Tract as to which Working Interest Owners owning less than one
hundred percent (100%) of the Working Interest therein have become parties
hereto, regardless of the percentage of Royalty Interest therein which is
committed hereto and, further, as to which:

(i) The Working Interest Owner operating any such Tract and a total
of seventy-five percent (75%) or more of the other Working Interest Owners in
such Tract who have become parties hereto have joined in a request for the
commitment of such Tract to this Agreement and have executed and delivered an
indemnity agreement indemnifying and agreeing to hold harmless the other Working
Interest Owners in the Unit Area, their successors and assigns, against all
claims and demands which may be made by the owners of working interests in such
Tract who are not parties hereto and which arise out of the commitment of such
Tract to this Agreement; and
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(ii) Seventy-five percent (75%) of the combined Unit Participation in
all Tracts meeting the requirements of Section 13 A. and 13 B. have voted in
favor of the commitment of such Tract and acceptance of the indemnity agreement.

Upon the commitment of such a Tract to this Agreement, the Unit Participation
that would have been attributed to the nonsubscribing owners of the Working
Interest in such Tract, had they become parties to this Agreement and the Unit
Operating Agreement, shall be attributed to the Working Interest Owners in such
Tract who have become parties to such agreements in proportion to their
respective Working Interests in the Tract.

SECTION 14A. ALLOCATION OF UNITIZED SUBSTANCES. A1l Unitized Substances
produced and saved from the committed Tracts within the Unit Area (less, save
and except any part of such Unitized Substances which is used in conformity with
good operating practices on the Unit Area for drilling, operating, camp and
other production, development and pressure maintenance purposes, or which is
unavoidably 1lost) shall be apportioned among and aliocated to the committed
Tracts within the Unit Area in accordance with the Tract Participation effective
hereunder, as such Tract Participation is shown_in Exhibit "B" or any revision
thereof. The amount of Unitized Substances so allocated to each Tract, and only
that amount (regardless of whether it be more or less than the amount of the
actual production of Unitized Substances from the well or wells, if any, on such
Tract), shall, for all intents, uses and purposes, be deemed to have been
produced from such Tract.

The Unitized Substances allocated to each Tract shall be distributed among
or accounted for to the parties hereto entitled to share in the production from
such Tract in the same manner, 1in the same proportions, and upon the same
conditions, as they would have participated and shared in the production from
such Tract, or in the proceeds thereof, had this Agreement not been entered
into, and with the same Tegal force and effect. No Tract committed to this
Agreement and qualified for participation as heretofore provided shall be
subsequently excluded from participation hereunder on account of depletion of
Unitized Substances from such Tract.

If the Working Interest or the Royalty Interest in any Tract is, on or
after the Effective Date hereof, divided with respect to separate parcels or
portions of such Tract and owned severally by different persons, the Tract
Participations assigned to such Tract shall, in the absence of a recordable
instrument executed by all owners and furnished to Unit Operator fixing the
divisions of ownership, be divided among such parcels or portions in proportion
to the number of surface acres in each.

SECTION 14B. TAKING UNITIZED SUBSTANCES IN KIND. The Unitized Substances
allocated to each Tract shall be delivered in kind to the respective Working
Interest Owners and parties entitled thereto by virtue of the ownership of oil
and gas rights therein or by purchase from such owners. Each Working Interest
Owner and the parties entitled thereto shall have the continuing right to
receive such production in kind at a common point within the Unit Area and to
sell or dispose of the same as it sees fit. Each such party shall have the
right to construct, maintain and operate all necessary facilities for that
purpose on the Unit Area, provided the same are so constructed, maintained and
operated as not to interfere with operations carried on pursuant hereto or with
operations upon or with regard to formations other than the Unitized Formation
conducted within the Unit Area. Subject to Section 16, Royalty Settlement,
hereof, any extra expenditure incurred by Unit Operator by reason of the
delivery in kind of any portion of the Unitized Substances shall be borne by
the party (excepting the State of New Mexico) receiving the same in kind.

If any party fails to take in kind or separately dispose of its proportionate
share of Unitized Substances, Unit Operator shall have the right, for the time
being and subject to revocation at will by the party owning the share, to
purchase for its own account or sell to others such share at not less than the
prevailing market price in the area for 1like production; provided that, all
contracts of sale by Unit Operator of any other party's share of Unitized
Substances shall be only for such reasonable periods of time as are consistent
with the minimum needs of the industry under the circumstances, but in no event
shall any such contract be for a period in excess of one year. The proceeds of
the Unitized Substances so disposed of by Unit Operator shall be paid to the
party entitled thereto.

Any party receiving in kind or separately disposing of all or any part of
the Unitized Substances allocated to any Tract or receiving the proceeds therefrom
shall be responsible for making payment of all royalty to the parties entitled
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thereto, and shall indemnify all parties hereto, including Unit Operator, against
any liability for all royalties, overriding royalties, production payments, and
all other payments chargeable against or payable out of such Unitized Substances
or the proceeds therefrom.

SECTION 15. OIL IN LEASE TANKAGE ON EFFECTIVE DATE. Unit Operator shall
make a proper and timely gauge of all lease and other tanks within the Unit Area
in order to ascertain the amount of merchantable 0il1 above the pipeline connection
in such tanks as of 7:00 A.M. on the Effective Date hereof. All such 0il which
has then been produced legally shall be and remain the property of the Working
Interest Owner entitled thereto the same as if the Unit had not been formed; and
such Working Interest Owner shall promptly remove said oil from the Unit Area.
Any such o0il not so removed shall be sold by Unit Operator for the account of
such Working Interest Owner, subject to the payment of all royalty to Royalty
Owners under the terms and provisions of the Unit Agreement and any applicable
lease or leases and other contracts. Al1 such oil as is in excess of the prior
allowable of the well or wells from which the same was produced shall be regarded
and treated the same as Unitized Substances produced after the Effective Date hereof.

If, as of the Effective Date, hereof, any Tract is over-produced with respect
to the allowable of the well or wells on that Tract and the amount of such
overproduction has been sold or otherwise disposed of, such overproduction shall
be regarded and included as a part of the Unitized Substances produced after the
Effective Date hereof and the amount thereof charged to such Tract as having
been delivered to the persons entitled to Unitized Substances aliocated to such
Tract.

SECTION 16A. ROYALTY SETTLEMENT. The State of New Mexico and all Royalty
Owners who, under existing contracts, are entitled to take in kind a share of
the substances produced from any Tract unitized hereunder, shall hereafter be
entitled to take in kind their share of the Unitized Substances allocated to
such Tract, and Unit Operator shall make deliveries of such Royalty share taken
in kind in conformity with the applicable contracts, laws and regulations.
Settlement for Royalty Interests not taken in kind shall be made by Working
Interest Owners responsible therefor under existing contracts, laws and
regulations, on or before the last day of each month for Unitized Substances
produced during the preceding calendar month; provided, however, that nothing
herein contained shall operate to relieve the lessees of any land from their
respective lease obligations for the payment of any Royalty due under their
leases, except that such Royalty shall be computed in accordance with the terms
of this Agreement.

SECTION 16B. OUTSIDE SUBSTANCES. If gas obtained from lands not subject
to this Agreement is introduced into the Unitized Formation for use in pressure
maintenance, stimulation of production, or increasing ultimate recovery, which
shall be in conformity with a plan first approved by the Commissioner and the
Division a 1like amount of gas, less appropriate deductions for loss from any
cause may be withdrawn from the formation into which the gas was introduced,
royalty free as to dry gas, but not royalty free as to the products extracted
therefrom; provided that such withdrawal shall be pursuant to such conditions
and formula as may be prescribed or approved by the Commissioner and Division;
provided further, that such right of withdrawal shall terminate on the termination
of this Agreement. If liquefied petroleum gases obtained from tands or formations
not subject to this Agreement is injected into the Unitized Formation for the
purpose of increasing ultimate recovery, which shall be in conformance with a
plan first approved by the Commissioner and Dijvision; part or all of such
liquefied petroleum gases may be withdrawn royalty free pursuant to such
conditions and formula as may be prescribed or approved by the Commissioner and
Division.

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

SECTION 17. RENTAL SETTLEMENT. Rentals or minimum royalties due on leases
committed hereto shall be paid by Working Interest Owners responsible therefor
under existing contracts, laws and regulations, provided that nothing herein
contained shall operate to relieve the lessees of any land from their respective
lease obligations for payment of any rental or minimum royalty in lieu thereof
due under their leases. Rental for lands of the State of New Mexico subject to
this Agreement shall be paid at the rate specified in the respective leases from
the State of New Mexico, or may be reduced or suspended under order of the
Commissioner pursuant to applicable laws and regulations.




SECTION 18. CONSERVATION. Operations hereunder and production of Unitized
Substances shall be conducted to provide for the most economical and efficient
recovery of said substances without waste, as defined by State laws and regulations.

SECTION 19. DRAINAGE AND BORDER AGREEMENTS. The Unit Operator shall take
appropriate and adequate measures to prevent drainage of Unitized Substances
from unitized land by wells on land not subject to this Agreement, or, with
consent of the Commissioner and pursuant to applicable regulations, pay a fair
and reasonable compensatory royalty as determined by the Commissioner.

The Unit Operator, upon approval by the Working Interest Owners, and the
Commissioner and Division, is hereby empowered to enter into a borderline
agreement or agreements with Working Interest Owners of adjoining lands not
subject to this Agreement with respect to operation in the border area for the
maximum economic recovery, conservation purposes and proper protection of the
parties and interest affected.

SECTION 20. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms,
conditions and provisions of all leases, subleases and other contracts relating
to exploration, drilling, development or operation for oil or gas on lands
committed to this Agreement are hereby expressly modified and amended to the
extent necessary to make the same conform to the provisions hereof, but otherwise
to remain in full force and effect, and the parties hereto hereby consent that
the Commissioner, as to State leases, shall 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 State leases committed hereto and the regulations in
respect thereto to conform said requirements to the provisions of this
Agreement. Without 1imiting the generality of the foregoing, all leases,
subleases and contracts are particularly modified in accordance with the
following:

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

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

(c) Suspension of drilling or producing operations on all unitized land
pursuant to direction or consent of the Division and Commissioner or their duly
authorized representatives, shall be deemed to constitute such suspension
pursuant to such direction or consent as to each and every Tract of unitized
lands.

(d) Each lease, sublease, or contract relating to the exploration, drilling,
development or operation for oil and gas which by its terms might expire prior
to the termination of this Agreement, 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 terms of this Agreement.

(e) Termination of this Agreement shall not affect any lease which, pursuant
to the terms thereof or any applicable laws shall continue in force and effect
thereafter.

(f) Any lease which is made subject to this Agreement shail continue in
force beyond the term provided therein as to the lands committed hereto as long
as such lands remain subject hereto.

(g) Any lease embracing lands of the State of New Mexico having only a
portion of its land committed hereto, shall be segregated as to that portion
committed and that not committed, and the terms of such lease shall apply
separately to such segregated portions commencing as of the Effective Date
hereof; provided, however that notwithstanding any of the provisions of this
Agreement to the contrary, such lease (including both segregated portions) shall
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continue in full force and effect beyond the term provided therein as to all
lands embraced in such lease if oil or gas is, or has heretofore been discovered
in paying quantities on some part of the lands embraced in such lease committed
to this Agreement or, so long as a portion of the Unitized Substances produced
from the Unit Area 1is, under the terms of this Agreement, allocated to the
portion of the lands covered by such lease committed to this Agreement, or at
any time during the term hereof, as to any lease that 1is then valid and
subsisting and upon which the lessee or the Unit Operator is then engaged in
bonafide drilling, reworking, or secondary recovery operations on any part of
the lands embraced in such lease, then the same as to all lands embraced therein
shall remain in full force and effect so long as such operations are diligently
prosecuted, and if they resuit in the production of oil or gas, said lease shall
continue in full force and effect as to all of the lands embraced therein, so
long thereafter as oil or gas in paying quantities is being produced from any
portion of said lands.

SECTION 21. 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 conveyance of interest in land or leases subject
hereto shall be and hereby is conditioned upon the assumption of all privileges
and obligations hereunder by the grantee, transferee, or other successor in
interest. No assignment or transfer of any Working Interest subject hereto
shall be binding upon Unit Operator until the first day of the calendar month
after Unit Operator is furnished with the original, or acceptable photostatic or
certified copy, of the recorded instrument of transfer; and no assignment or
transfer or any Royalty Interest subject hereto shall be binding upon the
Working Interest Owner responsible therefor until the first day of the calendar
month after said Working Interest Owner is furnished with the original, or
acceptable photostatic or certified copy, of the recorded instrument of transfer.

SECTION 22. EFFECTIVE DATE AND TERM. This Agreement shall become binding
upon each party who executes or ratifies it as of the date of execution or
ratification by such party and shall become effective on the first day of the
calendar month next following the approval of this Agreement by the Commissioner
and the Division.

If this Agreement does not become effective on or before October 1, 1989,
it shall ipso facto expire on said date (hereinafter called "expiration date")
and thereafter be of no further force or effect, unless prior thereto this
Agreement has been executed or ratified by Working Interest Owners owning a
combined Participation of at least sixty percent (60%); and at least fifty
percent (50%) of such Working Interest Owners committed to this Agreement have
decided to extend said expiration date for a period not to exceed one (1) year
(hereinafter called "extended expiration date"). If said expiration date is so
extended and this Agreement does not become effective on or before said extended
expiration date, it shall ipso facto expire on said extended expiration date and
thereafter be of no further force and effect.

Unit Operator shall file for record within thirty (30) days after the
Effective Date of this Agreement, in the offices of the County Clerks where a
memorandum of this Agreement is recorded, a certificate to the effect that this
Agreement has become effective according to its terms and stating further the
Effective Date.

The term of this Agreement shall be for and during the time that Unitized
Substances are produced in paying quantities from the Unit Area and as long
thereafter as diligent drilling, reworking or other operations (inciuding
secondary recovery operations) are prosecuted thereon without cessation of more
than ninety (90) consecutive days, and as long thereafter as Unitized Substances
are produced as aforesaid, unless sooner terminated by Working Interest Owners
in the manner hereinafter provided.

This Agreement may be terminated at any time with the approval of the
Commissioner by a unanimous vote of the Working Interest Owners, as determined
from Exhibit "B". Notice of such termination shali be given by Unit Operator to
all parties hereto.

Unit Operator shall, within thirty (30) days after the termination date of
this Agreement, file for record in the offices where a memorandum of this
Agreement 1is recorded, a certificate to the effect that this Agreement has
terminated according to its terms and stating further the termination date.
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If not otherwise covered by the leases unitized under this Agreement, Royalty
Owners hereby grant Working Interest Owners a period of six (6) months after
termination of this Agreement in which to salvage, sell, distribute or otherwise
dispose of the personal property and facilities used in connection with Unit
Operations.

SECTION 23. APPEARANCES. Unit Operator shall have the right to appear for
or on behalf of any and all interests affected hereby before the Commissioner
and the Division and to appeal from any order issued under the rules and
regulations of the Commissioner or the Division or to apply for relief from any
of said rules and regulations or in any proceedings relative to operations
before the Commissioner or the Division, or any other 1legally constituted
authority; provided, however, that any other interested party shall also have
the right at his or its own expense to be heard in any such proceedings.

SECTION 24. NOTICES. A1l notices, demands, objections or statements
required hereunder to be given or rendered to the parties hereto shall be deemed
fully given if made in writing and verifiably hand-delivered to the party or
parties or sent by postpaid certified mail ("return receipt requested") addressed
to such party or parties at their respective addresses set forth in connection
with the signatures hereto or to the ratification or consent hereof or to such
other address as any such party or parties may have furnished in writing to the
party sending the notice, demand or statement.

SECTION 25. NO WAIVER OF CERTAIN RIGHTS. Nothing in this Agreement
contained shall be construed as a waiver by any party hereto of the right to
assert any legal or constitutional right or defense as to the validity or
invalidity of any law of the State wherein said unitized lands are located, or
rules or regulations issued thereunder in any way affecting such party, or as a
waiver by any such party of any right beyond his or its authority to waive;
provided, however, that each party hereto covenants that during the existence of
this Agreement such party will not resort to any action at law or in equity to
partition the Unit Area or the facilities used in the development or operation
hereof and to that extent waives the benefits of all laws authorizing such
partition.

SECTION 26. UNAVOIDABLE DELAY. All1 obligations under this Agreement
requiring the Unit Operator to commence or continue secondary recovery operations
or to operate on or produce Unitized Substances from any of the lands covered by
this Agreement shall be suspended while, but only so long as, the Unit Operator
despite the exercise of due care and diligence is prevented from complying with
such obligations, in whole or in part, by strikes, acts of God, Federal, State
or Municipal law or agency, unavoidable accident, uncontrollable delays in
transportation, inability to obtain necessary materials in open market, or other
matters beyond the reasonable control of the Unit Operator whether similar to
matters herein enumerated or not.

SECTION 27. LOSS OF TITLE. In the event any Tract ceases to have sufficient
Working Interest Owners or Royalty Owners committed to this Agreement to meet
the conditions of Section 13, Tracts Qualified for Unit Participation, because
of failure of title of any party hereto, such Tract shall be automatically
regarded as not committed to this Agreement effective as of 7:00 A.M. on the
first day of the calendar month in which the failure of title is finally determined;
provided, however, that such Tract shall not be so regarded if said Tract can be
requalified for admission under Section 13 within ninety (90) days after the
date on which such title failure was finally determined.

If any such Tract cannot be so requalified, Unit Operator shall revise the
schedule previously filed with the Commissioner setting forth the Tracts
committed hereto, and Unit Operator shall revise Exhibit "B" to show the tracts
in the Unit Area that remain committed hereto and the Tract Participation of
each of said Tracts, which revised Tract Participation shall bhe calculated and
determined on the basis that the Tract Participation of each of said Tracts
shall remain in the same ratio one to the other. Copies of the revised schedutle
and exhibit shall be filed with the Commissioner and same shall be effective as
of 7:00 A.M. on the first day of the calendar month in which such failure of
title is finally determined.

If title to a Working Interest fails, the rights and obligations of Working
Interest Owners by reason of such failure shall be governed by the Unit Operating
Agreement. If title to a Royalty Interest fails, but the Tract to which it
relates remains committed to this Agreement, the party whose title failed shall
not be entitled to participate hereunder insofar as its participation is based
on such lost Royalty Interest.
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In the event of a dispute as to the title to any Working Interest or
Royalty Interest subject hereto, payment or delivery on account thereof may be
withheld without 1iability or interest until the dispute is finally settled;
provided, that as to State land or leases, no payments of funds due the State of
New Mexico shall be withheld, but such funds shall be deposited as directed by
the Commissioner to be held as unearned money pending final settlement of 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.

SECTION 28. NONJOINDER AND SUBSEQUENT JOINDER. As the objective of this
Agreement is to have lands in the Unit Area operated and entitled to participation
under the terms hereof, it is agreed that, notwithstanding anything else herein,
no joinder shall be considered a commitment to this Agreement unless the Tract
involved is qualified under Section 13 hereof, Tracts Qualified for Unit
Participation. Joinder in this 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 effectively committed to this
Agreement. Joinder by any owner of a Royalty Interest, at any time, must be
accompanied by appropriate joinder by the owner of the corresponding Working
Interest in order for the interest to be regarded as committed hereto.

Any 0i1 or gas interest in the Unitized Formation in Tands within the Unit
Area not committed hereto prior to final approval of this Agreement by the
Commissioner may thereafter be committed hereto upon compliance with the
applicable provisions of Section 13, Tracts Qualified for Unit Participation,
hereof, within a period of two (2) months thereafter, on the same basis of
participation as provided for in Section 12, Tract Participation, and as set
forth in Exhibit "B", by the owner or owners thereof subscribing or consenting
in writing to this Agreement and, if the interest is a Working Interest, the
owner of such interest subscribing also to the Unit Operating Agreement.

It is understood and agreed, however, that after two (2) months from the
Effective Date hereof, the right of subsequent Jjoinder as provided in this
Section shall be subject to such requirements or approvals and on such basis as
may be agreed upon by Working Interests Owners having a combined Unit Participation
of not less than sixty percent (60%), provided that the Tract Participation of
each previously committed Tract shall remain in the same ratio one to the other.
Such joinder by a Working Interest Owner must be evidenced by its execution or
ratification of this Agreement and the Unit Operating Agreement. Such joinder
by a Royalty Owner must be evidenced by its execution or ratification of this
Agreement and must be consented to in writing by the Working Interest Owner
responsible for the payment of any benefits that may accrue hereunder on behalf
of such Royalty Owner. Except as may be otherwise herein provided, subsequent
joinders shall be effective at 7:00 A.M. on the first day of the month following
the filing with the Commissioner, of duly executed documents necessary to
establish effective commitment unless reasonable objection to such joinder by
the Commissioner 1is duly made within sixty (60) days after such filing.
Notwithstanding any of the provisions to the contrary, all commitments of State
of New Mexico land must be approved by the Commissioner.

SECTION 29. COUNTERPARTS. This Agreement may be executed in any number of
counterparts, no one of which needs to be executed by all parties and may be
ratified or consented to by separate instrument in writing 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 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.

SECTION 30. JOINDER COMMITMENT. Execution as herein provided by any party
either as a Working Interest Owner or as a Royalty Owner shall commit all
interests that may be owned or controlled by such party.

SECTION 31. TAXES. Each party hereto shall, for its own account, render
and pay its share of any taxes levied against or measured by the amount or value
of the Unitized Substances produced from the unitized land; provided, however,
that if it is required or if it be determined that the Unit Operator or the
several Working Interest Owners must pay or advance said taxes for the account
of the parties hereto, it is hereby expressly agreed that the parties so paying
or advancing said taxes shall be reimbursed therefor by the parties hereto,
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including Royalty Owners, who may be responsible for taxes on their respective
allocated share of said Unitized Substances. No such taxes shall be charged to
the State of New Mexico, or to any lessor who has a contract with a lessee which
requires his lessee to pay such taxes.

SECTION 32: PERSONAL PROPERTY EXCEPTED. Each Working Interest Owner has
heretofore placed and used on its Tract or Tracts committed to this Agreement
various well and lease equipment and other property, equipment or facilities.
It is also recognized that additional equipment and facilities may hereafter be
placed and used upon the Unitized Land as now or hereafter constituted. Therefore,
for all purposes of this Agreement, any such equipment shall be considered to be
personal property and not fixtures attached to realty. Accordingly, said well
and lease equipment and personal property is hereby severed from the mineral
estates affected by this Agreement, and the rights and interests therein as
among Working Interest Owners are covered by Unit Operating Agreement.

SECTION 33. NO PARTNERSHIP. The duties, obligations and Tiabilities of
the parties hereto are intended to be several and not joint or collective. This
Agreement is not intended to create, and shall _not be construed to create, an
association or trust, or to impose a partnership duty, obligation or liability
with regard to any one or more of the parties hereto. Each party hereto shall
be individually responsible for its own obligations as herein provided.

SECTION 34. CORRECTIONS OF ERRORS. It is hereby agreed by all parties to
this Agreement that Unit Operator is empowered to correct any mathematical or
clerical errors which may exist in the pertinent exhibits to this Agreement;
provided, however, that correction of any error other than mathematical or
clerical shall be made by Unit Operator only after first having obtained
approval of Working Interest Owners having a combined Unit Participation of
fifty percent (50%) or more and the Commissioner.

EXECUTED this 16th day of August, 1988, but effective for all purposes the
15th day of August, 1988.
"UNIT OPERATOR" AND "WORKING INTEREST OWNER"
MURPHY OPERATING CORPORATION

Post Office Box 2648
ATTEST: Roswell, New Mexico 88202-2648

Byz@%éﬁ&_
Nadine Reed, Secretary Ann Murphy Ezz€11 a¥ran and

Chief Executive Officer

"NON-OPERATORS"

AMERICAN ENERGY CAPITAL CORPORATION
1111 Fannin, Suite 1470
ATTEST: Houston, Texas 77002

N & Fu

Join E. Funk,Secretary

Murray C. innon, President

STATE OF NEW MEXICO )
)
COUNTY OF CHAVES )

The foregoing instrument was acknowledged before me this 16th day of
August, 1988 by Ann Murphy Ezzell, Chairman and Chief Executive Officer of
MURPHY OPERATING CORPORATION, a New Mexico corporation, on behalf of said
corporation.

My commission expires:

May 6, 1991 M /%mﬂm

Debi Rodgers, Ngtary Public
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STATE OF TEXAS )

)
COUNTY OF HARRIS )
The foregoing instrument was acknowledged before me this [Y-/J/) day of
August, 1988 by Murray C. McKinnon, President of AMERICAN ENERGY CAPITAL
CORPORATION, a Delaware corporation, on behalf of said corporation.

My commission expires:

4 2-10-91

evs Notary Publi
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ATTACHED TO AND MADE A PART OF THAT CERTAIN UNIT AGREEMENT, HALEY CHAVERQO
SAN ANDRES UNIT, COUNTIES OF CHAVES AND ROOSEVELT, STATE OF NEW MEXICO,

DATED AUGUST 15, 1988.

EXHIBIT "A"

HALEY CHAVEROO SAN ANDRES UNIT

CHAVES AND ROOSEVELT COUNTIES, NEW MEXICO
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UNIT OPERATING AGREEMENT
HALEY CHAVEROO SAN ANDRES UNIT
CHAVES AND ROOSEVELT COUNTIES, NEW MEXICO

THIS AGREEMENT, entered into as of the 15th day of August, 1988, by and between
the parties who have signed the original of this instrument, a counterpart
thereof, or other instrument agreeing to become a party hereto.

WITNESSETH

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

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

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT

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

ARTICLE 2
EXHIBITS

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

2.1.1 Exhibits "A" and "B" of the Unit Agreement.

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

2.1.3 Exhibit "D", attached hereto, is the Accounting Procedure
applicable to Unit Operations. If there is any conflict between this Agreement
and Exhibit E, this Agreement shall govern.

2.1.4 Exhibit "E", attached hereto, contains insurance provisions
applicable to Unit Operations.

2.1.5 Exhibit "F", attached hereto, contains a sample form memorandum

for recordation of this Unit Operating Agreement.

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

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

ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS

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

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

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

3.2.2 Drilling of Wells. The drilling of any well whether for
production of Unitized Substances, for use as an injection well, or for other
purposes.

3.2.3 Well Recompletion and Change of Status. The recompletion,
abandonment, or permanent change of status of any well, or the use of any
well for injection or other purposes.

-1-



3.2.4 Expenditures. The making of any single expenditure in excess of
Fifty Thousand Dollars ($50,000.00); however, approval by Working Interest
Owners of the drilling, reworking, deepening or plugging back of any well
shall include approval of all necessary expenditures required therefor, and
for completing, testing, and equipping the well, including necessary flow
lines, separators, and lease tankage. )

3.2.5 Disposition of Unit Equipment. The selling or otherwise disposing
of any major item of surplus Unit Equipment, if the current price of new
equipment similar thereto is Fifty Thousand Dollars ($50,000.00) or more.

3.2.6 Appearance Before a Court or Regulatory Agency. The designating
of a representative to appear before any court or regulatory agency in matters
pertaining to Unit Operations; however, such designation shall not prevent any
Working Interest Owner from appearing in person or from designating another
representative on its own behalf and at its own expense.

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

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

tion or removal of the Unit Operator, and

(b) be made upon the approval of the owner or owners of an aggregate of

sixty percent (60%) of Working Interest other than that of Unit Operator,

at the expense of all Working Interest Owners other than Unit Operator, and

(c) be made upon not less than thirty (30) days written notice to Unit

Operator.

3.2.8 Inventories. The taking of periodic inventories under the terms
of Exhibit D.

3.2.9 Technical Services. The authorizing of charges to the Joint
Account for services by consultants.

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

.2.11 The removal of Unit Operator and the selection of successor.
The enlargement of the Unit Area.

The adjustment and readjustment of investments.

The termination of the Unit Agreement.

Border Agreements.

Plans of Operation and Budgets.

WwWwwwWw
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ARTICLE 4
MANNER OF EXERCISING SUPERVISION

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

4.2 Meetings. A1l meetings of Working Interest Owners shall be called by
Unit Operator upon its own motion or at the request and expense of Working
Interest Owner(s) having a total Unit Participation then in effect of not less
than fifty percent (50%). No meeting shall be called on less than fourteen (14)
days advance written notijce, with agenda for the meeting attached. 1In absence
of protest by any qualified member at the meeting, Working Interest Owners who
attend the meeting may amend items inciuded in the agenda and may act upon an
amended item or other items presented at the meeting. The representative of
Unit Operator shall be chairman of each meeting.

4.3 Voting Procedure. Except as may be specified by other provisions of
this Agreement or the Unit Agreement, Working Interest Owners shall decide all
matters coming before them as follows:

4,3.1 Voting Interest. Each Working Interest Owner shall have a voting
interest equal to its Unit Participation in effect at the time of the vote.
4.3.2 Vote Required. Unless otherwise provided herein or in the Unit

Agreement, Working Interest Owners shall determine all matters by the affir-

mative vote of two or more Working Interest Owners having a combined voting

interest of at least sixty percent (60%, hereinafter the "required majority
vote).
4.3.3 Vote at Meeting by Nonattending Working Interest Owner. Any

Working Interest Owner who is not represented at a meeting may vote on any

agenda item by letter or telegram addressed to the representative of Unit

Operator if its vote is received prior to the vote at the meeting, provided

the agenda items are not amended.




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

4.3.5 Agreement to be Bound by "Required Majority Vote". The
resolution of a matter in accordance with the voting procedure set forth in this
Article 4 shall be final and binding upon all parties hereto as if each and all
of them had voted in concurrence with that of the "required majority vote" as
specified by § 4.3.2 above.

ARTICLE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

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

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

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

5.2.2 Reports. The right to receive from Unit Operator, upon written
request, copies of all reports to any governmental agency, reports of crude
0i1 runs and stocks, inventory reports, and all other information pertaining
to Unit Operations. The cost of gathering and furnishing information not
ordinarily furnished by Unit Operator to all Working Interest Owners shall
be charged to the Working Interest Owner that requests the information.

ARTICLE 6
UNIT OPERATOR

6.1 Unit Operator. MURPHY OPERATING CORPORATION is hereby designated as
the Unit Operator. »

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

ARTICLE 7
AUTHORITIES AND DUTIES OF UNIT OPERATOR

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

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

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

7.4 Employees. The number of employees used by Unit Operator in conducting
Unit Operations, their selection, hours of labor, and compensation shall be
determined by Unit Operator.

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

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

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

7.8 Engineering and Geological Information. Unit Operator shall furnish to
a Working Interest Owner, upon written request, a copy of all logs and other
engineering and geological data pertaining to wells drilled for Unit Operations.

7.9 Expenditures. Unit Operator is authorized to make single expenditures
not in excess of Fifty Thousand Dollars ($50,000.00) without prior approval of
Working Interest Owners. If an emergency occurs, Unit Operator may immediately
make or incur such expenditures as in its opinion are required to deal with the
emergency. Unit Operator shalil report to Working Interest Owners, as promptly
as possible, the nature of the emergency and the action taken.
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7.10 Wells Drilled by Unit Operator. All wells drilled by Unit Operator
shall be at the usual rates prevailing in the area. Unit Operator may employ is
own tools and equipment, but the charge therefor shall not exceed the usual
rates prevailing in the area, and the work shall be performed by Unit Operator
under the same terms and conditions as are usual in the area in contracts of
independent contractors doing work of a similar nature.

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

ARTICLE 8
TAXES

8.1 Ad Valorem Taxes. Beginning with the first calendar year after the
Effective Date hereof, Unit Operator shall make and file all necessary ad
valorem tax renditions and returns with the proper taxing authorities with
respect to all property of each Working Interest Owner used or held by Unit
Operator for Unit Operations. Unit Operator shall settle assessments arising
therefrom. A1l such ad valorem taxes shall be paid by Unit Operator and charged
to the joint account; however, if the interest of a Working Interest Owner is
subject to a separately assessed overriding royalty interest, production payment,
or other interest in excess of a one-eighth (1/8) royalty, such Working Interest
Owner shall notify Unit Operator of such interest prior to the rendition date
and shall be given credit for the reduction in taxes paid resulting therefrom.
Any Working Interest Owner dissatisfied with any assessment of its interest in
real or personal property shall have the right, at its own expense, and after
due notice to the Operator, to protest and resist any such assessment.

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

ARTICLE 9
INSURANCE

9.1 Insurance. Unit Operator, with respect to Unit Operations, shall: (a)
comply with the Workmen's Compensation Laws of the State; (b) carry Employer's
Liability and other insurance required by the laws of the State; and (c) provide
other insurance as set forth in Exhibit "E".

ARTICLE 10
ADJUSTMENT OF INVESTMENTS

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

10.1.1 Wells. All wells completed in the Unitized Formation.

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

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

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

10.3 Investment Adjustment. Upon approval of Working Interest Owners of the
inventory and evaluation, each Working Interest Owner shall be credited with the
value, as determined in accordance with Section 10.2 above, of its interest in
all personal property taken over by Unit Operator under Section 10.1.2 and
charged with an amount equal to that obtained by multiplying the total value of
all such personal property taken over by Unit Operator under Section 10.1.2 by
such Working Interest Owner's Unit Participation, as shown in Exhibit "C." If
the charge against any Working Interest Owner is greater than the amount credited
to such Working Interest Owner, the resulting net charge shall be paid and in
all other respects be treated as any other item of Unit Expense chargeable
against such Working Interest Owner. If the credit to any Working Interest
Owner 1is greater than the amount charged against such Working Interest Owner,
the resulting net credit shall be paid to such Working Interest Owner by Unit
Operator out of funds received by it in settlement of the net charges described
above.
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10.4 General Facilities. The acquisition of warehouses, warehouse stocks,
lease houses, camps, facility systems, and office buildings necessary for Unit
Operations shall be by negotiation by the owners thereof and Unit Operator,
subject to the approval of Working Interest Owners.

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

ARTICLE 11
UNIT EXPENSE

11.1 Basis of Charges to Working Interest Owners. Unit Operator initially
shall provide for all Unit Expense in accordance with the provisions of this
Article 11. Each Working Interest Owner shall reimburse Unit Operator for its
share of Unit Expense in proportion to the respective Unit Participations of the
parties hereto. All charges, credits, and accounting for Unit Expense shall be
in accordance with Exhibit "D."

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

11.3 Advance Billing. Unit Operator shall have the right, without prejudice
to other rights or remedies, to require Working Interest Owners to advance their
respective shares of estimated Unit Expense by submitting to Working Interest
Owners, on or before the 15th day of any month, an itemized estimate thereof for
the succeeding two (2) months, with a request for payment in advance. Said advances
shall be due and payable as a proper and approved Unit Expense pursuant to the terms
of this Agreement and attached accounting procedure. Within fifteen (15) days
after receipt of the estimate, each Working Interest Owner shall pay to Unit
Operator its share of such estimate. Adjustments between estimated and actual
Unit Expense shall be made by Unit Operator at the close of each calendar month,
and the accounts of Working Interest Owners shall be adjusted accordingly.

11.3.1 Biiling Additional Interests. Notwithstanding any of the
other provisions of this Agreement and of the accounting procedure
attached as Exhibit "D", the parties hereto agree that in no event
during the term of this Agreement shall the Unit Operator be required
to make more than one billing for the entire interest credited to each
party on Exhibit "C". If any party to this Agreement disposes of any
part of its interest as shown on Exhibit "C", then until such time as
such a Selling Party has designated and qualified one assignee to
receive the billing for the entire interest, the Selling Party will be
solely reponsible for billing its assignee or assignees, and shall
remain primarily liable to the other parties hereto for the interest or
interests assigned and shall make prompt payment to the Unit Operator
for the entire amount of statements and billings to the Selling Party
for the interest conveyed. In order to qualify one assignee to receive
the billing for the entire interest credited to the Selling Party on
Exhibit "C", the Selling Party shall furnish to Unit Operator the following:.
a) Written notice of the conveyance together with certified
copies of the recorded assignments by which the transfers were
made;
b) the name of the assignee to be billed and a written
statement executed by the assignee to be billed in which it
consents to receive statements and billings for the entire
interest credited to Selling Party on Exhibit "C" hereof, and
further consents to handle any necessary sub-billing in the
event it does not own the entire interest credited Selling
Party on Exhibit "C"; and
c) ratification of the Unit Agreement and Unit Operating
Agreement (including an executed and recordable instrument
entitled "Memorandum of Unit Operating Agreement" as contained
in Exhibit "F" hereto) executed by the Assignee to be billed
wherein it adopts, ratifies and confirms all the provisions
of the Unit Agreement and Unit Operating Agreement as if it
had been a party thereto.

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




11.5 Lien and Security Interest of Unit Operator and Working Interest Owners.
Each Working Interest Owner grants to Unit Operator a first and prior lien upon
its 011 and Gas Rights in each Tract, and a security interest in its share of
Unitized Substances when extracted and its interest in all Unit Equipment, to
secure payment of its share of Unit Expense, together with interest thereon at
the rate of Prime +2% per annum but not to be less than 21% per annum. To the
extent that Unit Operator has a security interest under the Uniform Commercial
Code of the State, Unit Operator shall be entitled to exercise the rights and
remedies of a secured party under the Code. The bringing of a suit and the
obtaining of judgment by Unit Operator for the secured indebtedness shall not be
deemed an election of remedies or otherwise affect the lien rights or security
interest as security for the payment thereof. In addition, upon default by any
Working Interest Owner in the payment of its share of Unit Expense, Unit
Operator shall have the first and prior right, without prejudice to other rights
or remedies, to collect from the purchaser the proceeds from the sale of such
Working Interest Owner's share of Unitized Substances until the amount owed by
such Working Interest Owner, plus interest has been paid. Each purchaser shall
be entitled to rely upon Unit Operator's written statement concerning the amount
of any default. Unit Operator grants a 1ike lien and security interest to the
Working Interest Owners. :

11.5.1 Memorandum of Unit Operating Agreement. Each Working Interest
Owner, to the extent it deems necessary to perfect the first and prior lien and
security interest provided herein, may file this Unit Operating Agreement or
Memorandum thereof as a 1lien in the applicable real estate records and as a
financing statement. Further each Working Interest Owner, their successors and
assigns, agree to execute a recordable instrument "Memorandum of Operating
Agreement” in the format attached as Exhibit "F" to this Agreement to be filed
both in the county records for real estate purposes and other such records as
may be necessary for compliance with the Uniform Commercial Code.

11.5.2 Bankruptcy. If, following the granting of relief under the
Bankruptcy Code to any party hereto, as debtor thereunder, this Agreement should
be held to be an executory contract within the meaning of 11.U.S.C. 8365, then
the Unit Operator, or if the Unit Operator is the debtor-in-bankruptcy, the
Working Interest Owners shall be entitled to a determination by debtor, or trustee
for debtor, within thirty (30) days from the date an order for relief is entered
under the Bankruptcy Code, as to the rejection or assumption of this Unit
Operating Agreement. In the event of an assumption, Unit Operator, or said
Working Interest Owners, shall be entitled to adequate assurances as to the
future performance of debtor's obligation hereunder the the protection of the
interest of all other parties.

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

11.6.1 Remedies In the Event of Default. Without prejudice to the

other rights and remedies contained in this Agreement and those existing

under law, it is agreed between the parties hereto that in the event
any party fails to pay its proportionate share of advances or other

Unit Expense incurred pursuant to the terms of this Agreement, then the

non-defaulting party or parties shall have the option to consider such

non-payment to constitute an election by the defaulting party to
withdraw under Article 17 below. However, nothing contained in this

Article 11.6.1 shall be construed as a limitation on a party's right

to sell, transfer or assign to a third party its ownership in the Unit

subject to the terms and conditions of Article 11.3.1 above and the
other obligations of this Agreement and the Unit Agreement.

Further, for so 1long as a defaulting party bhas unpaid balances
outstanding, it shall have no further access to the Unit Area or to
information obtained in connection with operations hereunder and shall
not be entitled to vote on any matter hereunder. As to any vote which
it otherwise would have the right in which to participate, such
defaulting party shall have its right to vote reinstated only after it
pays all of the amounts to which it is in default, in full, including
the interest amounts provided by Article 11 above, before the
applicable proposed election or decision deadline. Notwithstanding
anything to the contrary contained in this Agreement, the parties
hereto agree that:



a) the Unit Operator shall not have the right to implement
any of the remedies with respect to default described in this Article
11.6.1. while the Unit Operator and defaulting Working Interest Owner
are engaged in ongoing negotiations or discussions conducted in good
faith regarding disputed Unit Expense. It is understood, however, that
this provision shall not relieve a Working Interest Owner of its
responsibility to timely pay its portion of Unit Expense subject to
possible subsequent adjustments upon resolution of any disputed amounts.

b) it is the intention of Article 11 to grant Working
Interest Owners reciprocal rights against the Unit Operator 1in the
event Unit Operator, rather than a Working Interest Owner, should faijl
or refuse to pay its proportionate share of Unit Expense. Where
appropriate within the text of this Article 11, in order to effectuate
this reciprocity, where the word "Unit Operator" is used, the word
"Working Interest Owner" may be substituted therefor and where the word
"Working Interest Owner" 1is used, the word "Unit Operator" may be
substituted therefor.

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

11.8 Rentals. The Working Interest Owners in each Tract shall pay all rentals,
minimum royalty, advance rentals or delay rentals due under the lease thereon and
shall concurrently submit to the Unit Operator evidence of payment. If the
Working Interest Owners in any tract determine not to pay any such rental, they
shall notify Unit Operator at least sixty (60) days before the due date and they
shall thereupon assign to all other Working Interest Owners in the Unit Area
in proportion to their respective participating interests all of their right,
title and interest under said lease free and clear of any liens or encumbrances;
provided, however, all such assignments shall be subject to all obligations with
respect to reassignments, if any, of the parties making such assignments
theretofore created in favor of parties who are not parties to this Agreement.
In the event of failure of any Working Interest Owner to make proper payment of
any delay rental through mistake or oversight where such rental is required to
continue the lease in force, there shall be no money 1liability on the part of
the party failing to pay such rental, but such party shall make a bona fide
effort on behalf of the Joint Account to secure a new lease covering the same
interest to and commit such lease to the Unit Agreement and, in the event of
failure to secure the new lease within a reasonable time, the interest of the
parties hereto shall be revised, if required, so that the party failing to pay
such rental shall not be credited with the ownership of any lease on which
rental was required but not paid. The Unit Operator shall incur no liability
for failure to pay any rental due under the terms of any lease committed to said
Unit Agreement; however, in the event any rentals are paid by Unit Operator, the
same shall be charged and billed to the party responsible for payment of same.
In the event of loss of title to a lease for failure to pay rental, all Tosses
occasioned thereby shall be that of the Working Interest Owners who should have
paid the same.

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

ARTICLE 12
NON-UNITIZED FORMATIONS

12.1 Right to Operate. Any Working Interest Owner that now has or hereafter
acquires the right to drill for and produce o0il, gas or other minerals, from a
formation underlying the Unit Area other than the Unitized Formation, shall have
the right to do so notwithstanding this Agreement or the Unit Agreement. In
exercising the right, however, the Working Interest Owner shall exercise care to
prevent unreasonable interference with Unit Operations. No Working Interest
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Owner shall produce Unitized Substances through any well drilled or operated by
it. If any Working Interest Owner drills any well into or through the Unitized
Formation, the Unitized Formation shall be protected in a manner satisfactory to
Working Interest Owners so that the production of Unitized Substances will not
be affected adversely.

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

ARTICLE 13
TITLES

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

ARTICLE 14
LIABILITY, CLAIMS, AND SUITS

14.1 Individual Liability. The duties and obligations, and l1iabilities of
Working Interest Owners shall be several and not joint or collective; and
nothing herein shall ever be construed as creating a partnership of any kind,
joint venture, association, or trust among Working Interest Owners.

14.2 Settlements. Unit Operator may settle any single damage claim or suit
involving Unit Operations if the expenditure does not exceed Fifty Thousand
Dollars ($50,000.00) and if the payment is in complete settlement of such claim
or suit. If the amount required for settlement exceeds the above amount,
Working Interest Owners shall assume and take over the further handling of the
claim or suit, unless such authority is delegated to Unit Operator. Al1 costs
and expense of handling, settling, or otherwise discharging such claim or suit
shall be an item of Unit Expense. IT a claim is made against any Working
Interest Owner or if any Working Interest Owner is sued on account of any matter
arising from Unit Operations over which such Working Interest Owner individually
has no control because of the rights given Working Interest Owners and Unit
Operator by this Agreement and the Unit Agreement, the Working Interest Owner
shall immediately notify the Unit Operator, and the claim or suit shall be
treated as any other claim or suit involving Unit Operations.

ARTICLE 15
LAWS AND REGULATIONS

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

ARTICLE 16
NOTICES

16.1 Notices. A1l notices required hereunder shall be in writing and shall
be deemed to have been properly served when sent by certified mail (“return
receipt requested") or verifiably hand-delivered to the address of the
representative of each Working Interest Owner as furnished to Unit Operator in
accordance with Article 4.

ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Withdrawal. A Working Interest Owner may withdraw from this Agreement
by transferring to the other Working Interest Owners all its O0il and Gas Rights
free and clear of all liens and encumbrances, exclusive of any prior existing
Royalty Interests, together with its interest in all Unit Equipment and in all
wells used in Unit Operations. The instrument of transfer may be delivered to
Unit Operator for the transferees. Such transfer shall not relieve the Working
Interest Owner from any obligation or 1iability incurred prior to the date of
the delivery of the instrument of transfer; however, the tender has to be accepted
unless Working Interest Owners decide within ninety (90) days to terminate the
Unit. The interest transferred shall be owned by the transferees in proportion
to their respective Unit Participations in effect. The transferees, in
proportion to the respective interest so acquired, shall pay transferor, for its
interest in Unit Equipment, the net saivage value thereof as determined by the
transferees. In the event such withdrawing party's interest in the aforesaid
fair salvage value after deducting the estimated cost of salvaging same is less
than the withdrawing party's share of estimated cost of plugging and abandoning
the wells then being used or held for Unit Operations, then the withdrawing
party, as condition precedent to withdrawal, shall pay in cash to the party or
parties succeeding to its interest a sum equal to the deficiency. Within sixty
(60) days after receiving delivery of the transfer, Unit Operator shall render a
final statement to the withdrawing owner for its share of Unit Expense,
including any deficiency in salvage value, as determined by Working Interest
Owners, incurred as of the first day of the month following the date of receipt
of the transfer. Provided all Unit Expense, including any deficiency hereunder,
due from the withdrawing owner has been paid in full within thirty (30) days
after the rendering of such final statement by the Unit Operator, the transfer
shall be effective the first day of the month following its receipt by Unit
Operator and, as of such effective date, withdrawing owner shall be relieved
from all further obligations and 1iabilities hereunder and under the Unit
Agreement, and the rights of the withdrawing Working Interest Owner hereunder
and under the Unit Agreement shall cease insofar as they existed by virture of
the interest transferred.

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

ARTICLE 18
ABANDONMENT OF WELLS

18.1 Rights of Former Owners. If Working Interest Owners decide to
permanently abandon any well within the Unit Area prior to termination of the
Unit Agreement, Unit Operator shall give written notice thereof to the Working
Interest Owners of the tract on which the well is located, and they shall have
the option for a period of thirty (30) days after the sending of such notice to
notify the Unit Operator in writing of their election to take over and own the
well. Within ten (10) days after the Working Interest Owners of the Tract have
notified the Unit Operator of their election to take over the well, they shall
pay Unit Operator, for credit to the joint account, the amount determined by
Working Interest Owners to be the net salvage value of the casing and equipment
in and on the well., The Working Interest Owners of the Tract, by taking over
the well, agree to seal off the Unitized Formation, and upon abandonment to plug
the well in compliance with applicable laws and regulations.
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18.2 Plugging. If the Working Interest Owners of a Tract do not elect to
take over a well located within the Unit Area that is proposed for Abandonment,
Unit Operator shall plug and abandon the well in compliance with applicable laws
and regulations.

ARTICLE 18
EFFECTIVE DATE AND TERM

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

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

ARTICLE 20
ABANDONMENT OF OPERATIONS

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

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

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

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

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

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

ARTICLE 21
EXCISE TAX PROVISIONS

21.1 Crude 0il Excise Tax. For the period during which excise taxes are
payable under the Crude 0il Windfall Profit Tax Act of 1980 on any party's
Unitized Substances, the first crude oil allocated to any Tract after distribution
of any incremental tertiary crude as hereinafter provided shall be the tax tier
type of crude o0il actually produced or considered to have been produced during
the base period under 1.R.C. regulations but not to exceed its Tract Participation
share or the amount of such tax tier type of crude o0il currently available. Any
excess of a tax tier type of crude oi1 existing after the foregoing specific
jdentification allocation shall be allocated to the remaining Tracts in the unit
which have an underallocation of crude o0il in proportion to the amount of their
relative underallocations of crude oil. Anything hereinabove notwithstanding,
any incremental tertiary oil as defined under I.R.C. Section 4993 shall be
allocated to each Tract in accordance with its Tract Participation prior to any
other allocation of tax tier type of crude oil under this Article 21.1. In no
case shall the sum of the different tax tier types of crude o0il allocated to any
Tract exceed the total amount of crude oil allocable under its Tract Participation.

21.2 Amendment by Working Interest Owners. This Article 21 may be amended
or deleted by vote of the Working Interest Owners using the voting procedure set
out in Article 4.3 of this Operating Agreement if in the opinion of the Working
Interest Owners (a) application of Article 21 as written becomes unworkable or
inequitable as a result of changes in laws or regulations of any governmental
agency, or (b) amendment or deletion of this Article 21 is necessary to comply
with applicable laws, rules, regulations or orders of any governmental agency
having jurisdiction.
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ARTICLE 22
EXECUTION

22.1 Original, Counterpart, or Other Instruments. An owner of a Working
Interest may become a party to this Agreement by signing the original of this
instrument, a counterpart thereof, or other instrument agreeing to become a
party hereto. The signing of such instrument shall have the same effect as if
all parties had signed the same instrument.

ARTICLE 23
GOVERNMENTAL REGULATIONS

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

ARTICLE 24
SUCCESSORS AND ASSIGNS

24.1 Successors and Assigns. This Agreement shall extend to, be binding
upon, and inure to the benefit of the parties hereto and their respective heirs,
devisees, legal representatives, successors and assigns, and shall constitute a
covenant running with the lands, leases and interests covered hereby.

EXECUTED this 16th day of August, 1988, but effective for all purposes the
15th day of August, 1988.

"UNIT OPERATOR" AND "WORKING INTEREST OWNER"
MURPHY OPERATING CORPORATION

Post Office Box 2648
ATTEST: Roswell, New Mexico 88202-2648

Nadine Ree ,"ecretary

"NON-OPERATORS™"
AMERICAN ENERGY CAPITAL CORPORATION

1111 Fannin, Suite 1470
ATTEST: Houston, Texas 77002

47{1’2:~' Z {;Zi“*'JZL Q/[(/Q/L411A4 (ja ZE/E;Z;;;iiL¢:::=:¢~—*”‘~
Cﬂﬁh” E. Funk,Secretary Murray C. tK1nnon, resident

STATE OF NEW MEXICO )

)
COUNTY OF CHAVES )

The foregoing instrument was acknowledged before me this 16th day of
August, 1988 by Ann Murphy Ezzell, Chairman and Chief Executive Officer of
MURPHY OPERATING CORPORATION, a New Mexico corporation, on behalf of said
corporation.

My commission expires:

May 6, 1991 M Ao lrerns

Debi Rodgers, Notagly Public
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STATE OF TEXAS )
)
COUNTY OF HARRIS )
The foregoing instrument was acknowledged before me this ['7i£3 day of
August, 1988 by Murray C. McKinnon, President of AMERICAN ENERGY CAPITAL
CORPORATION, a Delaware corporation, on behalf of said corporation.

My commission expires:

17-10-91
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EXHIBIT "C*
Attached to that certain Unit Operating Agreement, Haley Chaveroo San Andres
Unit, Counties of Chaves and Roosevelt, State of New Mexico, dated August 15, 1988.

HALEY CHAVEROO SAN ANDRES UNIT
CHAVES AND ROOSEVELT COUNTIES, NEW MEXICO

PERCENTAGE
UNIT
UNIT INTEREST OWNER PARTICIPATION

American Energy Capital Corporation 87.50000
Murphy Operating Corporation 12.50000

Total 100.00000



COPAS — 1974

El:ecomrlnenciedpby the
. BOX BOO ouncil o etroleum
lrafibilt 601, F0lsa ok 7at01 Accountants Societies

LR
EXHIBIT

Attached to and made a part of that certain Unit Operating Agqreement,
Haley Chaveroo San Andres Unit, Counties of Chaves and Roosevelt,
State of New Mexico, dated August 15, 1988.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the quﬁt P{O%erty.

_ w28, Unit Expen . . : o .
“Joint Account”/shall mean the hccount 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.

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

3. Advances and Payments by Non-Operators - "Unit Expense"

Unless otherwise provided for in the agreement, thyf\ (§pec?zor may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding/ tiitea peration. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate as defined in Article 11.5
of UOAor 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.

4. Adjustments

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

5. Audits

A, Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit 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 simultaneocus 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.

6. Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.
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Operator shall charge the Joint Account with the following items: i

II. DIRECT CHARGES

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

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

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

(3) Salaries and wages of Technical Employees directly employed on the 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.

3. 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 labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual

cost not_to exceed twenty- three percen %
) CN(I)utnCJ} of Petroleum Accoun an‘%s goé%g 2egro¥hﬁog%ﬁcﬁrﬂgrq8g recently recommended by the
. ateria

Material purchased or furnished by Operator for use on the Joint Property as provided under Section 1V. 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.

5. 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.

6. 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 consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by

the Parties.

7. Equipment and Facilities Furnished by Operator

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

B.. In lieu of charges in Paragraph 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.

8. 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 shall furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

9. Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or

necessary to protect or recover the Joint Property, gnerator shall charge the Joint Account for legal and
land services rendered by Operator's staff in the performance of services on behalf of the Joint Property
based upon reasonable rates standard in the industry.

—



10.

11.

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 Operator may act as self-insurer for Work-
men’s Compensation and/or Employers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

Other Expenditures

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

II. 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:
( 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 offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not ( X) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

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

Drilling Well Rate $__3>000.00
Producing Well Rate $ 300.00

(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 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 considered
as a one-well charge for the entire month.

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

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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(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 costs provided
under Paragraphs 1 and 9 of Section II, all salvage =(its, the value of injected substances purchased
for secondary recovery and all taxes and assessiperifs which are levied, assessed and paid upon the min-
eral interest in and to the Joint Propert

(2) Application of Overhead - Percentage-Basis shall be as follows:
For the purpose of determining elfirges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all<Gsts in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all welS involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in prepfration 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 ﬁxec} asset, except Major Construction as defined in

a e o et 0 =% il aWal al Q 1
Haragrap 0 = o 0 8 ee be-considersd-as-Operating

2. Overhead - Major Construction - To be included in Authority for Expenditure.
To-compensate-QOperator for overhead costs incurred in the constriection and installation of fixed assets _the evs
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the developr@dnt and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning ef-cofstruction, or shall
charge the Joint Account for Overhead based on the following rates for any MajerConstruction project in excess

of $ :

A, 9 of total costs if such costs are more-#raf $ but less than $ ; plus
B. __ % of total costs in excess-ef ™} but less than $1,000,000; plus

C. __ 9 of total-eosts in excess of $1,000,000.

Total cost-shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts

- nala nrale h no ha Q ad el e a¥a ha a) a driilins.and O O350 alla.q o L
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3. Amendment of Rates

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

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

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

1. Purchases

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

2. Transfers and Dispositions ,

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

A. New Material (Condition A)

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

(2) Line Pipe

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

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods 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 (75%) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring 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 (50%) of current new price as determined by Para-

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

(2) Condition D

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

D. Obsolete Material .

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

E. Pricing Conditions
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per

hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

Premium Prices

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

Warranty of Material Furnished by Operator

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

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

Periodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

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

Special Inventories

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

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 "E"

Attached to that certain Unit Operating Agreement, Haley Chaveroo San Andres
Unit, Counties of Chaves and Roosevelt, State of New Mexico, dated August 15, 1988.

INSURANCE

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

A. Employer's Liability with 1imit of $300,000 and Workmen's Compensation
Insurance covering Operator's employees and the employees of Operator's
contractors and subcontractors engaged in operations under this
Agreement, in compliance with the laws of the State where the work is to
be performed. ;

B. General Public Liability Insurance covering the parties hereto in con-
nection with all operations conducted by Operator or Operator's contrac-
tors and subcontractors with Bodily Injury or Death 1imit of not less
than Two Hundred Fifty Thousand Dollars ($250,000.00) for injury to or
death of any one person; not less than Five Hundred Thousand Dollars
($500,000.00) for injury to or death of more than one person resulting
from any one accident and for Property Damage with a 1imit of not less
than Two Hundred Fifty Thousand Dollars ($250,000.00) for damage to
property for each accident; and

C. Automobile Public Liability and Property Damage Insurance covering the
parties hereto in connection with all operations conducted by Operator
or Operator's contractors and subcontractors with Bodily Injury or Death
1imit of not less than Two Hundred Fifty Thousand Dollars ($250,000.00)
for injury to or death of any one person; not less than Five Hundred
Thousand Dollars ($500,000.00) for injury to or death of more than one
person resutting from any one accident and for Property Damage with a
1imit of not less than Two Hundred Fifty Thousand Dollars ($250,000.00)
for damage to property for each accident.

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

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



EXHIBIT "F"
Attached to that certain Unit Operating Agreement, Haley Chaveroo San Andres
Unit, Counties of Chaves and Roosevelt, State of New Mexico, dated August 15, 1988.

(SAMPLE FORM)
MEMORANDUM OF OPERATING AGREEMENT

STATE OF NEW MEXICO )
)
COUNTIES OF CHAVES AND ROOSEVELT )

Reference is made to that certain Unit Operating Agreement dated the 15th
day of August, 1988, wherein Murphy Operating Corporation, whose address is Post
Office Box 2648, 400 North Pennsylvania Avenue, Suite 300, Roswell, New Mexico
88201, is named Unit Operator, and each of the undersigned is named as a Working
Interest Owner, covering the Unit Area consisting of lands located in Chaves and
Roosevelt Counties, New Mexico, more particularly described on Exhibit "F-A"
attached hereto and made a part hereof.

The terms and provisions of the referenced Unit Operating Agreement are
incorporated in and made a part hereof. Article 11 of the referenced Unit
Operating Agreement grants to the Unit Operator and to the Working Interest
Owners a first and prior lien upon each party's 0il and Gas Rights in each Unit
Tract, and a security interest in its share of Unitized Substances when
extracted and its interest in all Unit Equipment, to secure payment of its share
of Unit Expense, together with interest thereon at the rate set forth in said
Article, for the development and operation of the Unit Area. 0il and or gas or
accounts will be financed at the wellhead located on the lands described in
Exhibit "F-A". This instrument shall be deemed a Financing Statement.

This instrument is intended to give notice to third parties of the
respective rights of each of the parties hereto under the referenced Unit
Operating Agreement and the rights of each party to undivided interests in the
oil and gas rights in the Unit Area, notwithstanding the fact that the real
estate records of the counties where the lands described in Exhibit "F-A" are
Jocated show different rights than are reflected hereby.

A fully-executed copy of the above-described Unit Operating Agreement is
available in the offices of Unit Operator at the address shown above.

Each of the undersigned Working Interest Owners agrees, at Unit Operator's
request, to join the Unit Operator in executing one or more copies of this
instrument at any time and from time to time whenever filing or recording this
instrument is deemed by the Unit Operator to be necessary or desirable.

This instrument may be executed in multiple counterparts by each of the
undersigned, and the Unit Operator is hereby authorized to assemble such
counterparts into one document.

DATED and effective as of the date of the above-described Unit Operating
Agreement.

AMERICAN ENERGY CAPITAL CORPORATION

By:
Murray C. McKinnon, President

STATE OF TEXAS )
)
COUNTY OF HARRIS )
The foregoing instrument was acknowledged before me this day of
August, 1988 by Murray C. McKinnon, President of AMERICAN ENERGY CAPITAL
CORPORATION, a Delaware corporation, on behalf of said corporation.

My commission expires:

~ Nntarv Puhlic



EXHIBIT "F-A"

Attached to that certain Unit Operating Agreement, Haley Chaveroo San Andres

Unit, Counties of Chaves and Roosevelt, State of New Mexico, dated August 15, 1988.
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BEFORE THE NEW MEXICO OIL CONSERVATION DIVISION ox l‘;’ ‘t

APPLICATION OF MURPHY OPERATING o
CORPORATION FOR UNIT APPROVAL AND No. Yoo T
FOR AUTHORITY TO INSTITUTE A WATERFLOOD PROJECT,

CHAVES AND Rﬁgﬁﬁyé}T COUNTIES, NEW MEXICO.

. SUPPLEMENTAL DATA REQUIRED
AUG <3 1988 BY FORM C-108

OILTONSARVA TN ABYSENoF this Application is for secondary recovery.

II. The operator is Murphy Operating Corporation of Post Office Box 2648,
Roswell, New Mexico, 88202-2648, contact parties: Mrs. Ann Murphy Ezzell,
Mr. Mark B. Murphy, telephone (505) 623-7210.

III. The well data, in both tabular and schematic form, for each well
proposed for injection is attached as Exhibit III.

IV. This is not an expansion of an existing project.

V. Attached hereto as Exhibit V. is a map identifying all wells and
leases within two miles of each proposed injection well (two-mile boundary
highlighted in yellow). A one-half mile radius circle (drawn in red) around
each proposed injection well identifies the wells' areas of review. Also
attached is a chart, "Redesignation of Well Names" 1isting original weil names
within the proposed Unit Area together with corresponding redesignated well names.

VI. Attached hereto as Exhibit VI.A. is a tabulation of well data for
all wells within the proposed Unit Area. Exhibit VI.B. contains a tabulation of
well data for wells outside the proposed Unit Area but within the "area of review".
These area of review wells are encompassed within the boundary highlighted in
yellow on the aforementioned Exhibit V. and their locations are listed below.
Also attached as Exhibit VI.C. are schematics (illustrating all plugging detail)
of any plugged well within the area of review.

Original Well Name Redesignated Well Name Location

Roosevelt County
T-7-S, R-33-E, NMPM

Hobbs "U" Well #2 Haley Unit Well #33-02 Sect1on 33: NW/4NE/4
Hobbs "T" Well #1 Haley Unit Well #33-06 Section 33: SE/4NW/4
Hobbs "T" Well #2 Haley Unit Well #33-12 Section 33: NW/4SW/4
Hobbs "T" Well #3 Haley Unit Well #33-10 Section 33: NW/4SE/4
Hobbs "T" Well #5 Haley Unit Well #33-08 Section 33: SE/4NE/4
Hobbs "T" Well #7 Haley Unit Well #34-12 Section 34: NW/4SW/4
Hobbs "T" Well #8 Haley Unit Well #34-10 Section 34: NW/4SE/4
Hobbs "T" Well #9 Haley Unit Well #34-04 Section 34: NW/4NW/4
Hobbs "T" Well #11 Haley Unit Well #33-16 Section 33: SE/4SE/4
Hobbs "T" Well #13 Haley Unit Well #34-14 Section 34: SE/4SW/4
State "AZ" Well #5 Haley Unit Well #33-04 Section 33: NW/4NW/4
State "AZ" Well #6 Haley Unit Well #33-14 Section 33: SE/4SW/4
State "AZ" Well #9 Haley Unit Well #34-06 Section 34: SE/4NW/4
State "AZ" Well #12 Haley Unit Well #34-02 Section 34: NW/4NE/4
State "AZ" Well #14 Haley Unit Well #34-08 Section 34: SE/4NE/4
State "AZ" Well #15 Haley Unit Well #34-16 Section 34: SE/ASE/4

Chaves County
T-8-S, R-33-E, NMPM

State "BF" Well #2 Haley Unit Well #03-02 Sect1on 3: Lot 2

State "BF" Well #4 Haley Unit Well #03-08 Section 3: SE/4NE/4
State "BF" Well #5 Haley Unit Well #03-04 Section 3: Lot 4

State "BF" Well #7 Haley Unit Well #03-06 Section 3: SE/4NW/4
State "BF" Well #8 Haley Unit Well #03-10 Section 3: NW/4SE/4
State "BF" Well #9 Haley Unit Well #03-16 Section 3: SE/4SE/4
Annarco Well #1 (P&A) Section 3: SE/4SW/4

VII. Data on the proposed operation:

1. It is projected that an average of 4,200 barrels of water per
day (equivalent to 600 barrels of water per well per day) will be initially
injected. If successful, a maximum of 13,800 barrels of water per day will be

injected.
2. The proposed waterflood system shall be a closed system.
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3. It is proposed that water will be injected at an average surface
pressure of 800 psig and at a maximum surface pressure of 0.2 psi per foot of
depth to top of injection zone, provided that surface pressure in excess of 0.2
psi per foot of depth to injection 2zone may be approved by administrative
application pursuant to 0il Conservation Division rules and regulations.

4. The water to be used for injection for the waterflood project shall
be acquired from the closest and most economical of several commercial sources
in the immediate area of the proposed Unit (see Exhibit 1., "Field Map
Indicating Proposed Unit Facilities" attached to Plan of Operation, submitted
for approval under separate cover);

Attached hereto as Exhibit VII.4. are chemical analyses and
compatibility analyses of the proposed injection fluid (fresh water samples from
possible sources as described hereinabove) with that of the receiving Chaveroo
San Andres formation (sample from State "BF" Well #2 located within the Unit Area).

5. Not applicable.

VIII. Attached hereto as Exhibit VIII. is geological data related to the
injection zone including appropriate 1ithological detail, geological name,
thickness and depth. This exhibit contains:

Exhibit VIII. - Engineering and Geological Report - Proposed Haley Chaveroo
San Andres Unit, prepared by Bert H. Murphy, Registered
Professional Petroleum Engineer dated August 1, 1988.

Exhibit VIII.A. - General Location Map;

Exhibit VIII.B. - Report dated November,1966 prepared by Roswell Geological
Society Symposium with attached structural and isopachus maps
and type log;

Exhibit VIII.C. - Core Data - "Completion Coregraph" for State "AZ" Well #2
located within Unit Area; "Completion Coregraph" and
"Core-Gamma Correlation" for State "CVB" Well #1 located in
near proximity of Unit in Section 31, T-7-S, R-33-E;

Exhibit VIII.D. - Tabulated Summary of Geological Data;

Exhibit VIII.E. - Structure Map with proposed Unit Area delineated;

Exhibit VIII.F. - Isopachus Map with proposed Unit Area delineated;

Exhibit VIII.G.1l. - East-West Stratigraphic Cross-Section.

Exhibit VIII.G.2. - North-South Stratigraphic Cross-Section.

Exhibit VIII.H. - Chart of Derivation of Tract Participation Factors.

Exhibit VIII.I. - Decline Curves for Wells within Area of Review.

IX. The proposed stimulation program, if any, is included with
information contained in the aforementioned Exhibit VI.

X. Appropriate logging and test data for the proposed injection wells
are attached as Exhibit X.

XI. Murphy Operating Corporation's review of the records at the State
Engineer's office, Roswell District, indicated that there are no fresh water
sources of record within one mile of any proposed injector. A Tletter dated
August 15, 1988 from Mr. Frank Bradley, Supervisor - Portales Water Basin,
office of the State Engineer, confiming this record search is attached hereto as
Exhibit XI.

XII. Not applicable.

XIII. Attached hereto as Exhibit XIII. is proof that copies of the application
have been furnished by certified mail to: a) the owner of the surface of the
land on which the proposed injection wells are to be located; and b) to the
leasehold operators within one-half mile of the proposed injection wells.

XIV. Certification.
1 hereby certify that the information submitted with this application is true
and correct to the best of my knowledge and belief.

Name: Ann Murphy Ezzell Title: Chairman & C.E.0. of
Murphy Operating Corporation

Signature: Date:  August 19, 1988
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SUPPLEMENTAL DATA REQUIRED
BY FORM C-108

INDEX OF EXHIBITS
FILE 2.

Exhibit III. - Well data, in both tabular and schematic form, for each well
proposed for injection.

Exhibit V. - Map identifying all wells and leases within two miles of each
proposed injection well (two-mile boundary highlighted in
yellow). A one-halif mile radius circle (drawn in red) around
each proposed injection well identifies the wells' areas of
review. Chart, "Redesignation of Well Names" 1isting original
well names of wells within the Unit Area together with
corresponding redesignated well names.

Exhibit VI.A. - Tabulation of data for all wells of public record within the
proposed Unit Area.
Exhibit VI.B. - Tabulation of data for all wells of public record outside

the proposed Unit Area but within the "area of review".
Schematics (illustrating all plugging detail) of any plugged
and abandoned well within the area of review.

Exhibit VI.C.

SEE FILE 4. - Plan of Operation with attached Exhibit 1., "Field Map
Indicating Proposed Unit Facilities" submitted for approval
under separate cover.

Exhibit VII.4. - Chemical analyses and compatibility analyses of the proposed
injection fluid (fresh water samples from possible sources as
described hereinabove) with that of the receiving Chaveroo
San Andres formation (sample from State "BF" Well #2 located
within the Unit Area).

Exhibit VIII. - Geological data related to the injection zone including
through appropriate 1ithological detail, geological name, thickness and

Exhibit VIII.I. depth.

SEE FILE 3.

Exhibit VIII. - Engineering and Geological Report - Proposed Haley Chaveroo

San Andres Unit, prepared by Bert H. Murphy, Registered
Professional Petroleum Engineer, dated August 1, 1988.

Exhibit VIII.A. - General Location Map;

Exhibit VIII.B. - Report dated November, 1966 prepared by Roswell Geological
Society Symposium with attached structural and isopachus maps
and type log;

Exhibit VIII.C. - Core Data - "Completion Coregraph" for State "AZ" Well #2

located within Unit Area; "Completion Coregraph" and

"Core-Gamma Correlation" for State "CVB" Well #1 located in

near proximity of Unit in Section 31, T-7-S, R-33-E;

Tabulated Summary of Geological Data;

Structure Map with proposed Unit Area delineated;

Isopachus Map with proposed Unit Area delineated;

East-West Stratigraphic Cross-Section

North-South Stratigraphic Cross-Section.

Chart, Derivation of Tract Participation Factors.

Decline Curves for Wells within Area of Review.

Exhibit VIII.D.
Exhibit VIII.E.
Exhibit VIII.F.
Exhibit VIII.G.1.
Exhibit VIII G.2.
Exhibit VIII.H.
Exhibit VIII.I.

Exhibit X. - Appropriate logging and test data for the proposed injection
wells.

Exhibit XI. - Letter dtd. 08/15/88 from Frank Bradley, Supervisor,
Portales Water Basin, Office of the State Engineer,
confiming record search of fresh water sources within one
mile of any proposed injector.

Exhibit XIII. - Proof that copies of the application have been furnished

by certified mail to: a) the owner of the surface of the
land on which the proposed injection wells are to be located;
and b) to the leasehold operators within one-half mile of the
proposed injection wells.
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HALEY CHAVEROO SAN ANDRES UNIT
SUPPLEMENTAL DATA REQUIRED BY FORM C-108

INDEX OF EXHIBITS
FILE 2.

Exhibit III.

Well data, in both tabular and schematic form, for each well
proposed for injection,

Exhibit V. - Map identifying all wells and leases within two miles of each
proposed injection well (two-mile boundary highlighted in
yellow). A one-half mile radius circle (drawn in red) around
each proposed injection well identifies the wells' areas of
review. Chart, "Redesignation of Well Names" 1isting original
well names of wells within the Unit Area together with
corresponding redesignated well names.

Exhibit VI.A. - Tabulation of data for all wells of public record within the
proposed Unit Area.

Exhibit VI.B. - Tabulation of data for all wells of public record outside
the proposed Unit Area but within the "area of review".

Exhibit VI.C. - Schematics (illustrating all plugging detail) of any plugged

and abandoned well within the area of review.

SEE FILE 4. - Plan of Operation with attached Exhibit 1., "Field Map
Indicating Proposed Unit Facilities" submitted for approval
under separate cover.

Exhibit VII.4.

Chemical analyses and compatibility analyses of the proposed
injection fluid (fresh water samples from possible sources as
described hereinabove) with that of the receiving Chaveroo
San Andres formation (sample from State "BF" Well #2 located
within the Unit Area).

Exhibit VIII.

Geological data related to the injection zone including

through appropriate lithological detail, geological name, thickness and
Exhibit VIII.I. depth.
SEE FILE 3.
Exhibit X. - Appropriate logging and test data for the proposed injection
wells.

Exhibit XI. Letter dtd. 08/15/88 from Frank Bradley, Supervisor,
Portales Water Basin, Office of the State Engineer,
confiming record search of fresh water sources within one

mile of any proposed injector.

Exhibit XIII. Proof that copies of the application have been furnished

by certified mail to: a) the owner of the surface of the

land on which the proposed injection wells are to be located;
and b) to the leasehold operators within one-half mile of the

proposed injection wells.
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INGTL N v L e art g

__%HFE&&HPPERATING CORPORATIUN Pq?%g?ed Haley Chaveroo San Andres Unit
WQT] numbers & location(s) "Section 33, 34 T7S R33E Roosevelt Co., !
listed on attached sheet Section 3 T8S R33E Chaves Co., NM
WILL NO. TOOTAGE LOCATTUN SLCTION TOWNSIITD RANGL
Schematic Yabular bntn

Surface Casing

.~ v size 8-5/8 to 10-3/4" Cemented with 200 - 250 4y,
> ) qnu]us ——
v T filled w/ 1oc Surface . fect determined by Circulation
o 1 S8) : .
% z.r.’gggker..) Hole size 11" to 12-1/4
5 .
7.0 L 3
i? ;f% ';lg;gdre Intermediate Casing
. ﬁ‘_ I;" .
N 300 tg:?Sdaxg. Size " Cemented with SX.
held for 30 min. T0C fect determined by
Hole size
Long string
~ Size 4-1/2 to 7-5/8» Cemented with 200 - 850 o
2-3/8" ceramic 10C _2800 - 3800 feet determined by Jemp. Survey
coated tubing  yo1e size 7-7/8" to 9-7/8"
Total depth _ 4400' to 4500'
Injection interval
i t2lL d'l feot to 4310 feet being the
X perforated or open- 5 1ndi te whic . :
N 4-1/2" 51/2hUn1tized Formation which Hs FarEner dbscribed as follows:
A £ B—k -UO? 1' "Unitized Formation" is defined as that subsurface portion
A p|DAKer uni- of the Unit Area known as the San Andres formation, the

£ Injection

B

vertical 1imits thereof found in that stratigraphic

;0 ! Packer set ¢ interval between 4,158 and 4,470 feet as measured on the
8 8‘-W/1n 100" o compensated formation density Tog run in the Murphy

R g uppirmosﬁ Operating Corporation Hobbs "T" Well No. 15* on March 23,
o o perforation. 1966, said well located 990 feet from the South Tine and
N A ‘ 1980 feet from the East line of Section 34, Township 7

S
\,
4

South, Range 33 East, Roosevelt County, New Mexico. The
Unitized Formation shall further include all subsurface
points throughout the Unit Area correlative to the
aforementioned jdentified depths.

g

NOT DRAWN TO SCALE

*Unit Well #33-15

Tubing size 2-3/8" lined with _ceramic_epoxy coating set in a
(matecrial)
Baker Uni-1 packer ag 41QQ - 4150 feet .
{brand and model) (within 100' of uppermost perforation)

(or describe any other casing-tubing secal).
Other Data

1. Name of the injection formation San Andres

2. Name of Tield or Pool (if applicable) Chaveroo San Andres

3, Is this a new well drilled for injection? 1:7 Yes é§7 No

1f no, for what purposc was the well originally drilled? A1l wells drilled as oil & gas-
producers except Well #33-16 which was drilled as a SWD.

4] Was the well ever been perforated in any other 7ene(s)? List all such perforated interyafs
and give plugging detail (sacks of cement or bridge plug(s) used) See Exhibit III entitled

Table of Drilling and Completion Information on Proposed Injection Wells.

T

Give the depth to and name of ony overlyiog and/or underlyieg 0il or ﬁng zoges (ponls) i
ihis wren. Ihere are no known overlying oil and gas zones. The Pennsylvanian Bougﬁ

"C" is productive at an approximate depth of 9050' in the Tobac Field which is

Tocated approximately 3 to 4 miles south of the proposed Haley Chaveroo San Andres Unit.
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Proposed Unit

Unit

Well No. Letter Location PBTD _TD Remarks

33-2 B S33-T7S-R33E 4385 4514

33-4 D S33-T7S-R33E 4441 4470

33-6 F S33-T75-R33E 4425 4460

33-8 H S33-T7S-R33E 4433 4475

33-10 J S$33-T75-R33E 4400 4480

33-12 L S33-T7S-R33E 4350 4486

33-14 N S33-T7S-R33E 4460 4505

33-16 P S33-T75-R33E 4867 4300

34-2 B S34-T7S-R33E 4405 4444

34-4 D S34-T75-R33E 4400 4475

34-6 F S34-T7S-R33E 4406 4453

34-8 H S34-T7S-R33E 4470 4478

34-10 J S34-T7S-R33E 4446 4474

34-12 L S34-T7S-R33E 4357 4525

34-14 N S34-T7S-R33E 4464 4500

34-16 P S34-T7S-R33E 4446 4480

3-2 B S3-T8S-R33E 4453 4491

3-4 D S3-T8S-R33E 4412 44399 Well to be re-entered or re-

drilled for injection purposes

3-6 F S3-T8S-R33E 4438 4480

3-8 H S3-T8S-R33E 4452 4489

3-10 J S3-T8S-R33E 4438 4775

3-14 N S3-T8S-R33E NA 4396 Well to be re-entered or re-

drilled for injection purposes

3-16 P S3-T8S-R33E 4447 4482
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