SXHIBIT "B

SCHEDULE OF IANDS AND LEASES
SITTING BULL UNIT ACREEMENT
fddy County, New Mexico

Lease Basic
Serial No. Royalty Overriding Royalty Working Intecrest Cwio
act Number Expiration and Owner and and
. Iescription of Acres Date Percent Lessee of Record Interest Percentage Percentage
FEDERAL LANDS
T-23-5, R-22-L 546.75 NM 036723 U.S.4A, Cities Service 0il All Neil H. Wills & Mary Cities Service Al
Secrion 31: Lots 1,2 10/2/72 All Company E. Wills, his wife 37 0il Company
3.5,6,7, E/2 Wi/4 Box 529, Carlstad,
LR/ 3N/ 4L, W2 SE/L, & NE/G New Mexico
L. E-23-5, R-22- 22.93 NM 036723-B U.S5.4A, Cities Service 0il All Neil H. Wills & Mary Cities Service Al:
Section 31: HOn 4 10/2/72 All Company E. Wills, his wife 3% 0il Company
Box 529, Carlstad,
New Mexico
J. V. Fritts & Ruth
C. Fritts, his wife 27
Box 868, Roswell
New Mexico
F-23-5, R-22-1 232.53 NM 0150421 U.S.A. Union Oil Company of All Gerald T. Tresner & Union Oil AL
Scetivon 33: Lot 8, W/2 10/2/72 All California Amy Tresner, his wife 47 Company of
NE 4, N/2 W /4, SU/L T /4 010 Midland Savings California
Bldg.,Denver, Colorado
3
T-24-5, R-22-F 555.08 NM 0425718 U.S.A. Bell Petroleum Company All None Bell Petroleum Al
Section 7: Lots 1,2,3,4, 12/31/73 All Company
L/2 W/2, ¥3/4, .@\N mr? _
T-24-85, R-22-F 642.60 NM 0553768 U.S.A, Cities Service Oil All None Cities Service. Al
Section 51 All 8/31/74 A1l Company 0il Company
T-23-3, R-22-T 240.00 MM 0555271 U.S.A, Chalfant, Magee & Hansen, All W. B. Hoffhine 3% Inexco Oil - A
Section 29: SW/4 & 1/31/75 All Hsn,AbmmHmsmmAmo Inexco Box 2042 Company
W/ NW/ 4L 011 Company) Casper, Wyoming
T-23-5, R-22-L 633.52 MM 0555753 U.S.A., Cities Service Oil All E. L. Hodges & Edith Cities Service Al!
Seccion 32: Lots 1,2,3,4, 2/28/75 All Company J. Hodges 2% 0il Compa
NJ2, ®/z 3/2 Box 336

Roswell, New Mexico
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T-23-5, R-22-1
Scction 237 Lot
T-23-§, R-20-%
Scction 0 SW/4

T-23-5, R-22-F

i

Scction 33: Lot

1,12,13 & 15

Ay n A -,
C-24-5, R-22-4
S o s N F i
SueToon 4! LoUs
LR R
S/ 2 o/

T-2%-5, R-32-%

Szepion 33: Lot

Uo@v‘.\.wwﬁ

T-24-8, R-22-%
Scetion 7: E/2

636.43
1,2,
N/ 4,
SW/4,
37.53
14
160.00
104 .67
s 9,10,
642.30

1,2,3,4,

160.00
s 1,2, |

80.00
SE/4

NM 0555754

2/28/75

M1 5437
7/31/78

MM 8242
1/31/79

W €533

7/31/79

NM 9534
7/31/79

M 9534
7/31/79

NM 6802
7/31/79

A

™ 10885

2/29/80

e i et

U.S.A, W, H. Hunt All
All

U.S.A. Cities Service 0il All
All Company

U.S.A, Chalfant, Magee & Hansen, All
All Inc. (Assigned to Inexco 0il Co.)
U.S.A. Chalfant, Magee & Hansen, All
All Inc. (Assigned to Inexco 0il Co.)
U.S.A, Cities Service 01l Co. All
All

U.S.A. Natural Resources Corp. All
All & King Resources Co.

U.S.A. Chalfant, Magee & Hansen, All
All Inc. (Assigned to Inexco 0il Co.)
U.S.A, Union 0il Company of All
All California
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None

M.A. Barton & R.M.
Barton,her hustand 5%
Box 2166
Santa Fe, New Mexico

Thelma F. DeSmet 4%
1631 12th Ave.

~Sacramento, California
William H, Short, Jr.4%
& Rita Short,his

wife; & Franklin
Knobel & Norma Knobel,
his wife

/. H. Hunt Al

Cities Service Al
(il Company

Inexco 0Oil Al
Company

-

Inexco 0il AL
Company ,

M. N. Hahn & Charlotte Hahr ,Cities Service AL

his wife,
Bakersfield, Calif. 2%
C.E. Strange & Sherrie

R. Strange 2%
M.N. Hahn & Charlotte
Hahn,his wife; 2%
C.E. Strange & Sherrie
Strange,lhis wife 2%
A.W. Rutter, Jr. and
wife,Virginia S. 2%
Rutter and Wilbanks
Corp. 3%

500. N. Big S»ring St.
Midland, Texas 7°701

Rita Short & hustand,:
Wm.H.Short and lee
Gray & wife, Bobltie
Gray 3%

185 Caklank Rd., 0il Company

Mationai Resources Al
Corp.& King Resources
Co.

Inexco Cil Company All

Tnion 0il Company Al:

of California



[
(o)

: o
EXHIBIT '"B", Pane 3

L
2

R R R St 960.00 NM 11100 U.S.A. Chalfant, Magee & Hansen, All Julius W. Rakvic Inexco 0il A
conlon o AL 3/31/80 All . Inc. (Assigned to Inexco 0il Co.) and wife,Thelma Company
/4 & SE/4 Rakvic
1726 Lincoln Highway,N.
Versailles,Pennsylvania

T-23-5, R=22-T 668.24 NM 12389 U.S.A. Chalfant, Magee & Hansen, All v Franklin,Aston & Fair, Inexco 0il A
Section 28: Lots 1,2,3,4, 10/31/80 All Inc. (Assigned to Inexco 0il Co.) Inc.,Box 1090, WOLSQHH Company
W/t vf2, W2 New Mexico 2%
Secuion 33 Lot 17 Howell Sreoar
Box 90,Hobbs,N.M. 2%
, Jack Crynberg &
Celeste Grynberg, 1%
his wife
750 Petroleum Club
Bldg. ,Denver,Colo. .
T-23-3, R-22-F 400.00 NM 14111 A U.S.A. Chalfant, Magee & Hansen, All Sherman Nelson & Jon Inexco 03l Al
Secuion 23: E/2 & 9/30/81 A1l : Inc. (Assigned to Inexco 0il Co.) Nelson,Secguin,Texas Company
E/2 ¥W/4

107 of 4%
Ben M. Patterson,Jr.
& wife,Donna Patterson
1802 NBC Bldg.

207 of 4%
San Antonio,Tcxas

6,964.54 Acres in Unit

. B A
A A A L, T e




CONSENT AND RATIFICATION '.f ;
SITTING BULL UNIT AND UNIT OPERATING AGREEMENT
EMBRACING LANDS IN EDDY COUNTY, NEW MEXICO

The undersigned hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Sitting Bull
Unit Area embracing lands situated in Eddy County, New Mexico, and
also a copy of the Unit Operating Agreement for said unit area,
both of which are dated the7th day of August . 1972, and
further acknowledges that the undersigned is familiar with the terms
and conditions thereof. The undersigned, being the owner of certain
leasehold or other interests in the lands or minerals embraced in
said unit area as set forth on the schedule attached to said Unit
Agreement as Exhibit "B" does hereby commit all of its said interest
to the Sitting Bull Unit Agreement and does hereby consent to said
Unit Agreement and the Unit Operating Agreement and ratifies all of
the terms and provisions thereof exactly the same as if the under-
- signed had executed the original of said Unit Agreement and Unit

Operating Agreement, or a counterpart thereof,

IN WITNESS WHEREOF, this instrument is executed by the undersigned
as of the date set forth opposite the signature.

— SEP 20 1972
ADDRESS : CITIFS SERVICE O, COMPAWY

P. 0. Bo6x 300 By Z)é)‘(jde' Cl///¢;>£)Q

Tulaa, Cklshoma 74102 Wiley C. Hill Artornay~in-Fact
STATE OF ) '

) ss.
COUNTY OF ) :
The foregoing instrument was acknowledged before me this

day of , 1972 by
My Commission Expires: v ' Notary Public
STATE OF Oklahoma

)
) ss,
COUNTY OF TULSA )

The foregoing instrument was acknowledged before me Lh1s~—57éé
day Of)/[ 7z dion 2e 1972 by Wiley C. Hill )
Alidrnoy-in-¥act of UTTIES SERViGE Wb GO ik " a

Corporation, on behalf of said Corporation.

) \‘/CZJL it L g \7.7/1 L0 /}2//{4//775
My Com1551%11§37>ép1res: Evolyn ¥, ”gchultz Notary Publig’

JY




CONSENT AND RATIPICATION
SITTING BULIL UNTITY AND UNIT OPLRATING AGREEMENT
EMBRACING LANDS IN EDDY COUNTY, NEW MEXICO

The undersiconed hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Sitting Bull
Unit Area embracing lands situated in kddy County, New Mexico, and
also a copy of th«a Unit Operating Agreenent for said unit area,
both of which arc dated the  7th day of  August , 1972, and
further acknowledoes that the undersigned is familiar with the terms
and conditions therecf. The undersigned, being the owner of certain
leasehold or other interests in the lands or minerals embraced in
said unit area as set forth on the schedule attached to said Unit
Agreement as Exhibit "B" does hereby commit all of its said interest
to the Sitting Bull Unit Agreement and does hereby consent to said
Unit Agreement and the Unit Operating Agreement and ratifies all of
the terms and provisions thereof exactly the same as if the under-
signed had executed the original of said Unit Agreement and Unit
Operating Agreement, or a counterpart thereof.

IN WITNESS WHEREOF, this instrument .s exccuted by the undersigned
as of the date s~t forth opposite the signature.
BELI. PETROLEUM COMPANY

Vel .
N . ,«,Cé;/
DATE : Septemberv 15,_197 2 By /;/ L 7, r/é

. - ‘;} PresidentT

Vice President 16633 Ventura Blvd., Suite 700
Encino, California 91316

STATE OF )
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this
day of , 1872 by
My Commission Expires: ) Notary Public
STATE OF CALIFORNIA )
) ss.
COUNTY OF L{7 ANCHLES. )
The foregoing instrument was acknowledoed bkefore me this 15th
day of gepteuber , 1972 by R.J. Tingle ’
President of BELL _PETROLEUM COMPANY _ !
california Corporation, on behalf gf said Corporation.
. . . / AL g // 27~
My Commission Expires: N é7> Notary Public
y ‘I\/” , ~ Ay
. d ‘/' AWN,\»WM\"WWW

DFFICAL SEAL
AN AGMES GREEN




CONSENT AND RATIFICATION
SITTING BULL UNIT AND UNIT OPERATING AGREEMENT
EMBRACING LANDS IN EDDY COUNTY, NEW MEXICO

The undersigned hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Sitting Bull
Unit Area embracing lands situated in Eddy County, New Mexico, and
also a copy of the Unit Operating Agreement for said unit area,
both of which are dated the 7th day of August , 1972, and
further acknowledges that the undersigned is familiar with the terms
and conditions thereof. The undersigned, being the owner of certain
leasehold or other interests in the lands or minerals embraced in
said unit area as set forth on the schedule attached to said Unit
Agreement as Exhibit "B" does hereby commit all of its said interest
to the Sitting Bull Unit Agreement and does hereby consent to said
Unit Agrecement and the Unit Operating Agreement and ratifies all of
the terms and provisions thereof exactly the same as if the under-
signed had executed the original of said Unit Agreement and Unit
Operating Agreement, or a counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned
as of the date set forth opposite the signature.

DATE : j/ 20 joo 9 UNION OIL COMPANY OF CALIFOR_NIA
4 I :
ADDRESS: p, 0. Box 3100 By;)gégﬂf/,4(//7/0 ¢7¢2%~u

Attorney-in- Facﬁ//ﬁjk
Midland, Texas 79701

EVIDENCE OF PUT“ODITY'OF ATTORNEY~

IN-F/AT I3 FILED I M-0323100

STATE OF ) ARD SUCH AUTH CRITY 18 STILL IN EFFEC
) ss.
COUNTY OF )
The foregoing instrument was acknowledged before me this
day of ; 1972 by
My Commission Expires: ' Notary Public

STATE OF TEXAS, )
) ss.
COUNTY OF MIDLAND. )

The foregoing instrument was acknowlcaqed before me this //Z'L(

day of September ; 1972 by S e ,
Attgrnevjln —Fact of UNION OIL COMPANY OF CALIFORNIA r a
California Corpqration, on behalf of said Corporation.

Jﬂ_ ,”:/ J (/ G :tn ) '.‘“‘ j—- : '-‘\- .‘.‘_._“V

My Commission Expires: Notary Public

June 1, 1973




CONSENT AND RATIFICATION
SITTING BULL UNIT AND UNIT OPERATING AGREEMENT
EMBRACING LANDS IN EDDY COUNTY, NEW MEXICO

The undersigned hereby acknowledges receipt of a copy of the
Unit Agreement for the Development and Operation of the Sitting Bull
Unit Area embracing lands situated in Eddy County, New Mexico, and
also a copy of the Unit Operating Agreement for said unit area,

both of which are dated the 7th day of Augqust , 1972, and
further acknowledges that the undersigned is familiar with the terms
and conditions thereof. The undersigned, being the owner of certain

leasehold or other interests in the lands or minerals embraced in
said unit area as set forth on the schedule attached to said Unit
Agreement as Exhibit "B" does hereby commit all of its said interest
to the Sitting Bull Unit Agreement and does hereby consent to said
Unit Agreement and the Unit Operating Agreement and ratifies all of
the terms and provisions thereof exactly the same as if the under-
signed had executed the original of said Unit Agreement and Unit
Operating Agreement, or a counterpart thereof.

IN WITNESS WHEREOF, this instrument is executed by the undersigned
as of the date set forth opposite the signature.

DATE : August 11, 1972 ///// W k\:\

W. H. HUNT d\d/
ADDRESS: 1401 Eim

Dallas, Texas 75202

STATE OF TEXAS )
) ss.
COUNTVY OF DALLAS )

The foregoing instrument was acknowledged before me this \Yﬁb;
day ot August r 1972 by W. H. Hunt

\g\l\ﬂ\ ,. g A\‘JY\\R Venre )

’ Notary Public

My Commission Expires:
June 1, 1973 L \

inand . oo 53 :_.J_,,uj, ‘5;\&3

My Commission ixpires Jung 1, 197 ">

, ‘- L~, Catide

STATE OF )
) ss,
COUNTY OF )

The foregoing instrurznt was acknowledged before me this
day of , 1972 by ,
of , &
Corporation, on behalf of said Corporation.

My Commission Expires: Notary Public




UNIT OPERATING AGREEMENT "

i
FOR THE DEVELOPMENT AND OPERATIGNlN . . .
OIL CORSERVALIGH

OF THE SITTING BULL UNIT AREA Santa Fe

COUNTY OF &DDY, STATE OF NEW MEXICO
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UNTT OPLRA?IAV AGREIMENT
FOR THE DEVELOPMENT AND OPCRATION
OF THE SITTING ?ULL UNTIT AREA
COUNTY OF EDDY, STATE OF NEW MEXICO

7L

THIS AGREEMENT made and entered into as of the 2 - .

day of ’Auc‘, z(gf‘/l' , 1972, by and between Inexco Oil
Company with offices at Midland, Texas, hereinafter referred .
to as "Unit Operator', and the undersigned as owners of
working interests in the unitized substances within the

unit area subject to the Unit Agreement hereinafter referred
to as may subscribe to this agreement and become parties
hereto, which owners are hereinafter referfed to as "Working

Interest Owners" or as 'Non-Operators'.
WITNESSETH:

WHEREAS, the parties hereto have concurrently
herewith, as of the date hereof, entered into a certain
Unit Agreement for the development and operation of the
Sitting Bull Unit Area, hereinaftexr referred to as the
"Unit Agreement', and which said agreement embraces the
following described land situated in Eddy County, New Mexico,
hereinafter referred to as the "unit area':
Township 23 South, Range 22 East, N.M.P.M.
Section 28: Lots 1,2,3,4,W/2 E/2, W/2 (All)
Section 29: All

Section 31: Lots 1,2,3,4,5,6,7, E/2 NW/4, NE/4 SW/4 N/2 SE/4, NE/4 (All)
Section 32: Lots 1,2,3,%4, N/2 /2, W/2 (AL1) A

5.6,
/

Section 33: Lots 1,2, 7,8,9,10,11,12,13,14,15,16,17,
N/2 NW/4, W/2 NE /4, SW/L YW/4 (A1)

Township 24 South, Range 22 East N M.P.M.

Section 4: Lots 1,2,3,4, §/2 N/2, §/2 (A11)

Section 5: Lots 1,2,3,4, S/2 N/Z S/2 (All)

Section 6: Lots 1,2,3,4,5,6,7, SE/4 NW/4, E/2 SW/4, S/2 NE/4, SE/4& (All)
Section 7: Lots 1,2,3,4, /2 W/2, E/2 (All)

Section 8: All

Section 9: All

Containing 6964.54 acres, more or less.



WHEREAS, the parties heveto enter into this agreement
pursuant to Scction 7 of the Unit Agreement.
NOW THERBFORE, it is mutually agreed lLetween the parties

hereto as follows:

ARTICLE T

1. UNIT PIAN CONFIRMID: The aforesaid Unit Agreement and

all exhitits attached thereto are hereby confirmed and made a part of

this agreement.

ARTICLE IT

2.1 TITLE EXAMINATION: The parties hereto shall, as soon

as practicable, sutmit to Unit Operator copies of their respective
leases embracing lands committed to the unit area together with all
rental receipts and copies of any and all title opinions covering

said lands, and shall loan to Unit Operator for examination all atstracts
which they may have covering said lands. Unit Operator shall procure
all supplemental abstracts and other title papers which may te neces-
sary or required to examine title to the leasehold interests cowmitted
to the Unit Agrecement and all expenses incurred in examining title
shall te charged as an expense to the parties participating in the
drilling of the initial test well in proportion to their respective
interests.

Should Unit Operator point out any bona fide title require-
ments with respect to any leasehold interest committed to the Unit Agree-
ment, the owner thereof shall make a good faith effort to promptly
satisfy all such title requirements.

2.2 FAILURE OF TITLE: Should any oil and gas lease, or

interest therein, be lost through failure of title, this agreement

shall, nevertheless, continue in force as to all remaining leases



and interests and,

(a) The party whose lease or interest is affected
by the title failure shall bear alone the entire loss
and it shall not be entitled to recover from Operator
or the other parties any development or operating costs
which it may have theretofore paid, but there shall be
no monetary liability on its part to the other parties
hereto by reason of such title failure; and

(b) There shall be no retrocactive adjustment of
expenses incurred or revenues received from the operation
of the interest which has been lost, but the interests of
the parties shall be revised on an acreage basis, as of
the time it is detexrmined finally that title failure has
occurred, so that the interest of the party whose lease
or interest is affected by the title failure will there-
after be reduced in the unit area by the amount of the
interest lost; and

(c) If the proportionate interests of the other
parties hereto in any producing well theretofore drilled
on the unit area is increased by reason of the title
failure, the party whose title failed shall receive the
proceeds attributable to the increase in such interest
(less operating costs attributable thereto) until it has
been reimbursed for unrecovered costs paid by it in con-
nection with such well; and

(d) Should any person not a party to this agreement,
who is determined to be the owner of any interest in the
title which has failed, pay in any manner any part of the
costs of operation, development or equipment previously
paid under this agreement, such amount shall be propor-
tionately paid to the party or parties hereto who in the
first instance paid the costs which are so refunded; and

(e) Any liability to account to a third party for
prior production of o0il and gas which arises by reason
of title failure shall be borne by the parties in the
same proportion in which they shared in such prior pro-
duction.

2.3 LOSS OF LEASES FOR CAUSES OTHER THAN TITLE FATLURE:

If any lease or interest subject to this agreement be lost through

failure to develop or because express or implied covenants have not
been performed, or if any lease be permitted to expire at the end of
its primary term and not be renewed or extended, or if any lease or

interest therein is lost due to the fact that the production therefrom
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is shut-in by reason of lack of market, the loss shall not be con-
sidered a failure of title and all such 1qsses shall be joint losses
and shall be borne by all parties in proportion to their interests
and there shall be no readjustment of the participating interests

of the parties hereto on account thereof.

ARTICLE TIIL

MANAGEMENT QOF UNIT

3.1 UNIT OPERATOR‘AND FEMPLOYEES: Inexco Oil Company the
party hereto named as Unit Opefator of the unit area under the pro-
visions of the Unit Agreement, or its duly appointed successor Unit
Operator, shall have the exclusive right to develop and operate the
unit area subject to the pro&isions of this agreement and the Unit
Agreement. All individuals employed by Unit Operator in the conduct
of operations hereunder shall be the employees of Unit Operator alone

and their working hours, rates of compensation and all other matters

relating to their employment shall be determined solely by Unit Operator.

3.2 UNIT OPERATOR - DUTIES: Unit Operator shall in the

conduct of operations hereunder:

(a) Conduct the operations in a good and workmanlike
manner, and in the exercise of its judgment and discretionm, acting
in good faith;

(b) Consult freely with Working Interest Owners con-
cerning unit operations, and keep Working Interest Owners informed
of all matters arising during the operation of the unit area which
Unit Operator, in the exercise of its best judgment, considers impor-
tant.

(¢) Xeep full and accurate records of all costs in-

curred, rentals and royalties paid, and controllable materials and



—

equipment, which records, receipts and vouchers in support thereof
shall be available for inspection by authorized representatives of
the Working Interest Owners at reasonable intervals during usual
business hours, at the office of the Unit Operator;

(d) Permit the Working Interest Owners, each through
their duly authorized representatives, but at their sole risk and
expense, to have access to the unit area at all times, and to the
derrick floor of each well drilled orAbeing drilled hereunder, for
the purpose of observing operations conducted hereunder and inspecting
jointly owned materials, equipment and other property, and to have
access at reasonable times to information and data in the possession
of Unit Operator concerning the unit area;

(e) TFurnish to each of the other parties who makes
timely written request therefor, copies of Unit Operator's authoriza-
tion for expenditures or itemizations thereof in excess of Five Thousand
Dollars ($5,000.00) and copies of all drilling reports, well logs,
basic engineexing data, tank tables, gauge reports and run tickets,
and reports of stock on hand at the first of each month, if available,
and sample; of cores or cuttings taken from wells drilled hereunder,
containers therefor to be furnished by the party requesting such samples;

(£) Comply with the terms and conditions of the Unit
Agreement and all valid applicable Federal and State laws and regu-
lations;

(g) Keep the land in the unit area free from liens and
encumbrances occasioned by its operations, except such liens as the
Working Interest Owners elect to contest, and save only the lien

granted the Unit Operator under this agreement.



3.3 UNIT OPERATOR - RESTRICTIONS: The Unit Operator shall

not do any of the following things without the consent of the Working
Interest Owners obtained as herein provided:

(a) ZLocate, drill, deepen, or plug back any well or
let any contract therefor. The approval of the drilling, deepening
or plugging back of any well shall be construed to mean and include
the approval of any necessary expenditures therefor and the approval
of any completion attempt shall be construed to include all expendi~
tures incurred in completing and equipping of such well, including
flow lines, separators and necessary tankage if a producer, and if
a dry hole, the plugging and abandonment thereof, except as otherwise
provided in Article V hereof;

(b) Make any expenditures in excesslof Five Thousand
Dollars ($5,000.00) for any one single project;

(c) Make any expenditure for expert technical advice,
including any extra services rendered by Unit Operator's technical
staff, not contemplated by the provisions of Exhibit "'D" attached
hereto, and not covered by the overhead, district and camp expenses
therein authorized, which overhead in Exhibit "D" is intended to
cover only normal development and operations;

(d) Make any partial relinquishment of the rights of
the Unit Operator;

(e) Abandon any well which has been completed as a
producing well or dispose of any major items of surplus material or
equipment, other than junk, having an original cost of Two Thousand
and No/100~--~-- Dollars ($2,000.00) or more (any such item or items of
less cost may be disposed of without such approval), except as may

otherwise be provided herein;



(f) Designate the lands to be included in any partici-
pating area or enlargement thereof, or submit for approval any plan
for the development and operation of the unit area or any participating
area or supplement or amendment thereto in accordance with the provi-
sions of the Unit Agreement;

(g) Determine.whether to drill a demanded offset well
or pay compensatory royalty;

(h) Drill or abandon any injection wells or convert
any well into an injection well;

(i) Determine not to pay the annual rental, advance
rental or delay rental under‘any lease.

In case of blowout, explosion, fire, flood or other sudden
emergency, Unit Operator may take such steps and incur such expense
as, in its opinion,vare required to deal with the emergency and to
safeguard life and property; provided the Unit Operator shall, as
promptly as possible, report‘the emergency to the other parties and
shall endeavor to secure any sanction that might otherwise have beeﬁ
required.

Subject to the provisions of this agreement, Unit Operator
shall have full control of the premises subjected hereto and shall
conduct and manage the development and operation of unitize& lands
for the production of unitized substances therefrom for the account
of the parties hercto.

3.4 CONSENT OF WORKING INTEREST OWNERS: On matters on

which the consent of Working Interest Owners is required, each Working
Interest Owner shall have a vote equal to the proportionate or frac-
tional gross acreage interest owned by such party in the unit area.

Except as otherwise specified herein or in the Unit Agreement, an



affirmative vote of 75% of the voting power of the Working Interest
Owners involved shall constitute the decision of the Working Interest
Cwners, which decision shall be binding upon all; provided, however,
where any Working Interest Owner owns as much as 75%, but less than
100%, voting interest in the unit area such party's vote must be
supported by the affirmative vote of at leas# one additional Working
Interest Owner; and provided, further, that if any party owns 257% orx
more voting interest, but less than 50%, the vote of such party shall
not serve to defeat or disapprove any matters approved by the majority
(over 50%) unless supported by at lease one additional voting interest.
The Working Interest Owners shall meet in regular or special
meetings for the purpose of discussing unit business and of voting
on the matters set out in Section 3.3 hereof, and of exercising any
other powers by this agreement or by the Unit Agreement committed to
the Working Interest Owners. Each Working Interest Owner shall desig-
nate a representative and an alternate to represent him at such
meeting who shall have such powers as are conferred on him by his
principal, which powers shall be sufficiently broad to enable the
representative to vote on matters coming before sald meeting. Notice
of meetings and place of holding the same and other notices shall be
served on such representative by the Unit Operator. The representative
of the Unit Operator shall act as Chairman at all meetings. Each
Working Interest Owner shall have the right, from time to time, on
notice to the Unit Operator, to change the representative or the
alternate. It shall be sufficient for.the Unit Operator to poll by
telegram all of the affected Working Interest Owners on all such
matters without calling a meeting, and any vote so taken pursuant to

such poll shall be as binding on the Working Interest Owners as if



done at a regular or special meeting at which a quorum was present.
The Working Interest Owners shall be notified by the Unit Operator
of the results of any such poll as soon as practicable.

3.5 UNIT OPERATOR -~ LIABILITILES: Unit Operator shall not

be liable to any of the Working Interest Owners for anything done or
omitted to be done by it in the conduct of operations hereunder while
acting in compliance with Section 3.2(a) hereof. The provisions of
this section shall not relieve Operator of its duty to obtain the
consent of the Working Interest Owners in accordance with the pro-
visions of Section 3.3.

3.6 UNAVOIDABLE DELAY: The obligations of Unit Operator

shall be suspended to the extent that, and only so long as, perfor-
mance thereof is prevented by fire, action of the elements, strikes
or other differences with workment, acts of civil or military autho-
rities, acts of the public enemy, acts of God, restrictions or restraints
inposed by law or by regulations or orders of governmental authorities,
whether Federal, State or local, inability to obtain necessary rights
of access, unavoidable accidents, uncontrollable delays in transporta-
tion, inability to obtain necessary materials in the open market or
other matters beyond the reasonable control of the Unit Operator,
whether ox not similar to any cause above enumerated.

ARTICLE IV

COST O OPERATIONS AND
ALLOCATION OF PRODUCTION

4.1 COST OF OPERATIONS AND ACCOUNTING PROCEDURES: The

actual cost to the Unit Operator of performing its obligations as
Unit Operator hereunder shall be apportioned, except with respect to

the initial test well as provided in Section 5.1 hereof, among the



- Working Interest Owners having leascehold interests committed to

the Unit Agrecement in accordance with the percentages set forth

in Column 5, page 2 of Exhibit "C" attached hereto and made a part
hexeof, and said costs shall be paid by the respective Woxking
Intérest Own=-vs in accordance with the Accounting Procedure at-

tached heretc. made a part hereof, and for purposes of identification

It W

marked Exhibit "D".

e Lt

4.2 ALLOCATION OF PRODUCTION: All unitized substances

i

produced and saved from each participating area established pursuant
to the Unit Agreement shall be deemed to have been produced egually
on an acreage basis from the several tracts of unitized lands of

the participating area established for such production and for

the purpose of computing and paying all royalties, overriding

royalties and obligations payable out of production of the respec-

tive Working Interest Owners each such tract of unitized land shall

have allocated to it such percentage of said production as the
number of acres of each tract included in said participating area
; bears to the total number of acres of unitized land in said
participating area in conformity with Section 12 of the Unit
Agreement.

All production from each'participating area rYemaining
i after allocating the production for the purpose of paying royalties,
overriding royalties and obligations payable out of production as
above provided {and being the working interest) shall be allocated
to the respective Working Interest Owners (except as to the initial
test well) in accordance with each Working Interest Owner's

respective percentage ownership as reflected in Column 6, page 2

-10~
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of Exhibit "C" attached hereto. It is provided however, that

not withstanding the percentage share of production

specified

in said Column 6, if any Working Interest Owner contributes a

lease within a participating area which lease is subjcét to
an overriding royalty interest, production payment interest or
other charge over and above the usual 1/8 lessor's royalty,

then the Working Interest Owner contributing that lease shall

have his share of the working interest production from that
participating area reduced by an amount egqual to the amount

of such excess obligations. It is the intention of the parties

hereto that the foregoing provisions shall, in effect, cause

any Working Interest Owner who contributes a lease with excess
obligations to assume and alone bear the same out of that

Working Interest Owner's share of working interest production

from the participating area.

Except as hereinaftex provided, the percentages of

participation of the parties hereto in costs of operation and

allocation of production as shown on Exhibit "C" shall remain

the same regardless of any contraction of the unit area or

automatic elimination of lands therefrom in accordance with

Section 2 of the Unit Agreement. There shall be a readjustment

of the percentage ownership and allocations as among the

parties hereto on the basis of changes in acreage contribu=~

tions and the interests of the parties recomputed on the

basis of the revised acreage upon the occurrence of any of

the following events:

(i) The working interest in any tract shown on

Exhibit "C" is not committed to the Unit
Agreement;

-11-
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any tract is eliminated through failure
of title or lost
rentals in
hercoi;
(iii) if there should bhe
cal computations;
(iv) to carry out the
ownership and interxests v
guired by the acreage contribution agrec-
ments referred to in Section 5.1 hereof;
(vfﬂ upon the payment of each production
ment shown by Exhibit "B®
Unit Agreement.

through failure to pay

conformity with Section 6.1

any errors in mathemati-
adjustments in acreage
allocation of

[t

pay-
attached to the

If any tract committed to the Unit Agreement becomes burdened with
any additional overriding royalties, production payments or lease

burdens other than those shown on Exhibit "B" attached to the

Unit Agreement, the same shall be borne exclusively by the owner

or ownexrs of such tract.

4.3 CONFLICT OF INSTRUMENTS:

In the event of any

conflict between the provisions contained either in the body of
this instrument or in the Unit Agreement and those contained in

the Accounting Procedure the provisions of the Unit Agreement

shall govern to the extent of such

conflict. The term “"Operator"”

as used in Exhibit "D" shall be deemed to refer to the Unit

Operator, and the term "Non-Operators" as used in Exhibit "D"

shall be deemed to refer to the Working Interest Owners herein.

4.4 OPERATOR'S LIEN:

Unit Operatoxr is hereby

granted a prior lien on the rights and interests of each

such Working Interest Owner, and the material and equipment

thereon; to secure the payment of its proportionate part of

said costs and expenses. Should any Working Interest Owner

fail to pay its proprotionate part of said costs and

expenses within thirty (30) days dfter being billed

-12-
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o Ltherefor as provided in the referred to Accounting Procedure, Exhibit "DV,

Unit Operator shall motify such Working Interest Cwner of the default by

4

registered meil and thereafter the Unit Operator shall have the right

£
=i

its option, to foreclosc siad lien on the respective intevests of such
Working Interest Owner. In lieu of or in addition to such remedy, the
parties hereto agree that in the event of default and after notice of same

to the defaulting pariy, the Unit Operator may notify the purchaser of the

ng party's share of unitized substances and such purchaser shall

Hh

defaulc
pay all proceeds accruing on zccount thereof to Unit Operator until said
3 obligation is extinguished without any liability to the defaulting party;

provided, however, no purcheser of unitized substances shall be required to

respect such lien until so notified by the Unit Operator of the default.

In lieu of or in addition to the remedy above specified for such default,
Unit Operator may have any other iemedy afforded by law or equity against
{ the defaulting party for such default.

Likewise, Non-Opexators are hereby granted a prior lien on the
rights and interests of the Unit Operator as a Working Interest Owner in
the unit area and unitized substances and upon the interest of the Unit

Operator in all materials and equipment to secure the payment of any amounts

i which may become due and owing from Unit Operator to any of the Non-Operators,
| which lien shall be subject to all of the terms and conditions provided
for in the preceding paragraph.

4.5 ADVANCES: Unic Operator, at its election, shall have the right
from time to time to demand and receive from the other parties payment in

advance of their respective shares of the estimated amount of the costs to

be incurred in operations hereunder during the next succeeding month, which
right may be exexcised only by submission to each such party of an itemized

statement of such estimated costs, together with an invoice for its share

thereof. Each such statement and invoice for the payment in advance of

estimatea costs shall be submitted on or before the 20th day of the next
preceding month. Each party shall pay to Operator ist proportionate share

of such estimate within fifteen (15) days after such estimate and invoice
is received. 1If any party fails to pay its share of said estimate within
said time, the amount dﬁe shall bear interest at the rate of eight percent
(8%) per annum until paid. Proper adjustment shall be made monthly between
advances and actual cost, to the end that each party shall bear and pay its

proporticnate share of actual costs incurred, and no more.
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4.6 TAXES: All of the jointly owned personal
property within the unit area shall be rendered by the Operator
for ad valorem taxes if necessary. The Operator shéll pay all
ad valorem taxes rendered or assessed against said properties, and all
such amounts so paid by the Operator shall be charged to the joint
account of the parties hereto. All other taxes which may be levied
upon or against the respective leasehold interests or measured by
the production of unitized substances allocated to the respective
tracts under the terms of the Unit Agreement and this agreement shall
be paid by the respective Working Interest Owners having interests
in such tracts.

4.7 INSURANCE: Unit Operator shali at all times while
operations are being conducted on the unit area comply with the
Workmen's Compensation laws of the State of New Mexico. Unit
Operator shall also carry or‘proﬁide for the benefit of the joint
account of the parties hereto the insurance outlined on Exhibit "E"
attached hereto.

All pfemiums for insurance coverage shall be regarded as
operating costs and apportioned among Working Interest Owners
accordingly.

All damages or injuries to any property held, controlled

or operated by Unit Operator for the joint account of the parties

hereto shall be borne by said parties in proportion to their interest

therein at the time of such damage or injury. Unit Operator shall
not be obligated to provide fire, windstorm, explosion or any other
form of insurance for the joint account except the insurance listed

on Exhibit "E".

-1~



WELLS

5.1 NITTAL TEST WELL: Within thirty (30)days

after the effective date of the Unit Agreement, Unit Operator
shall co:.sence operations upon the test well which is required
to be driiled pursuant to the provisions of Section 9 of the
Unit Agrcement (unless such well should be commenced prior to
the effective date of said Unit Agreement). Said well shall
be drilled in compliance with Section 9 of the Unit Agreement
and shall also be drilled in accordance with the applicable
regulations of the Secretary of the Interior and the New Mexico
0il Conservation Commission.

The initial test well shall be drilled, tested,
completed and placed on production, if a discovery of oil
or gas in paying quantities is made, or plugged and abandoned
if the same results in a dry hole or well not capable of
producing oil or gas in paying quantities, at the sole cost,
risk and expense of the parties who are to participate in the
drilling of said well as shown in Columm 3, Page 2 of Exhibit "C".

If it should be necessary to abandon said well because
of mechanical difficulties or for any cause, a substitute well
or wells may be drilled therefor and for all purposes of this
agreement such substitute well shall be deemed to constitute
the "initial test well” to be drilled pursuant to the Unit
Agreement.

In connection with the dyxilling of the initial test
well Cities Service 0il Company, Bell Petroleum Company, W. H.
Hunt and Union 0il Company of California, hereinafter referred to

as '"mon-participating parties', have
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each agreed to contribute an undivided 1/2 interest in and to
theif respective leaschold interests committed to the Unit
Agreement as shown on Exnibit "BY attached thereto, said contri-
butions being made to Inexco 01l Company, in consideration of
Ine%co 0il Company paying all of the costs of drilling, testing
and completins said well which would otherwise be attributed to
sald parties on a pro rata gross acreage basis.

'In the event the initial test well is completed as
a well capable of producing unitized substances in paying quan-
tities, each of the non-participating parties shall, upon request
of Inexco 0Oil Company, execute and deliver to Inexco 0il Company
good and sufficient Assignment Agreement, if required, conveying
an undivided 1/2 interest in and to their respective leasehold
rights committed to the Unit Agreement. In addition, Inexco
Oil Company shall have the righf to receive and own all of the
interests of the non-participating parties in and to all
unitized substances which may be produced, saved and marketed
from the initial test well until said well has paid out with

respect to such interests. The term "Payout" as used herein

-shall be that period of time beginning with the date of the first

production from the initial test well and ending on that date at
which the value of the production of unitized substances from
said well attributable to the respective interests of the non-
participating parties had they participated in the cost of said

well, after deducting royalty, overriding royalties and other lease

.burdens (specifically including the overriding royalty herein below

reserved to "non-participating parties"), as well as their res-
pective proportionate parts of all severance, property and pro-

duction taxes calculated as provided by the accounting procedure attac:

-16-
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hereto, shall equal the actual costs incurred by Inexco 0il Company,
attributable to the respective interests of the non-participating parties
had they participated in the cost of drilling, testing, completing, equipping
and operating said well during the payout period. During the payout period
above referred to, said '‘'mon-participating parties' shall be entitled to
receive their respective proportionate parts, in the proportion that their
acreage committed to the unit bears to the total acreage committed to the
unit, of a 1/16th of 8/8ths overriding royalty free of all costs except
taxes. In the event any such party elects to accept his or its proportionate
part of production as set fo?th in Column 6, Page 2, as applicable, of
Exhibit "C" attached hereto, then as to each interest owner so electing
after payout of said well, such overriding royalty shall terminate and

cease to be a burden upon the interest of Unit Operator. Effective as of
7:00 AM, Mountain StandardvTime on the first day of the month following
that date upon which payout has occurred the non-participating parties shall
become entitled to their respective parts of the working interest pro-
duction from said well aS‘shéwn in Column 6, Page 2 of Exhibit "C" and

from and after said time each of said parties shall own their proportionate
parts of the equipment in and installed in connection with said well as
shown in Column 5 on Page 2 of Exhibit "C'" and shall thereafter bear their
proportionate parts of the operating costs as therein provided.

All operating costs incurred in connection with the initial
test well until paid out as herein provided shall be borne by the parties
participating in the cost of drilling and completing said well in the
same proportions as they participated in‘the costs of drilling and com-
pleting said well as shown in Column 3 on Page 2 of Exhibit "C".

Should the initial test well be completed as a producing well,
but is plugged and abandoned before payout as herein provided, the parties
participating in the cost thereof shall have the right to salvage all
equipment in and installed in connection with said well and to credit the
salvage value thereof in proportion to their respective participating
interests on the unrecovered portion of the cost of drilling, completing,
plugging and abandoning said well.

Subsequent to the drilling, completing and placing on pro-

duction of the initial test well, if the same is completed as a well



capable of producing unitized substances in paying guantities,

or plugging and abandonment of the same in case said well is

a dry hole, all costs and expenses incurred by the Unit Operator

in the exploration, development and operation of any of the lands
within the u: it area or on account of the inglusion of all or any
part thereof in any participating area ox participating areas
created anrd approved in accordance with the terms of the Unit
Agreement and this agreement shall be allocated tco and borne by

the parties hereto in proportion to their respective percentages

of gross committed acreage within the Unit Area, as shown in Column
5 on Page 2 of Exhibit "C", except as provided for hereinabove with
reference to the interests of the non-participating parties in and
to the initial test well, and all unitized substances which may

be allocated pursuant to the Unit Agreement to all or any portion
of the respective tracts committed to the Unit, after paying all
royalties and overriding royalties and other lease burdens, shall
be allocated to the parties hereto in accordance with their res-

pective interests as shown in Column 6, Page 2 of Exhibit "C",

except as hereinabove provided as to the initial test well until

the same has paid out; and except as to any reduction in an interest
of a Working Interest Owner pursuant to Section 4.2 hereof; provided,
however, nothing herein contained shall prevent any of the parties
hereto from not participating in the cost of any exploration and

development operations or in the reworking, deepening, plugging

‘back, well completion or other operations as provided by Section 5.6

herein.

5.2 OTHER TEST WELLS: In the event the initial test

well provided for in Section 5.1 hereof is completed as a dry hole or

a well not capable of producing unitized substances in paying quantitie

Z1g-



and the Unit Operator desires to drill an additional well or wells, the
parties may enter into a new farmout agreement on the same terms as
provided in Section 5.1 hereof, participate in the drilling of the well
with their interests as set out therein, or go non-consent subject to the
provisions of Section 5.6 hereof.

5.3 MODIFICATION OF DRILLING REQUIREMENTS OF UNIT AGREEMENT:

The Unit Operator may apply for and obtain a modification of the drilling
requirements of sald Unit Agreement or an extension or extensions of time
within which to comply therewith as provided by the terms of said Unit
Agreement, and any such application or applications may be made without
the consent of any of the Working Interest Owners subscribing hereto as
parties of the second part.

5.4 WELL CONTRACTS: All wells drilled in the unit area by

Unit Operator after the effective date of this agreement, shall be drilled
on a competitive contract basis at the usual rates prevailing in the region
of the unit area. Unit Operator, if it so desires, may employ its own
tools and equipment in the drilling of such wells, but in such event the
charge therefor shall not exceed the competitive prevailing rate charged
by independeﬁt contractors doing work of similar nature. If the

parties who are to participate in the cost of drilling any well are unable
to mutually agree on the competitive contract price, Operator shall obtain
bids from at least three responsible drilling contractors who are ready,
able and willing to drill a well of the type contemplated by the parties
hereto on lease acreage covered hereby; and said competitive contract
price shall be the lowest acceptable bid received which will result in the

most .economical drilling
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e wdiu woeii. ada ourriiing, wiether bty Unit Operator or others,
stall be under contracts approved by the parties heveto, which con-
tracts shall contain appropriate provisions that any well drilled
on the joint leases when completed shall not deviate in evcesgs of
five (5) degrees from perpendicular.

5.5 DEVELOPMERT AND OPERATION SUBSEQUENT TO DISCOVERY CF

UNITIZED SUBSTANCES IN PAYING QUANTITIES: After the discovery of

unitized substances in paying quantities on the unit area, Unit Operator
shall only drill such wells as may te provided for in any plan of
development and operation for the unit arca or amendment or supplement
thereto filed and approved as provided bty Section 10 of the Unit Agree-
ment after approval by the parties hereto as provided by Section 3.3
hereof, and all such wells shall be drilled for the joint account of

the parties hereto and the production of unitized substances therefrom
shall be allocated to said parties as provided by Section 4.2 herxeof;
provided, however, the drilling, completion, deepening, plugging back

or reworking of any such well shall be subject to the nonconsent provisions

R

of Section 5.6 hereof.
Notwithstanding any provisions to the contrary contained in this agree-

ment, consent to the drilling of a test well shall not be deemed as

consent to the setting of production casing or liner and a completion

H
t
;
i

attempt. After any well drilled pursuant to this agreement has reached
its authorized depth, Operator shall give immediate notice bty telephone

or wire to Non-operators. The parties receiving such notice shall have

twenty-four (24) hours (exclusive of Saturdays, Sundays or legal holi-
days) in which to elect whether or not they desire to set casing or

liner and to participate in a completion attempt. Failure of a party

receiving such notice to reply by telephone or wire within the period

fixed above shall constitute an election by that party not to partici-

pate in the cost of a completion attempt. If all parties elect to plug
and abandon the test well, Operator shall plug and abandon the well at

the expense of all parties.

If one or more, but less than all of the parties, elect to set pipe and

attempt a completion, the provisions of Section 5.6 shall apply to the

cpcoraticn.
5.6 OPERATIONS BY 1ESS THAN ALL PARTIES - NONCOUSENT OF

WORKING INTEREST OWNERS: If all the parties cannot mutually agree

upon the drilling of any well on the unit area other than the test

well provided for in Section 5.1, or upon the reworking, deepening or

plugging back of a dry hole drilled at the joint expense of all parties

or a well jointlyv owned bv all the parties and not then producing in

paying quantities on the unit area, any parcy or parties wishing to

drill, rework, deepen or plug back sucen a well mav give the other

:»'{;‘{}'Q_’; AL R RS A el »r Do YTt
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to be performed, the location, proposed depth, objective formation

and the estimated cost of the operatlion. The parties receiving such

a notice shall have thirty (30) days (except as to reworking, plugging
back or drilling deeper where a drilling rig is on location, the
period shall be limited to forty-eight (48) hours, exclusive of
Saturday, Sunday or legal holidays) after receipt of the notice within
which to notify the parties wishing to do the work whether they elect
to participate in the cost of the proposed operation. Failure of a
party receiving such a notice to so reply to it within the period
above fixed shall constitute an election by that party not to parti-
cipate in the cost of the proposed operation.

If any party receiving such a notice elects not to partici-
pate in the proposed operation (such party or parties being hereafter
referred to as 'Nonconsenting Party'), then in order to be entitled
to the benefits of this section, the party or parties giving the
notice and such other parties as shall elect to participate in the
operation (all such parties being hereafter referred to as the ''Con-
senting Parties") shall, Qithin thirty (30) days after the expiration
of the notice period of thirty (30) days (or as promptly as possible
after the expiration of the 48-hour period where the drilling rig is
on location, as the case may be) actually commence work on the proposed
operation and complete it with due diligenée.

The entife cost and risk of conducting such operations shall
be borne by the Consenting Parties in the proportions that their respec~-
tive interests bear to the total interests of all Consenting Parties.
Consenting,PartiesAshall keep the leasehold estates involved in such
operations free and clear of all liens and encumbrances of every kind

created by or arising rrom the operations of the Consenting Parties.

21~
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If such an operation results in a dry hole, the Consenting Parties
shall plug and abandon the well at their sole cost, risk and expense.
If any well drilled; reworked, deepened or plugged back under the
provisions of this section results in a producer of oil or gas in
paying quantities, tlhe Consenting Parties shall complete and equip
the well to produce at their sole cost and risk, and the well shall
then be turned over to Operator and shall be operated by it at the
expense and for the account of the Consenting Parties. Upon commence~
ment of operations for the drilling, reworking, deepening or plugging
back of any such well by Consenting parties in accordance with the
provisions of this section, each Nonconsenting Party shall be deemed
to have relinquished to Consenting Parties and the Consenting Parties
shall own and be entitled to receive, in proportion to their respective
interests, all of such Noncansenting Party's interest in the well,
its leasehold operating rights and share of production therefrom
until the proceeds or market value thereof (after deducting production
taxes, royalty, overriding royalty and other interests payable out of
or measured by the production from such well accruing with respect to
such interest until it reverts) shall equal the total of the following:
(a) 1007 of each such Nonconsenting Party's share of
the cost of any newly acquired surface equipment beyond the wellhead
connections (including but not limited to stock tanks, separators,
treaters, pumping equipment and piping), plug 100% of each such Non-
consenting Party's share of the cost of operation of the well commencing
with first production and continuing until each such Nonconsenting
Party's relinquished interest shall revert to it undexr othexr provisions
of this section, it being agreed that each Nonconsenting Party's share
of such costs and equipment will be that interest which would have been

chargeable to each Nonconsenting Party had it participated in the well
from the beginning of the operation; and

- (b) 300% of that portion of the costs and expenses of
drilling, reworking, deepening or plugging back, testing and completing,
after deducting any cash contributions received under Section 8.6 and
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300% of that portion of the cost of newly acquired equipment in the
well (to and including the wellhead connectlions), which would have
been chargeable to such Nonconsenting Party if it had participated
therein,

In the case of any reworking, plugging back or deeper
drilling operations, the Consenting Parties shall be permitted to
use, free of cost, all casing, tubing and other equipment in the
well, but the ownership of all such equipment shall remain unchanged;
and upon abandonment of a well after such reworking, plugging back
or deeper drilling, the Consenting Parties shall account for all
such equiﬁment'to the owners thereof, with each party receiving
its proportionate part in kind or in value.

Within sixty (60) days after the completion of any operation
under this section, the party conducting the operations for the Con-
senting Parties shall furnish each Nonconsenting Party with an inven-
tory of the equipment in and connected to the well, and an itemized
statement of the cost of drilling, deepening, plugging back, testing,
completing and equipping the well for production; or, at tis option,
the operating party, in lieu of an itemized statement of such costs
of operation, may submit a detailed statement of monthly billings.
Each month thereafter, during the time the Consenting Parties are
being reimbursed as proveded above, the Consenting Parties shall fur-
nish the Nonconsenting Parties with an itemized statement of all costs
and liabilities incurred in the operaﬁion of the well, together with
a statement of the quantity of oil and gas produced from it and the
amouﬁt of proceeds realized from the sale of the well's working interest
production during the preceding month. Any amount realized from the
sale or other disposition of equipment newly acquired in connection
with any such operation which would have been owned by a Nonconsenting

Party had it participated therein shall be credited against the total
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unreturned costs of the work done and of the equipment purchased, in
determining when the interest of such Nonconsenting Party shall revert
to it as above provided; if theré is a credif balance it shall be paid
to such Nonconsenting Party.

If and when the Consenting Parties recover fxom a Noncon-
senting Party's relinquished interest the amounts provided for above,
the relinquished interests of such Nonconsenting Party shall automa-
tically revert to it and from and after such reversion such Noncon-
senting Party shall own the same interest in such well, the operating
rights and working interest therein, the material and equipment in or
pertaining thereto, and the production therefrom as such Nonconsenting
Party would have owned had it participated in the drilling, reworking,

deepening or plugging back of said well. Thereafter, such Nonconsenting

" Party shall be charged with and shall pay'its proportionate part of the

further costs of the operation of,the well in accordance with the terms
of this agreement and the Accounting Procedure, Exhibit "D", attached
hereto.

Notwithstanding the provisions of this Section 5.6, no well
shall be completed or produced from the same pool or reservoir from
which a well located elsewhere on the unit area is producing unless
such well conforms to the then existing well spacing pattern as estab-
lished by the New Mexico 0il Conservation Commission for the develop-
ment of such pool‘or reservoir.

If any party hereto hereafter should create any overriding
royalty, production payment, or other burden against its wo?king
interest production and if any other party or parties should conduct
nonconsent operations pursuant to the provisions of this section,

and, as a result, become entitled to recelve the working interest
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producfion otherwise belonging to the non-participating party, the
party or parties entitled to réceive the working interest production
of the non-participating party shall receive such production free
and clear of burdens against such production which may have been
created subsequent to this agreement and the non-participating party

creating such subsequent burdens shall save the participating party

‘or parties harmless with respect to the recelpt of such working

interest production.

5.7 ABANDONMENT OF PRODUCING WELLS: If the Unit Operator

has been authorized to abandon any well which has been qompieted as

a producing well as provided by Section 3.3 (e) hereof and all of the
parties hereto have not consented thereto, then such party or paxrties
not desiring to abandon the same shall, within ten (10) days there-
after, notify the other parties of their desire to take over and
operate said well and shall tender to the other Working Interest
Owners sums equal to their proportionate shares in the salvage value
of the material and equipment in said well, determined in accordance
with the Accounting Procedure attached hereto as Exhibit "D'", and

on receipt of said sum the parties desiring to abandon said well
shall, within 25 days thereafter, assign, without Warranty, to the
Working Interest Owners not desiring to abandon such well, all of
their rights in the well and producing equipment as to the producing
formations only, in the land on which said well is situated and

their interest in the leasehold estate in a tract surrounding said
well of an area equal to that prescribed by the applicable well
spacing rule, bﬁt if there 1s no established spacing rule, then

sald assignment shall cover the working interest and leasehold estate
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in the producing formation only in 40 acres surrounding said well,

if an oil well, or 320 acres, 1f a gas well, and said well may there-
after be operated by the Unit Operator for the separate account of
the Working Interest Owners not desiring to abandon such well or
wells. DProper bills of sale and division orders shall be executed by
the assigning parties to accomplish the purposes hereof., The
percentage of participation of the parties in and to the‘préduction
of unitized substances from all other land and leasehold rights under

this agreement and the Unit Agreement shall not be affected by the

assignments provided for herein.

ARTICLE VI

RENTALS, ROYALTIES AND PRODUCTION

6.1 RENTALS: The Working Interest Owners in each tract
shall pay all rentals, advance rentals or delay rentals due under
the lease thereon and shall conéurrently 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 ares, pro-
portionable to their in;erests, all of their right, title and interest
under said lease; provided, however, all such assignments shall be
subject to all obligations with respect to reassignments, 1f 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 rental
through mistake or oversight where such rental is required to con-
tinue thelease in fo;ce, there shall be no money liability on the

part of the party failing to pay such rental, but such party shall
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make a bona fide effort to secure a new lease covering the same
interest and commit such lease to the unit agreement, and in the
event of failure to secure a new lease within a reasonable time,

the participating interests of the parties hereto shall be revised
so that the party failing to pay any such rental shall not be
credited with the ownership of any lease on which rental was required
but was not paid. The Unit Operator shall incur no liability for
failure to pay any rental due underlthe 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 the payment of the same. In the event of loss of
title to a lease for failure to pay rental, all loss occasiloned
thereby shall be that of the Working Interest Owners who should have

paid the same.

6.2 DISPOSAL OF PRODUCTION: Each of the parties hereto

shall own, and at its own expense, shall take in kind or separately
dispose of its propoftionate part of all the unitized substances
produced and saved from the lands committed to the Unit Agreement,
exclusive of the production that the Unit Operator may use in
developing and producing operations and in preparing and treating
oil for market purposes and of production'unavoidably lost; provided
that each of the parties shall pay or secure the payment of the
royalty Interest on its proportionate part of the production. At
such time or times as a Working Interest Owner shall fail or refuse
to take in kind oxr separately dispbse of its proportionate part of
sald production, Unit Operator shall have the authority, revocable
by Working Interest Owner at will, to sell all or part of such pro-

duction for the account of such party, for not less than the prevailing
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posted price being pald therefor. All such sales by Operator of
Working Interest Owners' production shall be 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 of sale be for a period in excess of one (1) year. Not-
withstanding the foregoing, Unit Operator shall not'make a sale
into interstate or intrastate commerce of any other party's share
of gas production Qithout first giving such other party sixty (60)

days notice of such intended sale.

ARTICLE VIT

CHANGE OF OWNERSHIP

7.1 ASSIGNMENTS: Any Working Interest Owner may, at any
time, transfer or assign all of his working interest to any other
Working Interest Owner who is then é party to the Unit Agreement
and to this agreement, or to any other person, association or cor-
poration, when such assignment is made expressly subject to the
terms of the.Unit Agreement and the terms of this agreement, and
wherein the assignee shall accept and agree to perform all duties,
obligations and liabilities thereof. On the making of such assign-
ment, the assignor shall thereupon be relieved of all future duties,
obligations and liabilities of Working Interest Owner under this
agreement and under the Unit Agreement. A partial assignment of
working interests shall be effective as above described to the extent
of the interest so assigned. No aésignment made under the provisions
of this section shall be binding upon the Unit Operator until fhe
first day of the month following the date that a certified copy of
sald assignment has been delivered to Uﬁip Operator. The terms of

this agreement shall be deemed to be covenants running with the land
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and the leasehold estates and interests therein of the parties hereto,
and shall be binding upon and inure to the benefit of the parties
hereto, their heirs, personal representatives, successors and assigns.

7.2 WITHDRAWAL OF PARTY: If any party hereto so desires,

it may withdraw from this agreement by conveying, assigning and trans-
ferring, without warranty, eifher express or implied, to the other
parties hereto who do not desire to withdraw, all of its right,

title and interest in and under the leases included in the unit ares,
fogether with the withdrawing party's intérest in all wells, casing,
material, equipment, fixtures and other personal property belonging

to the joint account, but such conveyance or assigmment shall not
relieve said party from any obligation or liability accruing or
incurred prior to the date thereof. The interest so conveyed and
assigned shall be held and owned by the assignees in the propbrtion
set out in applicable percentage participation schedules, and there-
upon the withdrawing party shall be relieved from all obligations

and liabilities thereafter to accrue under this contract, and the
right of such party to any benefits subsequently accruing hereunder
shall cease; but assignees shall pay assignor for its interest in

such casing, material, equipment, fixtures and other personal property
owned by the joint accougt at the salvage value thereof computed in
accordance with the Accounting Procedure, Exhibit "D", attached hereto.
If all of the parties are not willing to accept the assigmment of

such interest, the assignment shall be made to those willing to

acqept such interest in the proportions that theilr respective interests
bear to the aggregate of their interests in the unit area on an

acreage basis.
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7.3 SUBSEQUENT JOINDER: Prior to commencement of opera-

tions under the Unit Agreement, all owners of working interests in

the unit area who have jolned in the Unit Agreement shall be privileged
to join in this agreement by subscribing to the Unit Agreement and

this agreement. After commencement of operations under the Unit
Agreement, however, subsequent joinder in the Unit Agreement and in
this agreement by any party owning a workihg interest in the unit

area shall be on such reasonable terms and conditions as the parties
who are then committed to the Unit Agreement and this agreement may
require in view of the circumstances existing at thg time such sub-
sequent joinder is sought.

7.4 SURRENDER OR TERMINATION OF INTERESTS: No lease com-

mitted to the Unit Agreement shall be surrendered in whole or in part,
unless the parties hereto mutually consent thereto. Should any party

at any time desire to surrender any lease committed to said Unit
Agreement and the other parties should not agree thereto, the party
desiring to surrender shall assign, without express or implied warranty
of title, subject to the approval of the Director of the Bureau of

Land Management as to Federal lands and the Commissioner of Public

Lands as to State lands, all of such party's interest in such lease

to the other parties hereto in proportion to the interests then severally
held by them on an acreage basis in the unit area. 1If all of the parties
are not williﬁg to accept the assignment of such interest, the assign-
ment shall be made to those willing to accept such interest in the
proportions thsat theilr respective interests bear to the aggregate of
their interests in the unlt area on an acreage basis. Such assignment shall

be free and clear of all liens and encumbrances except all lease
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burdens existing as of the effective date of the Unit Agreement,
and upon délivery thereof, the assigning party shall be relieved of
all further obligations with respect to the lease or leases so
assigned, but such assignment shall not relieve the assigning party
of any obligations to the joint account incurred with respect to'
such lease or leases prior to the assignment thereof.

Any Working Interest Owner shéll have the right at any time,
while not in default of any of the provisions hereof or indebted
to the joint account, to be relieved of all further obligations on
account of said Unit Agreement, and the provisions hereof, except
the oblications to pay such party's proportionate part of the cost
of any well then drilling under the provisions of the Unit Agreement
or this agreement, by assigning, subject--to the approval of the
Director as Fo Federal lands and the Commissioner as to State lands,
to the other parties hereto in proportion to the interest then held
severally by them on an acreage basis, all of the interest of such
party in all leases committed to the Unit Agreement. All such interests
shali be assigned free and clear of all liens and encumbrances, except
as to lease burdens existing and the effective date of the Unit
Agreement. In such event, the Unit Operator shall pay the Working
Interests Owner desiring to be relieved of such further obligations for
such party's proportionate interest in all casing, materials, eguipment,
fixtures and other personal property belonging toc the joint account, the
fair salvage value thereof determined as provided in Exhibit "D'" attached

hereto.

ARTICLE VITT

MISCELLANEOUS PROVISIONS

8.1 NON-DISCRIMINATION: In the performance of work under

this agreement, the Unit Operator agrees to comply with the non-
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" discrimination provisions of Section 202 (1) to (7) inclusive of

Executive Order 11246 (30 F.R. 12319),

8.2 NOTICES: Except as herein otherwise expressly pro-
vided, all notices, reports or other communications required or per-
mitted hereunder»shall be deemed to have been properly given when
sent by certified or registered mail or telegraph with all postage
or charges fully prepaid, and addressed to the partlies hereto, at
the addresses set opposite theilr respective names, or such other
addresses as may be thereafter furnished. The date of service by
mail shall be the date on which such written notice or other communi-
cation is deposited in the United States Post Office, or sent as a
telegram, addressed as above provided.

8.3 RELATION OF PARTIES: The rights, duties, obligations

and liabilities of the parties hereto shall be several and not joint
or collective, and nothing herein contained shall ever be construed
as creating a partnership of any kind, joint venture, an association
or a trust or as imposing upon any one or more of the parties hereto
any partnership duty, obligation or liability. Each party hereto
shall be individually responsible for only its obligations, as set

out in this agreement.

8.4 INCOME TAX ELECTION, SUBCHAPTER K, OF CHAPTER 1,

SUBTITLE A, INTERNAL REVENUE CODE: Notwithstanding any provisions

herein that the rights and liabilities of the parties hereunder are

several and not joint or collective, or that this agreement and the

operations hereunder shall not constitute a partnership, 1f for

Federal income tax purposes this agreement and the operations here-

under are regarded as a partnership, then each of the parties hereto
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hereby 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 authofized by Section 761 of
said Code and the regulations promulgated thereunder. 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 data required by
Federal Regulations 1.761 (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 noticeé or take any bther action inconsistent with
the election made hereby. If any present or future income tax laws
of the state in which the property covered by this agreement is
located, or ény future income tax law of the United States, contain,
or shall hereafter contain, provisions similar to those contained in
Subchapter K, Chapter 1, Subtitle A of the Internal Revenue Code of
1954, under which an election similar to that provided by Section 761
of said Subchapter K is permitted, each of the parties hereto hereby
makes such election or agrees to make such election as may be per-
mitted by such laws. In making this election, each of the parties
hereto hereby states that the Income derived by him from the opera-
tions under this agreement can be adequately determined without the

computation of partnership taxable income..
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In the event Unit Operator executes for and on behalf of
the other parties hereto any election authorized under the provisions
of this section, Operator shall give nqtice of such election‘to the
other parties hereto.

8.5 FORCE MAJFURE: In the event any party hereto is

rendered unable, wholly or in part, by force majeure to carry out
its oEligations under this contract, other than the obligation to
make payments of émounts due hereunder, it is agreed that upon such
party giving notice and reasonably full particulars of force majeure
in writing or by telegraph to the other parties hereto within a
reasonable time after the occurrence of the cause relied upon, then
the obligationsAof the party giving the notice, so far as they are
affected by force majeure, shall be suspended during the continuance
of any liability so caused, but for no longer period; and the cause
of the force majeure shall, so far as possible, be remedied with

all reasonable dispatch. The term "force majeure" as employed herein
shall mean any cause not reasonably within the control of the party
claiming suspension.

The settlement of strikes and lockouts shall be entirely
within the discretion of the party having the difficulty, and the
above mentioned requirement that any force majeure shall be remedied
with all reasonable dispatch shall not require the settlement of
strikes and lockouts by acceding to the demands of the opposing
party when such course is inadvisable in the discretion of the party
having the difficulty.

8.6 CONTRIBUTIONS TOWARD DRILLING: Any contribution,

whether of money or, property interest, toward the drilling of any



well dfilled on the unit area pursuant to the provisions of th:is
agreement, other than the initial test well, shall be shared =r
the parties hereto in proportion to thelr participating intervsszs
in such well, provided, however, participation in acreage coniziltu-
tions shall be optional with the respective parties.

8.7 ASSIGNMENTS OF PARTTAL INTERESTS: Notwithstanding

any of the provisions containgd herein to the contrary, in excuzing
any assignments pﬁrsuant to Sections 5.7, 7.2 and 7.4 hereof, where
the interest to be assigned is only as to certain producing forzazicas
whére State or Federal lands are involved, and where such agsiznments
are subject to approval by the Commissioner of Public Lands or che
Director of the Bureau of Land Management, the interest to be sssigned
shall be conveyed by appropriate operating agreements or by any other
valid instrument that will carry out the intention of such provisien

or provisions.

8.8 PROVISIONS CONFORMED WITH LAWS AND REGULATIONS: All

of the provisions of this agreement are hereby expressly made subject
to all valid, enforceable, and applicable Federal or State laws,
orders, rules and regulations, and in the event this contract or

any provisions hereof are found to be inconsistent with or contraty

to any such law, order, rule or regulations, the latter shall be
deemed to control, and this contract shall be regarded as modified
accordingly and as so modified shall continue in full force and eftedt:

8.9 EFFECTIVE DATE AND TERM: This agreement shall btecome

effective as of the effective date of the Unit Agreement and shall

remain in full force and effect during the term of said Unit Asreement

and any and all extensions or renewals thereof, and, in the event of 3




the termination of the Unit Agreement for any reason, this agreement
shall continue in full force and effect as to all wells which have

not been plugged and abandoned as of the time of the termination of

the Unit Agreement, and the rights and interests of the parties hereto
in such wells and their participation in the production therefrom and

in the cost of the operation thereof shall be governed by the provisions
hereof, and this agreement with respect thereto shall remain in full
force and effect so long as any such well is capable of producing oil

or gas in paying quantities, and thereafter until all accounts hereuﬁder
are closed.

8.10 COUNTERPARTS: This agreement may be executed in any

number of counterparts, no one of which needs to be executed by all
other-Working Interest Owners, or may be ratified or consented to by
separate Instrument in writing specifically referring hereto, and
shall be binding upon all those parties who have executed such a counter-
part, ratificétion or consent hereto with the same force and effect as
if all such parties had signed the same document and regardless of
whether or not it is executed by all other parties owning or claiming
an interest in the lands within the unit area.

IN WITNESS WHEREOF, this agreement is exeéuted by the under-

signed parties hereto as of the day and year first hereinabove written.

INEXCO OIL COMPANY, I
i i |
( v ' 7‘.\‘ \ ) )
By: A N A A oo vd Ul S
Y . .
I /[‘(;J Sfored fhittrces //‘?4
Address: el Frs A sk

UNIT OPERATOR AND WORKING INTEREST OWNER
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