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UNIT AGREEMENT

FOR THE DEVELOPMENT AND OPERATION

OF THE
-~ -
CANADA 0J1TOS UNIT AREA
DESEIVE],
COUNTY OF RIO ARRIBA g 18
-\l‘f\.‘. M . /.Cf‘
STATE OF NEW MEX!CO R e 1683
NO U. S. GEOLOIICAL SURVEY
) ROSV/ELL, NEW MEXICO
THIS AGREEMENT, entered into as of the first day of
April , 1963 , by and between the parties subscribing, ratifying,

or consenting hereto, and herein referred to as the '‘parties hereto,'
WITNESSETH:

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

WHEREAS the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as
amended, 30 U. S. C. Secs. 18] et seq., authorizes Federal lessees and their
representatives to unite with each other, or jointly or separately with others,
in collectively adopting and operating a cooperative or unit plan of development
or operation of any oil or gas pool, field, or like area, or any part thereof
for the purpose of more properly conserving the natural resources thereof
whenever determined and certified by the Secretary of the Interior to be
necessary or advisable in the public interest; and

WHEREAS the parties hereto hold sufficient interests in the Canada 0jitos
Unit Area covering the land hereinafter described to give reasonably effective
control of operations therein; and

WHEREAS, it is the purpose of the parties hereto to conserve natural
resources, prevent waste, and secure other benefits obtainable through
development and oﬁeration 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 below-defined unit area, and agree severa?ly among themselves as follows:

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

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

2. UNIT AREA. The area specified on the map attached hereto marked
exhibit A is hereby designated and recognized as constituting the unit area,
containing 35,829.84 acres, more or less.

Exhibit A shows, in addition to the boundary of the unit area, the
boundaries and identity of tracts and leases in said area to the extent known
to the Unit Operator. Exhibit B attached hereto is a schedule showing to
the extent known to the Unit Operator the acreage, percentage, and kind of
ownership of oil and gas interests in all land in the unit area. However,
nothing herein or in said schedule or map shall be construed as a representation
by any party hereto as to the ownership of any interest other than such interest
or interests_as are shown in said map or schedule as owned by such party.
Exhibits A and B shall be revised by the Unit Operator whenever changes in the
unit area render such revision necessary, or when requested by the 0il and
Gas Supervisor, hereinafter referred to as ''"Supervisor' and not less than six
copies of the revised exhibits shall be filed with the Supervisor.

The above-described unit area shall when practicable be expanded to include
therein any additional tract or tracts regarded as reasonably necessary or
advisable for the purposes of this agreement, or shall be contracted to exclude
lands not within any participating area whenever such expansion or contraction
is necessary or advisable to conform with the purposes of this agreement. Such
expansion or contraction shall be effected in the following manner:

{a) Unit Qperator, on its own motion or on demand of the Director of the
Geological Shrvey, hereinafter referred to as "Director,” after preliminary
concurrence by the Director, shall prepare a notice of proposed expansion or
contraction describing the contemplated changes in the boundaries of the unit

area, the reasons therefor, and the proposed effective date thereof, preferably
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the first day of a month subsequent to the date of notice.

(o) Said motice shall be delivered to the Supervisor, and copies thereof
mailed to the last known address of each working interest owner, lessee, and
lessor whose interests are affected, advising that 30 days will be allowed for
submission to the Unit Operator of any objections.

(¢) Upon expiration of the 30-day period provided in the preceding item
(b) hereof, Unit Operator shall file with the Supervisor evidence of mailing of
the notice of expansion or contraction and a copy of any objections thereto
which have been filed with the Unit Operator, together with an appliication in
sufficient number, for approval of such expansion or contraction and with
a;propriate joinders.

(d) After due consideration of all pertinent information, the expansion
or contraction shall, upon approval by the Director, become effective as of the
date prescribed in the notice thereof.

(e) All legal subdivisions of unitized lands (i.e., 40 acres by
Government survey or its nearest lot or tract equivalent in instances of
irregular surveys, however, unusually large lots or tracts shall be considered
in multiples of 40 acres, or the nearest aliquot equivalent thereof, for the
purpose of elimination under this subsection), no parts of which are entitled
to be in a participating area within 5 years after the first day of the month
following the effective date of the first initial participating area established
under this unit agreement, shall be eliminated automatically from this agree-
ment, effective as of the first day thereafter, and such lands shall no longer
be a part of the unit area and shall no longer be subject to this agreement,
unless at the expiration of said S5-year period diligent drilling operations
are in progress on unitized lands not entitled to participation, in which event
all such lands shall remain subject hereto for so long as such drilling
operations are continued diligently, with not more than 90 days' time
elapsing between the completion of one such well and the commencement of the
next such well, except that the time allowed between such wells shall not
expire earlier than 30 days after the expiration of any period of time during
which driilihg operations are prevented by a matter beyond the reasonable
control of unit operator as set forth in the section hereof entitled
"Unavoidable Delay''; providedvthat all legal subdivisions of lands not in a

participating area and not entitled to become participating under the
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applicable provisions of this agreement within 10 years after said first day of
the month following the effective date of said first initial participating area
shall be eliminated as above specified. Determmination of creditable ""Unavoidable
Delay'' time shall be made by unit operator and subject to approval of the
Director. The unit operator shall, within 90 days after the effective date of
any elimination hereunder, describe the area so eliminated to the satisfaction
of the Director and promptly notify all parties in interest.

| f conditions warrant extension of the 10-year period specified in this
subsection 2(e), a single extension of not to exceed 2 years may be
accompl ished by consent of the owners of 90% of the current unitized working
interests and 60% of the current unitized basic royalty interests (exclusive
of the basic royalty interests of the United States), on a total-
nonparticipating-acreage basis, respectively, with approval of the Director,
provided such extension application is submitted to the Director not later
than 60 days prior to the expiration of said 10-year period.

Any expansion of the unit area pursuant to this section which embraces
lands theretofore eliminated pursuant to this subsection 2(e) shall not be
considered automatic commitment or recommitment of such lands.

3; UNITIZED LAND AND UNITIZED SUBSTANCES. All land committed to this
agreement shall constitute land referred to herein as ''unitized land" or " and
subject to this agreement." All oil and gas in any and all formations of the
unitized land are unitized under the terms of this agreement and herein are
called ''unitized substances.'

L. UNIT OPERATOR., Bolack-Greer, Inc., is hereby designated as Unit
Operator and by signature hereto as Unit Operator agrees and consents to accept
the duties and obligations of Unit Operator for the discovery, deveiopment, and
production of unitized substances as herein provided. Whenever reference is made
herein to the Unit Operator, such reference means the Unit Operator acting in that
capacity and not as an owner of interest in unitized substances, and the term '‘working
interest owner'' when used herein shall include or refer to Unit Operator as the
owner of a working interest when such an interest is owned by it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the
right to resign at any time prior to the establishment of a participating area
or areashereunder, but such resignation shall not become effective so as to

release Unit Operator from the duties and obligations of Unit Operator and
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terminate Unit Operétor's rights as such for a period of 6 months after notice
of intention to resign has been served by Unit Operator on all working interest
owners and the Director, and until all wells then drilled hereunder are placed
in a satisfactory condition for suspension or abandonment whichever is required
by the Supervisor, unless a new Unit Operator shall have been selected and
approved and shall have taken over and assumed the duties and obligations of
Unit Operator prior to the expiration of said period.

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

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

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

The resignation or removal of Unit Operator under this agreement shall
not ferminate its right, title, or interegt 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, materials, and appurtenances used in conducting
the unit operations and owned by the working interest owners to the new duly
qualified successor Unit Operator or to the owners thereof if no such new Unit
Operator is elected, to be used for the purpose of conducting unit operations
hereunder. _ Nothing herein shall be construed as authorizing removal of any
material, equipment and appurtenances needed for the preservation of any wells.

6. SUCCESSOR UNIT QOPERATOR., Whenever the Unit Operator shal! tender his

or its resignation as Unit Operator or shall be removed as hereinabove
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provided, or a change of Unit Operator is negotiated by working interest
owners, the owners of the working interests in the participating area or

areas according to their respective acreage interests in such participating
area or areas, or, until a participating area shall have been established, the
owners of the working interests according to their respective acreage
interests in all unitized land, shall by majority vote select a successor Unit
Operator: Provided, That, if a majority but less than 75 per cent of the
working interests qualified to vote are owned by one party to this agreement, a
concurring vote of one or more additional working interest owners shall be
required to select a new operator. Such selection shall not become effective
until

{(a) a Unit Operator so selected shall accept in writing the duties and
responsibilities of Unit Operator, and

(b) the selection shall have been filed with the Supervisor. If no
successor Unit Qperator is selected and qualified as herein provided, the
Director at h}s election may declare this unit agreement terminated.

7. ACCOUNTING PRQVISIONS AND UNIT OPERATING AGREEMENT. If the Unit
Operator is not the sole owner of working interests, costs and expenses
incurred by Unit Operator in conducting unit operations hereunder shall be

~. paid and apportioned among and borne by the owners of working interests, all
in accordance with the agreement or agreements entered into by and between the
Unit Operator and the owners of working interests, whether one or more,
separately or coilectively. Any agreement of agreements entered into between
the working interest owners and the Unit Operator as provided in this section,
whether one or more, are herein referred to as the '‘unit operating agreement.'
Such unit operating agreement shall also provide the manner in which the
working interest owners shall be entitled to receive their respective pro-
portionate and allocated share of the benefits accruing hereto in conformity
with their underlying operating agreements, leases, or other independent
contracts, and such other rights and obligations as between Unit Operator and
the working interest owners as may be agreed upon by Unit Operator and the
working int;rest owners; however, no such unit operating agreement shall be
deemed either to modify any of the terms and conditions of this unit agreement
or to relieve the Unit Operator of any right or obligation established under

this unit agreement, and in case of any inconsistency or conflict between the
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unit agreement andvthe unit operating agreement, this unit agreement shal
prevail. Three true copies of any unit operating agreement executed pursuant
to this section should be filed with the Supervisor, prior to approval of this
unit agreement.

8. RIGHTS AND O0BLIGATIONS OF UNIT OPERATOR. Except as otherwise
specifically provided herein, the exclusive right, privilege, and duty of
exercising any and all rights of the parties hereto which are necessary or
convenient for prospecting for, producing, storing, allocating, and distributing
the unitized substances are hereby delegated to and shall be exercised by the
Unit Operator as herein provided, Acceptable evidence of title to said rights
shall be deposited with said Unit Operator and, together with this agreement,
shall constitute and define the rights, privileges, and obligations of Unit
Operator. Nothing herein, however, shall be construed to transfer title to
any land or to any lease or operating agreement, it being understood that under
this agreement the Unit QOperator, in {ts capacity as Unit Operator, shall
exercise the rights of possession and use vested in the parties hereto only
for the purposes herein specified.

9. DRILLING TO DISCOVERY. Within 6 months after the effective date
hereof, the Unit Operator shall begin to drill an adequate test well at a
location app;oved by the Supervisor, unless on such effective date a well is
being drilled conformably with the terms hereof, and thereafter continue such
drilling diligently until the Gallup or Dakota formation has been tested or
until at a lesser depth unitized substances shall be discovered which can be
produced in paying quantities (to-wit: 'quantities sufficient to repay the
costs of drilling, and producing operations, with a reasonable profit) or the
Unit Operator shall at any time establish to the satisfaction of the Supervisor
that further drilling of said well would be unwarranted or impracticable, pro-
vided, however, that Unit Operator shall not in any event be required.td drill
said well to a depth in excess of 7650 feet for the Gallup and 9000 feet for
the Dakota. Until the discovery of a deposit of unitized substances capable
of being produced in paying quantities, the Unit Operator shall continue drili=-
ing diligently one well at a time, allowing not more than 6 months between the
completion of one well and the beginning of the next well, until a well capable
of producing unitized substances in paying quantities is completed to the sat-

isfaction of said Supervisor or until it is reasonably proved that the unitized
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land is incapable of producing unitized substances in paying guantities in the
formations drilled hereunder. Nothing in this section shall be deemed to limit
the right of the Unit Operator to resign as provided in Section 5§ hereof, or as
requiring Unit Operator to commence or continue any drilling during the period
pending such resignation becoming effective in order to comply with the require-
ments of this section. The Director may modify the drilling requirements of
this section by granting reasonable extensions of time when, in his opinion,
such action is warranted.

Upon failure to comply with the drilling provisions of this section, the
Director may, after reasonable notice to the Unit Operator, and each working
interest owner, lessee, and lessor at their last known addresses, declare this
unit agreement terminated.

Notwithstanding anything in this Unit Agreement to the contrary except
Section 25 (Unavoidable Delay), the Unit Operator shall drill three wells, namely,
two wells to test the Gallup formation and one well to test the Dakota
formation. The Unit Operator may select the order of drilling said three wells.
At the Operator's election, one of the wells to test the Gallup formation may
be satisfied by the deepening of an abandoned well in the SEX of Section 9,
Township 26 North, Range ! West. The first well shall be commenced not less
than six months after approval of this unit agreement, and thg subsequent
obligation wells must be commenced not later than six months after completion
of the preceding well, regardless of whether it is a producer or a dry hole.
Any unit well commenced after October 1, 1962, will count towards satisfying
the three-well program even if approval of the unit agreement is at a later
date. The only extension of time the Director may grant for meeting the
critical dates in this paragraph shall be based upon severe weather or other
conditions beyond the control of the Unit Operator, and shall be limited to
a single extension of not more than three months for each well after the first.
Nevertheless, in the event drilling of any of said three wells has not been
commenced timely, this unit agreement shall automatically terminate effective
the first day of the month following the default.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within 6 months after
compietion of a well capable of producing unitized substances in paying
quantities, the Unit Operator shall submit for the approval of the Supervisor

an acceptable plan of development and operation for the unitized land which,
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when approved by the Supervisor, shall constitute the further drilling and
operating obligations of the Unit Operator under this agreement for the period
specified therein. Thereafter, from time to time before the expiration of any
existing plan, the Unit Operator shall submit for the approval of the
Supervisor a plan for an additional specified period for the development and
operation of the unitized land. '

Any plan submitted pursuant to this section shall provide for the
explaoration of the unitized area and for the diligent drilling necessary for
determination of the area or areas thereof capable of producing unitized
substances in paying quantities in each and every productive formation and
shall be as complete and adequate as the Supervisor may determine to be
necessary for timely development ard proper conservation of the oil and gas
resources of the unitized area and shall

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

and the proposed order and time for such drilling; and
(b) to the extent practicable specify the operating practices
regarded as necessary and advisable for proper conservation of natural
resources.
Separate plans may be submitted for separate productive zones, subject to
the approval of the Supervisor.

Plans shall be modified or supplemented when necessary to meet changed
conditions or to protect the interests of all parties to this agreement.
Reasonable diligence shall be exercised in complying with the obligations
of the approved plan of development. The Supervisor is authorized to grant
a reasonable extension of the 6-month period herein prescribed for sub- .
mission of an initigl plan of development where such action is justified
because of unusual conditions or circumstances. After completion hereunder
of a well capable of producing any unitized substance in paying quantities,
no further wells, except such as may be necessary to afford protection
against operations not under this agreement or such as may be specifically
approved by the Supervisor, shall be drilled except in accordance with a
plan of development approved as herein provided.

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a wel! capable of
producing unitized substances in paying quantities or as soon thereafter as

required by the Supervisor, the Unit Operator shall submit for approval by
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the Director a schedule, based on subdivisions of the public-land survey or
aliquot parts thereof, of ail unitized land then regarded as reasonably proved
to be productive of unitized substances in paying quantities; all lands in said
schedule on approval of the Director to constitute a participating area,
effective as of the date of completion of such well or the effective date of
the unit agreement, whichever is later. The acreéges of both Federal and non-
Federal lands shall be based upon appropriate computations from the courses and
distances shown on the last approved public-land survey as of the effective
date of the initial participating area. Said schedule also shall set forth

the percentage of unitized substances to be allocated as herein provided to
each unitized tract in the participating area so established, and shall govern
the allocation of production from and after the date the participating area
becomes effective. A separate participating area shall be established in like
manner for each separate pool or deposit of unitized substances or for any group
thereof produced as a single pool or zone, and any two or more participating
areas so established may be combined into one with the consent of the owners

of all working interests in the lands within the participating areas so to be
combined, on approval of the Director. The participating area or areas so
establ ished shall be revised from time to time, subject to like approval, when-
ever'such action appears proper as a result of further drilling operations or

otherwise to include additional land then regarded as reasonably proved to be
F (RS TINy Ho borf P o rons e rary o < "fﬂ-/f—., -

—_

productive in paying quantitiesg, or to exclude land then ragarded as|reasonably

proved not to be productive in paying quantities and the percentage of
allocation shall also be revised accordingly. The effective date of any revision
shall be the first of the month in which is obtained the knowledge or information
on which such revision is predicated, provided, however, that a more appropriate
effective date may be used if justified by the Unit Operator and approved by
the Director. No land shall be excluded from a participating area on account
of depletion of the unitized substances.

It is the intent of this section that a participating area shall

represent the area known or reasonably estimated to be productive in paying
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quantitiegﬁ_bdt, regardless of any revision of the participating area, nothing
herein contained shall be construed as requiring any retroactive adjustment
for production obtained prior to the effective date of the revision of the

participating area.
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In‘the absence of agreement at any time between the Unit Operator and the
Director as to the proper definition or redefinition of a participating area,
or until a participating area has, or areas have, been established as provided
herein, the portion of all payments affected thereby may be impounded in a
manner mutually acceptable to the owners of working interests, except
royal ties due the United States, which shall be determined by the Supervisor
and the amount thereof deposited, as directed by the Supervisor, to be held as
unearned money until a participating area is finally approved and then applied
as earned or returned in accordance with a determination of the sum due as
Federal royalty on the basis of such approved participating area.

Whenever it is determined, subject to the approval of the Supervisor,
that a well drilled under this agreement is not capable of production in
paying quantities and inclusion of the land on which it is situated in a
participating area is unwarranted, production from such well shall, for the
purposes of settlement among all parties other than working interest owners,
be allocated to the land on which the well is located so long as such land is
not within a participating area established for the pool or deposit from which
such production is obtained. Settlement for working interest benefits from-
such a well shall be made as provided in the unit operating agreement.

12, ALLOCATION OF PRODUCTION. All unitized substances produced from each
participating are; establ ished under this agreement, except any part thereof
used in conformity with good operating practices within the unitized area for
drilling, operating, camp and other production or development purposes, for
repressuring or recycling in accordance with a plan of development approved by
the Supervisor, or unavoidably lost, shall be deemed to be produced equally on
an acreage basis from the several tracts of unitized land of the participating
area established for such production and, for the purpose of determining any
benefits accruing under this agreement, each such tract of unitized !and shall
have allocated to it such percentage of said production as the number of acres
of such tract included in said participating area bears to the total acres of
unitized land in said participating area, except that allocation of product%on
hereunder for purposes other than for settlement of the royalty, overriding
royal ty, or.payment out of production obligations of the respective working
interest owners, shall be on the basis prescribed in the unit operating

agreement whether in conformity with the basis of allocation herein set forth
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or otherwisef” It is hereby agreed that production of unitized substances from

a participating area shall be allocated as provided herein regardless of whether
any wells are drilled on any particular part or tract of said participating
area. If any gas produced from one participating area is used for repressuring
or recycling purposes in another participating area, the first gas withdrawn
from such last-mentioned participating area for sale during the life of this
agreement shall be considered to be the gas so transferred until an amount
equal to that transferred shal! be so produced for sale and such gas shall be
allocated to the participating area from which initially produced as constituted
at the time of such final production.

13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS.

Any party hereto owning or controlling the working interest in any unitized
land having thereon a regular well location may with the approval of the
Supervisor, at such party's sole risk, costs, and expense, drill a well to
test any formation for which a participating area has not been established or
to test any formation for which a participating area has been established if
such location is not within said participating area, unless within 90 days of
receipt of notice from said party of his intention to drill the well the Unit
Operator elects and commences to drill such a well in like manner as other
wells are drilled by the Unit Operator under this agreement.

If any well drilled as aforesaid by a working interest owner results in
production such that the land upon which it is situated may properly be
included in a participating area, such participating area shall be established
or enlarged as provided in this agreement and the well shall thereafter be
operated by the Unit Operator in accordance with the terms of this agreement
and the unit operating agreement.

If any well drilled as aforesaid by a working interest owner obtains
production in quantities insufficient to justify the inclusion in a partici=-
pating area of the land upon which such well is situated, such well may be
operated and produced by the party drilling the same subject to the conservation
requirements of this agreement. The royalties in amount or value of production
from any such well shall be paid as specified in the underlying Ieasegand
agreements affected. \

14, ROYALTY SETTLEMENT. The United States and any State and all royalty

owners who, under existing contract, are entitled to take in kind a share of
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the substances now unitized hereunder produced from any tract, shall hereafter
be entitled to the right to take in kind their share of the unitized substances
allocated to such tract, and Unit Operator, or in case of the operation of a
well by a working interest owner as herein in special cases provided for, such
working interest owner, shall make deliveries of such royalty share taken in
kind in conformity with the applicable contracts, laws, and reguiations.
Settlement for royalty interest not taken in kind shal! 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 royalties due under their
leases.

If gas obtained from lands not subject to this agreement is introduced into
any participating area hereunder, for use in repressuring, stimulaticn of
production, or increasing. ultimate recovery, which shall be in conformity with
a plan first approved by the Supervisor, a like amount of gas, after settlement
as herein provided for any gas transferred from any other participatiqg area
and with due allowance for loss or depletion from amy cause, may be withdrawn
from the formation into which the gas was introduced, royalty free as to dry
gas, but not as to the products extracted therefrom; provided that such with-
drawal shall be at such time as may be provided in the plan of operations or as
may otherwise be consented to by the Supervisor as conforming to good
petroleum engineering practice; and provided further, that such right of
withdrawal shall terminate on the termination of this unit agreement.

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

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

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

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

17. DRAINAGE. The Unit Operator shall take appropriate and adequate
measures to prevent drainage of unitized substances from unitized land by wells
on land not subject to this agreement, or, with prior consent of the Director,
pursuant to applicable regulations pay a fair and reasonable compensatory
royalty as determined by the Supervisor.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, conditions,
and provisions of all leases, subleases, and other contracts relating to
exploration, drilling, development, or operation for oil or gas of lands
committed ta this agreement are hereby expressly modified and amended to the
extent necesséry to make the same conform to the provisions hereof, but other-
wise to remain in full force and effect; and the parties hereto hereby consent

that the Secretary shall and by his approval hereof, or by the approval hereof

by his duly authorized representative, does hereby establish, alter, change, or
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revoke the drilling, producing, rental, minimum royalty, and royalty requirements
of Federal leases committed hereto and the reguiations in respect thereto to
conform said requirements to the provisions of this agreement, and, without
limiting the generality of the foregoing, all leases, subleases, and contracts
are particularly modified in accordance with the following:
(a) The development and operation of lands subject to this agreement
under the terms hereof shall be deemed full performance of all obligations
for development_and operation with respect to each and every part or
separately owned tract subject to this agreement, regardless of whether
there is any development of any particular part or tract of the unit
area, notwithstanding anything to the contrary in any lease, operating
agreement or other contract by and between the parties hereto, or their
respective predecessors in interest, or any of them.
(b) Drilling and producing operations performed hereunder opon any
tract of unitized lands will be accepted and deemed to be performed upon
and for the benefit of each and every tract of unitized land, and no
lease shall be deemed to expire by reason of failure to drill or produce
wells situated on the land therein embraced.
(¢) Suspension of drilling or producing operations on all unitized
" lands pursuant to direction or consent of the Secretary or his duly
authorized representative shall be deemed to constitute such suspension
pursuant to such direction or consent as to each and every tract of
uni tized land.
(d) Each lease, sublease or contract relating to the exploration,
drilling, development or operation for oil or gas of lands other than
those of the United States committed to this agreement, which, by its
terms might expire prior to the termination of 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 term of this
agreement.
(e) Any Federal lease for a fixed term of twenty (20) years or any
renewal thereof or any part of such lease which is made subject to this
agreement shall continue in force beyond the term provided therein until
the termination hereof. Any other Federal lease committed hereto shall

continue in force beyond the term so provided therein or by law as to
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the land committed so long as such lease remains subject hereto,
provided that production is had in paying quantities under this unit
agreement prior to the expiration date of the term of such lease, or in
the event actual dril!iné operations are commenced on unitized tand, in
accordance with the provisions of this agreement, prior to the end of
the primary term of such lease and are being diligently prosecuted at
that time, such lease shall be extended for two years and so long
thereafter as oil or gas is produced in paying quantities in accordance
with the provisions of the Mineral Leasing Act Revision of 1960.

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

term is herein extended.

{g) The segregation of any Federal lease committed to this agreement
is governed by the following provision in the fourth paragraph of

Sec. 17(j) of the Mineral Leasing Act, as amended by the Act of

‘September 2, 1960 (74 Stat. 781-784): nvAny &ederaﬂ' lease heretofore

or hereafter committed to any such Exnit] plan embracing lands that
are in part within and in part outside of the area covered by any such
plan shall be segregated into separate leases as to the lands committed
and the lands not committed as of the effective date of unitization:

Provided, however, That any such lease as to the nonunitized portion

shall continue in force and effect for the term thereof but for not less
than two years from the date of such segregation and so long thereafter

as oil or gas is produced in paying quantities."

(h) Any lease, other than a Federal lease, having only a portion of

its lands committed hereto shall be segregated as to the portion committed
and the portion not committed, and the provisions of such lease shall

apply ;eparately'to such segregated portions commencing as of the effective
date hereof. In the event any such lease provides for a lump-sum rental

payment, such payment shall be prorated between the portions so segregated
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in proportion to the acreage of the respective tracts.

19. COVENANTS RUN WiTH LAND. The covenants herein shal]l be construed
to be covenants running with the land with respect to the interest of the parties
hereto and their successors in interest until this agreement terminates, and any
grant, transfer, or conveyance, of interest in land or leases subject hereto
shall be and hereby is conditioned upon the assumbtion of all privileges and
obligations hereunder by the grantee, transferee, or other successor in
interest. No assignment or transfer of any working interest, royalty, or other

interest subject hereto shall be binding upon Unit Operator until the first day

U Y T S S

of the calendar month after Unit Operator is furnished with the original, pho-

tostatic, or certified copy of the instrument of transfer.

20. EFFECTIVE DATE AND TERM. This agreement shall become effective upon

approval by the Secretary or his duly authorized representative and shall

terminate five (5) years from said effective date unless

(a) such date of expiration is extended by the Director, or

(b) it is reasonably determined prior to the expiration of the fixed
term of any extension thereof that the unitized land is incapable of
production of unitized substances in paying quantities in the formations

tested hereunder and after notice of intention to terminate the agreement

'on such ground is given by the Unit Operator to ail parties in interest

at their last known addresses, the agreement is terminated with the
approval of the Director, or

(c) a valuable discovery of unitized substances has been made or
accepted on unitized land during said initial term or any extension
thereof, in which event the agreement shall remain in effect for such
term and so long as unitized substances can be produced in quantities
sufficient to pay for the cost of producing same from wells on unitized
land within any participating area established hereunder and, should
production cease, so long thereafter as diligent operations are in
progress for the restoration of production or discovery of new produc-
tion and so long thereafter as the unitized substances so discovered
can be produced as aforesaid, or

(d) it is terminated as heretofore provided in this agreement.

This agreement may be terminated at any time by not less than 75 per centum,

on an acreage basis, of the owners of working interests signatory hereto,
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with the approval of the Director; notice of any such approval to be given
by the Unit Operator to all parties hereto.

2], RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The Director is
hereby vested with authority to alter or modify from time to time in his
discretion the quantity and rate of production under this agreement when such
quantity and rate is not fixed pursuant to Federai or State law or does not
conform to any state-wide voluntary conservation or allocation program, which
is established, recognized, and generally adhered to by the majority of
operators in such State, such authority being hereby limited to alteration or
modification in the public interest, the purpose thereof and the public interest
to be served thereby to be stated in the order of alteration or modification.
Without regard to the foregoing, the Director is also hereby vested with
authority to alter or modify from time to time in his discretion the rate of .-
prospecting and development and the quantity and rate of production under this
agreement when such alteration or modification is in the interest of attaining
the conservation objectives stated in this agreement and is not in violation of
any applicable Federal or State law.

Powers in this section vested in the Director shall only be exercised
after notice to Unit Operator and opportunity for hearing to be held not less
than‘lS days from notice.

22. APPEARANCES. Unit Operator shall, after notice to other parties
affected, have the right to appear for and on behalf of any and all interests
affected hereby before the Department of the interior and to appeal from orders
issued under the reguiations of said Department or to apply for relief from
any of said regula;ions or in any proceedings relative to operations before
the Department of the Interior or any other legally constituted authority;
provided, however, that any other interested party shall also have the right
at his own expense to be heard in any such proceeding.

23. NOTICES. All notices, demands or statements required hereunder to
be given or rendered to the parties hereto shall be deemed fully given if
given in writing and personally delivered to the party or sent by postpaid
registered mail, addressed to such party or parties at their respective
addresses set forth in connection with the signatures hereto or to the ratifi-
cation or consent hereof or to such other address as any such party may have

furnished in writing to party sending the notice, demand or statement.
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24, NO WAIVER OF CERTAIN RIGHTS. Nothing in this agreement contained
shall be construed as a waiver by any party hereto of the right to assert any
legal or constitutional right or defense as to the validity or invalidity of
any law of the State wherein said unitized lands are located, or of the United
States, or regulations issued thereunder in any way affecting such party, or
as a waiver by any such party of any right beyond Fis or its authority to waive.

25. UNAVOIDABLE DELAY. Al!l obligations under this agreement requiring
the Unit Operator to commence or continue drilling or to operate on or produce
unitized substances from any of the lands covered by this agreement shall be
suspended while, 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 agencies, unavoidable accidents, uncontrollable delays in transportation,
inability to obtain necessary materials in open market, or other matters
beyond the reasonable control of the Unit Operator whether similar to matters
herein enumerated or not.

26. NONDISCRIMINATION: In connection with the performance of
work under this agreement, the operator agrees to comply with all of the
provisions of section 301(1) to (7) inclusive, of Executive Order 10925
(26 #. R. 1977), which are hereby incorporated by reference in this agreement.

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

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

28. NON-JOINDER AND SUBSEQUENT JOINDER. |If the owner of any substantial
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interest in a tract within the unit area fails or refuses to subscribe or
consent to this agreement, the owner of the working intgrest in that tract
may withdraw said tract from this agreement by written notice to the Director
and the Unit Operator prior to the approval of this agreement by the Director.
Any oil or gas interests in lands within the unit area not commi tted hereto
prior to submission of this agreement for final approval may thereafter be
commi tted hereto by the owner or owners thereof subscribing or consenting to
this agreement, and, if the interest is a working interest, by the owner of
such interest also subscribing to the unit operating agreement. After
operations are commenced hereunder, the right of subsequent joinder, as
provided in this section, by a working interest owner is subject to such
requirements or approvals, if any, pertaining to such joinder, as may be
provided for in the unit operating agreement. After final approval hereof
joinder by a non=-working interest owner must be consented to in writing

by the working interest owner committed hereto and responsible for the
payment of any benefits that may accrue hereunder in behalf of such non-

working interest. Joinder by any owner of a non-working interest, at any

time, must be accompanied by appropriate joinder by the owner of the correspond-

ing working interest in order for the interest to be regarded as committed

hereto. Joinder to the unit agreement by a working=-interest owner, at any time,

must be accompanied by appropriate joinder to the unit operating agreement, if
more than one committed working=interest owner is involved, in order for the
interest to be regarded as committed to this unit agreement. Except as may
otherwise herein be provided subsequent joinders to :Bis agreement shall

be effective as of the first day of the month following the filing with the
Supervisor of duly executed couhterparts of all or any papers necessary to
establish ef%ective commi tment of any tract to this agreement uniess.objection
to such joinder is duly made within 60 days by the Director.

29. COUNTERPARTS. This agreement may be executed in any number of
counterparts no one of which needs to be executed by all parties or may be
ratified or consented to by separate instrument in writing specifically
referring hereto and shall be binding upon all those parties who have executed
such a counterpart, ratification, or consent hereto with the same force -and
effect as if all such parties had signed the same document and regardless of

whether or not it is executed by all other parties owning or claiming an

20

~N O W W

10

12
13
14
15
16
17
18
19
20
21

22
23
24
25
26
27
28
29
30
3

32
33
34
35




W

21
22
23
24
25
26
27
28
29
30
3
32
33
34
35

interest in the lands within the above-~described unit area.

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

If as a result of any such surrender, the working interest rights as to
such lands become vested in any party other than the fee owner of the unitized
substances, said party shall forfeit such rights and no further benefits from
operation hereunder as to said land shall accrue to such party, uniess within
ninety (90) days thereafter said party shall execute this agreement 'and the
unit operating agreement as to the working interest acquired through such
surrender, effective as though such land had remained continuously subject to
this agreement and the unit operating agreement. And in the event such agree-
ments are not sO executed, the party next in the chain of title shall be and
become the owner of such working interest at the end of such ninety (90) day
period, with the same force and effect as though such working interest had
been surrendered to such party.

If as the resuit of any such surrender or forfeiture the working interest
rights as to such lands become vested in the fee owner of the unitized sub-
stances, such owner may:

(1) Execute this agreement and the unit operating agreement as a
working interest owner, effective as though such land had remained
continuously subject to this agreement and the unit operating agreement.

(2) Again lease such lands but only under the condition that the
hoider of such lease shall within thirty (3) days after such lands are
so leased execute this agreement and the unit operating agreement as to
each participating area theretcfore_established hereunder, effective as
though such land had remained continuously subject to this agreement and
the unit operating agreement.

(3) -Operate or provide for the operation of such land independently
of this agreement as to any party thereof or any oil or gas deposits
therein not then included within a participating area.

I f the fee owner of the unitized substances does not execute this
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agreement and the unit operating agreement as a working interest owner or
again lease such lands as above provideq with respect to each existing partici=
pating area, within six (6) months after any such surrender or forfeiture,
such fee owner shall be deemed to have waived the right to execute the unit
operating agreement or lease such lands as to each such part}cipating area,
and to have agreed, in consideration for the compensation hereinafter provided,
that operations hereunder as to any such participating area or areas shall not
be affected by such surrender.

For any period the working interest in any lands are not expressly
committed to the unit operating agreement as the result of any such surrender
or forfeiture, the benefits and obligations of operations accruing to such

lands under this agreement and the unit operating agreement shall be shared

by the remaining owners of unitized working interests in accordance with their

respective participating working interest ownerships in any such participating
area or areas, and such owners of working interests shall compensate the fee
owner of unitized substances in such lands by paying sums equal to the rentals,
minimum royalties, and royalties applicable to such lands under the lease in
effect when the lands were unitized, as to such participating area or areas.
Upon commitment of a working interest to this agreement and the unit
operating agreement as provided in this section, an appropriate accounting
and settlement shall be made, to reflect the retroactive effect of the
commi tment, for all benefits accruing to or payments and expenditures made or
incurred on behalf of such surrendered working interest during ;he period
between the date of surrender and the date of recommitment, and payment of any
moneys found to be owing by such an accounting shall be made as between the
parties then signatory to the unit operating agreement and this agreement
within thirty (30) days after the recommitment. The right to become a party
to this agreement and the unit operating agreement as a working interest
owner by reason of a surrender or forfeiture as provided in this section shall
not be defeated by the nonexistence of a unit operating agreement and in the
event no unit operating agreement is in existence and a mutually acceptable
agreement between the proper parties thereto cannot be consummated, the
Supervisor may prescribe such reasonable and equitable agreement as he deems
warranted under the circumstances.

Nothing in this section shall be deemed to limit the right of joinder or
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subsequent joinder to this agreement as provided elsewhere in this agreement.
The exercise of any right vested in a working interest owner to reassign such
working interest to the party from whom obtained shall be subject to the same
conditions as set forth in this section in regard to the exercise of a right

to surrender.

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

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

33. FOREST LAND STIPULATION. Notwithstanding any other terms and
condftions contained in this agreement, all of the stipulations and conditions
of the individual leases between the United States and its lessees or their
successors or assignees embracing lands within the unit area included for the
protection of lands or functions under the jurisdiction of the Secretary of
Agricul tyre shall remain in full force and effect the same as though this
agreement had not been entered into, and no modification thereof is
authorized except with the consent in writing of the Regional Forester,

United States Forest Service, 517 Gold Avenue, N. W., Albuquerque, New Mexico.

IN WITNESS WHEREOF, the parties hereto have caused this agreement to be

executed and have set opposite their respective names the date of execution.
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CANADA 0JITOS UNIT AREA
RIO ARRIBA COUNTY, NEW MEXICO

UNIT OPERATOR

Attest: BOLACK-GREER /
a2 DL /%/ /?///'

- SSecretary "Rresident

ADDRESS: |

"_158 Petroleum Center Building

Farmington, New Mexico

STATE OF New Mexico )

COUNTY OF San_Juan )

The foregoing Unit Agreement was acknowledged before me this 7 ’7
- — ] , .
day of (’vf.’pg/ﬁ , 1963, by oyl RF}(;:LJ;&& , the
! .
/)’L(/x c,&(va , of Bolack=Greer, Inc, a L’Eg H@LMJ

corporation, on behalf of said corporation.

SS

lr /

k\[‘-’l £ /&c Lol t’ﬁ\c—,

Notary Pﬁbl ic i
'

My commission expires _ o - 7’1-"/“/44 .




CERTIFI1CATION--DETERMINATION

14-08-0001 8526

Pursuant to the authority vested in the Secretary of Interior, under
the act approved February 25, 1920, 4! Stat. 437, as amended, 30 U. S. C.
secs. 181, et seq., and delegated to the Director of the Geologicai Survey
pursuant to Departmental Order No. 2365 of October 8, 1947, | do hereby:

A. Approve the attached agreement for the development and operation
of the Cffffa 0jitos Unit Area, State of New Mexico.

B. Certify and determine that the unit plan of development and
operation contemplated in the attached agreement is necessary and advisable
in the public interest for the purpose of more properly conserving the
natural resources.

C. Certify and determine that the drilling, producing, rental,
minimum royalty, and royalty requirements of all Federal leases committed
to said agreement are hereby established, altered, changed, or revoked to

conform with the terms and conditions of this agreement.

Dated JUN 19 1963

p—

Aeting pirector, United States Geological Survey

E@EWE _
R JQNH\%}@

st SURVEY
SEOLOsiuAb £
“’a%s;«em W MEXICO

D D e




AMENDMENT TO
UNIT AGREEMENT

CANADA OJITOS UNIT AREA

NEARITT T
COUNTY OF RIO ARRIBA R
STATE OF NEW MEXICO G5 cree

ROEMLL, L et

THIS AMENDMENT made as of the lst day of Janumary, 1969,
by the parties who execute or fatify'this amendment or a

eounterpart thereof,

WITNESSETH:

WHEREAS, the parties hereto have entered into that certain
UNIT AGREEMENT FOR THE DEVELOPMENT AND OPERATION OF THE CANADA
QJITOS UNIT AREA, COUNTY OF RIO ARRIBA, STATE OF NEW MEXICO,
dated as of the 1st day of April, 1963, effective_June 19, 1963,
the date approved by the United States Geological Survey, and
designated Agreement No. 1l4-08-0001 8526, hereinafter réferred
to as the "Unit Agreement"; and | A

WHEREAS, the parties who execute and ratify this amend-
ment; or a counterpart hereof, desire to amend Sections 1l and
12 of the Unit Agreement;

NQW, THEREFORE, 1n consideration of the mutual benefits
resulting, IT IS AGREED that Sections 11 and 12 of the Unit
‘Asreement be, and the same are hereby, amended and revised as
follows:

Section 11:

On Page 10, Line 22 of the approved Unit
Agreement, afterAthe word "quantities" insert the
phrase "or necessary to unit operations™, and after
the word "as" insert the phrase hunnecessary to unit
operations or". :

On Page 10, Line 32'of.thé approved Unit
Agreement, after the word "quantities" insert the.
phrase "or necessary to unit operations".

Section 12:

On Page 12, Line 1 of the approved Unit

Agreement, between the word "otherwise" and the period

insert the language "and the allocatlon of production




to iand added to a participating area on the basis

of its importance to unit opefations may be upon

such equitable basls as may be approved by the

Director”.

This amendment shall‘be binding upon all the parties who
_execute or ratify the same retroactivély to the effective
date hereof, even though 1t 13 not execdted by all of the
parties to the original Unit Agréement, and this amendment
shall extend to and be binding upon their respective helirs,
executors, administrators, successors and assigns.

This amendment may be executed in any number of counter-
parts, no one of which needs to be executed by all parties,
or may be ratified or consented to by separate instrument,
gn writing, specifically referring hereto, and shall be binding
upon all parties who have executed suéh.a counterpart,
ratification or consent hereto with the same force and effect
as 1if all partiés had signed the same document.

IN WITNESS WHEREOF, the parties hereto have executed this
amendment as of the day and year first above written, and have

set opposite their names the date of such execution.

DATE: BENSON-MONTIN-GREER DRILLING CORP,
BY:
President
T: : -
ATTES . _¢ 4
kﬂévb ¢ vy .,/ ‘L-L-[\
Secretary
/ Tom Bolack
[ > 1
e D75-=V
John R. Anderson
|
" AMCO, INC,
- -0 g B‘."\x{{ T L
en -
-arcvnd__._cj_.ﬂ.l
ATTEST:

' s:se:l\.x_t AN 1S __»__ , | .
v (\l\ \C;_ dz(’é (:74_4."/(2_: =R /’ 1T S

Reg st O =




DATE:

F-3-49

d/ig,("— /7 /¢t£71
) CE

21 et o

. H. Carpenter

Albert R. Creer

GREER ENTERPRISES LID.

General Partner

/r,_”\’ '0’ D
Bil L. Harbert

d;&.@

Jack London, Jr

MONTIN-HARBERT PIPELINE CONSTRUCTION
co., .

BY:

President

ATTEST:

/

Gt Secfégéfi
///z g

A. C. Montin

Wm. V. Montin

Jessie Stanley

///1/%7

“  Virgil L. Stoabs







CNIT- SPERATING AGREZMENT

ICR THE TEVELCPMENT AND CPERATICYH OF THE

CANADA OQJITOS UNIT AREA,
CCUNTY 9F RIO ARRIBA
STATE OF NEW MEXICO

This 'mit Operating Agreement for *he captioned nit comprises the following Zive divisions:

I. THIS INTRODUCTORY PAGE

I, TABLE JF CCNTENTS /2 pages:

IXI. THE 3ASIC AGREEMENT ‘3% articles of standard provisions'
M= 3 Fecond revision) ‘Pages 1 to 15)

IV. OTHER PROVISIONS CONSISTING OF THE TOLLOWING ARTICLES:

37. Mo obligation to represent other parties berore the Federal Energy Regulatory Commission
3
3

40. Superiority of Unit Operating Agreement

o

3ubsequently Created Lease 3urdens

\O

Treatment of Non-Cormitied Lands

41. Additional "other provisions”, If any
41.1 Unpaid Unit "Costs"
41,2 Restoration in Event of Overpayment for Production Not Taken in Kind
41,3 Other Provisions regarding WISP:
A. Costs (refers to Article 6.4)
B. Correlative rights regarding WISP production (refers to Article 6.4)
C. Extinguishment of WISP provisions in event of secondary recovery
or pressure maintenance (refers to Articles 25 and 6.4)
41.4 %o €asing Point Election for Mancos Wells (refers to Article &)
41.5 Recognition of Inflation in Investment Adjustment (refers to Article 13)

V. EXHIBITS AS POLLOWS:

Exhibit A - Identifying, if applicable. variable provisions of Articles 6, 12. 25 and
Txhibit 4

part as to Article 6 (WISP)

i
}

Part II - a3 to Article 12.2(b) - exception wells
Part III - as to Artiecle 25.1 - 7oting percent For secondary Recovery

Part IV - As to Exhibit 4 - minimum 3izes of tracts for drilling blocks

Exnibit 1 - Tescription of ‘Init Area {referred to in first recital)

Exnidit 2 - Accounting Procedure ‘referred to in Sections 1.4 and 1.18)
Exhibit 3 - Initial Test Well {referred to in Sections 1.13, 2.1, 3.1 and 3.2)
Exhibit 4 - Part 1: Drilling of Ixploratory Wells

Part 2: Attempted Completion, Deepening, Plugging Back and Abandonment
Zxhibit 5 - Insurance (referred %o in Sectioms 16.2A, 165.2B and 15.2C)
Zxhibit 5 - Non-Discriminatior: ZIxecutive Order 11246 /30F.R. 1231G), Section 202

Other Exhibits. if any

Type log attached to back cover: reference identification of
'""Main Mancos formation" defined on Page 1, referred to in 41.4.

‘Por purposes of identification this Unit Operating Agreement 3 ziven Code Number COUQOA-3181 , which
code number appears at the bottom of any page of the Unit Operating Agreement or it5 exhlGlts which require lden-

t{fication of variables, or on which a change or modification from the printed form has been made.
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UNIT OPERATING AGREEMENT

CANADA OJITOS UNIT AREA

RIO ARRIBA COUNTY, NEW MEXICO

THIS AGREEMENT, made as of the first day of March, 1981, by and among
the parties who execute or ratify this agreement or a counterpart
hereof,

WITNESSETH:

WHEREAS, the Parties have committed their interests into that
certain UNIT AGREEMENT FOR THE DEVELOPMENT AND OPERATION OF THE CANADA
OJITOS UNIT AREA, County of Rio Arriba, State of New Mexico, dated
as of the 19th day of June, 1963, and hereinafter referred to as the
"Unit Agreement", covering the lands described in Exhibit 1 hereto
attached, which lands are referred to in the Unit Agreement and in
this agreement as the "Unit Area" and which Unit Area may, by the
terms of the Unit Agreement, be expanded or contracted, and lands
in the Unit Area shall be the lands covered by this agreement, insofar
as the o0il and gas leases thereunder are committed to the Unit
Agreement by éﬁe Parties hereto; and

WHEREAS, the Parties enter into this agreement pursuant to
Section 7 of the Unit Agreement:

WHEREAS, the Parties currently are considering expanding the
Unit Area, but whether or not it is expanded, the Parties nevertheiess
enter into this Agreement;

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

Construction of Requlatory Authorities and Names.

The authority of the Federal Power Commission, as identified
herein, has beéen superseded by that of the Federal Energy
Regulatory Commission, and wherever in the following
articles (particularly article 37) the words "Federal Power
Commission®™ appear they shall be construed to mean "Federal
Energy Regqulatory Commission", or such other appropriate
succeeding governmental authority; as is proper;

Special Definitions:

Main Mancos formation: as used herein means those members
"of the Mancos formation from its top to the base of the
Greenhorn member; and is equivalent to that stratigraphic
interval shown on the Schlumberger electric log of the
-Canada 0Ojitos Unit No. 0-9 well, located in the southeast
quarter of Section 9, Township 26 North, Range 1 West,
between the depths of 6155° and 8137°; such reference
electric log being the Schlumberger Induction Electric log
run June 18, 1963 with well identification of "Bolack-Greer
No. 1 Bolack';

COUOA-3181 : PAGE 1




ARTICLE 1

2ETIMITIONS

i.l{a) Unit Agreement Definitions. The definitions contained in the Unit Agreement are adopted for all
purposes of tAl3 agreement. 1n addition, each “erm listed below shall have the meaning stated therefor, whenever
used in this agreement. .

1.1(b) "Director” means tne Director of the United States Geological Survey. In the instance of approval
required by USES, "Olrector” also means "Supervisor" if the Supervisor has the authority to so act.

i1.1fc) "Supervisor" means the Supervisor of that division of the United States Jeological Survey which has
Jurisdiction over @ rederal lands subject to this agreement.

1.2 "Unit ggerator“ means 3ENSON-MONTIN-GREER DRILLING CORP, and its successors, as the Unit Jperator
designated in accordance th the Unit Agreement, acting in that capacity and not as an owner of Working Interest.

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

1.4 "Costs" means all costs and expenses incurred in the development and operation of the Jnit irea
pursuant to thIs agreement or the Unit Agreemen® and all other expenses that are herein made chargeable as Costs,
deterained in accordance with the accounting procedure set forth ip Exhibit 2 attached hereto, which shall govern
in all matters covered thereby, except that in event of inconsistency hetween said accounting procedure and this
agreement, this agreement shall control.

1.5 "Committed Workmi Interest” means a Working Interest which is shown on Zxhibit 2 to the Unit Agreement
as owned by a Party and whic 3 comnitTed to the Unit Agreement. Whenever reference is made to a Party "in or
"within" the Unit Area, a participating area, or other area designated pursuant to this agreement, such reference
shall mean a Party owning a Committed Working Interest in lands within such area.

i.6 "Acreage 3asis" when used to describe the basis of participation by the Parties within the Unit Ares,

a Participating area, or other area designated pursuant te this agreement in voting, Costs, or Production, means
participation by each such party in the proportion that the acreage of its Committed Working Interests in auch area
Dears to the total acreage of the Committed Working Interests of all such Parties therein, For the purposes of this
definition, {a) the acreage of the working interest in a tract within the Unit Area shall be the acreage of such
tract as set forth in Exh t to the Unit Agreement, and (b) if there are two or zore undivided working interests
in a tract. there shal e apporticned to €aclh such working interest that prcportion of the acreage of the tract
-hat such working interest bears %o the entire working interest in the tract.

1.7(a) "Production” means all Unitized Substances produced and saved from the Unit Area except so much thereof
as 1s used in THe conduct of operations under the Unit Agreement and this agreement.

1.7(b) "Working Interest Segregated Production” /"WISP") means that production belonging to the working
interest from Wwells, rormation ma Tands ae more particularly described in Arttcle 6.4 and Exhibit A which is
segregated from unit "Production”.

1.8 "Lease Burdenl"'.enns the royalty reserved to the lessor in an 211 and gas lease, an overriding roysalty
a production payment and any similar burden, but does not include a carried working interest, a net prorfits intarest
or any other interest which is payable out of profits,

1.9 "Drillini Party” means the Party or Parties obligated to bear the costs incurred in Drtlling, Deepening
or Plugging Back a we N accordance with this agreement at the commencement of such operation.

1.10 "Non-Drilling Party" means a Party who has had the optional right to participate in the Drilling,
Deepening or PTugging 5ac§ of & well and who has elected not to participate therein.

1.11 "Drill” means to perform all operations reasonably necessary and incident to the Drilling of a well,
tncluding preparation of roads and drill site, testing, and, if productive of Unitized Substances, completing and
equipping for production, including flow lines, treaters, separators and tankage, or plugging and abandoning, if dry.

1.12 “Deepen or Plug 3ack" means to perform all operations reasonable necessary and incident to Deepening
or Plugging BaCk & well, testing, and, 1f productive of Unitized Substances, compieting or recompleting and
equipping for production, including flow lines, treaters, separators and tankage, or plugging and abandoning, Lf dry.

1.13 "Initial Test Well” means a test well or obligation well specifically provided for in Section 9 of the
Jnit Agreement and described In Exhibit 3 attached hereto.

1.1k "Subsequent Test Well” means a test well Drillad after the Drilling of the Initial Test Well or Wells,
and before discovery of Unitlzed Jubstances in paying quantities in the Unit Area.

1.15 "Develognent Well" means a3 well Drilled within a participating area and projected to the pool or zone
for which the particIpalting area was established.

1.16 "Elora(:og Well" means a well other than a Development Well Drilled after discovery of Unitized
Substances in paying quan es in the Unit Area.

1.17 " ggroval Of The Parties" or "Direction Of The Parties" means an approval, authorization or direction
wnich receives 8 a rmative 7ote speciie ection 14.2° 0 e Parties entitled %o vote on the giving of such
Approval or Direction.

1.18 "Snlv%e Value' of & well means the value of the materials and equipment in or appurtenant to the well
determined {n accordance th Exhibit 2, less the reasonable estimated Costs of salvaging the same and plugging the
well.

1.19 Each Party is herein referred tc by the neuter pronoun "it",

ARTICLE 2

-

o _LIABILITY POR DRILLING, DEEPENING OR PLUGGING 3ACK WELLS WITHCUT CONSENT

. NO LIABILITY WITHOUT CCNSENT. o party chall be liable without its consent for any portion of the Costs
- of Drilling, Deepening or Plugging Sack & well except as provided in Section 10.4 with respect to Required Wells,
and except as provided in Article 13 dealing with Investment Adjustment. Nothing herein shall be construed to
relieve a Party of any ovligation assumed by it pursuant %tc Exhibit 3 to participate in the Costs of the Initial
Test Well.

ARTICLE 3
INITIAL TEST WELL

3.1 LOCATION. Unit Operator shall begin to Drill the Initial Test Well within the time required by
Section 9 of The Unlt Agreement or any extension thereof at the location specified in Exhibit 3 attached hereto.

Article 1
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3.2 COSTS OF DRILLING., Subject to he Investment Adjustment srovisions of Article 12 the Tosts of Drilling
the Initlal Test #ell Shall D& snared -y “he Parties in the manner and in she troportions specified in said Ixnibit 3:
Frovided, however. that in the absence of agreement, such wells may ve Zrilled inder the provisions cof irticle 3

dealing with Exploratory Wells ‘and, 17 apoiicable, by the terms orf Part 1 >f Zxhibit 4, Arvicles 12 and 13).

ARTICLE &
SUBSEQUENT TEST WELLS
4.1 RIGHT TO DRILL. Subject to the Investment idjustment provisions of Article 13 *he Costs of Jrilling any
subsequent Test ae sha e on such terms and conditions as the Parties shall agree; provi ded however, that in <he

1osence of agreement, such wells may be Irilled .nder the provisions of Article 2 .eal‘ng with _.xploracory Wells /and,
1?7 applicable, by the ‘herms cf Fart 1 of Zxhibit 4, Articles 12 and 13}.

ARTICLE 5
ISTABLISHMENT, REVISICH AND CONSOLIDATION CF ZARTICICATING AREAS

5.1 PROPOSAL. Jnit Operator shall initiate each croposal for the 2stablishment cr revision of a participa-
ting area by SUbmitiing the proposal in writing to each Party at least twenty days vefore filing the same with the
Jirector. The date of proposed filing must be shown on the proposal. If the proposal receives the Approval of tie
Sarties within the Proposed participating area, ther such proposal shall be Ziled sn the date specified in the
notice.

3.2 OBJECTIONS TC PROPOSAL. Prior %o *he sroposed filing date any Party may submit So all other Parties
written objectIons tc suck proposai. I , despite such objections, the proposal receive: the Approval 27 the Far-
ties within the proposed participating area, then <he Party meking the Jsbojections may renew the same before the
Director.

5.3 REVISED PROPOSAL. If *he proposal does not receive the Approval of tne Parties within the proposed ar-
:‘.c,.pating Area then Unit Cperator snall submit a revised proposal taking into account ne cbjections made %o the
first proposal. If no proposal recelves the Approval of<the 2arties within thirty days Irom the submission of the
{irst proposal., then Unit Operatcr shall file with the Director a proposal reflecting as nearly as practicatle the
various views expressed by the Parties.

5.4 JECTIOK 3Y DIRECTOR. If a proposal filed by Unit Operator, as above provided. is rejected by the Dir-
ector, Unit Cpen\ or sna ate a new proposal in the same zanner as provided in Section 5.1, and the procedure
with respect thereto shall be the same as in the case of an initial proposal.

3.5 CONSOLIDATION. Two or more participating areas may be comobined as provided in the nit Agreement.

ARTICLE 5
APPORTIONMENT OF COSTS AND OWNERSHIP AND DISPOSITION OF PRODUCTION AND PROPERTY

6.1 APPORTIONMENT AND OWNERSHIP WITHIN PARTICIPATING AREA. Zxcept as otherwise provided in Article & deal-
ing with Development Wells, PATt 1 of txXhIDIt 3 Qe a1lng wi1th oxploratory Wells, and Part 2 of Sxhibit U4 dealing with
Attempted Completion, Deepening and Plugging anck, and except as to any initial test well or exploratory well in the
puticipacing area which has an "Effective Date’ as defined in Section 13.1 hereof dirferent from the "Effective
Date” of the resulting participlting area, and except for wells described in Section 5.4 from which WISP may be taken
and except for Section 12.2(b):

A. Costs. All Costs incurred in the development and operation of a participating
area for or in connection with production of "nitized Substances from any pool or zone for
which such participging area 1s established srall be borne by the Parites within such par-
ticipating area on an Acreage Basis determined as of the time such Costs are incurred.

B. Production. All Production from a participating area shall be allocated in
accordance with the Unit Agreement to the tracts of land within such participating area.
That portion of such Preduction which is allocated to any such tract shall bs owned by
the Party or Parties having Committed Working Interest or Interests therein in the same
manner and subject to the same conditions as 1if actually produced from such tract through
a well thereon, and as 12 this agreement and the Unit Agreement had not been executed.

c. Prggertx. All oaterials, equipment and other property, whether real or personal,
the cost of Cl 8 chargeable as Costs and which have been acquired in connection with the
development or operation of a participating area shall de owned by the Parties within such
participating area on an Acreage Basis.

5.2 SPECIAL PROVISIONS POR AN INITIAL TEST WELL SUBSUEM‘ ’I'EST J'ELu OR EXPLORATORY 'n'ELL RFSULTING IR
INCLUSION IN A 4, X v

memm
well resulting in inclusion in a participating area shall have an "Effective Date" different from that of the par-
ticipating area (as determined by the provisions of the Unit Agreement) in which it is located, then the provislons
of Section 5.1, A, B and C shall not apply to Committed Working Interests of each such initial test well. subsequent
test well or sxploratory well, until the date (defined in Section 13.1 hereof) the lnvestment adjustment i3 mede as
to any such well. "ntil the investment adjustment i3 made as to a& participating area as a result of completion of
any such well, the well, equipment, working interest production therefrom and the drilling “lock on which it 1s
located shall be in effect excluded from the participating area, However, allocation of royslty on production and
payment of proceeds accruing to royalty interests in production shall be Ln accord with the provisions of the Unit
Agreement and Section 5.1B herein.

5.3 OWNERSHIP AND COSTS OUTSIDE PARTICIPATING AREA. If a well cther than one described in section 6.4 herein
from which WISY 1s taken, 1s completed as a producer but does not qualify for inclusion within a participating area:
Sucht well, the Producuon therafrom, and the materials and equipmen' therein or sppurtenant there to shall be owned
by the °ar1:y or Parties who constituted the Drilling Party for such well, and ell costs incurred in the cperation of
the well shall be charged to and bornme by such Party or Partles, and all Lease Burdens payable in respect of Produc-
tion from the well shall be borne and paid by such Party or Parties. If the Orilling Party comprises two or more
Parties, apportionment among them of ownership, Costs and Lease Burden shall be in the same proportions that they
bore the Costs incurred in Drilling the Well. If the Drilling of such well has been by less than all parties in the
subject Drilling Slock, then the rights and obligations of Drilling Party and Non-Drilling Party shall be governad
oy the applicable tems of Part 1 of Exhibit 4, and Article 12. The percentages of ownership which may initially
nave been determined by the ownership of m:reaga within the Trilling Block shall remain fixed ;subject to rights of
reversion described above) for the life of the well, regardiless of whether other leases within the initial Drilling
3lock expire by "heir own terms, or are released.

6.4 WORKING INTEREST SEGRECATED PRODUCTION '"'JISP"!. The Working Interest portion of Initized Substances
produced from Cercaln wells ] al 0 unitizetim, or for which drilling has been contracted at
the time of unitization (as well as certam formations therein penetrated and the lands associated therewith) may be
segregated from the remainder of the Unitized Substances. Such segregation results not by categorical classification;
but through declaration of the Parties by identifying in Exhibit A hereto the subject wells, formations and lands
{such identification, if applicable, appears in Part 1 of Exhibit 4).

As to any such well from which WISP is taken, and as between working interest owners, the said well, the equip-
ment therein or used in connection therewith, and the production therefram shall continue to be owned by the stated
(in Exhibit A) working interest owners of such well in thelr respective percentages, and there shall never by any
adjustment or readjustment of costs or ownership of said well by virtue of or by reason of the establishment, revi-
sion, enlargement or consolidation of a participating area under this Unit Operating Agreement in relation to said
well.

If all or any portion of the subject well's "associated lands" (described in Exhibit A) is included in a parti-
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zipating area for the same formation, or :‘omations, from which WISP is taken from the subject well, the working
interest owners in said "associated lands" shall not receive any portion of the production allocated to said lands
?rom other wells within the participating area or de entitled %0 participate in the costs and expenses of the par-
ties in the participating area insotar as the subject well's "associated lands" are concerned.

Ary formations under the "associated lands” other than those identified as ones from which WISP may be timn sall

be treated -he 3same as other formations under other lands committed to the Unit Agreement and Unit Operating Agree-
aent.

5.5 TAKING IN XIND. Each Party shall currently as produced take in kind or separately dispose of its share
of Production and pay Unit Operator for any extra expenditure necessitated thereby. Except as otherwise provided in
Section 15.5 dealing with Liens, each Party shall be entitled %o receive directly payment for its proporticnate share
of the proceeds from the sale of its share of Production, and on all purchases or sales each Party shall execute any
division order or contract of sale pertaining to its interest. Each Party taking in kind or separately disposing of
its sere of production shall pay or arrange for the payment of, all taxes measured on production, including sever-
ance. sales, gathering or similar taxes.

5.5 FAILURE TC TAKE IN KIND. If any Party falls to take or disposs of its share of Production, Unit Operator
shall have the rlght Tor such reasonable periods of Sime that are consistent with the minimum needs of the industry
under the circumstances, Sut in no event to exceed one year, and subject to revocation at will by the Party owming
same. to purchase for Unit Operator's account or sell to others such share at not less than the market price prevail-
ing in the area and not less than the price Unit Cperator receives for its share of Production: subject to the right
of such Party to exercise at any time 1t3s right to take in xind or separately dispose of its own share of Production
not previously taken by Jnit Operator or delivered to others pursuant to this Article. Notwithstanding the rore-
going, Cperator shall not make a sale into interstate commerce of any other Party's share of gas production without
written consent from such party.

5.7 SURPLUS VATERIALS AND EQUIPMENT. Materials and equipment acquired by the Parties, or any of them pur-
suant to this agreement, may ve class ed as surplus by Unit Operator wner deemed by it to be no longer needed in
operations hereunder, ty ziving to each Party owning an interest therein written notice thereof. Such surplus mat-
erials and equipment shall be disposed of as follows:

A. Each Party owning an interest therein shall have the right to take in kind its
share of surplus Subular goods and other surplus items which are susceptible of division in
kind, by written notice given to Unit Operator within thirty days after clasaification there-
of as surplus, except that such right shall not apply to Junk or to any ltem having a replace-
ment cost less than one thousand dollars {$1,C00.00).

B. Surplus materials and equipment not divided in kind {other than junk and any
item having a replacement cost of less than one thousand dollars (1,000.00)) shall be sold
to the highest bidder or bidders.

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

ARTICLE 7
PLANS OF DEVELOPMENT

7.1 WELLS AND P‘!% INCLUDED. Each plan for the development and operation of the Unit Area which is sub-
mitted dy Uni’ erator to @ Supe. Sor in accordance with the Unit Agreement shall make provision only for such
Drilling, Deepening and Plugging Back operations and such other projects as Unit Oparator has been authorized ta
conduct by the Parties chargeable with the Costs incurred therein.

NOTICE OF PROPOSED PLAN. At least ten days before submitting any such proposed plan to the Supervisor,
Unit Op.ra.tor Shall give each rarty written notice theresof, together with a copy of the proposed plan.

7. NOTICE OF APPROVAL OR DISAPPROVAL. If and when a proposed plan has been approved or disapproved by the
Supervisor, URIT Uperator sShall glve written notice thersof to each Party. [n the case of disapproval, Unit Cpera-
tor shall state in such notice the ressons therafor.

7.4 AMENDMENTS., If any Party or Parties shall have eslected to proceed with Drilling, Despening or Plugging
Back operation In accordance with the provisions of this agreement, and such cperation is not provided for in the
then current plan of development as approved by the Supervisor, Unit Operator shall either {a) request the Supervisor
to approve an amendment to such plan which will provide for the conduct of such operation, or (b) request the Super-
visor to consent to such operation, if his consent is sufficient.

7.5 CESSATION OF OPERATIONS URDER PLAR. If any such plan as approved by the Supervisor provides for the
cessation of any Drilllng or other operations therein provided for on the happening of a contingency and 1f such con-~

tingency occurs, Unit Operator shall pramptly cease such Drilling or other operations and shall not incur any addi-
tional Costs in conmnection therewith unless and until such Drilling or other operations are again authorized in accor-
dance with this agreement by the Parties chargeable with such Costs.

ARTICLE 8
DRILLING OF DEVELOPMENT WELLS

8.1 PURPOSE AND PRCCEDURE, It isthe purpose of this Article to set forth the procedurs for Drilling a Develop-
ment well otherwise Than Dy the written consent of all Parties within the participating area involved. The Drilling
of a Development Well pursuant to the procedure herein set forth shall, however, be subject to such Drilling receiv-
ing the Approval of the Parties, unless the Drilling of the proposed well is necessary to prevent the loss of Commit-
ted Working Interest in the tract of land on which the proposed well is to be Drilled. Vote by any Party in favor
of Approval of the Drilling of any such well shall not, however, be deemed an elsction by such Party to participats
in the Costs thersof, but will mean only that such Psrty considers the Drilling of the well consistent with the or-
dinary development of the participating area involved and has no objection to the Drilling thereof.

8.2 NOTICE OF PROPOSED DRILLIIG. Subject to the provisions of Section 3.1, any Party within a participating
area may propose ] & o a Development Well therein by giving to each of the other Parties within the Par-
ticipating area written notice specifying ‘he location, depth and estimated cost of the proposed well, which loca-
tion shall conform to any appucable spacing pattern *herecafore adopted or then being followed, or an authorized
exception thereto.

3.3 RESPONSE TO NOTICE. Within thirty days after receipt of such notice, each Party within such participa-
ting area shall advise all other Parties therein, in writing, whether or not it wishes ‘o participate in Drilling
the proposed well. If all the Parties within such participating area so advise that they wish to participate there-
in, the proposed well shall be Drilled by !nit Operator for the account of all the Parties within the Participating
area. If any Party falls to respond %0 such notice within said thirty day period, it shall be deemed to have elected
not to participate in Drilling the Proposed well.

8.4 NOTICE OF ELECTION TC DRILL. Unless all Parties within the participating area agree to participate in
response to sald notice, then within rilteen days after expiration of said psriod of thirty days, each Party within

the participating area who then desires to participate in the Drilling of the proposed well shall give to all other
Parties within the participating ares written notice of election to proceed with the Drilling of said well. Failure
to give such notice shall be deemed an election not to participate in Drilling said well.

8.5 EFFECT OF ELECTION TO DRILL. If one or more, but not all of the Parties within the participating area
30 elect to proceed, Unit operacor shall Drill the well for the account of such Party or Parties, who shall consti-
tute the Drilling Party. .

3.6 SUBSEUENT ELECTION. If election %o Drill the proposed well is made, any Party within the participating
area who has not previously elected to participate therein may do so by written notice given to all other Parties
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#ithin “he participating area at any iime pefore operations for Drilling the well are commneced, in wnich event such
Party shall ze included in <the Drilling Party. However, such Zarty snall be Sound by any and zll Cirections and
Apprevals theretcfcre glven by the 2rilling Party concerning the Zrilling of the well.

3.7 RIGHTS AND OBLISATIONS CF DRILLING PARTY AND NON-DRILLING PARTIES. Whenever i Cevelopment Well is drill-
ed otherwise an Jr he actount ol all rarvies witl -he participating azrea involved, the provisions of Article 12
dealing with Rights and Obligations of Jrilling 2arty and Yon-Drilling Parties shall Je applicable.

ARTICLE 2

Pl i
ZIXPLCRATORY WELLS

3.1 PROCEDURE FOR DRILLING. The Orilling of Zxploratory wells shall te zcverned ty the provisions of Zart |
of Ixhibit 4 Hereto attached and made a part hereof.

ARTICLE 1C
REQUIRED WELLS

0.1 DEFIRITION. For the purpose of thils Article a well snall be deemed a required well if the Orilling there-
of i3 required Dy the rinal order of an authorized representative of the Director of the DJepartment of :he Interior,
or by an agency of the governmert of the state in which the subject lands are located whicn has juristiction and
authortty to osrder under a "forced - pooling" regulation the pooling of lands committed to this Init Jperating Agree-
ment with other lands not so committed. Such an order shall be deemed final upon expiration of the time allowed for
appeal therefrom without She commencement of appropriate appeal proceedings or, if such proceedings are commenced
within said *time, upon the final disposition of the appeal. Whenever Jnit Jperator receives any such order, i: shall
promptly mail a copy thereof to each of the other Parties; if any such order is appealed, the Party appealing shall
give prompt written notice “hereof toc each of the other Parties, and upon final disposition of the appeal, Unit Opera-
~or shall give each of the other Parties prompt #ritten notice of the result trnereof.

10.2 ELECTION TO DRILL. Any Party desiring %o Drill, or participate in ~-he Driiling or, & required well shall
give to Unit Operator written notice thereof within thirty days after the order requiring such well becomes final or
w#ithin such lesser time as may be required by such order. If such notice is given within said period, Jnit Operator
shall Drill the required well for the account of the Party or Parties giving such notice, who shall bear all Costs
incurred therein, provided. however, that if the Required Well is a Development Well it shall not be drilled unless
it receives the Approval of the Parties. The rights and obligations of such Party or Parties with respect to the
ownership of such well, the operating rights therein, the Production therefrom and *he bearing of Costs incurred
therein shall be the game as if the well had been Drilled for the account of such Party or Parties under Article 3
dealing with Development Wells, 1if the same 13 a Development ¥ell, or Article 9 dealing with Exploratory Wells, if
the same is an Exploratory Well or a Subsequent Test Well.

10.3 ALTERNATIVES TO DRILLING., If no Party elects to Drill a required well within the period allowed for such
election, and 1Y any of the rollowing alternatives i3 available, the first such aiternative which is available shall
be followed:

A. C ensato. Ro: ties., If compensatory royalties may be paid in iieu of Drill-
ing the well an PAyRent chereol receives, within said period, the Approval of the Parties
who would be chargeable with the Costs incurred in Drilling the well., if the well were Drill-
ed as provided in Section 10.4, Unit Operator shall pay such compensatory royalties for the
account of said Parties; or

B. Contraction. If the Drilling of the well may be avoided, without other penalty,
by contraction of the Unit Area, Unit Ooerator shall make reasonable effort to effect such
contraction with the approval of the Director; or

C. Termffation. If the required well i3 a Subsequent Test Well, the Parties shall
Join in termifiation of the Unit Agreement in accordance with its provisions,

10.4 %UD!ED DRILLING. If none of the foregoing alternatives 1s availlable, Unit Operator shall drill the re-
quired well under chever of the following provisions 1s applicable:

A. Dsvel ent Well. If the required well is a Development Well, it shall be
Drilled by Uni¥ UieraEKr Tor the account of all Parties within the Participating area in
which the well is Drilled; or

8. ?_Blontogz Well. If the required well is an Exploratory Well, it shall bde
Drilled by Uni Pe or 1or @ account of Party or Parties who would be obligated to
bear the Costs thereof in accordance with Part 1 of Exhibit &4

ARTICLE 11
ATTEMPTED COMPLETION, DEEPENING, PLUGGING BACK AND ABANDONMENT
11.1 PROCEDURE. The attempted completion, Deepening or Plugging Back of any well not completed as a pro-
ducer, the abandonment of a producing well and the Deepening or Plugging Back of any well abandoned in the stratum

in which it was completed as a producer, shall be governed by the provisions of Part 2 of Exhibit 4 hereto attached
and nade a part heresof.

ARTICLE 12
RIGHTS ARD OBLIGATIONS OF DRILLING PARTY AND NOR-DRILLING PARTY
12.1 SCOPE OF ARTICLE. Subject to such contrary or inconsistent provisions, if any, as are contained in
Exhibit 4, the rights and obligations of the Drilling Party and Non-Drilling Party in respect of a well which is

Drilled, Deepensd, Plugged Back or completed otherwise than for the account of all Parties entitled to participate
therein, shall be governed by the succeeding provisions of this article.

12.2(a) mgu:smm OF INTEREST BY NON-DRILLING PARTY. When a well is Drilled, Deepened, Flugged Back or
completed othe se an ror the account o &5 en ed to participate therein, each Non-Drilling Party
shall be deemed to have relinquished, effective the first of the month in which the subject well is completed, to
the Drilling Party all of its operating rights and working interest in and to such well and in and to the Committed
Working Interest in the "subject acreage'. The "subject acreage” to which rights are relinquished as provided in
this Article 12 and which will, in the event of inclusion in a participating area, govern the amount of production
50 relinquished is defined as follows:

A. If the subjgct well be a Development Well inside an established participating
area, all acreege of sach Non-Drilling Party in the resulting participating area.

B. If the subject well be a 3Subsequent Test Well or an Exploratory Well which
results in establishment of a participating area, all acreage of each Non-Drilling Party
in the resulting participating area.

C. If the subject well be a Subsequent Test Well or an Exploratory Well which
results in addition of acreage to an astablished participating area, all acreage of each
P articipating area

in the acreage which qualifies for addition to the p

BRI clude any acreage e
g of the subject well, existsd, or qualified

D. If the Subject well be a Subsequent Test Well or an Exploratory Well which
results in a producer not capable of producing in paying quantities, all acreage of each
Non-Drilling Party in the Drilling Block as defined in Part 1 of Zxhi nereto. is

Articles 3, 10, 11, 12
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instance 1t is recognizea that oy terms of the Unit Agreement the subject well will be oper-
ated on a lease basis and 1f part of the acreage in the Drilling Block is under other lease(s),
such other lease(s) may expire by their own tarms. Thereis no obligation on the Drilling
Party to maintain such expiring lease(s) or to reassign the interests relinquished under

them prior to the date of reversion as defined in Article 12.3 following.

In the case of a Deepening or Plugging Back, if a Non-Drilling Party ocwned an inter-
est in the well immediately prior to the Deepening or Plugging Back, the Drilling Party shall
pay to such Nom-Drilling Party its share of the Salvage Value of the well, such payment to be
nade at the time the well is taken over by the Drilling Party for Deepening or Plugging Back.

12.2(b) EXCEPTION: Except as to required wells, the provisions of Paragraph 12.2(a} above,12.3, 12.4 and 12.5
below, do not apply to any Exploratory Well described in Part 2 of Exhibit A. (If the provisions of this subsection
are r)xot applicable, there will oe no listing under Part 2 of Exhibit A and the terms of this subsection are null and
void).

In the event any such additional Exploratory Well is hereafter Drilled by leas than all the Parties hereto, then
the Drilliing Party shall drill, complete, equip and operate such well or wells at its own risk and cost, and the
Non-Drilling Party shall reimburse the Drilling Party for its share of such costs at a rate equivalent to the rate
at which such Non-Drilling Party collects and receives its respective share of the proceeds /[after deducting Lease
Burdens and taxes) from sale of production from such well, and not otherwise. In no event shall there be any change
in the owmership of the operating rights, or relinquishment of interest as provided in 12.2(a) above, to any such
additional well by reason of the alaction of any Party hereto not to participate in the cost of Drilling thereof,
and each such Non-Drilling Party shall retain his right to exercise the privileges of a working interest owner in
such well at all times.

12.2(c) INFORMATIOR PROVIDED RELINQUISHING PARTY. In the event a relinquishment of interest by a Non-Drilling
Party occurs acc g <O B C S agreement as to any well and Production i3 had from such well, the
Unit Operator, or other Party conducting the operation which resulted in the relinquishment, shall furnish each Non-

Drilling Party upon its request all the information referred to in Section 16.1C and in addition shall include the
following:

A, An ltemized statement of the Costs of the operation in which the Non-Drilling
Party did not participate; and

B. Until reversion occurs, a monthly itemized statement of the costs incurred in
the operation of the said well, the quantity of Production therefrom, the amount of proceeds
received from the sale of the same and the Leass Burdens paid with respect to Production.

12.3 REVERSION OF %UISHZD INTEREST, If the well is completed as a producer of Unitized Substances, then
the operating 8 and Wwo. eres e well and subject acreage relinquished as provided in Article 12.2
above by a Non-Drilling Party shall revert to it at such time as the Drilling Party realizes from the proceeds after
relinquistment of that portion of Production from the well (or from the proceeds after relinquishment of that por-
tion of Production allocated to the subject acreags, in event it 1s included in a participating area and timely work-
ing interest participation results by operation of the provisions of Article 6.2 and 13.1 herein) and after deduct-
ing from such proceeds or sarket value all Lease Surdens and all taxes upon or measured by Production that are pay-
able up to such time on said portion of Production from such well, the total of the following:

A. 100% of that portion of the Costs incurred in operating the well after such
relinquishment, and up to such time, that would have been charged to such Non-Drilling Party
1f the well hat®een Drilled, Deepened, Plugged Back or completed for the account of all
Parties entitled to participate therein.

B. 3008 of that portion of the Costs incurred in Drilling, Deepening, Plugging
Back or completing the well that would have been charged to such Non-Drilling Party if the
well had been Drilled, Despened, Plugged Back or campleted for the Account of all Parties
entitled to participate therein.

C. 300% of that portion of the Costs incurred in equipping the well for produc-
tion {including, but not limited to, costs of casing, tubing, stock tanks, separators, treaters,
pumping equipment and piping) that would have been charged to such Non-Drilling Party if the
well had been Drilled, Deepened, Plugged Back or completed for the account of all Parties
entitled to participate therein.

Hdowever, if a Deepening or Plugging Back 13 involved (1) any payment made to such Non-Drilling Party as its share
of the Salvage Value of the well in accordance with Section 12.2 shall be added to a deemed part of the Costs incurr-
ed in operating the well, for the purpose of Subdivision A above, and (2) if such Nom-Drilling Party did not partici-
pate in the initial Drilling of the well, but the Drilling Party did participate thersin, and if the interest re-
linquished by such Non-Drilling Party upon the initial Drilling of the well had not reverted to it before such Deep-
ening or Plugging Back, then, for the purposes of Subdivision B above, there shall be added to and desmed part of the
Costs incurred in the Deepening or Plugging Back, the then unrscovered portion of the Costs incurred in the initial
Drilling of the well down to the pool or zone in which such well 1s campleted as a producer.

12.4 EFFECT OF REVERSION. From and after reversion to a Non-Drilling Party of its relinquished interest in
acreage, such Non-Drilling FArty shall share, on an Acreage Basis, in the ownership of the well, the cperating rights

and working interest therein, the materials and equipment in or pertaining to the well, the Production therefrma and
the costs of operating the well, all in accord with the terms of this Unit Operating Agreement.

12.5 RIGHTS AND OBLICATIORS OF DRILLING PARTY. The Drilling Party for whom a well is Drilled, Deepened,
Plugged Back OT completed shall pay and Dear all Coats incurred thersin, and shall own the well, the materials and

equipment in the well or pertaining thereto, and the production therefrom (or allocated to the acresge thereto as de-
fined above) subject to reversion to each Non-Drilling Party of iis relinquished interest in the well. If tha well
13 a Development Well, or results .in the establishment or enlargement of a participating area to include the well,
then, until reversion to & Non-Drilling Party of its relinquished interest, the Drilling Party shall pay and bear

(a) that portion of the costs incurred in operating the well that otherwise would be chargeable to such Non-Drilling
Party, and {b) all Lease Burdens that are payable in respect of that portion of the Production from such well which
is allocated to the acrsage of such Non-Drilling Party. If the Drilling Party includes two or mors Parties, the bur-
dens imposed upon and the denefits accruing to the Drilling Party shall be shared by such Parties on an Acreage Basis
among themselves.

- ARTICLE 1
ADJUSTMENT ON ESTABLISHMENT OR CHANGE OF PARTICIPATING AREA
13.1 WHEN ADJUSTMENT MADE.

Oratory well, the adjustmen accordance ] 3 ding sections
o§ This Er%!cfe 13 shall be made as of the date the resulting area becomes effective in accord-
ance with the terms of the Unit Agreement, providing thia effective date meets the Approval

of the Parties of the resulting participating area. If this effective date does not receive
the Approval of the Parties, then as to the working interests, the effective date as to astab-
lishment or revision of a participating area resulting from inclusion of any particular Initial
Teat Well or any particular Exploratory Well within the resulting participating area shall bde
the first day of the month following the date at which the Drilling Party has recovered from
the proceeds or market value of production from the subject Initial Test Well or Exploratory
Well after deducting from such proceeds all Lease Burdens, oil hauling or marketing costs, and
payable up to such time on the production from such well: the total of the following:

1. 100% of the operating Costs of the well from inception
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3.2

antil the adjustment i{s zade.

2. 300% of the Costs of Jrilling, Testing, Completing. Deepening,
Re-Working and Plugging Back.

3. 300% of Costs of squipping for production, including but not
limited %o cost of casing, tucing, stock tanks, separators, treaters.
pumping equipment and piping.

B. As to revision of a participating area by enlargement or contraction or whenever twa
or more participating areas are combined. all in accord with the Jnit Agreement /the participating ~
area resulting from such establishment. revision or combination being hereinafter referred to as a
"resulting area") an adjustment shall e made in accordance with the succeeding provisions of this
Article 13. as of the date /if not determ‘ned by operation 5f 3ection 13.1A above) on which the es-
tablishment. revision or combination that creates such Resulting Area becomes effective, such date
being hereinafter referred to as the "Zffective Tate” of such Resulting Area.

DEFINTTIONS. As used in this Article 13:

A. "Useable Well" within a Resulting Area means a well which is either [1) completed in and
capable of producing unitized substances ‘rom a pool or zone for wnich such resulting area i3 created.
or (2) used as a disposal well, injection well or otherwise. in connection with the productiosn of Jni-
tized Substances from such resulting area.

3. "Intangible Value" of a useable well within a Resulting Area reans the amount of Casts
incurred {n D g sucn weil, or Deepening it, down to the deepest pool or zone for which Resulting
Area is created, and which contribute to the Production of nitization Substances therefrom and which
are properly classified as intangible costs in conformity with accounting practices generally accept-
ed in the industry, reduced at the following rates /subject to change :upon Approval of the Parties of
the Resulting Area) for each month during any part orf which such well nas been operated prior to the
effective date of such Resulting Area:

(1) One-nalf percent [3%) per month for a cumulative total of 100 zonths, and
(2) Zero percent (0%) per month for each month in excess of said cumulative total.

C."T ible Property” serving a Resulting Area means any kind of tangible property 'whether
or not in or %mﬁ'ﬁell) which nas been acquired Zor ise in or in connec%ion with the Pro-
duction of Unitized Substances from such Resulting Area or any portion thereof, and the cost of which
has been charged as Costs pursuant to this agreement.

D. "Value" of tangible property means the amount of Costs incurred therefor, including
Costs incurred In the construction or installation thereof (excepting installation costs properly class-
1fied as part of the intangible costs incurred in connection with a well), reduced, in the case of :an-
gible property which i3 generally regarded as depreciable., by the rollowing rates /subject to change
upon Approval of the Parties of the Resulting Area):

(1) One-half percent (4%) per month for a cumulative total of 100 months, and

(2) Zero percent (0%) per month for each month in excess of said cumulative total.

METHOD OF ADJUSTMENT ON ESTABLISHMENT OR ENLARGEMENT. As promptly as reasonably possible after the sffect-

ive date of a Hesu g ATSA& CTrea y es shnent or enlargement of a participating area, and as of such sffect-
ive date an adjustment shall be made in accordance with the following provisions except tc the extent otherwise spec-
ified in Section 13.1, 13.6 and 13.7.

A. The intangible value of each useable well within such Resulting Area on the Effective Date
thereof shall be credited to the Party or Parties who own such well immediately prior to such Effective
Date, in proportion to their respective interests in such well immediately prior to such effective date.
The total amount so credited as the intangible value of useable wells shall be charged to all Parties
within the Resulting Ares on an Acreage Basis.

3. The value of each item of tangible property serving the Resulting Area on the effective
date thereof shall be credited to the Party or Parties who own such item immediately prior o such eff-
ective date, in ortion to their respective interssts in such item immediately prior to such effect-
ive date. The 1 amount so credited as the value of tangible property shall be charged tc all Par-
ties within the Resulting Area on an Acreage Basis.

C. If a Resulting Area, on the Effective Date thereof, is served by any tangible property
or useable well, which alsc serves another participating area or other participating ares, .the value
of such tangible property and useable well (including intangible value thereof) shall be detarmined
in accordance with Subdivision D of Section 13.2, and such value may be fairly apportioned betwaen
such Resulting Area and such other participating area or areas. provided that such apportionment re-
ceives Approval of the Parties in each participating area concerned. That portion of the value of such
tangible property and useable well (including intangible value thereof) which is so apportioned to the
Resulting Area shall be included in the adjustment made a3 of the effective date of such Resulting Area
in the same manner as the value of tangible property serving only the Resulting Area.

D. The credits and charges above provided for shall be made for the intangible value of use-
able walls separate and apart from an adjustment for the value of tangible property. On each such ad-
Justment, each Party who is charged an amount in excess of the amount credited to 1t, shall pay to Unit
Operator the amount of such excess, which shall be considered as Costs chargsable to such Party for all
purposes of this agresesent, and such amount, when received by Unit Operator, shall be distributed or
credited to the Parties who, in such adjustment, are credited with amounts in excess of the amounts cha-
rged to them respectively.

13.4 METHOD OF ADJUSTMENT ON CONTRACTION. As promptly as reascnably possible after the effective date of any

contraction of & pArticlpating area, an adjustment shall be made with each Party owning a Committed Working Inter-
est in land excluded from the participating area by such contraction (such Committed Working Interest being here-
inafter in this section referred to as "excluded interest"”) in accordance with the following provisions:

A. An adjustment for intangibles shall be made in accordance with Subdivision B
hereof and & separate adjustment for tangibles shall be made in accordance with Subdivision C
hereof.

B. Such Party shall be credited with the sum of (1) the total amount theretofore
charged against such Party in respect of its excluded interest in accordance with the ac-
counting procedure set forth in Exhibit 2 as intangible Costs incurred in the development
and operation of the participating area prior to the effective date of such contraction,
plus (2) the total amount charged against such Party in respect of such excluded interest
as intangible value of useable wells in any previous adjustment or adjustments made upon
the establishment or revision of such participating area. Such Party shall be charged with
the sum of (1) the market value of that portion of the Production from such participating
area wnich, prior to the effective date of such contraction, is delivered to such Party in
respect of such excluded interest, less the amount of Lease Burdens and taxea paid or pay-
able on said portion, and (2) the total amount credited to such Party in respect of such
excluded interest as intangible value of useable wells, in any previous adjustment or adjust-
ments made upon the establishment or revision of such participating area. Any difference
between the amount of said credit and the amount of said charge snall be adjusted as herein-
after provided.

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

Z. If the charge provided for in 3utdivision I of this Section 1is equal %o or
Zreater than the credit therein provided for, no adjustment shall be made with such Party.
However, 1f the credit provided for in said Subdivision C is in excess of the charge there-
in provided for, such excess shall be charged on an Acreage 3asis against the Parties who
remain in the participating area after such contraction, and shall be paid by said Parties
to Unit Operator upon receipt of invoices therefor. Such payments, when received by Unit
Operator, shall be paid by it to the Party owning such excluded interest.

13.5 OWNERSHIP OF WELLS AND TANGIBLE PROPERTY. From and after the effective date of & Resulting Ares, all
useable wells WIThIn SUCh ReSUlting ATea and all tangible croperty serving such Resulting Area shall be owned by

the Parties within such area on an Acreage 3asis, except that /a) in the case of tangible property serving a par-
ticipating area or participating areas in addition to the Resulting Area, only that undivided interest therein .

which is proporticnate to that portion of the value thereof which is included in the adJustment above provided for
shall be owned by the Parties within the Resulting Area on an Acreage Basis, and (b) if a Party within the Result-
ing Area was 2 Non-Drilling Party for a well which s a useable well within such Resulting Area on the effective

date thereof, and if the relinquished interest of such Non-Drilling Party in such well has not reverted to it prior
to such effective date, the Drillirg Party for such well shall own the interest therein that would otherwise de cuned
by such Non-Drilling Party, until reversion o such Non-Drilling Party of 1ts relinguished interest in such well; all.
however, subject to Section 13.1

3.6 RELINQUISHED INTERESTS OF NON-DRILLING PARTIES. If the interest relinguished Ly a Hon-Drilling Parcty in
a well which Is a Isé& Wit 15 Irea on tne effective date thereof has not reverted to it prior %o
such effective date then insofar. and only insofar. as relates to such well, the adjustments provided for in Section
13.2 shall e subject to the following provisions,wherein the sum of tne intangitle value of such well, plus cthe
ralue of <he tangible property in or pertaining thereto. is referred to as the "value" of such well:

A. The ©rilling Parzy for such well shall be charged with that part of the value
of the well that would otherwise be chargeable %o such Non-drilling Party ir respect of
(1) such Non-Drilling Party's Committed Working Interest or Interests in the participating
area in which the well was Drilled, as such participating area existed when the Drilling of
the well was commenced, Lf the well was Drilled as a Development Well, or /2) the Committed
Working Intereat or Interests of such Non-Drilling Party which esntitled it o participate in
the Drilling, Deepening, ®lugging 3ack, or Completion of the well, if it was Drilled, Deepened,
Plugged Back or Completed otherwise “han as a Development Well. However, such Non-Drilling
Party shall be charged with sucn part, if any, of the value of such well as is chargeable to
it, in accordance with Subdivisions A and B of Section 13.3 in respect of its Committed Work-
ing Interests other than those referred to in {1) ur (2) above.

B. If that part of the value of such well which would have been credited to such
Non-Drilling Party, if the well had been Drilled, Deepened, Plugged 3ack or Completed for the
account of all Parties entitled tc participate therein, exceeds the amount provided in Sub-
division A above to be charged against the Drilling Party, such excess shall be applied against
the reimbursement to which the Drilling Party 1s entitled out of Production that would other-
wise accrue to such Non-Drilling Party. Any balance of such excess over the amount necessary
to complete such reimbursement shall be credited to such Non-Drilling Party.

13.7 NO LIABILITY FOR INVESTMENT ADJUSTMENT. Notwithstanding any provision in this agreement to the contrary,
no Party shall be llable, H‘Eﬁ&ut {ts consent, Cor any investment adjustment charge under the provisions of Section
13.3D or 13.4D, which charge in excess of the Party's credits under Article 13. In the event of establishment,

enlargement or contraction of a Participating Area, the provisicns of Article 12 and other provisions related
thereto shall be applicable to any investment adjustment to the same extent {except for the percentage of costs re-
covered before reversion) that these provisions are applicable to a well drilled otherwise than for the account of
all parties entitled to participate therein. Any Party subject to such charge may elect not to pay it in cash.

If within 30 days after proposal for establishment, enlargement or contraction of Participating Area has been sub-
mitted by Unit Operator in writing to the Working Interest Owners involved, a Party elects not to participate in
the investment adjustment applicable to the establishment, enlargement or contraction that Party shall be deemed
a Non-Drilling Party. and shall be deemed as of the effective date of the resulting area in connection with which
such charge i made to have relinquished the interest for which such charge i3 made to the Party or farties who
would otherwise be entitled to receive a credit under Section 12.3D or Section 13.4D, which latter Party or Par-
ties shall be deemed the Drilling Party with respect to this relinquished interest. The Drilling Party shall own
the relinquished interest until it reverts to Non-Drilling Party pursuant to Article 12, except that it is speci-
fically understood that the Article 12.3B percentage for exercise of the Non-Drilling Option applicable to estab-
lishment, enlargement or contraction of the Participating Area be 1S0%.

ARTICLE 14
SUPERVISION OF OPERATIONS 3Y PARTIES

4.1 RIGHT OF SUPERVISION. Tach operation conducted by Unit Operator under this agreement or the Unit Agree-
ment shall be subjec O Sups Sion and control in accordance with the succeeding provisions of this article by the
Parties who are chargeable with the Costs thereor.

14.2 VOTING CONTROL. In the supervision of an operation conducted by Unit Cperator, the Parties chargeable
with the CostS of Such operation shall have the right to vote thereon in proportion to their respective obligations
for such Costs. The Parties having the right to vote on any other matter shall vote thereon on an Acreage Basis
after rirst excluding acreage from which WISP (reference: Article 6.4 herein) is taken. Except as provided in the
Jnit Agreement and except as otherwise specified herein /particular reference being made to Section 25.1, Consent
Required to Commence Secondary Recovery and Pressure Maintenance; Section 27.1, Surrendar or Releass within Par-
ticipating Area, and that portion of Part 2, Exhibit 4 relating to Abandorment of producing wells outside of a par-
ticipating area), the affirmative vote o Parties having sixty-five percent (65%) or more of the wvoting power on
any matter which is proper for action by them shall be binding on all Parties entitled to vote thereon; provided,
however that if one Party voting in the affirmative has sixty-five percent (65%) or more but less than seventy-five
percent (75%) of the voting power, the affirmative vote of such Party shall not be binding on the Parties antitled
to vote thereon unless its vote is supported by the affirmative vote of at least one additional Party; and provided,
nowever. that if one Party voting in tne affirmative has seventy-five percent (75%) or more of the voting power,
such Party's vote shall prevail: and provided further. that if one Party voting in the negative or Zailing to votes
has more than thicty-five percent (35%) but less than forty-five percent (45%) of the voting power, the affirma-
zive vote of the Parties or a single 2arty ‘without support of another Party) naving & majority of the voting power
shall be binding on all Parties entitled to vote unless there is a negative vote of at least one additional Party;
and provided further that if cne Party voting in the negative has more than forty-five percent (45%) of the voting
power, his negative vote shall prevail. In the event only two Parties are entitled to vote, the vote of the one
with the greater interest shall prevail. If cnly one Party is entitled to vote. such Party's vote shall control.

A Party failing to vote shall not be deemer tc have voted either in the arfirmative or negative. An Approval or
Direction provided for in this agreement which receives the affirmative vote above specified shall be desmed given
by and shall be binding on all Parties entitled to vote thereon, except whers the vote of a larger percentage is
specifically required.

14.3 MEETINGS. Any matter whicn 1is proper for consideration by the Parties or any of them, may be considered
at a meeting held for that purpose. A meeting may be called by Unit Operator at any time and a meeting shall be
called by 'nit Operator upon written request of any Party or Parties havirg ten percent {10%) or more of the voting
power on each matter to be considered a2t the meeting. At least ten days in advance of each meeting, Unit Operator
shall give each Party entitled to vote thereat written notice of the time, place and purpose of the meeting. Unit
Operator's representative shall dbe chairman of such meetings.

4.4 ACTION WITHOUT MEETING. In lieu of calling a meeting Unit Operator may submit any matter which is proper
for consideration by the @3, or any of them, by giving to each such Party written notice by mail or telegraph
‘or telephone confirmed in writing not later than the next business day), describing in adequate detail the matter
30 submitted. FEach Party entitled to vote on any matter so submitted shall communicate its vote thereon to Unit
Operator by mail or telegraph {or telephone, confirmed in writing not later than the next business day), within such
period as may be designated in the notice given by Unit Operator /which period shall not be less than ten days nor
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more than thirty days), provided. however, that if within ten days after submission of such matter, request is made
for a meeting in accordance with Section 14.3, such matter shall be considered only 2t a meeting called Zor that pur-
pose. If a zeeting is not required, then, at the expiration of the period designated in the notice given by it, Init
Jperator shall give to each Party entitled tc vote thereon written notice stating the tabulation and result cof the
vote.

14.5 REPRESENTATIVES. Promptly after execution of this agreement, each Party by written notice to all other
Parties shall Eesfgnafe a representative authorized to vote for such Party, and may designate an alternate who is
authorized to vote for such Party in the absence of its representative. Any such designation of a representative or
alternate representative may be revoked at any time by written notice given to all other Parties, provided such notice
designates a new representative or altarnate representative, as the case may be. In addition, any corporate 2arty
24y vote through 1ts President, or any of 1ts Vice Presidents, and a Party which is a partnership may vote througn
-any of its partners.

14.6 AUDITS. An audit shall be made of Unit Cperator's records and books of account pertaining to operations
hereunder whenever the making of such audit receives the Approval of the Parties {other than the Party acting as Unit
Operator) chargeable with the Costs incurred during the period covered by the audit, except that such audit shall
not be made more often than once each six months. 3Such audit shall be made by auditors in the employ of said Parties.
and the allowance to be made to each Party rfurnishing an auditor shall be determined by the Approval of said Parties;
such allowances shall be paid by said Parties in proportion to their respective participations among themselves in
Costs incurred during the period covered by the audit. Audits other than those receiving the Approval of the Parties
as provided above may be made in accordance with the provisions set forth in Exhitit 2 hereof.

4.7 EXTRANEOUS PROJECT. Nothing contained in this agreement shall be deemed %o authorize the Parties, by vote
or ctherwise, tc act on any matter or authorize any expenditure unless such matter or expenditure relates to the con-
duct of operations authorized by the Unit Agrsement or this agreement.

ARTICLE 15
UNIT OPERATOR'S POWERS AND RIGHTS
15.1 IN GENERAL. Subject to the limitations provided for in this agreement. all operations authorized by the
Init Agreement and this agreement shall be managed and conducted by Unit Operator. Unit Operator shall have exclu-

sive custody of all materials, equipment and any other property used in connection with any operation on the Unit
Area.

15.2 EMPLOYEES. All individuals employed by Unit Operator in conduct of operations hereunder shall be the
employees of Tnit Operator alone, and their working hours, rates of compensation and all other matters relating to
their employment shall be detarmined solely by Unit Operator.

15.3 NON-LIABILITY. Unit Cperator shall not be liable to any other Party for anything done or omitted tc be
done by it in the conduct of operations hereunder except in case of tad faith.

15.4 FORCE MAJEURE. The obligations of Unit Operator hereunder shall be suspended to the extent that, and
only so long &S, periormance thereof is prevented by fire, action of the elements, strikes or other diffsrences with
workmen, acts of civil or military authorities, acts of the public enemy, restrictions or reatraints imposed by law
or by regulation or order of governmental authority, whether federal, state or local, inability to obtain necessary
rights of access, or any other cause reasonably beyond control by Unit Operator, whether or not similar to any cause
4dbove enumerated. Whenever performance of its obligations is prevented by any such cause, Jnit Operator shall give
notice thereof to the other Parties as promptly as reasonable possible.

15.5 LIEN. Esch of the other Parties hereby grants to Unit Operator a lien upon {ts Cammitted Working Inter-
ests, its interest in all jointly owned materials, equipment and other property and its interest in all Producticn,
as security for payment of Costs chargeable to it, together with any interest payable there. Unit Operator shall
have the right to bring any action at law or in equity to enforce collsction of such indebtedness with or without
foreclosure of such lien. In i{tion, upon default by any Party in the payment of Costs chargeabls to it, Unit Op-
erator shall have the right to collect and receive from the purchaser or purchasers thereof the proceeds of such
Party's share of Production, up to the amount owning by such Party plus interest at the rate of tan percent (10%)
per annum until paid; each such purchaser shall be entitled to rely on Unit Operator's statement concerning the
existence and amount of any such default.

15.6 ADVANCES. Unit Operator, at its election shall have the right from time to time to demand and receive
from the otheT Parties chargeable therewith payment in advance of their respective shares of the estimated amount of
Costs to be incurred during any month, which right may be exercisa only by submission to esch such Party of a prop-
erly itemized statement of such estimated Costs, together with an invoice for its share thereof. Each such state-
ment and invoice for the payment in advance of estimated Costs for any month shall be submitted on or about the twen-
tieth (20th) day of the next preceding month. The amount of each such invoice shall be payable within fifteen (15)
days after the mailing thereof, and thersafter shall bear interest at the rate of ten percent (10%) per annum until
pald, Proper adjustment shall be made monthly between such advances and Costs, to the end that each Party shall bear
and pay 1ts proportionate share of Costs incurred and not more. 'nit Operator may request advance payment or secur-
1ty for the total estimated Costs to be incurred in a particular Drilling, Deepening or Plugging Back operation and
notwithstanding any other provision of this agreement shall not be obligated to commence such operation unless and
until such advance payment is made or Unit Operator is furnished security acceptable to it for the payment thereof
by the Party or Parties chargeable therewith.

15.7 USE OF UNIT OPERATOR'S DRILLING EQUIPMENT. Any Drilling, Deepening or Plugging 3ack operation conducted
hersunder may be conducted by erator by means of its own tools and equipment provided that the rates to be
charged and the applicable terms and conditions are set forth in a form of drilling contract which raceives the App-
roval of the Party or Parties chargeable with the Costs incurred in such operation. axcept that in any case where the
Unit Operator alone constitutes the Drilling Party, such form shall receive the approval of the Parties within the
Participating area, or other designated area for such well, prior to the commencement of such operation.

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

ARTICLE 16
UNIT OPERATOR'S DUTIES
16.1 SPECIFIC DUTIES. In the conduct of operations hereunder, Unit Operator shall:
A. Drilling Weﬁls. Drill, -Deepenor Plug Back & well or wells only in accordance
with the provisIons o agreement.

B. ¢ liance With Laws and Agreements. Comply with the provisions of the Unit
Agreement, all appllicable laws and governmental regulationa (whether federal, state or
local) and Directions by the Parties pursuant to this agreement; in case of conflict be-
tween such Directions and the provisions of the Unit Agreement or such laws or regulations,
the provisions of the Unit Agreement or such laws or regulations shall govern. i

C. Consultation With Parties. Consult freely with the Parties within ths area 5
arfected by any operatlion hereunder, and keep them advised of all matters arising in oper-:
ations hereunder which Unit Operator deems important, in the exercise of its best judgment.

D. P ent of Costs. Pay all Costs incurred in operations hereunder promptly as
and when due anﬁ payable, and keep the Committed Working Interests and all property used in
connection with operations under this agreement free from liens which may be claimed for the
payment of such Costa, except any such lien which it disputes, in which event Unit Operator

- Articles 15, 16
UNIT OPERATING AGREEMENT Page 9 Form - BMG 1968: Revision 2




may contest the disputed lien upon giving written notice thereof <o the Parties affected
thereby.

E. Records. Xeep full and accurate records of all Josts incurred, and controll-
able materials™and equipment, which records, and receipts and vouchers in support thereof,
shall be available for inspection by authorized representatives of the other “arties at
reasonable intervals during usual business hours at the office of Unit Cperator.

F. Access To Unit Area. Permit each of the other Parties, through its duly
authorized employees or agents, ovut at such Party's sole risk and expense, to have access
to the Unit Area at all times to inspect or to observe, and to the darrick floor of each
well Drilled or being Drilled hereunder, for the purpcse of observing operations conducted
hereunder and inspecting materials, equipment or other property used in conneccion with
operations under this agreement, and to have access at reasonable times to "non-privileged”
information and data in the possession of Unit Operator concerning the Unit Area.

G, Non-Privileged Information. Furnish to each of the other Parties who makes
timely wnttmmfﬁgmes of nit Operator's authorizations for expend-
ture or itemizations of estimated expenditures in excess of ten thousand dollars ($10,000.00),
{2) copies of all drilling reports, well logs, basic engineering data, tank tables, gauge
reports and run tickets [3) reports of stock on hand at the first of each month, (fl) re-
ports to governmental agencies, (5) monthly reports showing disposition in detall of th
volumes of oil, condensate, water, associated gas, non-associated gas, other substances 1!
pertinent, 2s well as volumes of sll substances injected into Unitized formations, (6) true
and legible copies of all electrical logs, gamma ray logs. mud logs and other non-privileged
well surveys. (7) samples of cores or cuttings taken from wells drilled nereunder, to be
delivered at the well in containers furnished by the Party requesting same, /8) copies of -
all production tests, bottom hole pressure and temperature surveys, reservolr rluid anal-
ysis, core analyses and any other 'non-privileged” surveys or measurements conducted on
said wells. and (9) such other and additional information or reports as may be required by
Direction of the Parties within the area affected.

Operator shall furnish to any Party additional information pertaining to opera-
tions on the sutject lands when a special request therefor is made, nowever, the cost of
gathering and furnishing any additional information not ordinarily furnished by Operator
%o all Parties shall be charged to the Party who requests the information.

H. Privileged Information. The Parties hereto, or any one or more of them or any
association of WRiGh one or more of the Parties is a member, may upon reasonable rsquest
therefor and at its or their sole cost, risk and expense, including stand-by rig time, de
granted the right to obtain information in addition to that prescribed at the direction of
the Parties; such information to include, but not be restricted to, coring of certain form-
ations, running of additional well logs, taking of bottom hole pressures and samples, con-
ducting velocity surveys whether convential or continuous, in any suitable well drilled
hereunder and be entitled exclusively to the information thereby obtained. Neither the
other provisions of this Article 16.1G and 16.1H nor any other provisions of this Unit Oper-
ating Agreement shall entitle any non-participating Party to share in the distribution of
sueh privileged logs and survey inrformation.

16.2 INSURANCE.

A. Unifggerator's. Unit Qperator shall comply with the Workmen's Compensation
Law of the state WhIC e unit lands are located.  Unit Operator shall also maintain
in force at all times with respect to operations hereunder such other insurance, if any,
as may be required by law. In addition, Unit Operator shall maintain such other insurance,
1f any, as 1s described in Exhibit 5 hereto attached or as receives the Approval of the
Parties from time to time. Unit Operator shall carry no other insurance for the benefit
of the Partles except as above specified. Upon written request of any Party, Unit Opera-
tor shall furnish evidence of insurance carried by it witn respect to operations hereunder.

3. Contractor's. Unit Operator shall require all contractors engaged in opera-
tions under thIS agreement to comply with the Worimen's Compensation Law of the State in
which the unit lands are located and to maigtain such insurance as 1s required by Direction
of the Partiles.

C. Automotive guimenf.. In the event Automobile Public Liability Insurance is
specified in s 5 Oor subsequently receives the Approval of the Parties, no direct
charge shall be made by Unit Operator for premiums paid for such insurance for Operator's
fully owned automotive equipment.

6.3 NON-DISCRIMIRATION. In connection with the performance of work under this agreemant, the Unit Operator
agrees not to sC. ate st any employee or applicant for employment because of race, religion, color, or
national origin. The aforesaid provision shall include, but not be limited to, the following: employment, upgrad-
ing, demotion, or transfer; recruitment or recruitment advertising, layoff or termination; rates of pay or other forms
of compensation; and selection for training, including apprenticeship. The Unit Operator agrees to post hereafter
in conspicuous places, available for employees and applicants for employment, notices to be provided by the contract-
ing officer setting forth the provisions of the non-discrimination clause.

The Unit Operator agrees to insert the foregoing provision in all subcontracts hersunder, axcept subcontracts for
standard commercial supplies or raw materials,

Further with regard to non-discrimination, and in connection with the performance of work under this agreement,
the Unit erator agrees to comply with all of the provisions of Section 202 (1) to (7) inclusive, of Executive
Order 112 (30 P.R. 12319), copy of which i3 enclosed herein (Exhibit 5) and made a part hereof.

6.4 DRILLING CONTRACTS. Each Drilling, Deepening or Plugging Back operation conducted hereunder, and not
performed by URIT UDerator with its own tools and equipment in accordance with Secticn 15.7 dealing with Uss of Unit

Operator's Drilling Squipment, shall be performed by a reputable drilling contractor having suitable equipment and
personnel under written contract vetween Unit Operator and the contractor, at the most favorable rates and on the
most favorable terms and conditions bid by any such contractor after soliciting bids, if bids are obtainable, but
otherwise at rates and on terms and conditions receiving the Approval of the Parties.

16.5 UNINSURED LOSSES, Any and all payments made by Unit Operator in the settlement or diacharge of any lia-
bility "o thiTd persons (whe ﬁ:er or not reduced to Judgment) arising out of an operation conducted hersunder and not
covered by insurance herein provided to be maintained by Unit Operator shall be charged as Costs and borne by the
Party or Parties for whose account such operation was conducted.

ARTICLE 17

LIMITATIONS ON UNIT OPERATOR
\ B R R L A

17.1 SPECIFIC LIMIT%NS. In *he conduct of operations hereunder, Unit Operator shall not, without first ob-
taining the Approval o as:
A. C}fg\e In %gernticna. Make any substantial change in the basic method of opera-
tion of any well, excep & case of an emergency.
B. Limit On enditures. Undertake any project reasonably estimated to require
an expenditure 1n excess of ten thousand dollars ($10,000.00); provided, however, that (1) Unit

Operator is authorized to make all usual and customary operating expenditures that are required
in the normal course of producing operations, (2) whenever Unit Operator is authorized to conduct

Article 17
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a orilling, Deepening or Plugging 3ack operation. or to undertake any other project. in
accordance with this agreement, Unit Jperator shall be au:norized to make all reascrable
and necessary expenditures in connection thegewith and '2; in case oI emergency. Unit Qp-
erator may make such immediate expenditures as nay be necessary for the protection of life
or property, but notice of such emergency shall be given to all other Parties as proemptly
as reasonably possible.

C. Partial Relinguishment. Make any partial relinquishment of its rights as Unit
Operator or appoint any sug-operafor. .

. Setilement of “laims. Pay in excess of twenty five nundred dollars  32500.30
in the settlemenf oT any craim Tother than Workmen's  ompensaticn claimsi for injury to or
death of persons, or for loss of or damage %o property.

E. Determinations. Make any or the determinations provided in the Init Agree-

ment to be made by Wnit Jperator. except as otherwise specified in :his agreement.
ARTICLE 13
TITLES
8.1 REPRESENTATIONS OF OWNERSHIP. Zach Party represents to all other Parties that to the best of its know-

Ledge and belTel” Ita ownership of Working Interests in the Unit Area is that set out in Fvhibit 3 of the nit Agree-
:nent.. If it develops that any such ownership is incorrectly stated, the rights and responsibilities of ke Parsiss

q,}}, ce ovemgg gxnthg Yrovisions gr‘ this Article 18, but such erroneous statement snall not be a cause Zor zan-
he Ing- o términa € thls agreement.

18.2 TITLE PAPERS TO SE PURNISHED.

A. Lease Papers. Zach Party, after executing *this agreement, shall upon request
promptly furnish JALt Sierm:or with photostatic copies of all leases, assignments. options
and other contracts which it has in its possession relating %o its Committed Working Inter-
ests.

3. Tit s Init Test

1, Abstracts of title based upon the county records certified
to current date.

2. All lease papers, or phrotostatic coples thereof, mentioned
in 3ection 18.2A which the Party has in its possession, and which have
not been previously furnished toc Unit Operator.

3. Copies of any title opinions which the Party has in its
possesaion.

4. If federal lands are involved, status reports of current date
setting forth the entries found in the district land office of the Bureau
of Land Management for the lands involved, and also a certified copy of the
serial register for the federal leases involved.

5. If state lands are involved, status reports of current date
showing the entries pertaining to the land involved found in the records
of such state.

6. If Indian lands are involved, status reports for the land
involved®howing the entries found in the office of the Superintendent
of the Indian Agency and the area office for such Indian lands.

C. Tifle Papers Por Subssguent dells.

1. When the Drilling of a Well is proposed a title examination
area shall be designated:

a) As to a Subsequent Test Well or an Exploratory
Well, by the Party proposing the Drilling thereof; pro-
vidad that the aresa so designated dces not exceed 2550
acres, or the Drilling Block, whichever 1s the greater.

b) As to a Development Well the Drilling of which has re-
caived the Approval of the Partiss, by the Parties of the par-
ticipating arsa; provided that they may designate a title ex-
amination ares outside the participating area.

2. Each Party within any such title examination area shall at its
own expense and upon request furnish Unit Operator with the title materials
listed in Section 18.2B not previously mmished, relating to all lands with-
in such area in which it ownas Committed Working Interests.

D. Tit ) 2 4 3 Upon the
establishment or e enlargement or a participa area, each “arty sha, promptly at its
own expense furnish Unit Operator all the title material listed in Section 18.2B relating
to all its Committed Working Intesrests in the lands lying within such participating area
ag established or enlarged.

18.3 TITLE EXAMINATION. Promptly after all title papers delivered pursuant to Section 18.2B, C or D nave
been received, Unit UDErator shall deliver such title papers to an attorney or attorneys approved by the Parties.
Unit Operator shall arrange to have the same examined promptly by such attorney or attorneys and shall distribute
copiles of title opinions to all Parties as soon as they are received. After a title examination has been completed
and a reasonable time, not exceeding thirty days, has been allowed for any necessary curative work, nit Operator
shall submit to each Party copies of title opinions and a report concerning the title examination with written rec-
ommendation for approval or disapproval of the title to each Committed Working Interest involved, and therearter
the Parties shall advise Unit Operator in writing within fifteen days after receipt of such title opinions or reports
of approval or disapproval of titles.

8.4 JPTION FOR ADDITIOKAL TITLE EXAMINATION. Any Party who furnished materials for title examination pur-
suant to Section nave the to examine all materials furnished Unit Jperator. I such addi-
tional title eminltion is elected it shall be at the sole cost and expense of the Party electing to perform the
same and such Party shall bear any expense which may be necessary to reproduce title materials for its use, 1f re-
quired. Whether or not such additional title examination 1s elacted, each Party shall have the right to approve or
iisapprove title according ta the provisions of this Article 18.

18.5 EXPENSE OF TITLE EXAMINATION AND CURATIVE WORK. All sxpenses incurred at the direction of the Unit Op-
erator Ln examIna&tion of titles Lo an area designated pursuant to Section 18.2 shall be charged as Costs incurred

in Drilling the well for which.title examination 1s made and all expenses incurred in examination of titles upon es-
tablishment qr enlargement of a participating area shall be charged as Costs incurred in the operation of such par-
ticipating area as established or enlarged. Such curative work as is performed to mest title requirements concern-
ing a Committed Working Interest shall be performed by and at the expense of the Party ¢laiming such interest.

18.5 APPROVAL OF TITLES PRIOR TO DRILLING.

A. Except as provided in 18.6C below, prior to actual Drilling, title to Committed

. Article 18
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Working Interests in the title examination aresa must receive the Approval of the Parties:

1. In the Drilling 3lock, as t¢o Subsequent Test Wells and Explor-~
atory Wells; and

2. In the participating area, as %o Development Wells.

3. Any Party included in the Drilling Party for a well for which title examina-
tion is made as above provided, who has disapproved title to a Committed Working Interest
which has been examined in connection with the Drilling of such well may withdraw from the
Drilling Party by giving written notice of such withdrawal to all other Parties included
in the Drilling Party within fifteen days arter the recommendation of the Unit Operator
on a title examination made in connection with the Drilling of the well, and the Drilling
of such well shall not be commenced until the expiration of said fifteen day period.

In the event any Party so withdraws, the proposed well shall not be drilled unless
within fifteen days after the giving of such notice of withdrawal, a 2arty or Parties inclu-
ded in the Drilling Party agrees in writing to bear that proportion of the Costs incurred in
Drilling such well that would have been borme by the withdrawirg Party; and the withdrawing
Party shall become a Non-Drilling Party under the applicable provisions of Sxhibit 4, and
Articles 12 and 13 nereof.

C. In the event Approval of the farties is not obtained as in this section other-
wise provided, the Drilling Party may proceed with the Drilling orf the well, but said Drill-
ing Party shall. %7 so proceedirg, assume all risks attending *he potential failure of title
to cone or more of the tracts within the title examination area; particularly with regard to
the conseguences if title %o a tract should fail and the true owner provesto be one who is not
a Party to this Unit Operating Agreement.

18.7 APPROVAL OF TITLES ON SSTABLISYMENT OR ENLARGEMENT OF A PARTICIPATING AREA. Within fifteen days after
the receipt of the recommendatlon of the It SDerator on Lltle examiration made lpon the establishment or enlarge-
nent Of a participating area. each Party withir the participating area as established or enlarged shall notify
each of the other Parties therein whetner it accepts or rejects title to eacn Committed Working Interest within such
participating area as estaplished or enlarged. Any Party rejecting title shall state the reasons therefar in writ-
ing.

If title to a Committed Working Interest ls rejected by any Party by notice given as above provided, the Parties
within the participating srea as sstablished or enlarged shall vote in accordance with Article 14 dealing with Super-
vision of Operations by Parties, on the Approval of such title. If, on such vote, %he title receives the Approval
of the Parties, such title shall be deemed Approved; if not, it shall be deemed disapproved. If no Party has re-
Jected title to a Committed Working Interest by notice given as above provided, then %itle to such interest shall
be deemed Approved without vote of the Parties.

No Committed Working Interest shall be entitled to participate in the production of Unitized Substances from any
participating area until title to such Committed Working Interest hasg received the Approval of the Perties within
such participating area. \

Jpon Approval of the Parties of title to a Committed Working Interest within a participating area, such approval
shall be binding on all Parties within the participating area and on all additional Parties whose tracts later are
included, by expansion, in theéu'ticipn.cins area.

18.8 EFFECT OF DISAPPROVAL OF TITLE ON ESTABLISHMENT OR ENLARGEMENT CF PARTICIPATING AREA. If title to the
Committed Working INCerest in a LTact WIthin & Participating area 1s dlsapproved as provided Tn Section 18.7, the

Party claiming such Committed Working Interest may, witrin thirty days after such disapproval, provide indemmity

in such terms and in such amount as receives the Approval of the Parties {other than the idemnifying Party) within
such participating ares, on an Acreage Basis among themselves. In the absence of such idemnity, the proceeds of the
Production from such tract or of the Production allocated thereto (whichever is the greater) to the extent attridu-
table %o such Committed Working Interest, after deducting Lease Burdens payable thereon, shall be paid to Unit Op-
erator and held in suspense until title to such Committed Working Interest receives the Approval of the Parties with-
in such participating area or until such time as such Committed Working Interest is lost through title failure; pro-
vided, however, that Unit Joerator shall apply such proceeds in payment of Coats incurred in the development or op-
eration of such participating area to the extent chargeable in respect of such Committed Working Interast.

8.9 FATLURE OF TITLE TO COMMITTED WORKING INTEREST BEFPORE APPROVAL. If title to any Committed Working Inter-
est shail rail I WhOle OT Ln DAIT DLIOT to receiving -he Approval Of LRe rarties, the Partles hereto who improper-
ly claimed an interest in said land shall sustain the entire loss occasioned by such failure of title, and do here-
by expressly relieve and indemnify the 'nit Operator and all other Parties {rom any and all liability on account
“hereof.

18.10 FAILURE OF TITLE TO COMMITTED WORKING INTEREST AFTER APPROVAL. If title to a Committed Working Interest
which nas recelved the ApPProval of the Cartles under Jection IB.GA(1' &8 to a Drilling 3lock, or under Section 18.7
a8 to establishment or enlargement of a participating area, fails in whole or in part then:

1. The loss and any ensuing liability snall be charged as a common loss of the
Parties having interests in the affectad participating area or Drilling Block (including
the Party whose Cormitted Working Interest has been lost and including the acreage of
such Committed Working Interest); and

2. There shall be relinquished to the Party whose Committed Working Interest
has been lost, such proportionate part of each of the other Committed Working Interests
in the lands within such affected participating area or Drilling Block, subject to & like
portion of their respective Lsase Burdens, a8 may be necessary to make the loss of such
Committed Working Interest a joint loss of the parties within such participating aresa or
Dr4lling Block; and

3. The relinquished portions of said Committed Working Intarests shall be deem-
ad owned by the Party receiving the same, subject Lo a proportionate part of their res-
pective Lease 3urdens for all purposes of “his Agreement.

18.11 “'91“‘4?@ BY TRUE OWNER. f title to a Committed Working Interest fails in whole or in part, such Commited
Working Interest sha. no cniger be . 8ubject to this Agreement and Unit Agreement. A true Owner of a Working Intsr-
est, title to which has failed, may join in thi3 Agreement or enter upon a separate Operating Agreement with the
Parties to this Agreement upon such terms and conditions as receive the approval of the Parties within the unit ares;
and subject to any valid claims by the true Cwner.

ARTICLE 19
UNLEASED INTERESTS

Unless specifically provided under "other provisions" [following Article 36) herein this Agreement 1s silent as
0 unleased interests.

ARTICLE 20
RENTALS AND LEASE BURDENS

20.1 RENTALS. Each Party shall be obligated to pay any and all rentals and other sums (other than Lease Bur-
dens) payable upon or in respect of Lts Committed Working Interests, subject, however, to the right of esach Party
to surrender any of its Committed Working Intarest in accordance with Article 27. Upecn request, each Party shall
furnisn to Unit Operator satisfactory evidence of the making of such payments. However, no Party shall be liable to
eny other Party for unintentional failure to make any such payments provided it has acted in Zood faith,

Articles 19, 20 :
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20.2 LEASE SURDENS. The Party or Parties entitled to receive the Production allocated to a tract of land
within a partIcipating area shall be obligated to make any and all payments, whether in cash or in kind, acecruing
“o any ard all Lease 3urdens. net profits interests. carried interests and any similar interes: payable in res-
pect of such Production or the proceeds thereof, except as provided in Article 22 dealing with Withdrawal of Tracts
and Uncommitted Interests. The Party or Parties entitled to receive the Production from a well completed as a pro-
ducer but not included within a participating area shall be obligated to pay all Lease Burdens payable in respect
of such Production and each such Party shall be obligated to pay any net profits interest, carried intersst and
similar interests payable in respect of its share of such production.

20.3 LOSS_OF COMMITTED WORKING INTEREST. If a Committed Working Interest is lost through failure to make any
oayment above provided Lo De made by the Farfy owning the same, such 10s3s shall be borne entirely by such Party; pro-
vided, however, :f the Committed Working Interest sc lost covers land within a participating area the provisions of
Subdivisions of Section 18.10 dealing with Failure of Title to Committed Working Interest shall apply.

ARTICLE 21
TAXES

21.1 PAYMENT. Any and all ad valorem taxes payable upon the Committed Working Intarests /and upon Lease 3ur-
dens which ars not payable by the owner thereof) or upon materials, equipment, or other property acquired and neld
by Unit Operator hereunder, and any and all taxes {other than income taxes) including severance and 3ales %axes ipon
or measured by nitized Substances produced from the Unit .Area which are not payable by the purchaser or purchasers
thereol or oy the owner of Lease Burdens, shall be paid as and when due and payable by Unit Operator or bty the JSar-
ty "taking in kind" as more specifically provided in Articles 6.5 and 6.5 nerein.

21.2 APPORTIONMENT. Taxes upon materials, equipment and other property acquired and held by Unit Cperator
hereunder shall be charged to and borne by the Parties owning the same in proportion to their respective interests
therein. All other taxes paid by 'nit Operator shall be charged to and borne by the Parties in proportion to their
ownership in the Committed Working Interests or Unitized Substances /as the case may te) upon which or in respect
of which such taxes are paid. All reimbursements from owners of Lease 3Burdens, whetner ottained in cash or by de-
duction from Lease Burdens. on account of any taxes paid for such owners shall be paid or credited to the Parties
in the same proportions as such taxes were charged to such Parties.

21.3 TRANSPER OF INTERESTS. In the event of a transfer by one Party to another under the provisions of this
agreement of any Commltlad WOTKIng Intersst or of any interest in any well or in the materials and equipment in any

well, or in the event of the reversion of any relinquished interest as in this agreement provided the taxes above
mentioned assessed against the interest transferred or reverted for the taxable period in which such transfer or
reversion occurs shall be apportioned between such Parties sc that each shall bear the percentage of such taxes which
is proportionate to that portion of the taxable period during which it owned such interest.

21.4 NOTICES AND RETURNS. Zach Party shall promptly furnish Unit Operator with copies of notices, assessments,
levies or tax statements recelved by it pertaining to the taxes to be paid by Unit Operator. 7nit Operator shall
make such returns, reports and statements as may be required by law in connection with any taxes above provided ta
be paid by it and shall furnish copies %o the Parties upon request. It shall notify the Parties of any tax which it
does not propose to pay before such tax beccomes delinquent.

ARTICLE 22
WITHDRAWAL OF TRACTS AND UNCOMMITTED INTERESTS
22.1 LIMITATION ON RIGHT OPF WITHDRAWAL Not less than five days before filing the Unit Agreement for final
Departmental approval, Unit Operator SHALl notify each Party in writing of intention to file, specifying in such

notice, to the best of Unit Operator's knowledge, the status of ownership of unitized lands and Lease Burdena on
Production therefrom. If the owner of any substantial interest in a tract within the Unit Area has then failed or
refused to Join in the Unit Agreement, the Party or Parties owning Committed Working Interests in such tract shall
have the right to withdraw suc#Ptract from the Unit Area in accordance with the Unit Agreement; provided, however,
that such right shall not be sxercised until after at leest ten days prior written notice to all other Parties with-
in the Unit Area and such right shall not be exercised if within said period of ten days the non-withdrawal of such
tract receives the Direction of the Parties who at the time of the giving of such notice have executed this agree-
nent.

22.2 THE EFFECT OF NON WITHDRAWAL AT DIRECTION OF PARTIES. If the non-withdrawal of a tract receives the
Direction of The Partles as above provided and 1T Such tract Is lncluded within a participating area, the follow-~
int provisions shall apply:

A. Any and all payments and liabilities to the owners of uncommitted interests
in such tract that are in of the Y ts that would accrue to such owners had they
executed the Unit Agreement shall be bherne and shared on an Acreage Basis by the Parties
within the participating area in which the tract is located.

B. If the payments that would accrue to the owners of uncommitted interesta in
such tract if they had Jjoined in the Unit Agresment are in excess of the payments actually
accruing to them such excess shall be shared by all Parties within the participating ares
on an Acreage Basis.

22.3 VOLUNTARY NON-WITHDRAWAL. If the Party or Parties owning Committed Working Interests in a tract vol-
untarily fails to exercise the right to withdraw such tract in accordance with the Unit Agreement, all payments

and liabilities accruing to the owners of uncommitted interests in such tract shall be paid and dborne by such Par-
ty or Parties.

ARTICLE 2
COMPENSATORY ROYALTTES
3.1 NOTICE. Whenever demand is made in accordance with the Unit Agreement for the payment of compensatory

23.
royaities, InTE Operator shall give written notice thereof to sach Party affected by the demand, as hereinafter
provided.

23.2 DEMAND FOR FAILURE TO DRILL A DEVELOPMERT WELL. If the demand for compensatory royalty results from
the failure to Urill & Development well and such well 13 not drilled, then Unit Operator shall pay such compensa-

tory royalty. Such payment shall be charged as Costs incurred in operations within such participating area.

23.3 DEMAND FOR FAILURE TO DRILL A WELL OTHER THAN A DEVELOPMENT WELL. If the demand for compensatory royal-
ty results from the fallure to Drill & well other than a Development aell and an election to Drill in order to avoid"
payment of Compensatory Royalties 1s not made by any Party owning a Committed Working Interest in the tract upon
which such a well may be Drilled, thep Unit Operator shall pay such compensatory royalty. Such payment shall be
chargeable to and borne by the Parties who would be obligated to bear the Costs of such well {f the well were Drill-
ed as a Required Well in accordance with Section 10.4B.

ARTICLE 24
SEPARATE MEASUREMENT AND SALVAGE

24.1 SEPARATE MEASUREMENT. If a well completed as a producer of Unitized Substances ia in or included in a
participating arsa But 18 not owned on aAn Acreage Basis by all the Parties within such participating area and 1if,
within thirty days after request by any interested Party, a method of measuring the Production from such well with-
out necessitating additional facilities does not receive the Approval of the Parties, then Unit Operator shall in-
stall such additional tankage, flow lines or other facilities for separate measurement of the Unitized Substances
produced from such well as Unit Operator may deem suitable. The Coats of such facilities for separate measursment
shall be charged to and borne by the Drilling Party for such well and treated as Costs incurred in operating such
well notwithstanding any other provisions of this agreement.

Articles 21, 22, 23, 24
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24.2 SALVAGED MATERIALS. If any materials and equipment are salvaged from a well completed as a producer
after being Drilled, Ueepened or Plugged Back otherwise than for the account of all the Parties entitled to par-
ticipate therein bafore reversion to the Yon-Drilling Parties of their relinquished interests in the well, the
proceeds derived from sale thereof. or, if not sold. the Salvage value thersof, shall be treated in the same manner
a8 proceeds of Production from such well for the purpose of determining reversion to Non-Drilling Parties of their
relinquished interests in such well.

ARTICLE 25
SECONDARY RECOVERY AND PRESSURE MAINTENANCE

25.1 CONSENT UIRED. Unit Operator shall not undertake any program of secondary recovery or bressure main-
tenance involving ecTtion Of gas, water or other substance by any method, whether now known or hereafter devised,
without first obtaining the approval of the Parties of the Committed Working Interests in the participating area
affected by any such program: such approval to be determined by vote of the Committed Working Intsrests as defined
in Article 14.2 hersof, unless a different voting requirement is agreed to by the Parties, in which event it will
be shown on Exhibit A hereto After, the Partiea nave voted to undertake a program of seconday recovery or pressure
naintenance in accordance with this section, the conduct of such a program shall be subject %o supervision by the
Parties by vote as set forth in Article 14.

25.2 ABOVE GROUND FACILITIES, This agreement shall not be deemed to require any Party to participate in the
construction or oper&tlion ol any gesoline plant, sulphur recovery plant, dewaxing plant or other above ground fac-
ilities to process or otherwise treat Production, other than such facilities as may be required for treating Pro-
duction in ordinary lease operations and such facilities as may be required in the conduct of operations authorized
under Section 25.1

ARTICLE 26
TRANSFERS OF INTEREST

26.1 SALE BY UNIT OPERATOR. If iUnit Operator sells all its Committed Working Interests, it shall resign and
a new Unit Operator ahall De selected as provided in the Unit Agreement.

26.2 ASSUMPTION OF GATIONS. No transfer of any Committed Working Interests shall be effective unless the
same 1s made eXpressly sﬁjoc% To the Unit Agreement and this agreement and the transferse agrees in writing to ass-
ume and perform all obligationz of the transferor under the Unit Agreement and this agreement insofar as relates to
the interest assigned, sxcept that such assumption of obligations shall not be required in case of a transfer by
mortgage or deed of trust as security for indebtedness.

26.3 EFFECTIVE DATE. A tranafer of Committed Working Interests shall not be affective as between the Par-
tiss until th@ IIrst day ol the month next following the delivery to Unit Operator of the original or a csrtified
copy of the instrument of transfer conforming to the requirements of Section 26.2. 1In no event shall & tranafer
of Coumitted Working Interests relieve the transferring Party of any obligations accrued hereunder gnor to said
effective date, for which purpose any obligation assumed by the transferorto participate in the Drilling, Deepening
or Plugging Batk of a well prior to such effective dates shall be deemed an accrued obligation.

ARTICLE 27
RELEASE FROM ORLIGATIONS AND SURRENDER

27.1 SURRENDER OR RMBPASE WITHIN PARTICIPATING AREA, A Committed Working Interest covaring land within a
participating ares SBAll not be surrendered excep T With the consent of all Parties within such participating area.
However, a Party who owns a Committed Working Interest in land within a participating ares and who 1s not at the
time coemitted to participate in the Drilling, Deepening or Plugging Back of a well within such participating area
may be relieved of further obligations of any particular Committed Working Interest or Interssts with respect to such
participating area as then constituted by executing and delivering to Unit Operator an assignment conveying to all
other Parties within such participating area the particular Committed Working Interest or Interssts owned by such Party
in lands within the participating area, together with the specific interest of such Party's Committed Working Interest
in any and all wells, materials, equipment and other property applicable to such surrendsred interest or interests.

;‘A R A S AR
ted Working Interest in any tract which 13 no vithix: any pa
Parties written notice thereof describing such Coemilitted Working Interest. The Parties receiving such notice, or
any of them, shall have the right at their option to take from the Party desiring to surrender an assignment of
such Committed Working Interest by giving to the Party desiring to surrender written notice of slection so to do
within thirty days after receipt of the notice of the desire to surrender. If such election 1s made as above Dpro-
vided, the Party or Parties taking the assigmnent (which shall be takenm by them in proporticn to the acrsage of their
Committed Working Interests among themselves in the Unit Area) shall pay to the assigning Party its share of the Jal-
vage Value of any wells owned by the Parties and then located on the land covered by such Committed Working Intarest,
which payment shall be made on receipt of the assignment. If no Party elects to take such assignment within such
thirty day period, then the Party or Parties owning such Committed Working Interest may surrander the same if surr-
ender thereof can be made in accordance with the Unit Agreement.

27.3 ACCRUED OBLIGCATIONS. A Party making an assignment or surrender in accordance with Sectiom 27.1 or 27.2
shall not be Telleved of 1ts Llability for any obligation accrued hereunder at the time the assigrment or surrender
18 made, or of obligation to bear its share of the Costs incurred in any Drilling, Deepening or Plugging Back oper-
ation in which such Party nas elected to Participate prior to the making of such assignment or surrender, except to
the extent that the Party or Parties receiving such assignmsnt shall assume, with the Approval of the Parties, any
and all obligations of the assigning Party hereunder and under the Unit Agreement.

ARTICLE 28
SEVERAL, NOT JOINT LIABILITY

28.1 LIABILITY. The liability of the Parties hersunder shall be several and not Joi.nt or collective. Each
Party shall be responsible only for its obligations as herein set out.

28.2 NO PARTNERSHIP CREATED, It is not the intention of the Parties to create, nor shall this agreement or
the Unit Agreement be construed as creating a mining or other partnership of ulociation between the Parties, or to
render them liable as partners or associates.

28.3 ELECTION. Each of the Parties hereby elacts to be excluded from the application of Subchapter X of
Chapter 1 of SubtItle A of the Internal Revenue Code of 1954 or such portion or portions thereof as may be permit-
ted or authorized by the Secretary of the Treasury of the United States or his delegate insofar as such Subchapter
or any portion or portions thereof may be applicable to the Parties. If any present income tax laws of the state
or states in which the Unit Acre is located, contain or shall hereafter contain, provisions similar to those con-
tained in the Subchapter of the Internal Revenue Code of 1954 above referred to under which a sigilar election is
permitted, each of the Parties hersby elects to be excluded from the application of such laws. Accordingly, each
Party hereby authorifed and directs Unit Operator to execute such an election or alections on its behalf and file
the same with the proper administrative office or agency. If requested by Unit Oparator, each Party agrees to ax-
ecute and Jjoin in such instruments as are necessary to make such election effective.

ARTICLE 29
NOTICES

29.1 GIVING AND RECEIPT, Except as otherwise spscified herein, any notice, consent or statement herein pro-
vided or psmmItted to be given by Unit Operator or a Party to the Parties shall be given in writing by United States
mail or by telegraph, properly addressed to each Party to whom given, with postage or charges prepaid, or by del-
ivery thereof in person to the Party to whom given; however, if delivered to a corporate Party, it shall not be deem-
ed given unless delivered personally to an sxecutlve officer of such Party or to its repressntative designated pur-
suant to Section 14.5 dealing with Representatives. A notice given under any provision hereof shall be deemed given

Articles 25, 26, 27, 28, 29
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only when received by Cthe Party to whom such notice is directed, except that any notice given ty nited 3tates reg-
istered mail or by telegrapn. properly addressed to the 2arty %o whor given wiih all postage and rges prepalid.
shall be deemed ziven to and received by *the Party to whom directed ° s-eight ‘LEY nours after such rotice i3
deposited in the United 3tates mails or twenty-four {24%) hours arter such notice is Ziled with an operating tele-
graph company Jor irmediate transmission by telegraph, and also except that a notice to Unit Cperator shall not de
deemed given until actually received by it.

29.2 PROPER ADDRESSES. Each Party's proper address shall be deemed to e the address set Zorth under or opp-
osite 1ts signature nereto unless and until such Party specifies another post office address within the continental
limits of the United States by not less than ten days prior written notice to all other Parties.

ARTICLE 30
ZXECUTED IN COUNTERPARTS AND RATIFICATION

30. COUNTERPARTS. This agreement may be executed in counterparts and all such counterparts *aken together
shall be deemed £0 constltute one and the same instrument.

30.2 RATIFICATION. This agreement may be executed by the execution and delivery of a good and sulficient
instrument of ratlrication, adopting and entering into this agreement. 3uch ratification shall have the same aff-
ect as if the Party sxecuting it had executed this agreement or a counterpart nereof.

ARTICLE 31
SUCCESSORS AND ASSIGNS
31.% COVENANTIS. This agreement shall be binding on and inure to the benefit of all Parties signing the same,
their heirs. Tevisees, personal representatives, successors and assigns and their successors in interest, whether
or not it is signed by all the Parties listed below. The terms hereof shall constitute a covenant running with the
lands and the Committed Working Interests of the Parties.
ARTICLE 32
HEADINGS FOR CONVENIENCE

32.1 HEADINGS. The table of contents and the headings used in this agreement are inserted for convenience
only, and unle€ss used in the text of the subject section or subsection shall be disregarded in construing this agree-
zent.

ARTICLE !
RIGET OF APPEAL

33.1 NOT WAIVED. Nothing contained in this agreement shall be deemed to constitute the waiver by any Party
of any right I would otherwise have to contest the validity of any law or any order or regulation of governmental

authority (whether federal, state or local) relating to or affecting the conduct of operations within the Unit Area
or to appeal from any such order.

ARTICLE :’4
SUBSEQUENT JOINDER
34.1 PRIOR TO COMMENCEMENT OF OPERATIONS., Prior to the commencement of operations under the Unit Agreement,

all owners o o, [ erests 84 who have joined in the nit Agreement shall be privileged to ex-
ecute or ratify this agreement.

34.2 AFTER COHH:BNCBE]H‘%F QPERATIONS. After commencement of operations under the Unit Agreement, any Work-
ing Interest 17 [and within the Unit ATea which 1s not then committed hereto may be committed to this agreement and
to the Unit Agreement upon such reasonable terms and conditions as may recileve the Approval of the Parties, voting
on a total unit area Committed Working Interest basis.

ARTICLE
CARRIED INTERESTS

35.1 TREATMENT OF. If any working interest shown on Exhibit 3 of the Unit Agreement and committsd thereto is
a carried working interest, such interest shall, if the carrying party executes this agreement be deemed to be, for
the purpose of this agreement, s Committed Working Interest owned by the carrying party.

ARTICLE
EFFECTIVE DATE AND TERM

36.1 EFFECTIVE DATE. This agreement shall became effective on the effective date of the Unit Agreement ex-
cept that the provisions of Section 22.1 dealing with Limitation on Right of Withdrawal shall be operative prior
to such effective date.

36.2 TERM. The term of this agreement shall be the same as the term of the Unit Agreement and shall term-
inate concurrently therewith.

36.3 EFFECT OF TERMINATION. Termination of this agreement shall not relieve any Party of its obligations then
accrued hersunder. Notwithstanding termination of this agreemant and the provisions nereof relating to the charging
and payment of Costs and the disposition of materials and equipment snall continue in force until all materials and
equipment owned by the Parties have been disposed of and unitl final accounting between Unit Operator and the Parties.
Termination of this agreement shall adtomatically terminate all rights and interests acquired by virtue of this
agreement in lands within the Unit Area except such transfers of Committed Working Interests as have been svidenced
by formal written instruments of transfer.

36.4 EFFECT OF SIGNATURE. When this agreement is executed by two Parties. execution by each shall be deemed
consideration Ior executlon Dy the other and each Party ther¢ofors or thereaftar executing this agreement shall
thereupon become and remain bound hersby until the termination of this agreement. However, if the Unit Agreement
does not become effective within forty-eight months from and after the date of this agreement, then at thes expir-
ation of said periocd, this agreement shall terminate.

-

OTHER PROVISIONS, IF ANY, ARE SET FORTH COMMENCING ON PAGE 16

Articles 30, 31, 32, 33, 34, 35, 36
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ITHER PECVISICNS)

" ARTICLE 37

NC OBLIGATION TC REPRESZNT CTHER PARTIES
BETORE T =DERAL PUASE CCPMISSIZN

27.1 NC OBLIGATION TO REPRESENT CTHER PARTIZS BEFORZ FEDERAL POWER COMMISSION. Thiz agreement znall nct oe construea 3
provide SAat any Party 1E Oclilsated ToO represent any CUher Party Nereco DELOre :oae Feaeral Power Commission.

{OTHER PROVISICNS)

ARTICLE 38
SUBSEQUENTLY CREATED LEASE BURDENS

38.1 SUBSIQUENTLY CREATZD LZASE BURDENS. If any working interest owner snall, subsequent to the executicn of %nle agree-
ment, create an overrlding :'oyaI’.y, roduction payment, net profits interest, carried interest, or any other interest out of
its working interest {hereinafter called "subsequently created burden") sucn subsequently created surden snall oe
specifical.y made sub ect to all the terms and provisions of this agreement, If the working lnterest cwner from wnicn sucn
subsequently created interest is created cecomes a Non-Orilling Party in an operation nereunder and as a result relinquisnes
interest In Production to the Drilling Party, then such Non-Drilling Party snall hold narmless fne Drilling Party {rom any
reduction in Productlon “hat mignt otherwise occur by virtue of tne subsequently created burden, and the Drilling Party
3hall, until reversion of tne relinquisned interest occurs, receive sucn Production free and clear of any odurdens otner tnan
those exiszing at the time tne subject lands were committed o the Unit igzreement.

Furtner, 1if the working interest owner from whicn sucnhn subsequently created lnterect s created:

(a) falls to pay wnen due 1ts snare of cosSts and expenses cnargeadle nereunder, and !%s snare of production
accruing nereunder is insufficient to cover sucn costs and 2xpenses,

(5) elects to surrender a lease under Article 27 nereof, or

{e) withdraws from this agreement as providec in Article 27,
the subsequently created interest 3nall be chargeable with a pro rata portion of all costs and expenses aereunder in the
same manner as if such suosequently created interest were a working interest, and Operator snall nave tne rignt to enforce

against such sudsequently created Interest the llen and all other rignts granted in Article 15 nereof for tns purpose of
collecting costs and expsnses chargeable %o tne sucsequently created interes:,

(OTHER PROVISIONS)

ARTICLE 39
TREATMENT OF NON-COMMITTED LANDS
” .
39.1 POOLING, OR COMMUNITIZATION, OF UNIT LANDS WITH NON-UNIT LANDS. Subject to the terms of this Section 39.1, Unit
Operator 1s empowered TO pool, Or communitize, lands committed o EtRis Unit Operating Agreement with uncommitted lands

for the purpose of providing a driiling, or spacing, unit which conforms with the provisions of the appropriats order of
the regulatory agency of the government of the state in whicnh the lands are located.

Insofar as Committed Working Interests of Unit lands are concerned, the procedure for Drilling and the sharing of
costs of a well drilled on such a pooled tract shall be as provided in this Unit Operating Agreement for the appropriate
well classification {Subsequent Test Well or Zxploratory Well, if the lands be outside an established participating area;
or Development Well if the Unit lands are within the boundary of an established participating area; or Required wWell -
either development or exploratory - if the Unit lands have been "force-poocled” by the state regulatory agency as the
result of an application made by the owners of the non-unit lands); and the costs chargeable to the Committed Interests
shall be that proportionate part of the well's costs allccated to the Committed Interests of Unit lands within the
spacing unit.

If the Drilling of a well i1s proposed on a tract of land (eitaer a Drilling Block if for an Zxploratory Well, or
portion of a participating area if for a Development iell) whieh 13 witnin an area covered by a spacing order of the
- state regulatory agency and a portion of the spacing unit as prescribed by such order covers non-committed lands as well
as Commitzed Lands, then, upon the Direction of the Drilling Party, tne Unit Operator will:

(a) seek the voluntary pooling of the subect lands within the spacing unit,
or, failing to secure voluntary pooling,

(v) 1if so directed by tne Drilling Party, take proper action, including application to the appropriate
governmental agency, o 3ecure the 'forced-pooling" of the subject non-committed lands;

and
(¢} prosecute, in accordance with the terms hereof, the Drilling of said well.

The proporticnate share of the Production allocated to the Committed Interests of Unit lands shall be treated the
same as that for any other Production of Unitized Substances and in accordance with the applicable provisions of this
Unit Operating Agresment, but particularly with reference to Articles 6, 8, 9, 12, 13 and Exhibit 4,

39.2 TREATMENT OF UNCOMMITTED ROYALTY INTERESTS. Should the owner of a royalty interest, or the owner of an over-
riding royalty Lnterest Insofar as the override ls less than its proportionate part of one-eignth {1/Bth) of leasehold
interest, in a tract of land committed to the Unit Agreement and Unit Operating Agreement fail or refuse o execute or
hecome bound by the Unit Agreement and as a result thereof the Lease Burdens of the Party entitled to recelve the
Production allocated to the tract or tracts of land affected are more than the Lease Burdens computed on the basis of
Production allocated thereto, Unit Operator, upon receipt of evidence thereof f{rom the Party affected, shall reimburse
that Party for the full amount of sucn excess Lease Burdens and shall treat the same as an operating cost; similarly,
if *he Lease Burdens are less than the”Lease Surdens computed on :he basis of production allocated thersta, such Party
snall remit the difference to the Unit Operator for distribution to all Parties.

(OTHER PROVISIONS)

‘\ ARTICLE kO

SUPERICRITY CF UNIT OPERATING AGREEMENT

40,1 SUPER3ZDENCE BY UNIT OPERATING AGREEMENT. Except for Committed Working Interests under lands and as to
formations from wnicn « 3 & ectlion 6.4 and, if applicable, described in Exhibit A) may be taken, tnis Unit
Qperating Agreement supersedes - or 13 superior to - any previously existing operating agreements covering the Working

Interests committec snereto for 3¢ long as the subject Interests are committed to the Unit Agresment and Unit Operating
Agreement.

Arcicles 37, 38, 39, 40
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(OTHER PROVISIONS)
ARTICLE 41

41.1 Unpaid Unit "Costs". If any Working Interest Owner fails
to pay its share of Unit Costs within sixty (60) days after rendition
of a statement therefor by Unit Operator, each Working Interest Owner
agrees, upon request by Unit Operator, to pay its proportionate part
of the unpaid share of Unit Costs of the defaulting Working Interest
Owner. Working Interest Owners that pay the share of Unit Costs of
a defaulting Working Interest Owner shall be reimbursed by Unit
Operator for the amount so paid, plus any interest collected thereon,
upon receipt by Unit Operator of any past due amount collected from
the defaulting Working Interest Owner. Any Working Interest Owner
so paying a defaulting Working Interest Owner”s share of Unit Cost
shall, to obtain reimbursement thereof, be subrogated to the lien
and other rights herein granted Unit Operator.

41.2 Restoration In Event of Overpayment for Production Not
Taken In Kind. Section 6.5 provides for the taking in kind of
Production; and in event of failure to take in kind, Section 6.6
provides: that Unit Operator may market the Production and account
to the Owners therefor. Further with regard to Section 6.6, Unit
Operator agrees to advise the Working Interest Owners of prices being
received for Production and when significant changes in prices occur,
and although any Working Interest Owner may at any time revoke the
authority granted Unit Operator to market his share of Production,
take in kind, and in accordance with Section 6.5 market it: unless
and until such action is taken Unit Operator may market the
Production: a in consideration of Unit Operator“s marketing the
Production and making distribution of the proceeds to the Working
Interest Owners, each of the Working Interest Owners agrees to
indemnify and hold Unit Operator harmless from any and all claims,
demands or cause of action arising by virtue of its marketing
Production and making such payments.

It is recognized that the price for which Production is permitted
to be sold may be subject to regulation by governmental authority.
In the event such requlation does not permit retention of all of the
price for which Production was so0ld, the Working Interest Owners
severally agree to refund amounts in excess of permitted levels,
together with any applicable interest and penalties, promptly when
required by Unit Operator:; such refunds being treated as Costs under
the meaning of Articles 1.4 and 41.1 hereof.

Should such refunds be required that are attributable to royalty
interests, overriding royalty interests, production payments and other -
similar interests (hereinafter called "lease burdens") and Unit
Operator is unable to recover such refunds from the owners thereof;
then any unrecovered refund accruing to a lease burden shall be
treated as a Cost under the meaning of Articles 1.4 and 41.1 hereof
chargeable to the affected Working Interest Owners in proportion to
their Working Interests. Onit Operator shall continue to use such

reasonable measures as deemed practical - including withholding of
proceeds of sale of Production attributable to the lease burden
interest - to attempt to recover and credit to the accounts of the

Working Interest Owners such outstanding refunds.

In event litigation is considered to protect the rights of the
Working Interest Owners as to matters covered by this Article 41.2,
Unit Operator may be authorized through the voting procedure of
Article 14 hereof, but not otherwise, to incur legal costs to protect
the rights of the Working Interest Owners.

Ccouoa-3181 PAGE 17




41.3

41.4

41.5

COUOA-3181

Other Provisions regardinaga WISP.

a. Costs (reference Article 6.4). Anything in this
agreement to the contrary notwithstanding, all costs
incurred in drilling, completion, plugging and other
operations related to WISP production shall be paid by

the parties entitled to such segregated production as

herein provided; and in this regard the provisions of
Exhibit 4, hereto, particularly paragraph 3 of Part I
therein is made subject to the terms of Articles 6.4 and
41.3.

B. Correlative Rights (reference Article 6.4). As
between the parties to this agreement, nothing herein shall
require the drilling of any wells across a boundary between
WISP lands and other unitized lands. Segregation of such
production by the terms of Article 6.4 is deemed to in
no way adversely affect the correlative rights of any partv
hereto, nor to entitle any party to protection from
drainage.

C. Extinguishment of WISP Production Provisions in event
of Secondary Recovery or Pressure Maintenance (refers

to Article 6.4 and Article 25). In the event secondary
recovery or pressure maintenance should be undertaken by
the parties as provided in Article 25, the provisions of
Article 6.4 pertaining to working interest segregated
production, as well as any other provision in this
agreement concerning WISP, shall be of no further force
and effect, it being the intent of the parties that such
seg¥egated production provisions have no application to
secondary recovery or pressure maintenance operations.

No casing point election for Mancos wells (reference
Article 4). Anything in this agreement to the contrary
nonwithstanding, unless through prior approval of the
Parties, there shall be no "casing point election” accorded
any party for wells projected to the Main Mancos formation;
rather the Authority for Expenditure or Cost Estimate
submitted for approval shall include costs of completion
and equipping for production. "Non-Consent" privileges
and penalty allowances shall be on a total well cost basis.

Recognition of inflation in investment adjustment

(reference Article 13). Any costs for materials, supplies
or services used in an investment adjustment shall be that
cost determined from current (as of thé date of adjustment)
costs, regardless of the date the cost was incurred or
paid.
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IN WITNESS WHEREOF, the parties hereto have executed this
agreement as of the day ‘and year first above written.

UNIT OPERATOR AND WORKING INTEREST
OWNER:

BENSON-MONTIN-GREER DRILLING CORP.
ATTEST: ’

Hecere AL et FT LT
Mﬁz;& e Albert R. Greer, Predident

STATE OF NEW MEXICO )
) S& -
COUNTY OF SAN JUAN )

The for instzrument was acknowledged before me this ‘i‘.
day of 19 ? » by ALBERT R. GREER, President
of BENSON-MONT DRILLING CORP., a corporation, on behalf of said
corporation. Q'e
OFFICIAL S| .
CHERYL N. 3MITH
NOTARY PUBLIC - NEW MEXICO
- .4~ tary Bond Flied with 5 of

&ymm .

’ SIGNATURE PAGE
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EXHIBIT A

ATTACHED TO AND MADE A PART OF
THAT CERTAIN AGREEMENT ENTITLED

UNIT OPERATING AGREEMENT
CANADA OJITOS UNIT
RIO ARRTBA COUNTY, NEW MEXICO

DATED MARCH 1, 1981

This Exhibit A comprises 4 parts, as follows:
PART I

WORKING INTEREST SEGREGATED PRODUCTION

The Working Interest share of production taken from the following
described wells, insofar as such production is from the formations
set forth below, is segregated from the remainder of the. Unitized
Substances as provided by the terms of Section 6.4 of the Unit
Operating Agreement. The "associated lands" as to each well is also
listed below, and the rights and obligations accruing thereto are
defined in the Unit Operating Agreement, particularly in Section 6.4
(and 14.2 as to voting control).

WORKING
ASSOCIATED INTEREST
WELL LOCATION FORMATION LANDS OWNER
All Any location All All lands in All Working
wells apprqyed by formations the Third Interest
duly constitued except the Expansion Area Owners -
authorities "Main which are: See attached
Mancos"* T-24N, R-1W list.

Sec. 5: All
Sec. 6: All
Sec. 7: All
Sec. 8: All
T-ZSN: R-1W

Sec. 5: All
Sec. 6: All
Sec. 7: All
Sec. 8: all
Sec. 17: All
Sec. 18: All
Sec. 19: All
Sec. 20: all
Sec. 29: All
Sec. 30: All
Sec. 31: All
Sec. 32: All
T-26N, R-1W

Sec. 5: W/2
Sec. 6: All
Sec. 7: All
Sec. 8: WwW/2
Sec. 17: WwW/2
Sec. 18: All
Sec. 19: All
Sec. 20: WwW/2
Sec. 29: All
Sec. 30: All
Sec. 31: All
Sec. 32: All

* "Main Mancos" formation defined in Special Definitions, Page 1 of

Agreement.

EXHIBIT A
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PART T1I

EXPLORATORY WELLS TO WHICH THE EXCEPTION TERMS
OF SECTION 12.2 (b) APPLY

- NONE -

PART III

VOTING PERCENTAGE REQUIRED FOR INSTITUTION OF

PRESSURE MAINTENMANCE OF SECONDARY RECOVERY

The voting percentage required to meet the "Approval of the
Parties" as described in Section 25.1 of the attached Unit Operating
Agreement prior to commencing a program of pressure maintenance or
secondary recovery shall be seventy-five percent (75%).

PART 1V

MINIMUM SIZES OF TRACTS FOR DRILLING BLOCKS

The minimum size of a tract forming a Drilling Block for an
Exploratory Well (Paragraph 1 of Part I of Exhibit 4) shall be defined
by the objective formation to be drilled, as listed below. If more
than one of the objective formations listed below are the objective
formations, the Drilling Block shall be no smaller than that shown
for the formation with the largest size listed below. If no objective
formation is listed below there is no requirement for minimum size
Drilling Block for a well projected to that formation.

A. Niobrara Member of the Mancos Formation: Four governmental
sections, exc!SE for that part of the unit area in Township 26 North,
Range 1 West outside the participating area in which the participating
area is joined on the west by half sections, in which the drilling
block shall comprise two sections and two half sections (i.e. E/2 of
Section S5, E/2 of Section 8, all of Section 6 and all of Section 7).

EXHIBIT A
COUOA-3181 PAGE 2




EXHIBIT 1

ATTACHED TO AND MADE A PART OF
THAT CERTAIN AGREEMENT ENTITLED

UNIT OPERATING AGREEMENT
CANADA OJITOS UNIT AREA
RIO ARRIBA COUNTY, NEW MEXICO

DATED MARCH 1, 1981

APPROXIMATE DESCRIPTION OF UNIT AREA
(ALL IN RIO ARRIBA COUNTY, NEW MEXICO)

T-24 North, R-1l East T-25 North, R-1 West T-26 North, R-1 West
Section 6: All Section 1l: All Section 1l: All
Section 7: All Section 2: All Section 2: All
Section 8: W/2 Section 3: All Section 3: All
Section 17: wW/2 Section 4: All Section 4: All
Section 18: All Section 5: All Section 5: All
Section 19: N/2 Section 6: All Section 6: All
Section 20: NW/4 Section 7: All Section 7: All
Section s All Section 8: All
T-24 North, R-1 West Section 9: All Section 9: All
Section 10: All Section 10: All
Section 1: All Section 11: All - Section 11l: All
Section 2: All . Section 12: All Section 12: Aall
Section 3: All Section 13: All Section 13: All
Section 4: A%% - Section 1l4: All Section 14: All
Section 5: Al Section 15: All Section 15: All
Section 6: All Section 16: All Section 16: All
Section 7: All Section 17: All Section 17: All
Section 8: All Section 18: all Section 18: All
Section 9: All Section 19: All Section 19: All
Section 10: All Section 20: All Section 20: All
Section 11: All Section 21: All Section 21: All
Section 12: All Section 22: All Section 22: all
Section 13: All Section 23: All Section 23: All
Section 14: All Section 24: All Section 24: All
Section 15: All Section 25: All Section 25: All.
Section 23: N/2 Section 26: All Section 26: All
Section 24: N/2 Section 27: All Section 27: All
Section 28: All Section 28: All
T-25 North, R-1 East Section 29: all Section 29: All
Section 30: All Section 30: All
Section 5: All Section 31: All Section 31: all
Section 6: All Section 32: All Section 32: All
Section 7: All Section 33: All Section 33: All
Section 8: All Section 34: All Section 34: All
Section 17: All Section 35: aAll Section 35: All
Section 18: All Section 36: All Section 36: All
Section 19: All
Section 20: All T-26 North, R-1 East
Section 29: WwW/2
Section 30: All Section 19: All
Section 31: all ~ Section 20: wW/2

Section 29: All
Section 30: Aall
Section 31: All
Section 32: All

Containing approximately 69,568 acres, more or less.
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COPAS — 1974

Recommended by the
Council  of _Petroieum

KeafiHR 601, 38551"8.( 74107 Accountants Societies of
North Am

1.

of1ca

EXHIBIT “, "

Attached to and made a of . that certain . £ _titled
Unit Operating Agreement, Canada Ojitos Unit Area,

Rio Arriba County, New Mexico, dated Marcan 1, 1981

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions
Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached.

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

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

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

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly empioyed 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” shaj], mean travel and other reasonable reimbursable expenses of Operator’'s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

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

Statement and Billings

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

Advances and Payments by Non-Operators

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

Each Non-Operator 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 of twelve percent (12%) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-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 shail not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits -

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

Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting 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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II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

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

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 jon II shall be Operator’s actual
cost not to exceed RAHIDPEXIREXWX twenty-six percent (253%1)

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

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

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,

. recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

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

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

Services

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

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation. and interest on investment not to exceed eight per cent (89)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

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

Damages and Losses to Joint Property

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

. Legal Expense

Expense of handling, investigating and settling litigation or 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, except that no charge for services of Operator's legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.
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12.
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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 seif-insurance program and in that event, Operator shail 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 Preducing 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
4 ) 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 ( ) be covered ¥ 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 §__1,217.00
Froducing Well Rate § 273,00
ompressor er: (-4 R
(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 compietion 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 shail 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 tifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period ot 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 weils covered by unit allowable,
lease allowable, transferred_allowable, etc.) shall not qualify for an overhead charge.
(6) An observation well shall be considered an active well.

(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 muliti--
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

—— Percent ( %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits,
(b) Operating
—_—  _Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.
(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as de: ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construetion

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess

of 8_2%&9_%)_:

A. % of total costs if such costs are more than $29, 000,00 put less than § 100, 000, _OQ plus
B. ___3 % of total costs in excess of $£00, 000,00 byt less than $1,000,000; plus

C. —_* 9 of total costs in excess of $1,000,000. *To be negotlated 1IP applicable.

. Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single project shall not be treated separately and the cost of drilling and workover weills shail be excluded.
3. Amendment of Rates

The Overhead rates provjged 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. QOperator 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, shail 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) Materiai 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
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75¢¢) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C
Material which is 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 resuit in the Joint Account being charged with the value of the service ren-

dered by such Material

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (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.

3. Premium Prices

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

4. Warranty of Material Furnished by Operator

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

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

1. Periodic Inventories, Notice and Representation

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

2. Reconciliation and Adjustment of Inventories

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

3. Special Inventories
Special Inventories may be taken whenever there is any sale or 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.

4. Expense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.
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EXHIBIT 3

ATTACHED TO AND MADE A PART OF
THAT CERTAIN AGREEMENT ENTITLED

UNIT OPERATING AGREEMENT
CANADA OJITOS UNIT AREA
RIO ARRIBA COUNTY, NEW MEXICO

DATED MARCH 1, 1981

INITIAL TEST WELL

The obligation well called for in Section 9 of the Unit Agreement
shall be considered as an initial test well and shall be drilled at
a location approved in conformance with the terms of the Unit
Agreement and to the depth specified in said Section 9. The cost
of drilling this obligation well shall be borne by the Parties.
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7C UNIT OPIRATING AGREZZMINT

PART

DRILLING OF ZXPLORATORY ..ZLLC

1. NOTICZ QOF PROPOSED DRILLING. Any Party desiring She drilling of an Zxploratory ¥ell on land in wnlcn it
ownsg a Committe orking Lerest snall Jesignate an area, erein called a propogsed Drilling 3lock, comprising,
dnless established as o size under the preovisions of Article 39.1 or 3ection of this Part 1 of Ixnibis U
an area not to exceed 3,750 acres whlen, on tae tasis of available geological information will, in its
.udgement, be proved productive oy tne drilling of sucn well; provi ded, nowever, tnat minimum zizes of' zuen
Orilling Blocks may De estavlictned by tne Parties 3y so designating {5y ob ective formation) in Ixhibit A aereto.
Unit Coerator and eacn Party within the prcposed Drilling Block snall de tumisned witn a plat and descr_‘ption
sf <he area so designated, tcgether with written notice of tne lccation, cbiective Tormation, maximum ieptn, and
estimated cost of tne proposed well. The location of the proposed well snall conform to any 2pplicable spacing
Pattern tnen existing or an autnorized exception thereto. The provposed Orilling Block shali include no land in
an estavlished participating area for tne cojective formation for zhe weil to be drilled thereon nor any land
witnin an active, prviously designated Drilling Block for suesn formation.

2. ZXCLUSION OF LAND FROM PROPOSED SRILLING SLOCK AND ZSTABLISHMENT OF JRILLING BLOCK. itnin thirsy days
after recelpt of notice of Proposal to oMM a Jrillling Slock, any part of tne land ’.ncIudeu in tne proposed
Drilliing Block may be =xcluded therefrom at tne Direction of the Parties therein; oprovided, nowever, znat She
autnority to reduce tne size of <he onlock granted under the Directicn of the Parties i3 limited in =hat the
reduced 2rea must contain not less than 240 acres. In sucn event tae proposed Orilling Block as reduced by <ae.
2xclugion of sucn land 3nall be estaslished as a Drilling Block. In tne aosence of any suca Direction o reduce
tne size ol the opropcsed Drilling Block, then at <ne expiration of said period, the proposed Drilling 3Slock
snall be estavlisned as the Drilling Biock. The Drilling 3lock snall ce considered active for ninety (90) days
after tne designatiorn thereof and if a well is commenced thereon witnin sucn period until either:

A. The completion of the well, *7 1% is zompleted otnerwise :nan as a producer of unitized substances
in paying quancitles, or

3. The Iflling with the Director of a propcsal for the establisnment or revision of a particlpating
area if the irilling of the well results in the filing of sucn proposal.

3. BASIS CF PARTICIPATION. =ach Party witaln tne Drilling Block tsnall %e entitled to participate in the
Cozts of the oroposed well on an Acreage Basis, out snall be required to do so only 1f it notifies tne otner
farties of its willingness so to participate as nereinafter in f£als Article provided.

4. PRELIMINARY NOTICZ TC JCIN IN DRILLING, 'itain ten days after tne establishment of tae Drilling Block
eacn PArty witnln sucn DPi.ling S1ocK snall in ariting advise all other Parties therein whether or not it withes
to participate in tre Drlilling of tne proposed well. Il any Party fails to zive sucn advice within <he
prescriced uime, 1%t snallyoe deemed to nave e;ﬂcwz not to participate in Driliing suca proposed well, If all
Parties witnin the Drill 3lock so advise tnat ..ey wisn tp participate Snerein, tae Unit Operator shall
Jrill the proposed well for tne account of all suca Parties,

5. NCTICEZ OF ELECTION TO DRILL. Unless all Parctlies witnin the Drililing Block agree to p&r:ici:a.e in
Orilling such well, tnen, withln fifteen days after the expiration of tne ten day pericd lasi avove provided
in Section 4, each Party witain the Jrilling Block tnen desiring to have tne proposed well Driiled, saall give
to all stiaer Parties tnereln written notice of Llt:c elaccion to proceed wWitn the Jrilling of saild well.

Failure to give such notice snall be deemed an 2lectisn not to participate in Drilling the well,

5, ZPPECT OF EZLECTION TO DRILL. If one or more, but not all of tae Partles, elect o proceed with tne
Orilling or che well, Unlt Operatcr shall drill txe well for the account of sucn Party or Parties on an
ier=age Basis among memse1VJe= Anc snall eonstitute the Drilling Party.

Any Party within the Oriiling Block wno lac nct oreviously elected to oarticipate in tne proposed well
may io co 2y written notice given to all other Fartlec within the DJrilling Block at any ctime before cperations
for tne Drilling of sae well are cormenced, ln wnicn event such Paruy shall e included in tne Drilling Party.
However, sucn Party snall ze tound oy any and ail Directions and Approvals theretofore given oy tne Orilling
Parzy concerning the Drilling cf tae well.

7. 3RIGHTS AND OBLIGATIONS CF DRILLING PARTY AND NCN-DRILLING PARTY. whenever an Zxploratory wWell i3 drilled
stnerwise <han for “ne account =T all Committad ..or‘kIng Tnterests witain tne Drilling 3lock, the provisions
of Article 12 dealing with Rignts and Obligaticnes of Drilling Party and Non-Jrilling Parties 3nall te apolicable.

S. RECUIRSD ORILLING. If an Zxploratory well 1s DOrilled as a required well in accordance witn Section 1C.43,
vae Drilling Slock for sucn well snall consist of all forty-acre subdivizlons and lots of the Public Land
Survey of dhic'\ more tnan one~nall of the surface area ls witnin a dlstance of 2,300 feet [rom %ne proposed
sottom nole location of 3uen well, but excluding tnerefrom all lands within a participating area theretofore
estaplisned for tne pocl or zone <o waicn the well i= to be Drilled; vprovided, nowaver, if the well ce one
resulting from "forced-pooling" as descrited in Arzicle 10.1 aereol, =ne Drilling 3lock cnail be those lands
under the Committed Interest:c wnicn appear witain tne spacing unit prescriced by tne suc ect order.

SART 2

ATTZMPTID © M?LETION DEEPENING FLUGQDIG BACK

1. CCMPLZTION ATTEMPT '.'HEH DRILLED. The astemptea completicn of any .ell wnen tae irilling tnereof reacnes
its projected deptn,and Itne eDPn-ng or Plugging 3ack of any 4ell notl zompleted as a2 producer at its projfectec
lepta, .;r‘.all se governed ty tne”following provisions, except that sail provisions saall not apply o a parti-
sular well Lf every Party entltiled to z.ae notice provided for In 3ubdivision A aereof nas consented =0
abandcnment and plugging of :zuch well:

A. lotice dy Unit Opsrator. After any well ..as reached it5 projected deptn and ceen tested, dut
Telfors production pipe nas oceen set tiherein, Unit Cperator snall give notice trnereof to each Party
“no particlpated in Drilling tne well, and to each additional Party, If any, wno was entitled to
participate %e:‘ein out elected not <c¢ do $o0, Zacn notice orovided for in tais section zhall ve

zZiven by :el on ar rtelephone, Alsc Jefore abandoning a Development wWell wnic: nas been Drilled
-0 1ts pro ected deptn but not completed as a oroducer, Unit Operator shall give notice therecof to
each Party within <he rarticipating area involved,

2. Rigat to Attemp: Completion, Jeepen or Plug 3ack. Zaca Party wno parsicipated in tne Drilling of
3 wWel.l concerning .nicn not.ce L1t Zaven i accordance witl: subdivizion A hereof may initilate a
provosal to atiempt e completicn o, or o Deeven or Plug 3ack sucn well; orovided taat, in cne
atsence of tuca Initlatlon, any Party owning a Committed Yorking Interest in tiue ctract (as identified
in Ixatibit B to *ne Uni: Agreemen:) 3f land on wnicn zhe well 15 located ma- initlate a proposal
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o attempt tie ccempletion of, or to Deepen or Plug 3ack,
Pate In a prepesed operation, 3 Partit mucT nave She o
orking Interest in zae Oriliing 2lock taerezofore ez
sas tneretofore..een estasliished for zuc:
or Pluggzing Back operatisn as provided L

well, In order -o .e entitled o ¢
ctiate =ihe same or own a Committe:

aslis.n for suen well, or, ¢ 2rilling 3lock
1 well, in tne Drilling 2lock estatlisnad f¢r suen DJeepening
n the {cllowirg Paragrapa C.

ot~

2. 2ime and Manner of Ini:;ating Proposal. . perlod of
and tolldays] from and alter recelnt -
cnall e allowed withln unich a ?a."cv may

nty-four aours (exclusive =f 3acturdavs, sunuay
e notice reslerred to in Subdivision A ¢f :=nls Paragrapn 1
initiate a srovosal io complete, Deeoer. or Plug 3ack, and, L
2 case of oroposal to Deepen or Plug 3ack a well Drilled atc a Jevelooment “ell, iesiznate a “r”li'x;
3lock f'or guch preposed operation, f cne Las not previcusly seen desiznatei Sor cuck well. Any Iuca
oroposal shall jse initiated oy Ziving notice tnereof :7 -elepacne or selegraph <S¢ each Party 2nc 2
<0 participate In the orouosed operation., I no sucn prsnosal i3 inltiaved witaln she geriod a;-v.veﬂ
tnerefor, Unit Operator z=nall acandon and plug 2and we

2. -le zion. If a propesal is initlated 2acn Party ent
5§ugging Back operations proposed in aczordance wi

..Je.*.:/ -four 1curs {exclusive of laturda Jundays and nolidays) Trom and afier receilpt of notlce 37
the initiation of any sucn operaticn wiain waien (e ™ at a meeting oOr oy selepnone) To esTabllis:
2 Drilling Block if tne estaglisament 27 3 Drill&n; Block s necessarv Jor tae procpcsed operations
(Following tnhe tame procedures In estayliz.ing a Drilling 3lock as sie procedures nrovided Jor L
1 of shis Ixaizit L for the estavlisamenc of 2 3rilling Slock for an Zxploratony 1Y and e notily
Unit “perator .y telepnone or telegrapn wnether or noT it 2lec¢ts to participata in she oroposed
operation. The failure of a Party <o signify its elsccion witnin tne <ime required snall se isemed =2
conatitute an election not to participate .n e propcsed operation.

zled co participate 1n any completing, Deepening
a Subdivision C aoove siaall nave a period of

gars

13

. ZEZffect of Zlection. The Party or Partles electing to participate in an attempt o comple%e, or =¢
epen or Plug ¢k, a well as above provided snall constitute tne Drilling Party Jor sucn operation,
Zaca Party wno lz entliled to make such election but falls to dv 5o as above provided, snall ce ieemed
0 nave 2lected not to participate in such operation. Such orceration snall se conducted oy Unis
Operator for the account of “ne Party or Parties g.onsc-.".ut;ing the Jrilling ?art; on an acreage vacl
among taemselves, suo ect, anowever, o the provisions of Parazraon 4 of Parc 2 of tais Zxhtols 4
dealing witn Conflicts, and Paragrapn > of Part 2 of zais Zxaillt - dealing with Deepening or Plugging
Back to Participating Area.
?. Stand-By Riz Time. S5tand-oy cime pald for tne rig on a well until expirat.on of =ne perioa <f ‘crsvy
2ight nours allowed for the initlation of and election 5o parcicipate ir an atzempt to complece, 2r o
Deepen or ?lug Back, such well, caall Je cnarged and dorne as parc of tne Cost: incurred in Drilllng
the well. Thereafter sucn stand-oy Sime ziall Je caarged S0 and dorne by tnae Party or Parties wao
elect <o participate in the attempt to comvnleve, or tc Deepen or Plug Back, tae well, whether or not
such Party or Parties snali proceed wita such operation. However, 1iff tae Party or Parties making
guca elecclon do not proceed with tie operation, the Costs incurred In plumging tae well snall bpe
cnarged and jorme as part of the Coste incurred in Drilling tne well.

2. MWT OF PROJUCING VELLS. A well completed az a producer of Unltized Sutstancec witnin a partic
pating a a shall be acandoned Tor plugging if and wien abandonment thereof -~eceives the Apuroval cf the Partie=
#ithin suc.. participating area, subject, however, to the provisions of Paragrapn 3 lereof concerning Deepening,
or °1ugging Back or Abandonment of P*oduc‘.ng wells. The abandonment of a well completed as a producer but nct

included a participating area snall te governed Ly the following provigions:

A. Consent Required. Sucn a well 3nall not ce acandoned for production from the pool or zone in wailen
TC 1z comp?e:ea except with tne consent of all Partles then owning tae well.

3. Avandonment Procedure. 1If tae abandonmenc of 3Juch a well receives tane Appreval of sne 2artiec wWao oun
The well, out ." not consgented o oy all sucn Parties, Unit Overator srall zive “:ritten notice
snereof to eacn Party then 1aving an interest in tae well who did no: ‘oin In suc.: Approval, ainy such
non-ioining Party uno objects to avandonment of the well {nherein called :ne ..on-aoandoning Party) may
zive written notice thereof to all other Parties (nerein called abandonmg ?ar zies) tnen naving
interests in the well, provided sucit notlce s given witiain tairty days after receipt of he notice
given oy Unit Operator. If sucn objection i3 so made, the non-zoandoning Party or Parties shall
fortawith pay to the acandening Partles taeir respective shares of “ne Salvaze Value of the well,
Upon the making of such payment, tae abandoning Parties snall ce deemed to nave reiinquisned unio the
non—a:andonj.m; Party or Parties all their operating rigats and working interest in she well, out only
“ilh respect %0 the pool or zone 1in whlich it (s then ccmpleted, and all their interest in -he naterials
and equipment in or pertalning to tne well, If there ic more taan one non-atandoning Party, tae
interest so relinquisned shall ce owned b :tiie non-acvandoning Partles, eacn in tae proportion taas isc
‘nterest in tne well Lears %o tine comblned nierest therein of all non-abandoning Parties immediately
prior fo such relinquisnment,

C. R!_.g?ts and Obl%tions of Non-Abandoning Party. After tae rellinquisnment acove proviied for, sucn well
2na oe operated oy Unit Operator [or thae account oi tne non-acandoning Party or Parties, wno shall
own all Production cherefrom and snall sear all Coste, Leasze Burdensz and scier Lurdens cnereafter
incurred in operating tas well and plw"‘—u; 1t wnen abandoned (unless tae well is :aken over for
Deepening or Plugging Sack as nereinafter provided), and also cae Jozts of any additional tankaze,
flow lines or other facilitles neeued <o meazure separately :tie Unitlzec 3uvsiances produced [rom tie
well; said operating Costs snall Include an overnead c.aarge comouied at tne giest per well rate
applicable %o the operation of a single nroducing well in accordance with Ixnibils 2, Lf such rate is
pravided. .

*. Option to Reg}_l:'c'nase Materials., I a2 well caken over . the non-abandoning Farty or Partiles as above
provide S aoandone ar nlugging witain six monthe after r2linquishment by :ne abandoning Parcies
of their interests cierein, eaca abandoniag larty shall aave the right at Lis optlon to repurchase
taat portlon of tiae materials and equipment salvoged rom tiie well equal o tie interest relinquisaed
3y it o tae non-abandoning Party or Parties, at tae value {iied therefor in accordance wisth
Supdivision B of this sectlion. Jaid option may de exerciced only ov written nocice given to Unit
Operator and tae non-acnandoning Par:y or Parcies witnin (lfteen days after receipt of tae notice ziven
oy Unit Operator pursuant to Paragraph ; iereof,.

. DZZPENING OR PLUGGING BACK ABANDONED PRODUCING LIS, Be[or‘- asandoning for olugzing any well compleced
as a oroducer 5 nitlzed Lsuobztances, Jn perator zaall, (1) L <ae Ie’l 1s wizhin a ’ar icipating Area, zive
Wwritten notice saereof to the Pacty or Parties ouniaj vommx..,eu .orking Intarectc in tae ctract of land on unicen
tne well Ls located, or {3) {f tae well 1= not uis nm a Particis \rea, give written noc:ce thereof to eaca
Party then owning an interest in uae well and io eaca additlonal Party, if any, swning Commitsea Working
Interests Lin tae tract of land upon wnicn tae well 's located. If no )ril*.ng Block has previously been
estaollsned for suca well and a Party rece‘vmg gucn notice Jes.re: tha2 Deepening or Plugging 3ack thereof, it
znall, witain fifteen days after” receipt of such notice, prcceed wit. e establisament of a Drilling Block for
sucn Well as provided in Paragrapns 1 and 3 of Part 1 of vals Ixalbiv 4. <ithin ten days after receipt of zuch
notice, lf a Orilling Block aas previously ceen 2ctaoclisned for suca well, or, if not previously established,
Witnin Ten days after a Drilling Block iz establisned for sucn well, tie Party desiring tne Deepening or
Plugging Back of such well zhall give notice tihereof in accordance wice Paragrapn 4 of Part 1 of thils Zxnibit &
and all of the provisions of Paragraphs 4, 5 and 5 of Part 1 of :ais Ex.iblt 4 snall apoly in tne same manner as
if tne proposed Deepening or Plugging 3ack were tae Drilling of an Zxploratory Well, suo ect, however, to tae
provisions of Paragrapn 4 of Part 2 of tanis Exhiult 4, dealing with Conflilcts, and Paragrapn 5 of Part 2 of this
Ixnioit 4, deallng wWith Deepening or Plugging Back to a Participacing Area. If no Party gives notice of
desire o Deepen or Plug Back sucn well witnin s=ald period of ten days, or Lf such notice is given tut no Party
elects to proceed witn the Deevening or Plugging Back of :ne well within tae time limit therefor, Unit Operator
snall abandon and plug the well for the account of she Party or Partles owning the well,
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-. CCNPLICTS., If zonflicting electlons
ne nreceding provisions of Parz 2 of

] ple:ior, DJeepen, cr Piug 3ack are mnage in accordance
144

However, if a
e

, dreference snall oce given {irst o a completion
cmpletion attemp:, a Deepening or Plugging Back does not
resul: Jnit Operator snall again Zive nctice in accordance #~it: Iuc-
iilvision A of Paragrapn 1 of Part 2 of tnis Zxniocit 4 sefore abandoaing tae well for olugging.

3. 2EZPENING OR PLUCGING 3ACK TC PAATICIPATING AREA. I a well ~italn the surface coundaries of a partici-
ting area s To Je Jeepened or rlugged cack to a D00i or zone IOr wnicn sucn participating area nas oeen
r

ap.lsned, sucn operation may be conducted only if it receives tne Approval of tne Parties witnin sucn
zicipating area, and upon sucn terms and zondliltions as may ve specified In sucn Approval.

5. RIGHTS AND OBLIGATIONS OF DRILLING PARTY AND NON-DRILLING PARTIES. Whenever an attempt to complete a
well 1% made,or a well 15 Deepened or ?lugged Sack, otnerwise -han lor the account of all Parties entitled to
participate tnereln, tne provisions of Article 12 dealing with Rignts and Obligations of Drilling Party and
Non-Drilling Parties snall apply.
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EXHIBIT 5

ATTACHED TO AND MADE A PART OF
THAT CERTAIN AGREEMENT ENTITLED

UNIT OPERATING AGREEMENT
CANADA OJITOS UNIT AREA
RIO ARRIBA COUNTY, NEW MEXICO

DATED MARCH 1, 1981

INSURANCE

addition to the insurance coverage set out in Article 16.2
Unit Operator shall carry the following insurance for the
and protection of the joint account:

Primary Comprehensive General Public Liability Insurance
with limits, (a) as to Bodily Injury of not less than One
Hundred Thousand Dollars ($100,000.00) for each person and
not less than Three Hundred Thousand Dollars ($300,000.00)
for each occurrence, and (b) as to Property Damage of not
less than One Hundred Thousand Dollars ($100,000.00) for
each claim arising out of one occurrence and One Hundred
Thousand Dollars ($100,000.00) for any number of claims
arising out of one occurrence.

Primary Comprehensive Automobile Public Liability Insurance

with limits, (a) as to Bodily Injury of not less than One
Hundrgd Thousand Dollars ($100,000.00) for each person and
not less than Three Hundred Thousand Dollars ($300,000.00)
for each occurrence, and (b) as to Property Damage of not
less than One Hundred Thousand Dollars ($100,000.00) for each
occurrence.

A Five Million Dollars {($5,000,000.00) single limit Umbrella
Liability Policy which shall follow the primary coverages
set ocut in Article 16.2 and Paragraphs 1 and 2 above, and
constitute excess protection as to primary limits per
occurrence, but also shall extend to cover certain hazards
not covered by the primary, subject to a returned deductible
of Twenty-Five Thousand Dollars ($25,000.00), notably
Underground Property Damage, Damage to Property of others
in care, custody and control of the operator.

The premiums for all such insurance shall be charged to the joint

account.

It is understood and agreed that Unit Operator shall not

carry insurance covering loss by fire, windstorm, explosion or tornado
to lease equipment or lease products, or any other insurance for the
joint account except by mutual agreement of the parties hereto.

COUOA~-3181 EXHIBIT 5




EXHIBIT 6

ATTACHED TO AND MADE A PART OF
THAT CERTAIN AGREEMENT ENTITLED

UNIT OPERATING AGREEMENT
CANADA OJITOS UNIT AREA
RIO _ARRIBA COUNTY, NEW MEXICO

DATED MARCH 1, 1981
EQUAL OPPORTUNITY CLAUSE

A. During the performance of this contract, the CONTRACTOR agrees as follows:

(1)

(2)

{3)

(4)

(5)

(6)

m

The CONTRACTOR will not discriminate against any employee or applicant for employment
because of race, color, religion, sex or national origin. The CONTRACTOR will take
affirmative action to ensure that applicants are employed and that employees are treated
during employment, without regard to their race, color, religion, sex, or national
origin. Such action shall include, but not be limited to the following: Employnment,
upgrading, demotion, or transfer, recruitment or recruitment advertising; layoff or
termination; rates of pay or other forms of compensation; and selection for training,
including apprenticeship. The CONTRACTOR agrees to post in conspicuous places, available
to employees and applicants for employment, notices to be provided by the contracting
officer setting forth the provisions of this nondiscrimination clause.

The CONTRACTOR will, in all solicitations or advertisements for employees placed by or
on behalf of the CONTRACTOR, state that all gualified applicants will receive
consideration for employment without regard to race, color, religion, sex, or national
origin.

The CONTRACTOR will send to each labor union or representative of workers with which he
has a collective bargaining agreement or other contract or understanding, a notice to
be provided by the agency contracting officer, advising the labor union or workers'
representative of the CONTRACTOR'S commitments. under Section 202 of Executive Order 11246
of September 24, 1965, and shall post copies of the notice in conspicuous places available
to employees and applicants for employment.

The CONTRACTOR will comply with all provisions of Executive Order 11246 of September 24,
1965, and of the rules, regulations, and relevant orders of the Secretary of Labor.

The CONTRACTOR will furnish all information and reports required by Executive Order 11246
of September 24, 1965, and by the rules, regulations, and orders of the Secretary of
Labor, or pursuant thereto, and will permit access to his books, records and accounts
by the contracting agency and the Secretary of Labor for purposes of investigation to
ascertain compliance with such rules, regulations, and orders.

In the event of the CONTRACTOR'S noncompliance with the nondiscrimination clauses of this
Agreement or with any of sguch rules, regulations, or orders, this Agreement may be
cancelled, terminated or suspended in whole or in part and the CONTRACTOR may be declared
ineligible for further Government contracts in accordance with procedures authorized in
Executive Order 11246 of September 24, 1965, and such other sanctions may be imposed and
remedies invoked as provided in Bxecutive Order 11246 of September 24, 1965, or by rule,
regulation, or order of the Secretary of Labor, or as otherwise provided by law.

The CONTRACTOR will include the provisions of paragraphs (1) through (7) in every
subcontract or purchase order unless exempted by rules, regulations, or orders of the
Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of September
24, 1965, so that such provisions will be binding upon each subcontractor or vendor.
The CONTRACTOR will take such action with respect to any subcontract or purchase order
as the contracting agency may direct as a means of enforcing such provisions including
sanctions for noncompliance: Provided, however, that in the event the CONTRACTOR becomes
involved in, or is threatened with, litigation with a subcontractor or vendor as a result
of such direction by the contracting agency, the CONTRACTOR may request the United States
to enter into such litigation to protect the interests of the United States.

B. If required to do so by Federal law, regulation, or order, CONTRACTOR agrees that he shall:

(1)

(2)

Pile with the Office of Federal Contract Compliance or agency designated by it, a complete
and accurate report on Standard Form 100 (BBO-1l) within 30 days after the signing of this
Agreement (unless such a report has been filed in the last 12 months), and continue to
file such reports annually, on or before March 3lst:

Develop and maintain a written affirmative action compliance program for each of its
establishments in accordance with the regulations of the Secretary of Labor promulgated
under Executive Order 11246, as amended.

couoa-3181 EXHIBIT 6
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ZXPENSE INTERESTS FIFTEENTH EXPANDED PARTICIPATING AREA - CANADA QJITOS UNIT 6/23/86
INCLUDING SEARING OF EXPENSES TO ALL PARTICIPANTS ON A PROPORTIONATE BASIS FOR THE COSTS ACCRUING
= TO THE NON-CONSENTING INTERESTS OF BLACKBIRD AND MOUNTAIN STATE

INTERESTS OF BLACKBIRD AND MOUNTAIN STATES

(BASED ON INTERESTS AFTER GENERAL AMERTCAN PRODUCTION PAYMENT)
EFFECTIVE APRIL 1, 1986)

12TH EXPANDED P.A. ADDED BY 15TH P.A.
OWNERS UNDER (AFTER G.A. P.P.) (BEFORE G.A. P.P.) TOTAL 1STH EXPANDED P.A.
1983 POOLING AGREEMENT PERCENT ACRES PERCENT ACRES ACRES PERCENT
(1) (2) (3) (9 (5) (6)
3-MG 5.909704 2043.9426 5.909704 952.9698 2996.9124 5.905632
Anderson Estate 1.224957 423.6662 1.224957 197.5050 621.1712 1.224063
Amco, Inc. 4.907215 1697, 2197 6.270585 1011.0330 2708.2527 5.336807
Tam Bolack 4,182551 1446. 5859 4.182551 674. 3704 2120.9563 4.179497
Carpenter Carp. 2.091276 723.2931 2.091276 337.1853 1060. 4784 2.089749
Albert R. Greer 2.97271 1028.3418 2.97271 479.3931 1507. 7349 2.971100
Greer Enterprises 7.240412 2504.1841 8. 613824 1388.8434 3893.0275 7.671491
8111 L. Harbert 0. 609550 210.8202 0. 609550 98,2803 309.1005 0. 609105
Jack London, Jr. 1. 714144 592.8575 1.714144 276.3787 869.2362 1.712893
Montin-darbert Pipeline  10.457673 3616.9127 11.021724 1777.0793 5393.9920 10. 629250
Wu. V. dontin 2.770076 958, 0643 3.428288 552.7574 1510.8217 2.9771.83
Jessie 3tanley 0.317299 109.7417 0.317299 51.1595 160.9012 0.317067
Virgil L. Stoabs 6.759809 2337.9618 8.143279 1312.9754 3650.9372 7.194435
Rocky Mountain (IND) 5.583105 1930. 9846 5.916026 953.8660 2884.8506 5. 684806
Rocky Mountain (#AJ) 1.367298 472.8964 1.448829 233.6008 706. 4972 1.392204
Sun Exploration & Prod.  16.549270 5723, 7652 16.722303 2696, 2077 8419,9729 16.592163
Stoabe 0il Carp. (SOC) 2.711338 937.7491 2.711338 437.1605 1374.9096 2.709358
Scanlon Trust 1.256894 434.7120 1.256894 202.6543 °  637.3663 1.255976
General American RM MAJ*  0.081532 28.1988 0.000000 0.0000 28.1988 0.055568
General American RM IND*  0.332920 115.1444 0.000000 0.0000 115.1444 0.226%00
General American (IND)* 5.342515 1847.7735 0..000000 0.0000 1847.7735 3.641171
General American (SUN)* 0.173033 59.8456 0..000000 0.0000 59,8456 0.117930
Southland Royalty Co. 4.212777 1457.0399 4.212177 679. 2439 2136.2838 4.209701
Union Texas Petraleun 0.309307 106.9776 0.309307 45,5222 152.4998 0.30051.2
AG. Hill 1.191970 412.2573 1.191970 192.1864 604. 4437 1.191100
Koch Explaration 3.663017 1266.8987 3.663017 590. 6038 1857.5025 3.660343
Excel Energy 0.481733 166. 6132 0.481733 77.6719 244, 2851 0.481381
Dugan Production 2.058855 712.0799 2.058855 331.9579 1044.0378 2.057352
Ralph Gilliland 0.150542 52.0668 0.150542 24,2725 76.3393 0.150432
Reading & Bates 0.603139 208. 6029 0.603139 97.2467 305.8496 0.602699
Hooper, Kimball, etc. 0.603139 208. 6029 0.603139 97.2467 305. 8496 0. 602699
eC, Ltd 0.282427 97.6808 0.2682427 45.5369 143,277 0.282221
Ibex Partnership 0.282427 97.6808 0.282427 45.5369 143, 2177 0.282221
Warren Clark Trust 0.014725 5.0928 0.014725 2.3742 7.4670 0.014714
Caralyn Clark Oatman 0.015829 5.4746 0.015829 2.5522 8.0268 0.015817
W. Clark Test'y Trust 0.007731 2.6738 0.007731 1.2465 3.9203 0.007726
Jerame Mclugh 1.415998 489.7400 - 1.415998 228.3074 718.0474 1.414964
Duer Wagner 0.150542 52.0668 0.150542 24.2725 76.3393 0.150432
Sub-Total 100. 000000 34586.2100  100.000000  16119.1985 50705. 4085 99, 918662
OWRERS HOT UNDER
1983 POOLING AGREEMENT
4.J. darvey 0.000000 0.0000 0.000000 41.2765 41.2765 0.081338

TOTAL ALL OWNERS 100. 000000 34586. 2100 100. 000000 16160. 4750 50746. 6850 100. 000000







CANADA OJITOS UNIT

ALLOCATION OF PRODUCTION
TO OQOUPA 2ND AND OOUPA 3RD AREAS

Total COUPA 2ND* COUPA 3RD**
Aeighted Welgnted Peroent of Welghted Percent of
Acres Acres Part. Area Acres Part. Area
12th Rev. 34,586.21 34,586.21  100.000000 0 0
13th Rev. 49,183.835 34,586.21 70. 320279 14,597.625 29.679721
14th Rev. 49,343.835 34,586.21 70.092262 14,757.625 29.907738
15th Rev. 50,746.685 34,586.21 68.154619 16,160.475 31.845381

* (QOUPA 2nd area is that part of the unit area that comprises the 12th revision of
the Niobrara-Greenhorn participating area.

** COUPA 3rd area is that part of the 1Sth revision of the Niobrara-Greenhorn
participating area that lies within the area added by the unit's 3rd expansion.
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STIPULATION OF INTEREST
AND
AUTHORITY TO DISTRIBUTE

CANADA QJITOS UNIT NIOBRARA-GREENHORN PARTICIPATING AREA

EFFECTIVE WITH TWELFTH EXPANSION (8-1-72)
EXHIBIT "A" (PART I: FEDERAL - 12-1/2% ROYALTY)

SUMMARY SHEET FOR FEDERAL LAND

TRACTS: 1-7, /&, 8-1I, 1Ia, 12, 12a, 13, 13a, 13B, 14, 14a, 15-17, 17a, 18-36, 36a, 368, 37,
37a, 38, 387, 39-66, 66A, 67-68, 68A, 68B, 69-72, 72A, 73, 73A, 74-84, 87-94, 94a, 95,
102-105, 127, 129-130, 132-135, 138-149
OWNERSHIP SCHEDULE TAKEN FROM EXHIBIT "C" OF TWELFTH EXPANSION

SUM OF TRACT PERCENTAGE: 92.544482% OF PARTICIPATING ARFA

FOYALTY: U.S.A. 12-1/2% OF 92.544482% = 11.568060% OF GROSS PRODUCTION

RECAP
ORERS
PARTICIPATION
Sum (of (Percent of
Individual production
tracts) of after royalty
“relative™* and taxes of
production all federal
after roy. tracts with
and taxes 12-1/2% royalty)
Overriding Foyalty 4.011470 4,334640
Production Fayments 0.674507 0.728846
Unleased an¢ Uncaommi tted 0.037703* 0.040740
Working Interest 87.820802 94.895774
TOML 92.544482 100.000000

* Outstanding federal unleased interest:

.037703% of COUPA 2nd

.037703% x .68154619 of whole unit

.022970% of unit area (after 15th revision of participating area).

8172 SUMAARY - LAND CIASSIFICATION: FEDERAL - 12-1/2% ROYALTY
41477-62171-40481-42781-42881~42582-010183-120783~020184~-032284-080586




STIPULATION OF INTEREST
AND
AUTHORITY TO DISTRIBUTE

NIOBRARA-GREENHORN

[H TWELFTH EXPANS

CANADA QJ. UNIT
[ ;7:"‘77 -

PARTICIPATING AREA
;S §=-1-72)

SUMMARY SHEET FOR PATENTED LAND

: v v r ¢ . 115, 16, 117, 118, 119, 120, 121, 122, 123, 124, 125, 126,
152, 154, 155, 156, 157, 158, 159
ORNERSHIP SCHEOULE TAKEN FROM EXHIBIT "C* OF TWELFTH EXPANSION

SUM OF TRACT PERCENTAGE: 3.515074% OF PARTICIPATING ARFA

ROYALTY: PATENTED LAND

Recap
OWNERS
Sum (of PARTICIPATION
Individual (Percent of
tracts) of production
"relative"* allocated to
production patented lands
after taxes after taxes)
Basic Royalty 0.448737 12,766075
Unleased 1/& Royalty 0.001224 0.034821
Overriding Royalty 0.022908 0.651707
production Payments : 0.010730 0.305257
Unleased Warking Interest (Mineral Interest) 0.008567* 0.243722
Working Interest 3.022908 85.998418
Totals 3.515074 100.000000

* Unleased Mineral Interest:
.008567% of COUPA 2nd
= ,008567% of .68154619 of whole unit
= ,005839% of unit area (after 15th revision of participating area).

* Share a8 to each owner of tract's "relative” participation in total unit production (relative;to sum of
participations of all tracts in same land classification, i.e. Patented).

8172 SUMMARY - LAND CLASSIFICATION: PATENTED
41477-22381-31181-40181-42781-51881-42582-52882-010183~120783-032284-100485-080586




