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UNIT AGREEMENT 

FOR THE DEVELOPMENT AND OPERATION 

OF THE 

CANAOA OJITOS UNIT AREA $ E ® E HI E [j, 
COUNTY OF RIO ARRIBA 

STATE OF NEW MEXICO IS 3 3 

NO. L). S. GEOLOGICAL SURVEY 
ROSWELL, NEW MEXICO 

THIS AGREEMENT, entered into as of the f i r s t day of 

A p r i l , 19 63 . by and between the par t ies subscr ib ing, r a t i f y i n g , 

or consenting hereto, and herein referred to as the "pa r t i es here to , " 

WITNESSETH: 

WHEREAS the par t ies hereto are the owners of working, roya l t y , or other 

o i l and gas in te res ts in the u n i t area subject to th is agreement; and 

WHEREAS the Mineral Leasing Act of February 25, 1920, 41 Stat . 437, as 

amended, 30 U. S. C. Sees. 181 et seq. , authorizes Federal lessees and the i r 

representat ives to un i te w i th each other , or j o i n t l y or separately w i th o thers , 

in c o l l e c t i v e l y adopting and operat ing a cooperative or u n i t plan of development 

or operat ion of any o i l or gas pool,, f i e l d , or l i k e area, or any part thereof 

fo r the purpose of more properly conserving the natural resources thereof 

whenever determined and c e r t i f i e d by the Secretary of the I n t e r i o r to be 

necessary or advisable in the publ ic i n te res t ; and 

WHEREAS the par t ies hereto hold s u f f i c i e n t in terests in the Canada Oj i tos 

Uni t Area covering the land here inaf te r described to give reasonably e f f e c t i v e 

control o f operations there in ; and 

WHEREAS, i t is the purpose of the par t ies hereto to conserve natural 

resources, prevent waste, and secure other benef i ts obtainable through 

development and operat ion of the area subject to th is agreement under the 

terms, cond i t ions, and l i m i t a t i o n s herein set f o r t h ; 

NOW, THEREFORE, in considerat ion of the premises and the promises herein 

contained, ttie par t ies hereto commit to th is agreement the i r respect ive in terests 

in the below-defined un i t area, and agree several ly among themselves as fo l lows: 

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

February 25, 1920, as amended, supra, and a l l v a l i d per t inent regu la t ions, 
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including operating and un i t plan regu la t ions, heretofore issued thereunder or 

v a l i d , pe r t inen t , and reasonable regulat ions hereaf ter issued thereunder are 

accepted and made a part of t h i s agreement as to Federal lands, provided such 

regulat ions are not inconsistent wi th the terms of t h i s agreement; and as to 

non-Federal lands, the o i l and gas operat ing regulat ions in e f f e c t as of the 

e f f e c t i v e date hereof governing d r i l l i n g and producing operat ions, not 

inconsistent w i th 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 th is 

agreement. 

2. UNIT AREA. The area spec i f ied on the map attached hereto marked 

exh ib i t A is hereby designated and recognized as cons t i t u t i ng the u n i t area, 

containing 35,829.84 acres, more or less . 

Exh ib i t A snows, in add i t ion to the boundary of the un i t area, the 

boundaries and i den t i t y of t rac ts and leases in said area to the extent known 

to the Unit Operator. Exhib i t B attached hereto is a schedule snowing to 

the extent known to the Unit Operator the acreage, percentage, and kind of 

ownership of o i l and gas in teres ts in a l l land in the un i t area. However, 

nothing herein or in said schedule or map shal l be construed as a representation 

by any party hereto as to the ownership of any in te res t other than such in te res t 

or in te res ts as are shown in said map or schedule as owned by such par ty . 

Exhib i ts A and 8 shall be revised by the Unit Operator whenever changes in the 

un i t area render such rev is ion necessary, or when requested by the Oil and 

Gas Supervisor, here inaf ter referred to as "Supervisor" and not less than s ix 

copies of the revised exh ib i t s shall be f i l e d w i th the Supervisor. 

The above-described u n i t area shall when pract icab le be expanded to include 

therein any addi t ional t rac t or t rac ts regarded as reasonably necessary or 

advisable fo r the purposes of th is agreement, or shall be contracted to exclude 

lands not w i th in any pa r t i c i pa t i ng area whenever such expansion or contract ion 

is necessary or advisable to conform wi th the purposes of t h i s agreement. Such 

expansion or cont ract ion shall be ef fected in the fo l lowing manner: 

(a) Unit Operator, on i t s own motion or on demand of the Director of the 

Geological Survey, here inaf ter referred to as " D i r e c t o r , " a f t e r prel iminary 

concurrence by the Di rec tor , shall prepare a not ice of proposed expansion or 

contract ion describing the contemplated changes in the boundaries of the un i t 

area, the reasons therefor , and the proposed e f f ec t i ve ' da te thereof, preferably 
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the f i r s t day of a month subsequent to the date of no t i ce . 

(b) Said not ice shall be del ivered to the Supervisor, and copies thereof 

mailed to the las t known address of each working in teres t owner, lessee, and 

lessor whose in teres ts are a f fec ted , advising that 30 days w i l l be allowed for 

submission to the Unit Operator of any ob jec t ions . 

(c) Upon exp i ra t ion of the 30-day period provided in the preceding item 

(b) hereof, Unit Operator shall f i l e w i th the Supervisor evidence of mail ing of 

the not ice of expansion or contract ion and a copy of any object ions thereto 

which have been f i l e d w i th the Unit Operator, together wi th an app l ica t ion in 

s u f f i c i e n t number, for approval o f such expansion or contract ion and wi th 

appropriate j o inde rs . 

(d) A f te r due considerat ion of a l l per t inent in format ion, the expansion 

or contract ion s h a l l , upon approval by the D i rec tor , become e f f e c t i v e as of the 

date prescribed in the not ice thereof. 

(e) A l l legal subdivisions of un i t i zed lands ( i . e . , 40 acres by 

Government survey or i t s nearest l o t or t r ac t equivalent in instances of 

i r regu la r surveys, however, unusually large lo ts or t rac ts shall be considered 

in mul t ip les of 40 acres, or the nearest a l iquo t equivalent thereof, fo r the 

purpose of e l im ina t ion under th is subsect ion), no parts of which are e n t i t l e d 

to be in a pa r t i c i pa t i ng area w i th in 5 years a f t e r the f i r s t day of the month 

fo l lowing the e f f e c t i v e date of the f i r s t i n i t i a l pa r t i c i pa t i ng area establ ished 

under th i s u n i t agreement, shall be el iminated automat ical ly from th is agree­

ment, e f f e c t i v e as o f the f i r s t day therea f te r , and such lands shall no longer 

be a part of the u n i t area and shall no longer be subject to th is agreement, 

unless at the exp i ra t ion o f said 5-year period d i l i g e n t d r i l l i n g operations 

are in progress on un i t i zed lands not e n t i t l e d to p a r t i c i p a t i o n , in which event 

a l l such lands shall remain subject hereto for so long as such d r i l l i n g 

operations are continued d i l i g e n t l y , w i th not more than 90 days' time 

elapsing between the completion of one such well and the commencement of the 

next such w e l l , except that the time allowed between such wel ls shall not 

expire e a r l i e r than 30 days a f t e r the exp i ra t ion of any period of time during 

which d r i l l i n g operations are prevented by a matter beyond the reasonable 

control of un i t operator as set fo r th in the sect ion hereof e n t i t l e d 

"Unavoidable Delay"; provided that a l l legal subdivisions of lands not in a 

pa r t i c i pa t i ng area and not e n t i t l e d to become pa r t i c i pa t i ng under the 
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appl icable provisions of th is agreement w i th in 10 years a f t e r said f i r s t day of 

the month fo l lowing the e f f e c t i v e date of said f i r s t i n i t i a l pa r t i c i pa t i ng area 

shal l be el iminated as above spec i f i ed . Determination of c red i tab le "Unavoidable 

Delay" time shall be made by un i t operator and subject to approval of the 

D i rec tor . The un i t operator s h a l l , w i th in 90 days a f t e r the e f f e c t i v e date of 

any e l im ina t ion hereunder, describe the area so el iminated to the sa t i s fac t i on 

of the Director and promptly no t i f y a l l par t ies in i n te res t . 

I f condit ions warrant extension of the 10-year period spec i f ied in t h i s 

subsection 2 (e ) , a s ingle extension of not to exceed 2 years may be 

accomplished by consent of the owners of 90% of the current un i t i zed working 

in terests and 60% of the current un i t i zed basic roya l ty in teres ts (exclusive 

of the basic roya l ty in teres ts of the United States) , on a t o t a l -

nonpart ic ipat lng-acreage basis , respect ive ly , w i th approval of the Di rec tor , 

provided such extension app l i ca t ion is submitted to the Director not l a te r 

than 60 days p r i o r to the exp i ra t ion of said 10-year per iod. 

Any expansion of the un i t area pursuant to th i s section which embraces 

lands theretofore el iminated pursuant to th is subsection 2(e) shall not be 

considered automatic commitment or recommitment of such lands. 

3. UNITIZED LAND AND UNITIZED SUBSTANCES. Al l land committed to th i s 

agreement shall cons t i tu te land referred to herein as "un i t i zed land" or " land 

subject to th is agreement." A l l o i l and gas in any and a l l formations of the 

un i t i zed land are un i t i zed under the terms of th is agreement and herein are 

ca l led "un i t i zed substances." 

4 . UNIT OPERATOR. Bolack-Greer, I nc . , is hereby designated as Unit 

Operator and by signature hereto as Unit Operator agrees and consents to accept 

the duties and ob l iga t ions of Uni t Operator for the discovery, development, and 

production of un i t i zed substances as herein provided. Whenever reference is made 

herein to the Unit Operator, such reference means the Unit Operator act ing in that 

capacity and not as an owner of in te res t in unitized substances, and the term "working 

in teres t owner" when used herein shall include or refer to Unit Operator as the 

owner of a working in te res t when such an in te res t is owned by i t . 

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the 

r i gh t to resign at any time p r i o r to the establishment of a pa r t i c i pa t i ng area 

or areas hereunder, but such resignat ion shall not become e f f e c t i v e so as to 

release Unit Operator from the duties and ob l iga t ions of Unit Operator and 
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terminate Unit Operator'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 like manner and subject 

to like limitations as above provided at any time a participating area 

established hereunder is in existence, but, in all instances of resignation or 

removal, until a successor unit operator is selected and approved as hereinafter 

provided, the working interest owners shall be j o i n t l y 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 l i a b i l i t y for any default by i t hereunder occurring prior to the effective 

date of i t s 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 terminate its right, t i t l e , or interest as the owner of a working interest 

or other interest in unitized substances, but upon the resignation or removal 

of Unit Operator becoming effective, such Unit Operator shall deliver 

possession of alt 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 i f 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 OPERATOR. Whenever the Unit Operator shall tender his 

or its resignation as Unit Operator or shall be removed as hereinabove 

5 



I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

provided, or a change of Unit Operator is negotiated by working in te res t 

owners, the owners of the working in terests in the pa r t i c i pa t i ng area or 

areas according to t he i r respective acreage in terests in such pa r t i c i pa t i ng 

area or areas, or , u n t i l a pa r t i c i pa t i ng area shall have been estab l ished, the 

owners of the working in terests according to t he i r respective acreage 

in teres ts in a l l un i t i zed land, shall by major i ty vote select a successor Unit 

Operator: Provided, That, i f a major i ty but less than 75 per cent of the 

working in terests q u a l i f i e d to vote are owned by one party to th is agreement, a 

concurr ing vote of one or more addi t ional working in te res t owners shall be 

required to select a new operator . Such select ion shall not become e f f e c t i v e 

unt i 1 

(a) a Unit Operator so selected shal l accept in w r i t i n g the duties and 

respons ib i l i t i e s of Unit Operator, and 

(b) the se lect ion shal l have been f i l e d w i th the Supervisor. I f no 

successor Uni t Operator is selected and q u a l i f i e d as herein provided, the 

Director at his e lec t ion may declare th is un i t agreement terminated. 

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. I f the Unit 

Operator is not the sole owner of working in te res ts , costs and expenses 

incurred by Unit Operator in conducting un i t operations hereunder shal l be 

•< paid and apportioned among and borne by the owners of working i n te res ts , a l l 

in accordance wi th the agreement or agreements entered in to by and between the 

Unit Operator and the owners of working i n te res ts , whether one or more, 

separately or c o l l e c t i v e l y . Any agreement or agreements entered in to between 

the working in teres t owners and the Unit Operator as provided in th is sect ion, 

whether one or more, are herein referred to as the " u n i t operating agreement." 

Such u n i t operating agreement shall also provide the manner in which the 

working in te res t owners shall be e n t i t l e d to receive the i r respective pro­

port ionate and a l located share of the benef i ts accruing hereto in conformity 

w i th t he i r underlying operating agreements, leases, or other independent 

cont rac ts , and such other r igh ts and ob l iga t ions as between Unit Operator and 

the working in teres t owners as may be agreed upon by Unit Operator and the 

working in te res t owners; however, no such un i t operating agreement shall be 

deemed e i the r to modify any of the terms and condi t ions of th is un i t agreement 

or to re l ieve the Unit Operator of any r igh t or ob l i ga t ion establ ished under 

th i s un i t agreement, and in case of any inconsistency or c o n f l i c t between the 
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u n i t agreement and the un i t operat ing agreement, t h i s un i t agreement shall 

p r e v a i l . Three true copies of any un i t operating agreement executed pursuant 

to th is section should be f i l e d w i th the Supervisor, p r i o r to approval of th is 

uni t agreement. 

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise 

s p e c i f i c a l l y provided herein, the exclusive r i g h t , p r i v i l e g e , and duty of 

exercis ing any and a l l r igh ts of the par t ies hereto which are necessary or 

convenient fo r prospecting f o r , producing, s t o r i ng , a l l o c a t i n g , and d i s t r i b u t i n g 

the un i t i zed substances are hereby delegated to and shall be exercised by the 

Uni t Operator as herein provided. Acceptable evidence of t i t l e to said r igh ts 

shall be deposited w i th said Unit Operator and, together w i th th is agreement, 

shall cons t i t u te and define the r i g h t s , p r i v i l eges , and ob l iga t ions of Unit 

Operator. Nothing here in, however, shall be construed to t ransfer t i t l e to 

any land or to any lease or operating agreement, i t being understood that under 

t h i s agreement the Uni t Operator, in i t s capacity as Unit Operator, shal l 

exercise the r igh ts o f possession and use vested in the par t ies hereto only 

fo r the purposes herein spec i f ied . 

9. DRILLING TO DISCOVERY. Within 6 months a f t e r the e f f e c t i v e date 

hereof, the Uni t Operator shal l begin to d r i l l an adequate test well at a 

locat ion approved by the Supervisor, unless on such e f f e c t i v e date a well is 

being d r i l l e d conformably w i th the terms hereof, and thereaf ter continue such 

d r i l l i n g d i l i g e n t l y u n t i l the Gallup or Dakota formation has been tested or 

un t i l a t a lesser depth un i t i zed substances shall be discovered which can be 

produced in paying quan t i t i es ( t o - w i t : quant i t ies s u f f i c i e n t to repay the 

costs of d r i l l i n g , and producing operat ions, w i th a reasonable p r o f i t ) or the 

Unit Operator shall a t any time estab l ish to the sa t i s fac t i on of the Supervisor 

that fu r ther d r i l l i n g of said well would be unwarranted or impract icable, pro­

v ided, however, that Unit Operator shall not in any event be required to d r i l l 

said well to a depth in excess of 7650 feet fo r the Gallup and 9000 feet for 

the Dakota. Unt i l the discovery of a deposit o f un i t i zed substances capable 

of being produced in paying quan t i t i es , the Unit Operator shall continue d r i l l ­

ing d i l i g e n t l y one well at a t ime, al lowing not more than 6 months between the 

completion of one well and the beginning of the next w e l l , un t i l a well capable 

of producing un i t i zed substances in paying quant i t ies is completed to the sat­

i s fac t ion of said Supervisor or un t i l i t is reasonably proved that the un i t i zed 
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land is incapable of producing unitized substances in paying quantities in the 

formations drilled hereunder. Nothing in this section shall be deemed to limit 

the right of the Unit Operator to resign as provided in Section 5 hereof, or as 

requiring Unit Operator to commence or continue any d r i l l i n g during the period 

pending such resignation becoming effective in order to comply with the require­

ments of this section. The Director may modify the d r i l l i n g requirements of 

this section by granting reasonable extensions of time when, in his opinion, 

such action is warranted. 

Upon failure to comply with the d r i l l i n g 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 d r i l l three wells, namel 

two wells to test the Gallup formation and one well to test the Dakota 

formation. The Unit Operator may select the order of d r i l l i n g 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 SE£ of Section 9, 

Township 26 North, Range 1 West. The f i r s t well shall be commenced not less 

than six months after approval of this unit agreement, and the subsequent 

obligation wells must be commenced not later than six months after completion 

of the preceding well, regardless of whether i t is a producer or a dry hole. 

Any unit well commenced after October 1, 1962, w i l l count towards satisfying 

the three-well program even i f approval of the unit agreement is at a later 

date. The only extension of time the Director may grant for meeting the 

cr i t i c a l 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 f i r s t . 

Nevertheless, in the event d r i l l i n g of any of said three wells has not been 

commenced timely, this unit agreement shall automatically terminate effective 

the f i r s t day of the month following the default. 

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within 6 months after 

completion 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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1 when approved by the Supervisor, shall cons t i tu te the fu r ther d r i l l i n g and 1 

2 operating ob l iga t ions of the Unit Operator under th is agreement for the period 2 

3 speci f ied there in . Thereaf ter , from time to time before the exp i ra t ion of any 3 

4 ex is t ing p lan, the Unit Operator shall submit fo r the approval of the 4 

5 Supervisor a plan fo r an addi t ional speci f ied period for the development and 5 

6 operat ion of the un i t i zed land. 6 

7 Any plan submitted pursuant to th is section shall provide for the 7 

8 exp lorat ion o f the un i t i zed area and for the d i l i g e n t d r i l l i n g necessary for 8 

9 determination of the area or areas thereof capable of producing un i t i zed 9 

10 substances in paying quant i t ies in each and every productive formation and 10 

11 shal l be as complete and adequate as the Supervisor may determine to be 11 

12 necessary fo r t imely development and proper conservation of the o i l and gas 12 

13 resources of the un i t i zed area and shall 13 

14 (a) speci fy the number and locat ions of any wel ls to be d r i l l e d 14 

15 and the proposed order and time for such d r i l l i n g ; and 15 

16 (b) to the extent pract icable speci fy the operating pract ices 16 

17 regarded as necessary and advisable fo r proper conservation of natural 17 

18 resources. 18 

19 Separate plans may be submitted fo r separate productive zones, subject to 19 

20 the approval o f the Supervisor. 20 

21 Plans shall be modif ied or supplemented when necessary to meet changed 21 

22 condi t ions or to protect the in teres ts of a l l par t ies to th i s agreement. 22 

23 Reasonable d i l igence shall be exercised in complying w i th the ob l iga t ions 23 

24 of the approved plan of development. The Supervisor is authorized to grant 24 

25 a reasonable extension of the 6-month period herein prescribed for sub- 25 

26 mission of an i n i t i a l plan o f development where such act ion is j u s t i f i e d 26 

27 because of unusual condi t ions or circumstances. A f te r completion hereunder 27 

28 of a well capable of producing any un i t i zed substance in paying quan t i t i es , 28 

29 no fu r ther we l l s , except such as may be necessary to a f fo rd pro tect ion 29 

30 against operations not under th i s agreement or such as may be s p e c i f i c a l l y 30 

31 approved by the Supervisor, shal l be d r i l l e d except in accordance w i th a 31 

32 plan of development approved as herein provided. 32 

33 11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of 33 

34 producing un i t i zed substances in paying quant i t ies or as soon thereaf ter as 34 

35 required by the Supervisor, the Unit Operator shall submit for approval by 35 
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the D i r e c t o r a s c h e d u l e , based on s u b d i v i s i o n s o f t he p u b l i c - l a n d survey o r 

a l i q u o t p a r t s t h e r e o f , o f a i l u n i t i z e d l and then regarded as reasonably p roved 

t o be p r o d u c t i v e o f u n i t i z e d substances i n pay ing q u a n t i t i e s ; a l l lands i n s a i d 

schedu le on approva l o f the D i r e c t o r t o c o n s t i t u t e a p a r t i c i p a t i n g a r e a , 

e f f e c t i v e as o f the date o f c o m p l e t i o n o f such w e l l o r the e f f e c t i v e date o f 

the u n i t agreement , wh icheve r i s l a t e r . The acreages o f bo th Federal and non -

Federal lands s h a l l be based upon a p p r o p r i a t e compu ta t i ons f rom the courses and 

d i s t a n c e s shown on the l a s t approved p u b l i c - l a n d survey as o f the e f f e c t i v e 

date o f the i n i t i a l p a r t i c i p a t i n g a r e a . Said schedu le a l s o s h a l l s e t f o r t h 

t h e pe rcen tage o f u n i t i z e d substances to be a l l o c a t e d as h e r e i n p r o v i d e d t o 

each u n i t i z e d t r a c t i n the p a r t i c i p a t i n g area so e s t a b l i s h e d , and s h a l l govern 

the a l l o c a t i o n o f p r o d u c t i o n f rom and a f t e r the da te the p a r t i c i p a t i n g area 

becomes e f f e c t i v e . A sepa ra te p a r t i c i p a t i n g area s h a l l be e s t a b l i s h e d i n l i k e 

manner f o r each sepa ra te pool o r d e p o s i t o f u n i t i z e d substances o r f o r any group 

t h e r e o f produced as a s i n g l e pool o r zone, and any two o r more p a r t i c i p a t i n g 

areas so e s t a b l i s h e d may be combined i n t o one w i t h t h e consent o f the owners 

o f a l l w o r k i n g i n t e r e s t s i n t he lands w i t h i n the p a r t i c i p a t i n g areas so to be 

combined , on approva l o f the D i r e c t o r . The p a r t i c i p a t i n g area o r a reas so 

e s t a b l i s h e d s h a l l be r e v i s e d f rom t ime to t i m e , s u b j e c t to l i k e a p p r o v a l , when­

eve r such a c t i o n appears p rope r as a r e s u l t o f f u r t h e r d r i l l i n g o p e r a t i o n s o r 

o t h e r w i s e to i n c l u d e a d d i t i o n a l l and then regarded as reasonab ly proved to be 

p r o d u c t i v e i n pay ing q u a n t i t i e s ' , o r t o e x c l u d e l a n d then regarded asTreasonab ly 

proved n o t t o be p r o d u c t i v e i n pay ing q u a n t i t i e s and the percen tage o f 

a l l o c a t i o n s h a l l a l s o be r e v i s e d a c c o r d i n g l y . The e f f e c t i v e da te o f any r e v i s i o n 

s h a l l be the f i r s t o f the month i n wh ich i s o b t a i n e d the knowledge o r i n f o r m a t i o n 

on wh ich such r e v i s i o n i s p r e d i c a t e d , p r o v i d e d , however, t h a t a more a p p r o p r i a t e 

e f f e c t i v e date may be used i f j u s t i f i e d by the U n i t Opera to r and approved by 

the O i r e c t o r . No l and s h a l l be exc luded f rom a p a r t i c i p a t i n g area on account 

o f d e p l e t i o n o f the u n i t i z e d subs tances . 

I t i s the i n t e n t o f t h i s s e c t i o n t h a t a p a r t i c i p a t i n g area s h a l l 

r e p r e s e n t the area known o r reasonab ly e s t i m a t e d t o be p r o d u c t i v e in pay ing 

q u a n t i t i e s ; b u t , r e g a r d l e s s o f any r e v i s i o n o f the p a r t i c i p a t i n g a r e a , n o t h i n g 

h e r e i n c o n t a i n e d s h a l l be c o n s t r u e d as r e q u i r i n g any r e t r o a c t i v e ad jus tmen t 

f o r p r o d u c t i o n o b t a i n e d p r i o r to the e f f e c t i v e date o f the r e v i s i o n o f t he 

p a r t i c i p a t i n g a r e a . 

10 



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

In the absence of agreement at any time between the Unit Operator and the 

Director as to the proper d e f i n i t i o n or r ede f i n i t i on of a pa r t i c i pa t i ng area, 

or un t i l a pa r t i c i pa t i ng area has, or areas have, been establ ished as provided 

here in, the por t ion of a l l payments a f fec ted thereby may be impounded in a 

manner mutually acceptable to the owners o f working in te res ts , except 

roya l t ies due the United States, which shall be determined by the Supervisor 

and the amount thereof deposited, as d i rected by the Supervisor, to be held as 

unearned money u n t i l a pa r t i c i pa t i ng area is f i n a l l y approved and then appl ied 

as earned or returned in accordance wi th a determination of the sum due as 

Federal roya l ty on the basis of such approved pa r t i c i pa t i ng area. 

Whenever i t is determined, subject to the approval of the Supervisor, 

that a well d r i l l e d under th i s agreement is not capable of production in 

paying quant i t ies and inc lus ion of the land on which i t is s i tuated in a 

pa r t i c i pa t i ng area is unwarranted, production from such well s h a l l , for the 

purposes of settlement among a l l par t ies other than working in te res t owners, 

be a l located to the land on which the well is located so long as such land is 

not w i t h i n a pa r t i c i pa t i ng area establ ished for the pool or deposit from which 

such production is obtained. Settlement fo r working in te res t benef i ts from 

such a well shall be made as provided in the un i t operating agreement. 

12. ALLOCATION OF PRODUCTION. A l l un i t i zed substances produced from each 

pa r t i c i pa t i ng area establ ished under th is agreement, except any part thereof 

used in conformity w i th good operating pract ices w i th in the un i t i zed area for 

d r i l l i n g , operat ing, camp and other production or development purposes, fo r 

repressuring or recycl ing in accordance w i th a plan of development approved by 

the Supervisor, or unavoidably l o s t , shall be deemed to be produced equal ly on 

an acreage basis from the several t rac ts of un i t i zed land of the pa r t i c i pa t i ng 

area establ ished f o r such production and, fo r the purpose of determining any 

benef i ts accruing under th is agreement, each such t rac t of un i t i zed land shall 

have a l located to i t such percentage of said production as the number of acres 

of such t rac t included in said pa r t i c i pa t i ng area bears to the to ta l acres of 

un i t i zed land in said pa r t i c i pa t i ng area, except that a l l oca t i on of production 

hereunder for purposes other than for settlement of the roya l ty , over r id ing 

roya l ty , or payment out of production ob l iga t ions of the respective working 

in te res t owners, shall be on the basis prescribed in the un i t operating 

agreement whether in conformity w i th the basis of a l l oca t i on herein set fo r th 
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or otherwise^ I t 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 f i r s t gas withdrawn 

from such last-mentioned participating area for sale during the l i f e of this 

agreement shall be considered to be the gas so transferred until an amount 

equal to that transferred shall be so produced for sale and such gas shall be 

allocated to the participating area from which i n i t i a l l y 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, d r i l l 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 i f 

such location is not within said participating area, unless within 90 days of 

receipt of notice from said party of his intention to d r i l l the well the Unit 

Operator elects and commences to d r i l l 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 i t 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 we!1 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 j u s t i f y the inclusion in a parti c i ­

pating area of the land upon which such well is situated, such well may be 

operated and produced by the party d r i l l i n g 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 1 ease'and 

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 un i t i zed hereunder produced from any t r a c t , shall hereaf ter 

be e n t i t l e d to the r i gh t to take in kind the i r share of the un i t i zed substances 

a l located to such t r a c t , and Unit Operator, or in case of the operat ion of a 

well by a working in te res t owner as herein in special cases provided f o r , such 

working in te res t owner, shall make de l i ve r ies of such roya l ty share taken in 

kind in conformity w i th the appl icable cont racts , laws, and regulat ions. 

Settlement fo r roya l ty in te res t not taken in kind shall be made by working 

in teres t owners responsible therefor under ex is t ing cont rac ts , laws and 

regulat ions on or before the las t day of each month fo r un i t i zed substances 

produced during the preceding calendar month; provided, however, that nothing 

herein contained shal l operate to re l ieve the lessees of any land from the i r 

respective lease ob l iga t ions fo r the payment of any roya l t ies due under the i r 

leases. 

I f gas obtained from lands not subject to th is agreement is introduced in to 

any p a r t i c i p a t i n g area hereunder, fo r use in repressuring, s t imula t ion of 

product ion, or increasing, u l t imate recovery, which shall be in conformity wi th 

a plan f i r s t approved by the Supervisor, a l i k e amount of gas, a f t e r settlement 

as herein provided fo r any gas t ransferred from any other pa r t i c i pa t i ng area 

and w i th due allowance for loss or deplet ion from any cause, may be withdrawn 

from the formation in to which the gas was introduced, roya l ty free as to dry 

gas, but not as to the products extracted therefrom; provided that such w i t h ­

drawal shal l 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 prac t ice ; and provided fu r the r , that such r i gh t of 

withdrawal shall terminate on the terminat ion of th is un i t agreement. 

Royalty due the United States shall be computed as provided in the 

operating regulat ions and paid in value or del ivered in kind as to a l l un i t i zed 

substances on the basis of the amounts thereof a l located to un i t i zed Federal 

land as provided herein at the rates speci f ied in the respective Federal leases, 

or a t such lower rate or rates as may be authorized by law or regula t ion; 

provided, that for leases on which the roya l ty rate depends on the da i l y 

average production per w e l l , said average production shall be determined in 

accordance wi th the operating regulat ions as though each pa r t i c i pa t i ng area 

were a s ingle consolidated lease. 

15. RENTAL SETTLEMENT. Rental or minimum roya l t ies due on leases 

13 
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committed hereto shall be paid by working in te res t owners responsible therefor 

under ex i s t i ng cont racts , laws, and regulat ions, provided that nothing herein 

contained shall operate to re l ieve the lessees of any land from the i r 

respective lease ob l iga t ions fo r the payment of any rental or minimum royal ty 

in l i eu thereof due under the i r leases. Rental or minimum royal ty for lands of 

the United States subject to th is agreement shall be paid at the rate speci f ied 

in the respective leases from the United States unless such rental or minimum 

roya l ty is waived, suspended, or reduced by law or by approval of the Secretary 

or his duly authorized representat ive. 

With respect to any lease on non-Federal land containing provisions which 

would terminate such lease unless d r i l l i n g operations were w i th in the time 

therein speci f ied commenced upon the land covered thereby or rentals paid for 

the p r i v i l ege of deferr ing such d r i l l i n g operat ions, the rentals required 

thereby s h a l l , notwithstanding any other provis ion of t h i s agreement, be deemed 

to accrue and become payable during the term thereof as extended by th is 

agreement and u n t i l the required d r i l l i n g operations are commenced upon the 

land covered thereby or some por t ion of such land is included w i th in a 

p a r t i c i p a t i n g area. 

16. CONSERVATION. Operations hereunder and production of un i t i zed 

substances shall be conducted to provide for the most economical and e f f i c i e n t 

recovery of said substances without waste, as defined by or pursuant to State 

or Federal law or regu la t ion . 

17. DRAINAGE. The Unit Operator shall take appropriate and-adequate 

measures to prevent drainage of un i t i zed substances from un i t i zed land by wel ls 

on land not subject to th is agreement, or , w i th p r io r consent of the Di rec tor , 

pursuant to appl icable regulat ions pay a f a i r and reasonable compensatory 

roya l ty as determined by the Supervisor. 

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, condi t ions, 

and provisions of a l l leases, subleases, and other contracts re la t ing to 

exp lo ra t ion , d r i l l i n g , development, or operation fo r o i l or gas of lands 

committed to th is agreement are hereby expressly modif ied and amended to the 

extent necessary to make the same conform to the provisions hereof, but other­

wise to remain in f u l l force and e f f e c t ; and the par t ies hereto hereby consent 

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

by his duly authorized representat ive, does hereby es tab l i sh , a l t e r , change, or 
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revoke the d r i l l i n g , producing, r e n t a l , minimum roya l t y , and roya l ty requirements 

of Federal 1 eases committed hereto and the regulat ions in respect thereto to 

conform said requirements to the provisions of th is agreement, and, without 

l i m i t i n g the genera l i ty of the foregoing, a l l leases, subleases, and contracts 

are p a r t i c u l a r l y modif ied in accordance wi th the fo l l ow ing : 

(a) The development and operat ion of lands subject to t h i s agreement 

under the terms hereof shal l be deemed f u l l performance of a l l ob l iga t ions 

fo r development and operat ion wi th respect to each and every part or 

separately owned t r ac t subject to th is agreement, regardless of whether 

there is any development of any pa r t i cu la r part or t r ac t of the u n i t 

area, notwithstanding anything to the contrary in any lease, operating 

agreement or other contract by and between the par t ies hereto, or t he i r 

respect ive predecessors in i n te res t , or any of them. 

(b) D r i l l i n g and producing operations performed hereunder opon any 

t r ac t of un i t i zed lands w i l l be accepted and deemed to be performed upon 

and for the benef i t of each and every t r ac t of un i t i zed land, and no 

lease shal l be deemed to expire by reason of f a i l u r e to d r i l l or produce 

wel ls s i tuated on the land therein embraced. 

(c) Suspension o f d r i l l i n g or producing operations on a l l un i t i zed 

lands pursuant to d i rec t i on or consent of the Secretary or his duly 

authorized representat ive shall be deemed to cons t i tu te such suspension 

pursuant to such d i rec t i on or consent as to each and every t rac t of 

un i t i zed land. 

(d) Each lease, sublease or contract re la t ing to the exp lo ra t ion , 

d r i l l i n g , development or operat ion fo r o i l or gas of lands other than 

those of the United States committed to th is agreement, which, by i t s 

terms might expire p r i o r to the terminat ion of th is agreement, is hereby 

extended beyond any such term so provided therein so that i t shall be 

continued in f u l l force and e f f ec t fo r and during the term of th is 

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 quant i t ies under th i s un i t 

agreement p r i o r to the exp i ra t ion date of the term of such lease, or in 

the event actual d r i l l i n g operations are commenced on un i t i zed land, in 

accordance w i th the provisions of th is agreement, p r io r to the end of 

the primary term of such lease and are being d i l i g e n t l y prosecuted at 

that t ime, such lease shall be extended for two years and so long 

thereaf ter as o i l or gas is produced in paying quant i t ies in accordance 

w i th the provisions of the Mineral Leasing Act Revision of I960. 

( f ) Each sublease or contract re la t ing to the operation and 

development of un i t i zed substances from lands of the United States 

committed ^to th is agreement, which by i t s terms would expire p r io r to 

the time at which the underlying lease, as extended by the immediately 

preceding paragraph, w i l l exp i re , is hereby extended beyond any such 

term so provided therein so that i t shall be continued in f u l l force 

and e f f e c t fo r and during the term of the underlying lease as such 

term is herein extended. 

(g) The segregation of any Federal lease committed to th is agreement 

is governed by the fo l lowing provis ion in the four th paragraph of 

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

September 2, i960 (74 Stat . 781-784): "Any [federal] lease heretofore 

or hereafter committed to any such [un i t ] plan embracing lands that 

are in part w i t h i n and in part outside of the area covered by any such 

plan shall be segregated in to separate leases as to the lands committed 

and the lands not committed as of the e f f e c t i v e date of u n i t i z a t i o n : 

Provi ded, however. That any such lease as to the nonunit ized por t ion 

shall continue in force and e f f ec t fo r the term thereof but fo r not less 

than two years from the date of such segregation and so long thereaf ter 

as o i l or gas is produced in paying q u a n t i t i e s . " 

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

i t s lands committed hereto shall be segregated as to the por t ion committed 

and the por t ion not committed, and the provisions of such lease shall 

apply separately to such segregated port ions commencing as of the e f f ec t i ve 

date hereof. In the event any such lease provides for a lump-sum rental 

payment, such payment shall be prorated between the port ions so segregated 
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tn proport ion to the acreage of the respective t r ac t s . 

19. COVENANTS RUN WITH LAND. The covenants herein shall be construed 

to be covenants running w i th the land w i th respect to the in teres t of the par t ies 

hereto and the i r successors in in te res t u n t i l th is agreement terminates, and any 

grant , t rans fer , or conveyance, of in te res t in land or leases subject hereto 

shall be and hereby is condit ioned upon the assumption of a l l p r i v i l eges and 

ob l iga t ions hereunder by the grantee, t ransferee, or other successor in 

i n te res t . No assignment or t ransfer of any working i n te res t , roya l ty , or other 

in te res t subject hereto shall be binding upon Unit Operator u n t i l the f i r s t day 

of the calendar month a f t e r Uni t Operator is furnished w i th the o r i g i n a l , pho­

t o s t a t i c , or c e r t i f i e d copy of the instrument of t rans fe r . 

20. EFFECTIVE DATE ANO TERM. This agreement shal l become e f f e c t i v e upon 

approval by the Secretary or his duly authorized representat ive and shall 

terminate f i v e (5) years from said e f f e c t i v e date unless 

(a) such date of exp i ra t ion is extended by the Di rec tor , or 

(b) i t is reasonably determined p r i o r to the exp i ra t ion of the f i xed 

term o f any extension thereof that the un i t i zed land is incapable of 

production o f un i t i zed substances in paying quant i t ies in the formations 

tested hereunder and a f t e r not ice of in ten t ion to terminate the agreement 

on such ground is given by the Unit Operator to a l l par t ies in in te res t 

at t he i r las t known addresses, the agreement is terminated wi th the 

approval of the D i rec to r , or 

(c) a valuable discovery of un i t i zed substances has been made or 

accepted on un i t i zed land during said i n i t i a l term or any extension 

thereof , in which event the agreement shall remain in e f f e c t for such 

term and so long as un i t i zed substances can be produced in quant i t ies 

s u f f i c i e n t to pay fo r the cost of producing same from wel ls on un i t i zed 

land w i th in any pa r t i c i pa t i ng area establ ished hereunder and, should 

production cease, so long thereaf ter as d i l i g e n t operations are in 

progress fo r the res tora t ion of production or discovery of new produc­

t ion and so long thereaf ter as the un i t i zed substances so discovered 

can be produced as a foresa id , or 

(d) i t is terminated as heretofore provided in th is agreement. 

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

on an acreage bas is , of the owners of working in teres ts signatory hereto, 
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wi th the approval of the Di rector ; not ice of any such approval to be given 

by the Unit Operator to a l l par t ies hereto. 

21 . RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The Oirector is 

hereby vested wi th au thor i t y to a l t e r or modify from time to time in his 

d isc re t ion the quant i ty and rate of production under th is agreement when such 

quant i ty and rate is not f ixed pursuant to Federal or State law or does not 

conform to any state-wide voluntary conservation or a l l oca t ion program, which 

is establ ished, recognized, and general ly adhered to by the major i ty of 

operators in such State, such au thor i t y being hereby l im i ted to a l t e ra t i on or 

modi f ica t ion in the publ ic i n te res t , the purpose thereof and the publ ic in te res t 

to be served thereby to be stated in the order of a l t e r a t i o n or mod i f i ca t ion . 

Without regard to the foregoing, the Director is also hereby vested wi th 

au thor i t y to a l t e r or modify from time to time in his d isc re t ion the rate of 

prospecting and development and the quant i ty and rate of production under th is 

agreement when such a l t e r a t i o n or modi f ica t ion is in the in te res t of a t ta in ing 

the conservation ob jec t ives stated in t h i s agreement and is not in v i o l a t i o n of 

any appl icable Federal or State law. 

Powers in t h i s section vested in the Director shall only be exercised 

a f t e r not ice to Unit Operator and opportuni ty for hearing to be held not less 

than 15 days from no t i ce . 

22. APPEARANCES. Unit Operator s h a l l , a f t e r not ice to other par t ies 

a f fec ted , have the r i gh t to appear for and on behalf o f any and a l l in terests 

a f fec ted hereby before the Department of the I n te r i o r and to appeal from orders 

issued under the regulat ions of said Department or to apply fo r r e l i e f from 

any of said regulat ions or in any proceedings re la t i ve to operations before 

the Department of the I n t e r i o r or any other l ega l l y const i tu ted au tho r i t y ; 

provided, however, that any other interested pa-rty shall also have the r i gh t 

at his own expense to be heard in any such proceeding. 

23. NOTICES. A l l not ices, demands or statements required hereunder to 

be given or rendered to the par t ies hereto shall be deemed f u l l y given i f 

given in w r i t i n g and personal ly del ivered to the party or sent by postpaid 

registered ma i l , addressed to such party or par t ies at t he i r respective 

addresses set f o r t h in connection wi th the signatures hereto or to the r a t i f i ­

cat ion or consent hereof or to such other address as any such party may have 

furnished in w r i t i n g to party sending the not ice , 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 val id i ty 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 his or i ts authority to waive. 

25- UNAVOIDABLE DELAY. All obligations under this agreement requiring 

the Unit Operator to commence or continue d r i l l i ng 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, 

inabi l i ty 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 al l of the 

provisions of section 301(1) to (7) inclusive, of Executive Order 10925 

(26 P. R. 1977), which are hereby incorporated by reference in this agreement. 

27. LOSS OF TITLE. In the event t i t l e to any tract of unitized land 

shall f a i l and the true owner cannot be induced to jo in 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 t i t l e . In the event of a dispute as to t i t l e as 

to any royalty, working interest, or other interests subject thereto, payment 

or delivery on account thereof may be withheld without l i a b i l i t y for interest 

until the dispute is f i na l ly 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 t i t l e dispute, and then applied 

as earned or returned in accordance with such final settlement. 

Unit Operator as such is relieved from any responsibility for any 

defect or fai lure of any t i t l e hereunder. 

28. NON-JOINDER AND SUBSEQUENT JOINDER. I f the owner o f any s u b s t a n t i a l 
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in te res t in a t rac t w i th in the u n i t area f a i l s or refuses to subscribe or 

consent to th is agreement, the owner of the working In te res t in that t rac t 

may withdraw said t r ac t from th is agreement by w r i t t en not ice to the Director 

and the Unit Operator p r io r to the approval of th is agreement by the D i rec tor . 

Any o i l or gas in terests in lands w i th in the un i t area not committed hereto 

p r i o r to submission o f t h i s agreement fo r f i na l approval may thereaf ter be 

committed hereto by the owner or owners thereof subscribing or consenting to 

t h i s agreement, and, i f the in te res t is a working i n t e r e s t , by the owner of 

such in te res t also subscribing to the un i t operating agreement. A f te r 

operations are commenced hereunder, the r i gh t of subsequent j o i nde r , as 

provided in th is sec t ion , by a working in te res t owner is subject to such 

requirements or approvals, i f any, per ta in ing to such j o inde r , as may be 

provided fo r in the un i t operat ing agreement. A f te r f i na l approval hereof 

jo inder by a non-working in te res t owner must be consented to in w r i t i n g 

by the working in te res t owner committed hereto and responsible for the 

payment of any benef i ts that may accrue hereunder in behalf o f such non-

working i n te res t . Joinder by any owner of a non-working in te res t , at any 

t ime, must be accompanied by appropriate jo inder by the owner of the correspond 

ing working in te res t in order for the in te res t to be regarded as committed 

hereto. Joinder to the u n i t agreement by a work ing- in terest owner, at any time 

must be accompanied by appropriate jo inder to the un i t operating agreement, i f 

more than one committed work ing- in terest owner is involved, in order for the 

in te res t to be regarded as committed to th is u n i t agreement. Except as may 

otherwise herein be provided subsequent jo inders to th is agreement shall 

be e f f e c t i v e as of the f i r s t day of the month fo l lowing the f i l i n g wi th the 

Supervisor of duly executed counterparts of a l l or any papers necessary to 

es tab l ish e f f e c t i v e commitment of any t r ac t to th is agreement unless .object ion 

to such jo inder is duly made w i th in 60 days by the Di rec tor . 

29. COUNTERPARTS. This agreement may be executed in any number of 

counterparts no one of which needs to be executed by a l l par t ies or may be 

r a t i f i e d or consented to by separate instrument in w r i t i ng spec i f i ca l l y 

re fe r r ing hereto and shall be binding upon a l l those par t ies who have executed 

such a counterpart , r a t i f i c a t i o n , or consent hereto w i th the same force and 

e f f ec t as i f a l l such par t ies had signed the same document and regardless of 

whether or not i t is executed by a l l other par t ies owning or claiming an 
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in teres t in the lands w i th in the above-described un i t area. 

30. SURRENDER. Nothing in th is agreement shall p roh ib i t the exercise 

by any working in te res t owner of the r i gh t to surrender vested in such party 

in any lease, sub-lease, or operating agreement as to a l l or any part of the 

lands covered thereby, provided that each party who w i l l or might acquire such 

working in te res t by such surrender or by f o r f e i t u r e as hereafter set f o r t h , is 

bound by the terms of t h i s agreement. 

I f as a resu l t of any such surrender, the working in teres t r ights as to 

such lands become vested in any party other than the fee owner of the un i t i zed 

substances, said party shall f o r f e i t such r igh ts and no fur ther benef i ts from 

operat ion hereunder as to said land shall accrue to such par ty , unless w i th in 

ninety (90) days thereaf ter said party shall execute th is agreement and the 

u n i t operating agreement as to the working in te res t acquired through such 

surrender, e f f e c t i v e as though such land had remained continuously subject to 

t h i s agreement and the un i t operating agreement. And in the event such agree­

ments are not so executed, the party next in the chain of t i t l e shall be and 

become the owner of such working in te res t at the end of such ninety (90) day 

per iod , w i th the same force and e f f e c t as though such working in te res t had 

been surrendered to such par ty . 

I f as the resu l t o f any such surrender or f o r f e i t u r e the working in teres t 

r ights as to such lands become vested in the fee owner of the un i t i zed sub­

stances, such owner may: 

(1) Execute th i s agreement and the un i t operating agreement as a 

working in te res t owner, e f f ec t i ve as though such land had remained 

continuously subject to th is agreement and the un i t operating agreement. 

(2) Again lease such lands but only under the condi t ion that the 

holder of such lease shall w i th in t h i r t y (33) days a f t e r such lands are 

so leased execute th is agreement and the un i t operating agreement as to 

each pa r t i c i pa t i ng area theretofore establ ished hereunder, e f f e c t i v e as 

though such land had remained continuously subject to th is agreement and 

the un i t operating agreement. 

(3) Operate or provide for the operation of such land independently 

of th is agreement as to any party thereof or any o i l or gas deposits 

therein not then included w i th in a pa r t i c i pa t i ng area. 

I f the fee owner of the un i t i zed substances does not execute th is 
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agreement and the u n i t operat ing agreement as a working in te res t owner or 

again lease such lands as above provided wi th respect to each ex is t ing p a r t i c i ­

pating area, w i th in s ix (6) months a f t e r any such surrender or f o r f e i t u r e , 

such fee owner shal l be deemed to have waived the r igh t to execute the un i t 

operating agreement or lease such lands as to each such pa r t i c i pa t i ng area, 

and to have agreed, in considerat ion fo r the compensation here inaf ter provided, 

that operations hereunder as to any such pa r t i c i pa t i ng area or areas shall not 

be af fected by such surrender. 

For any period the working in te res t in any lands are not expressly 

committed to the u n i t operat ing agreement as the resu l t o f any such surrender 

or f o r f e i t u r e , the benef i ts and ob l iga t ions of operations accruing to such 

lands under th is agreement and the un i t operating agreement shal l be shared 

by the remaining owners of un i t i zed working in terests in accordance w i th the i r 

respective pa r t i c i pa t i ng working in te res t ownerships in any such pa r t i c i pa t i ng 

area or areas, and such owners of working in terests shal 1 compensate the fee 

owner of un i t i zed substances in such lands by paying sums equal to the ren ta ls , 

minimum r o y a l t i e s , and roya l t ies appl icable to such lands under the lease in 

e f f e c t when the lands were un i t i zed , as to such pa r t i c i pa t i ng area or areas. 

Upon commitment of a working in te res t to th is agreement and the un i t 

operating agreement as provided in th i s sect ion, an appropriate accounting 

and settlement shal l be made, to r e f l e c t the re t roact ive e f f ec t of the 

commitment, fo r a l l benef i ts accruing to or payments and expenditures made or 

incurred on behalf o f such surrendered working in te res t during the 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 

par t ies then signatory to the un i t operating agreement and th is agreement 

w i t h i n t h i r t y (30) days a f t e r the recommitment. The r i gh t to become a party 

to th is agreement and the un i t operating agreement as a working in te res t 

owner by reason of a surrender or f o r f e i t u r e as provided in th is section shall 

not be defeated by the nonexistence of a un i t operating agreement and in the 

event no u n i t operating agreement is in existence and a mutually acceptable 

agreement between the proper par t ies thereto cannot be consummated, the 

Supervisor may prescribe such reasonable and equitable agreement as he deems 

warranted under the circumstances. 

Nothing in t h i s section shall be deemed to l i m i t the r i gh t of jo inder 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 proportion 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 shall be 

charged to the United States or the State of New Mexico or to any lessor who 

has a contract with his lessee which requires the lessee to pay such taxes. 

32. NO PARTNERSHIP. I t 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 

conditions contained in this agreement, all of the stipulations and conditions 

of the individual leases between the United States and i t s 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 

Agriculture shall remain in f u l l 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 OJITOS UNIT AREA 

RIO ARRIBA COUNTY, NEW MEXICO 

UNIT OPERATOR 

Attest: 

^ p S e c r e t a r y /P res i dent 

AOORESS: 

158 Petroleum Center Building 

Farmington. New Mexieo 

SS 
STATE OF New Mexico ) 

COUNTY OF San Juan ) 

The foregoing Unit Agreement was acknowledged before me this 1 1 

day of _ 1963, by >T5?v~ (L. , the 

.LJU iTC. , of Bolack-Greer, Inc, a %Li^(.L^) 

corpora t ion , on behalf o f said corporat ion. 

Notary Ptibl ic \ — 

My commission expires 



CERT I Fl CATION—OETERMI NAT I ON 

14-08-0001 8526 
Pursuant to the au thor i t y vested in the Secretary of I n t e r i o r , under 

the act approved February 25, 1920, 41 Stat . 437, as amended, 30 U. S. C. 

sees. 181, e t seq. , and delegated to the Director of the Geological Survey 

pursuant to Departmental Order No. 2365 of October 8, 1947, I do hereby: 

A. Approve the attached agreement for the development and operation 

of the Canada Oj i tos Unit Area, State of New Mexico. 

B. C e r t i f y and determine that the un i t plan of development and 

operat ion contemplated in the attached agreement is necessary and advisable 

in the publ ic in te res t fo r the purpose of more properly conserving the 

natural resources. 

C. Ce r t i f y and determine that the d r i l l i n g , producing, r e n t a l , 

minimum roya l t y , and roya l ty requirements of a l l Federal leases committed 

to said agreement are hereby estab l ished, a l t e red , changed, or revoked to 

conform w i th the terms and condi t ions of t h i s agreement. 

Dated JUN 1 9 1963 

A o t i n s * D i rec tor , United States Geological Survey 

W j u t . i H * 



AMENDMENT TO 

UNIT AGREEMENT 

CANADA OJITOS UNIT AREA 

COUNTY OF RIO ARRIBA 'j\ 1J 2 
STATS OF NEW MEXICO ., e r.-.^.-... - ~i 

THIS AMENDMENT made as of the lat day of January, 1969, 

by the parties who execute or r a t i f y this amendment or a 

counterpart thereof, 

W I T N E S S E T H : 

WHEREAS, the parties hereto have entered into that certain 

UNIT AGREEMENT FOR THE DEVELOPMENT AND OPERATION OF THE CAlADA 

OJITOS 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. 14-08-0001 8526, hereinafter referred 

to as the "Unit Agreement"; and 

WHEREAS, the parties who execute and r a t i f y this amend­

ment, or a counterpart hereof, desire to amend Sections 11 and 

12 of the Unit Agreement; 

NOW, THEREFORE, in consideration of the mutual benefits 

resulting, IT IS AGREED that Sections 11 and 12 of the Unit 

Agreement be, and the same are hereby, amended and revised as-

follows: 

Section 11: 

On Page 10, Line 22 of the approved Unit 

Agreement, after the word "quantities" insert the 

phrase "or necessary to unit operations", and after 

the word "as" insert the phrase "unnecessary to .unit 

operations or". 

On Page 10, Line 32 of the approved Unit 

Agreement, after the word "quantities" insert the 

phrase "cr 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 allocation of production 



to land added to a participating area on the basis 

of i t s importance to unit operations may be upon 

such equitable basis as may be approved by the 

Director". 

This amendment shall be binding upon a l l the parties who 

execute or r a t i f y the same retroactively to the effective 

date hereof, even though i t is not executed by a l l of the 

parties to the original Unit Agreement, and this amendment 

shall extend to and be binding upon their respective heirs, 

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 a l l parties, 

or may be r a t i f i e d or consented to by separate instrument, 

i n writing, specifically referring hereto, and shall be binding 

upon a l l parties who have executed such a counterpart, 

ra t i f i c a t i o n or consent hereto with the same force and effect 

as i f a l l parties had signed the same document. 

IN WITNESS WHEREOF, the parties hereto have executed this 

amendment as of the day and year f i r s t above written, and have 

set opposite their names the date of such execution. 

DATE; BENSON-MONTIN-GREER DRILLING CORP. 

BY: 
President 

ATTEST: 

Secretary 

AMCO, INC. 

ATTEST: 
r' 



DATE: 

J-.3 -if ^ / / ^ M j j 
f . H. Carpenter 

2 - 7 - 6 X 

Albert R. Greer 

GREER ENTERPRISES LTD. 

BY: 
General Partner 

B i l l L. Harbert 

Jack London, Jr". 

MONTIN-HARBERT PIPELINE CONSTRUCTION-
CO., i 

V- >-7 / ^ f BY: 
President 

ATTEST: 

A. C. Montin 

Wm. V. Montin 

Jessie Stanley 
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YtCT- 0PZ7ATING AGREEMENT 

~ca THE DEVELOPMENT AND OPERATION OF THS 

CANADA OJITOS J U T AREA. 

COUNTY OF RIO ARRIBA 

STATS OF :7EW MEXICO 

This 'Jnit Operating Agreement f o r the captioned -init comprises the f o l l o w i n g f i v e d i v i s i o n s : 

! . THIS lOTRODUCTORY PAJc 

I I . TABLE OF CONTESTS (2 pages ' 

I I I . THS 3ASIC AGREEMENT '36 a r t i c l e s of standard p r o v i s i o n s 1 

--jce 3soond r ev i s ion ) 'Pages 1 to 15) 

IV. OTHER PBOVISIOHS COKSISTING OF THE 70LL0WIHG ARTICLES: 

37. Ho obligation to represent other parties before the Federal E n e r g y R e g u l a t o r y C o m m i s s i o n 

3B. Subsequently Created Lease 3urdens 

39- Treatment of Nor-Committed Lands 

40. S u p e r i o r i t y o f 'Jnlt Operating Agreement 

4 1 . A d d i t i o n a l "other p rov i s i ons " , I f any 

41.1 Unpaid Unit "Costs" 
41.2 Restoration in Event of Overpayment for Production Not Taken i a Kind 
41.3 Other Provisions regarding WISP: 

A. Costs (refers to Article 6.4) 
8. 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 ^jo easing Point Election for Mancos Wells (refers to Article 4) 
41.5 Recognition of Inflation in Investment Adjustment (refers to Article 13) 

EXHIBITS AS FOLLOWS: 

Exh ib i t A - I d e n t i f y i n g , i f app l icab le , var iab le provis ions of A r t i c l e s 6, 12. 25 and 
E x h i b i t u 

Part I - as to A r t i c l e 6 'WISP 1 

Part I I - as to A r t i c l e 12.2(b) - exception wel l s 

Part I I I - aa to A r t i c l e 25 .1 - Voting percent f o r secondary Recovery 

Part IV - As to E x h i b i t 4 - minimum 3lzes of t r a c t s f o r d r i l l i n g blocka 

E x h i b i t 1 - Descr ip t ion of 'Jnlt Area ( r e f e r r e d to i n f i r s t r e c i t a l ) 

E x h i b i t 2 - Accounting Procedure ' r e f e r r e d to i n Sections 1.4 and i . l S ) 

E x h i b i t 3 - I n i t i a l Test i f e l l ( r e f e r r e d to i n Sections 1.13, 2 . 1 , 3-1 and 3-2) 

Exh ib i t 4 - Part 1: D r i l l i n g of " i t p lo ra to ry ' / fel ls 

Part 2: Attempted Completion, Deepening, Plugging Back and Abandonment 

Exh ib i t 5 - Insurance ( r e f e r r e d to i n Sections 16.2A. 15.2B and 16.2C) 

Exh ib i t 6 - Non-Dlscr imlnat lon: Executive Order 11246 '30F.R. 1231?), Section 202 

Other E x h i b i t s . any 

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

'For purposes of i d e n t i f i c a t i o n t h i s Unit Operating Agreement i3 given Code Number COUOA-3181 which 
code number appears a t the bottom of any page of the Unit Operating Agreement or I t s exh lDl t s wmcn require iden­
t i f i c a t i o n o f va r iab les , or on which a change or m o d i f i c a t i o n from the p r i n t e d 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 f i r s t day of March, 1981, by and among 

the parties who execute or r a t i f y 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 o i l and gas leases thereunder are committed to the Unit 

Agreement by t^e 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 i t is expanded, the Parties nevertheless 

enter into this Agreement; 

NOW THEREFORE, in consideration of the mutual agreements herein 

set f o r t h , i t is agreed as follows: 

Construction of Regulatory Authorities and Names. 

The authority of the Federal Power Commission, as identified 
herein, has been superseded by that of the Federal Energy 
Regulatory Commission, and wherever i n the following 
a r t i c l e s (particularly a r t i c l e 37) the words "Federal Power 
Commission" appear they shall be construed to mean "Federal 
Energy Regulatory Commission", or such other appropriate 
succeeding governmental authority; as is proper; 

Special Definitions: 

Ma.in Mancos formation: as used herein means those members 
of the Mancos formation from i t s top to the base of the 
Greenhorn member; and is equivalent to that stratigraphic 
interval shown on the Schlumberger el e c t r i c log of the 
•Canada Ojitos 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 
e l e c t r i c log being the Schlumberger Induction Electric log 
run June 18, 1963 with well i d e n t i f i c a t i o n of "Bolack-Greer 
No. 1 Bolack". 

> 
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DE?;NITIONS 

1.1(a) 7 n i t Agreement D e f i n i t i o n s . The d e f i n i t i o n s contained i n the " n i t Agreement are adopted f o r a l l 
purposes of t h i s agreement. In a d d i t i o n , each term l i s t e d below s h a l l have the meaning stated t h e r e f o r , whenever 
used i n t h i s agreement. 

1.1(b) 'Director" means the Di r e c t o r of the United States Geological Survey, i n the instance of approval 
required by USGS, "Director" also means "Supervisor" i f the Supervisor has the a u t h o r i t y to so act. 

1.1(c) "Supervisor" means the Supervisor of that d i v i s i o n of the United States Geological Survey which has 
J u r i s d i c t i o n over the Federal lands subject to t h i s agreement. 

1-2 "Unit Operator" means 3ENSON-MONTIN-GREER DRILLING CORP. and I t s successors, as che Unit Operator 
designated i n accordance wi t h the Unit Agreement, acting l n that capacity and not as an owner of Working I n t e r e s t . 

1.3 "Party" means a party to t h i s agreement, Including the Party a c t i n g as "Jnlt Operator when acting as an 
owner of Working"Interest. 

l.U "Costs" means a l l costs and expenses incurred i n the development and operation of the Unit Area 
pursuant to t h i s agreement or the U r i t Agreement and a l l other expenses that are herein made chargeable as Costs, 
determined i n accordance wi t h the accounting procedure set f o r t h io Exhibit 2 attached hereto, which 3 h a l l govern 
i n a l l matters covered thereby, except that i n event of inconsistency between 3aid accounting procedure and t h i s 
agreement, t h i s agreement s h a l l c o n t r o l . 

1.5 "Committed Working I n t e r e s t " means a Working I n t e r e s t which i s shown on Exhibit 3 to the 'Jnlt Agreement 
as owned by a party ana wnicn i s commit'ted to the Unit Agreement. Whenever reference i s made to a Party " i n or 
''within" the Unit Area, a p a r t i c i p a t i n g area, or other area designated pursuant to t h i s agreement, such reference 
s h a l l mean a Party owning a Cemitted Working I n t e r e s t i n lands w i t h i n such area. 

1.6 "Acreage 3asls" when used to describe the basis of p a r t i c i p a t i o n by the Parties w i t h i n the Unit Area, 
a P a r t i c i p a t i n g area, or other area designated pursuant co t h i s agreement i n v o t i n g , Costs, or Production, means 
p a r t i c i p a t i o n by each such party i n the proportion that the acreage of i t s Committed Working I n t e r e s t s i n such area 
bears to the t o t a l acreage of the Committed Working I n t e r e s t s of a l l such Parties therein. For the purposes of t h i s 
d e f i n i t i o n , (a) the acreage of the working i n t e r e s t i n a t r a c t w i t h i n the Unit Area s h a l l be the acreage of such 
t r a c t as set f o r t h l n E x h i b i t to the Unit Agreement, and (b) i f there are two or more undivided working I n t e r e s t s 
i n a t r a c t , there s h a l l oe apportioned to ""each"-such working i n t e r e s t that proportion of the acreage of the t r a c t 
that such working i n t e r e a t bears to the e n t i r e working i n t e r e s t i n the t r a c t . * 

1.7(a) "Production" means a l l Unitized Substances produced and saved from the Unit Area except so much thereof 
as i s used i n the conduct of operations under the Unit Agreement and t h i s agreement. 

1.7(b) "Working I n t e r e s t Segregated Production" '"WISP"1 means that production belonging to the working 
i n t e r e s t from w e l l s , formation and lands aa more p a r t i c u l a r l y described i n A r t i c l e 6.1 and Exh i b i t A which i s 
segregated from u n i t "Production". 

1.3 "Lease Burdens yaeans the r o y a l t y reserved to the lessor i n an o i l and gas lease, an o v e r r i d i n g r o y a l t y 
a production payment and any s i m i l a r burden, but does not include a ca r r i e d working i n t e r e s t , a net p r o f i t s i n t e r e s t 
or any other i n t e r e s t which i s payable out of p r o f i t s . 

1.9 " P r i l l i n g Party" means the Party or Parties obligated to bear the costs incurred i n D r i l l i n g , Deepening 
or Plugging 3ack a w e l l m accordance wi t h t h i s agreement at the commencement of such operation. 

1.10 " N o n - p r i l l i n g Party" means a Party who has had the op t i o n a l r i g h t t o p a r t i c i p a t e i n the D r i l l i n g , 
Deepening or Plugging 3ack o f "a w e l l and who has elected not to p a r t i c i p a t e t h e r e i n . 

1.11 ' ' D r i l l " means t o perform a l l operations reasonably necessary and incident to the D r i l l i n g of a w e l l , 
i n c l u d i n g preparation of roads and d r i l l s i t e , t e s t i n g , and, i f productive of Onitiaed Substances, completing and 
equipping f o r production, Including flow l i n e s , t r e a t e r s , separators and tankage, or plugging and abandoning, i f dry. 

1.12 "Deepen or Plug Back" means to perform a l l operations reasonable necessary and incident to Deepening 
or Plugging Back a w e l l , t e s t i n g , and, i f productive of Unitized Substances, completing or recompleting and 
equipping f o r production, i n c l u d i n g flow l i n e s , t r e a t e r s , separators and tankage, or plugging and abandoning, l f dry. 

1.13 " I n i t i a l Test Well" means a t e s t w e l l or o b l i g a t i o n w e l l s p e c i f i c a l l y provided f o r i n Section 9 of the 
Unit Agreement and aescnoea i n Exh i b i t 3 attached hereto. 

l . l U "Subsequent Test V e i l " means a t e a t w e l l D r i l l e d a f t e r the D r i l l i n g of the I n i t i a l Test Well or Wells, 
and before discovery of u n i t i z e d Substances i n paying q u a n t i t i e s I n the Unit Area. 

1.15 "Development Well" means a w e l l D r i l l e d w i t h i n a p a r t i c i p a t i n g area and projected to the pool or zone 
f o r which the p a r t i c i p a t i n g area was established. 

1.16 "Exploratory Well" means a w e l l other than a Development Well D r i l l e d a f t e r discovery of Unitized 
Substances i n paying q u a n t i t i e s i n the Unit Area. 

1.17 "Approval Of The Parties" or " D i r e c t i o n Of The Parties" means an approval, a u t h o r i z a t i o n or d i r e c t i o n 
wnlch receives the a r r i r m a t i v e vote specified i n section or the Parties e n t i t l e d to vote on the g i v i n g of such 
Approval or D i r e c t i o n . 

1.18 "Salvage Value" of a w e l l means the value of the materials and equipment i n or appurtenant to the w e l l 
determined in accordance wi t h E x h i b i t 2, less the reasonable estimated Costs of salvaging the same and plugging the 
we l l . 

1.19 Each Party l s herein referred to by the neuter pronoun " ' i t " , 

ARTICLE 2 

NO LIABILITY POR DRILLING, DEEPENING OR PLUGGING BACK WELLS WITHOUT CONSENT 

2.1 XO LIABILITY WITHOUT CONSENT. Ho party s h a l l be l i a b l e without i t s consent f o r any p o r t i o n of the Costs 
•of D r i l l i n g , Deepening or Plugging 3ack a w e l l except as provided i n Section 10.^ with respect to Required Wells, 
and except as provided i n A r t i c l e 13 dealing w i t h Investment Adjustment. Nothing herein s h a l l be construed to 
re l i e v e a Party of any o b l i g a t i o n assumed by i t pursuant to Exh i b i t 3 to p a r t i c i p a t e i n the Costs of the I n i t i a l 
Test Well. 

ARTICLE 3 

INITIAL TEST WELL 

3.1 LOCATION. Unit Operator 3 h a l l begin to D r i l l the I n i t i a l TeBt Well w i t h i n the time required by 
Section 9 o t the Unit Agreement or any extension thereof at the lo c a t i o n specified i n Exh i b i t 3 attached hereto. 
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3.2 COSTS OF DRILLING. Subject to the Investment Adjustment provisions of Article 13 the Tosts of Dril l i n g 
the I n i t i a l Test Well shall be snared by the Parties Ln the manner and ir. the proportions specified in said Exhibit 3: 
Provided, however, that in the absence of agreement, such wells say be Drilled under the provisions cf .-.rtlcle 9 
dealing with Exploratory Wells 'and, i f applicable, by the terms of Part l of Exhibit -i. Articles 12 and 13). 

ARTICLE V 

SUBSEQUENT TEST WELLS 

• i . l RIGHT TO PRILL. Subject to the Investment Adjustment provisions of Article 13 the Costs of Drilling any 
subsequent Test Well shall be on such terms and conditions as the Parties shall agree; provided, however, that in the 
absence of agreement, 3uch wells may be Drilled under the provisions of Article ? Sealing with Exploratory Wells 'and, 
I f applicable, by the therms of Part 1 of Exhibit Articles 12 and 13). 

ARTICLE 5 

ESTABLISHMENT, REVISION AND CONSOLIDATION C? PARTICIPATING AREAS 

5.1 PROPOSAL. Unit Operator shall i n i t i a t e each proposal for the establishment or revision of a participa­
ting area by submitting the proposal in writing to each Party at least twenty days before f i l i n g the same with the 
Director. The date of proposed f i l i n g must be shown on the proposal. I f the proposal receives tae Approval of the 
Parties within the Proposed participating area, then such proposal shall be filed on the date specified in the 
notice. 

5.2 OBJECTIONS TO PROPOSAL. Prior to the proposed f i l i n g date any Party may submit to a i l other Parties 
written objections to such proposal. I f , despite such objections, the proposal receives the Approval of the Par­
ties within the proposed participating area, then the Party making che objections niay renew the 3ame before the 
Director. 

5-3 REVISED PROPOSAL. I f the proposal does not receive the Approval of tne Parties within the proposed Par­
ticipating Area then unit operator snail 3u'omit a revised proposal taking into account tne objections made to the 
f i r s t proposal. I f no proposal receives the Approval of"the Parties -within t h i r t y days from the submission of the 
f i r s t proposal, then Unit Operator shall f i l e with the Director a proposal reflecting as nearly as practicable the 
various views expressed by the Parties. 

5-4 REJECTION 3Y DIRECTOR. I f a proposal f i l e d by Unit Operator, as above provided, is rejected by the Dir­
ector, Unit Operator shall i n i t i a t e a new proposal in the same manner as provided in Section 5.1, and the procedure 
with respect thereto shall be the same as tn the case of an i n i t i a l proposal. 

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

ARTICLE 6 

APPORTIONMENT OF COSTS AND OWNERSHIP AND DISPOSITION OF PRODUCTION AND PROPERTY 

6.1 APPORTIONMENT AND OWNERSHIP WITHIN PARTICIPATING AREA. Except as otherwise provided in Article 6 deal­
ing with Development Veils, fa r t I of Exhibit 4 dealing with Exploratory Wells, and Part 2 of Exhibit 4 dealing vi t h 
Attempted Completion, Deepening and Plugging 3ack, and except as to any i n i t i a l test well or exploratory well ln the 
participating area which has an "Effective Date" as defined in Section 13.1 hereof different from the ''Effective 
Date" of the resulting participating area, and except for wells described in Section 6.4 from which WISP may be taken 
and except for Section 12.2(b): 

A. Coats. A l l Costs incurred in the development and operation of a participating 
area for or in connection with production of Unitized Substances from any pool or zone for 
which such participating area is established shall be borne by the Parltes within such par­
ticipating area on an Acreage Basis determined as of the time 3uch Costs are incurred. 

B. production. A l l Production from a participating area shall be allocated ln 
accordance with tne unit Agreement to the tracts of land within such participating area. 
That portion of such Production which is allocated to any such tract shall be owned by 
the Party or Parties having Committed Working Interest or Interests therein in the same 
manner and subject to the same conditions as l f actually produced from 3uch tract through 
a well thereon, and as i f this agreement and the Unit Agreement had not been executed. 

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

6.2 SPECIAL PROVISIONS FOR AM INITIAL TEST WELL, SUBSEQUENT TEST WELL OR EXPLORATORY YELL RESULTING IN 
INCLUSION IN A ?AlffICgA'JlJM Alim M BAVIJW5 A 1)U'r'i^H'i'11 î 'PKiT 1 Vfc! IM'k" ?MH THAT OF T3E MS'JXTITC MBHCIgF 

ABEA. I f , as defined in Section l ' j . l hereof, any l n t i t a i test well, subsequent test well or any exploratory 
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 l t ls located, then the provisions 
of Section 6.1, A, B and C shall not apply to Committed Working Interests of each such i n i t i a l test well, subsequent 
test well or exploratory well, u n t i l the date (defined in 3ectlon 13.1 hereof) the investment adjustment ls made as 
to any such well. Until the investment adjustment ls made as to a participating area as a result of completion of 
any such well, the well, equipment, working Interest production therefrom and the d r i l l i n g block on which i t ls 
located shall be in effect excluded from the participating area. However, allocation of royalty on production and 
payment of proceeds accruing to royalty interests in production shall be in accord with the provisions of the Unit 
Agreement and Section 6.IB herein. 

6.3 OWNERSHIP AND COSTS OUTSIDE PARTICIPATING AREA. I f a well ether than one described in section 6.4 herein 
from which WIS?TV taken, is completed as a producer but does not qualify for inclusion within a participating area: 
Such well, the Production therefrom, and the materials and equipment therein or appurtenant there to shall be owned 
by the Party or Partiea who constituted the Dr i l l i n g Party for such well, and a l l costs incurred in the operation of 
the well shall be charged to and borne by such Party or Parties, and a l l Lease Burdens payable ln respect of Produc­
tion from the well 3hall be borne and paid by such Party or Parties. I f the Drilling Party compriaea 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 Dr i l l i n g the Well. I f the D r i l l i n g of such well has been by less than a l l partiea ln the 
subject Dr i l l i n g Block, then the rights and obligations of Dr i l l i n g Party and Non-Drilling Party shall be governed 
by the applicable terms of Part 1 of Exhibit 4, and Article 12. The percentages of ownership which may i n i t i a l l y 
have been determined by the ownership of acreage within the Dr i l l i n g Block shall remain fixed (subject to rights of 
reversion described above) for the l i f e of the well, regardless of whether other leases within the i n i t i a l D r i l l i n g 
Block expire by their own terms, or are released. 

6.4 WORKING INTEREST SEGREGATED PRODUCTION ("WISP"). The Working Interest portion of Unitized Substances 
produced from certain wells d r i l l e d , d r i l l i n g at the time or unitization, or for which d r i l l i n g has been contracted at 
the time of unitization (as well as certain formations therein penetrated and the lands associated therewith) aay 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, i f applicable, appears in Part 1 of Exhibit A). 

As to any such well from which WISP la taken, and as between working intereat owners, the said well, the equip­
ment therein or used in connection therewith, and the production therefrom shall continue to be owned by the stated 
(in Exhibit A) working intereat owners of such well In their respective percentagea, and there 3hall 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. 

I f a l l or any portion of the subject well's "associated lands" (described in Exhibit A) is included ln a parti -
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cipating area for the same formation, or formations, 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 
from other wells within the participating area or be entitled to participate in the costs and expenses of the par­
ties in the participating area insofar as the subject well's "associated lands" are concerned. 

Any formations under the ""associated lands" other than those identified as ones from which WISP may be t»»n sbaU 
be treated the 3ame as other formations under other lands committed to the Unit Agreement and Unit Operating Agree­
ment. 

5.5 TAKING IN KIND. Each Party shall currently as produced take in kind or separately dispose of i t s 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 to receive directly payment for i t s proportionate share 
of the proceeds from the 3ale of i t s share of Production, and on a l l purchases or sales each Party shall execute any 
division order or contract of sale pertaining to i t s interest. Each Party taking in kind or separately disposing of 
i t s share of production shall pay or arrange for the payment of, a l l taxes measured on production, including sever­
ance, sales, gathering or similar taxes. 

5.6 FAILURE TO TAKE IN KIND. I f any Party f a l l s to take or dispose of i t s share of Production, Unit Operator 
shall have the right for such reasonable periods of time that are consistent with the minimum needs of the Industry 
under the circumstances, but in no event to exeeed one year, and subject to revocation at w i l l by the Party owning 
same, to purchase for Unit Operator's account or sel l to others such share at not less than the market price prevail­
ing ln the area and not less" than the price Unit Operator receives for i t s share of Production; subject to the right 
of such Party to exercise at any time i t s right to take in kind or separately dispose of i t s own share of Production 
not previously taken by Unit Operator or delivered to others pursuant to this Article. Notwithstanding the fore­
going, Operator 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 MATERIALS AND EQUIPMENT. Materials and equipment acquired by the Parties, or any of them pur­
suant to this agreement, may be ciassirieo as surplus by Unit Operator when deemed by i t to be no longer needed in 
operations hereunder, by giving to each Party owning an interest therein written notice thereof. Such surplus mat­
erials and equipment shall je disposed of as follows: 

A. Each Party owning an interest therein shall have the right to take ln kind i t s 
share of surplus tubular goods and other surplus items which are susceptible of division in 
kind, by written notice given to Unit Operator within t h i r t y days after classification there­
of as surplus, except that such right shall not apply to Junk or to any item having a replace­
ment cost less than one thousand dollars ($1,000.00). 

S. Surplus materials and equipment not divided in kind pother 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 best prices 
obtainable. 

ARTICLE 7 

PLANS OF DEVELOPMENT 

7.1 WELLS AND PROJEdB INCLUDED. Each plan for the development and operation of the Unit Area which ls sub­
mitted by Unit Operator to tne supervisor in accordance with the Unit Agreement shall make provision only for such 
Dri l l i n g , Deepening and Plugging Back operations and such other projects as Unit Operator has been authorized to 
conduct by the Parties chargeable with the Costs incurred therein. 

7.2 NOTICE OF PROPOSED PLAN. At least ten days before submitting any such proposed plan to the Supervisor, 
Unit Operator shall give seen ?arry~"written notice thereof, together with a copy of the proposed plan. 

7.3 NOTICE OF APPROVAL OR DISAPPROVAL. I f and when a proposed plan has been approved or disapproved by the 
Supervisor, Unit Operator1 shall'•give written notice thereof to each Party, in the case of disapproval, Unit Opera­
tor shall state in such notice the reasons therefor. 

7.4. AMENDMENTS. I f any Party or Parties shall have elected to proceed with D r i l l i n g , Deepening or Plugging 
Sack operation in accordance with the provisions of this agreement, and such operation is not provided for ln 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 w i l l provide for the conduct of such operation, or (b) request the Super­
visor to consent to such operation, l f his consent is sufficient. 

7-5 CESSATION OF OPERATIONS UNDER PLAN. I f any such plan as approved by the Supervisor provides for the 
cessation of any D r i l l i n g or other operations therein provided for on the happening of a contingency and l f such con­
tingency occurs, Unit Operator shall promptly cease such Dri l l i n g or other operations and shall not incur any addi­
tional Costs ln connection therewith unless and u n t i l such D r i l l i n g 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 

3.1 PURPOSE A M> PROCEDURE. I t is the purpose of this Article to set forth the procedure for D r i l l i n g a Develop­
ment well otherwise than by the written consent of a l l Parties within the participating area Involved. The D r i l l i n g 
of a Development Well pursuant to the procedure herein set forth shall, however, be subject to such Dri l l i n g receiv­
ing the Approval of the Parties, unless the Dr i l l i n g 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 D r i l l i n g of any such well shall not, however, be deemed an election by such Party to participate 
in the Costa thereof, but w i l l mean only that such Party considers the Dr i l l i n g of the well consistent with the or­
dinary development of the participating area Involved and has no objection to the D r i l l i n g thereof. 

3.2 NOTICE OF PROPOSED DRILLING. Subject to the provisions of Section 3.1, any Party within a participating 
area may propose the D r i l l i n g of a Development Well therein by giving to each of the other Parties within the Par­
ticipating area written notice specifying the location, depth and estimated cost of the proposed well, which loca­
tion shall conform to any applicable spacing pattern theretofore adopted or then being followed, or an authorized 
exception thereto. " 

3.3 RESPONSE TO NOTICE. Within t h i r t y days after receipt of such notice, each Party within such participa­
ting area shall advise a i l other Parties therein, in writing, whether or not i t wishes to participate in D r i l l i n g 
the proposed well. I f a l l the Parties within such participating area so advise that they wish to participate there­
i n , the propoeed well shall be Drilled by Unit operator for the account of a l l the Parties within the Participating 
area. I f any Party f a i l s to respond to such notice within said t h i r t y day period, i t shall be deemed to have elected 
not to participate ln Drilling the Proposed well. 

8.4 NOTICE OF ELECTION TO DRILL. Unless a l l Parties within the participating area agree to participate ln 
response to said notice, tHVn wiVhin fifteen days after expiration of said period of t h i r t y days, each Party within 
the participating area who then desires to participate in the D r i l l i n g of the proposed well shall give to a l l other 
Parties within the participating area written notice of election to proceed with the. Dr i l l i n g of said well. Failure 
to give such notice shall be deemed an election not to participate in Dr i l l i n g said well. 

3.5 EFFECT OF ELECTION TO DRILL. I f one or more, but not a l l of the Parties within the participating area 
30 elect to proceed, Unit Operator shall D r i l l the well for the account of such Party or Parties, who shall consti­
tute the Dr i l l i n g Party. 

3.6 SUBSEQUENT ELECTION. I f election to D r i l l 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 a l l other Parties 
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within the participating area at any tine before operations for Drilling the well are cominneced, *_n wnich event such 
Party shall*te included in the Dr i l l i n g Party. However, such Party snail te bound by any and a l l Directions and 
Approvals theretofore given by the Drilling Party concerning the Dr i l l i n g cf the well. 

3.7 RIGHTS AND OBLIGATIONS OF DRILLING PARTY AND SON-DPILLING PARTIES. Whenever a Development Well is d r i l l ­
ed otherwise than for the account or a l i Parties within the participating area involved, the provisions of Article 12 
dealing with Rights and Obligations of Drilling Party and Non-Drilling Parties shall be applicable. 

EXPLORATORY WELLS 

5-1 PROCEDURE FOR DRILLING. The Dril l i n g of Exploratory Wells shall te governed by the provisions of Part 1 
of Exhibit * hereto attached and made a part hereof. 

ARTICLE 10 

REQUIRED WTTiLS 

10.1 DEFINITION. For the purpose of this Article a well shall be deemed a required well i f the Drilling there 
of is required by the f i n a l order of an authorized representative of the Director of the Department of the Interior, 
or by an agency of the government of the state in which the subject land3 are located which has j u r i s t i c t i o n and 
authority to order under a "forced - pooling" regulation the pooling of lands committed to this Unit Operating Agree­
ment with other lands not so committed. Such an order shall be deemed fin a l upon expiration of the tine allowed for 
appeal therefrom without the commencement of appropriate appeal proceedings or, i f 3uch proceedings are commenced 
within said tine, upon the f i n a l disposition of the appeal. Whenever Unit Operator receives any such order, l t shall 
promptly mail a copy thereof to each of the other Parties; i f any such order ts appealed, the Party appealing shall 
give prompt written notice thereof to each of the other Parties, and upon fi n a l disposition of the appeal. Unit Opera 
tor shall give each of the other Parties prompt written notice of the result thereof. 

10.2 ELECTION TO DRILL. Any Party desiring to D r i l l , or participate in the Dr i l l i n g of, a required well shall 
give to Unit operator written notice thereof within t h i r t y days after the order requiring such well becomes fin a l or 
within such lesser time as may be required by such order. I f such notice is given within 3ald period, Unit operator 
shall D r i l l the required well for the account of the Party or Parties giving such notice, who shall bear a l l Costs 
incurred therein, provided, however, that i f the Required Well is a Development Well i t shall not be drilled unless, 
i t 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 the bearing of Costs incurred 
therein shall be the same as i f the well had been Drilled for the account of such Party or Parties under Article 3 
dealing with Development Wells, i f the same is a Development Well, or Article 9 dealing with Exploratory Wells, i f 
the same ls an Exploratory Well or a Subsequent Test Well. 

10.3 ALTERNATIVES TO DRILLING. I f no Party elects to D r i l l a required well within the period allowed for such 
election, and i r any or the following alternatives is available, the f i r s t such alternative which is available shall 
be followed: 

A. Compensatory Royalties. I f compensatory royalties may be paid in lieu of D r i l l ­
ing the well and i r payment tnereor receives, within said period, the Approval of the Parties 
who would be chargeable with the Costs incurred in D r i l l i n g the well, l f the well were D r i l l ­
ed as provided in Section 10.4, unit Operator shall pay such compensatory royalties for the 
account of said Parties; or 

B. Contraction. I f the D r i l l i n g of the well may be avoided, without other penalty, 
by contraction or tne unit Area, Unit Ooerator shall make reasonable effort to effect such 
contraction with the approval of the Director; or 

C. Termgation. I f the required well is a Subsequent Test Well, the Parties shall 
Join in termination or the Unit Agreement in accordance with i t s provisions. 

10.4 REQUIRED DRILLING. I f none of the foregoing alternatives is available, Unit Operator shall d r i l l the re­
quired well under whichever or the following provisions ls applicable: 

A. Development Well. I f the required well is a Development Well, i t shall be 
Drilled by Unit operator ror the account of a l l Parties within the Participating area in 
which the well is Drilled; or 

3. Exploratory Well. I f the required well is an Exploratory Well, i t shall be 
Drilled by Unit operator ror tne 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 l t was completed as a producer, shall be governed by the provisions of Part 2 of Exhibit 4 hereto attached 
and made a part hereof. 

ARTICLE 12 

RIGHTS AND OBLIGATIONS OF DRILLING PARTY AND NON-DRILLING PARTY 

12.1 SCOPE OF ARTICLE. Subject to such cont ra ry or incons i s t en t p rov i s ions , i f any, as are contained i n 
Exh ib i t 4, the' r i g h t s and" ob l iga t i ons o f the D r i l l i n g Party and N o n - D r i l l i n g Party i n respect o f a w e l l which l s 
D r i l l e d , Deepened, Plugged Back or completed otherwise than f o r the account o f a l l Par t ies e n t i t l e d to p a r t i c i p a t e 
t h e r e i n , s h a l l be governed by the succeeding prov is ions o f t h i s a r t i c l e . 

12.2(a) RELINQUISHMENT OF INTEREST BY NON-DRILLING PARTY. When a w e l l i s D r i l l e d , Deepened, Plugged Back or 
completed otherwise than t o r tne account or a i l pa r t i e s e n t i t l e d to p a r t i c i p a t e t h e r e i n , each N o n - D r i l l i n g Party 
s h a l l be deemed to have re l inqu i shed , e f f e c t i v e the f i r s t o f the month i n which the subject w e l l i s completed, to 
the D r i l l i n g Party a l l o f i t s operat ing r i g h t s and working i n t e r e s t i n and to such w e l l and i n and to the Committed 
Working I n t e r e s t i n the "subject acreage". The "subject acreage" to which r i g h t s are re l inqu ished aa provided l n 
t h i s A r t i c l e 12 and which w i l l , i n the event o f i n c l u s i o n i n a p a r t i c i p a t i n g area, govern the amount o f product ion 
so re l inquished i s def ined as f o l l o w s : 

A. I f the subject w e l l be a Development Wel l ins ide an establ ished p a r t i c i p a t i n g 
area, a l l acreage of each N o n - D r i l l i n g Party i n the r e s u l t i n g p a r t i c i p a t i n g area. 

B. I f the subject w e l l be a Subsequent Test Wel l or an Explora tory Well which 
r e su l t s i n establishment of a p a r t i c i p a t i n g area, a l l acreage of each S o n - D r i l l i n g Party 
l n the r e s u l t i n g p a r t i c i p a t i n g area. 

C. I f the subject w e l l be a Subsequent Test Wel l or an Explora tory Well which 
r e su l t s i n a d d i t i o n o f acreage t o an es tabl ished p a r t i c i p a t i n g area, a l l acreage o f each 
N o n - D r i l l i n g Party i n the acreage which q u a l i f i e s f o r add i t ion to the p a r t i c i p a t i n g area 
as a r e s u l t o f the " D r i l l i n g or tne subject w e l l ; but does not inc lude any acreage o f the 
N o n - D r i l l i n g Party which, p r i o r t o the D r i l l i n g o f the subject w e l l , ex i s t ed , or q u a l i f i e d 
f o r i n c l u s i o n , l n the p a r t i c i p a t i n g area. 

D. I f the Subject w e l l be a Subsequent Test Wel l or an Explora tory Wel l which 
r e su l t s i n a producer not capable o f producing I n paying q u a n t i t i e s , a l l acreage of each 
N o n - D r i l l i n g Party l n the D r i l l i n g Block aa def ined i n Part 1 of E x h i b i t 4 nereto. i n t h i s 
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Instance i t i s recognizee tna t oy terms o f che *Jmt Agreement the subject w e l l w i l l be oper­
ated, on a lease basis and i f par t o f the acreage i n the D r i l l i n g Block i s under other l e a s e f s ) , 
such other lease(s) may expire by t h e i r own terms. There i s no o b l i g a t i o n on the D r i l l i n g 
Party to main ta in such e x p i r i n g lease(s) or to reassign the i n t e r e s t s re l inquished under 
them p r i o r t o the date o f revers ion as def ined i n A r t i c l e 12.3 f o l l o w i n g . 

In the case o f a Deepening or Plugging Back, l f a N o n - D r i l l i n g Party owned an i n t e r ­
est i n the w e l l immediately p r i o r to the Deepening or Plugging Back, the D r i l l i n g Party s h a l l 
pay to such N o n - D r i l l i n g Party i t s share o f the Salvage Value o f the w e l l , such payment to be 
made at the time the w e l l i s taken over by the D r i l l i n g Party f o r Deepening or Plugging Back. 

12.2(b) EXCEPTION: Except aa to requi red w e l l s , the p rov is ions o f Paragraph 12.2(a) above, 12.3, 12.4 and 12.5 
below, do not apply to any Explora tory Well described i n Part 2 o f E x h i b i t A. ( I f the provis ions o f t h i s subsection 
are not app l i cab le , the re w i l l be no l i s t i n g under Part 2 of E x h i b i t A and the terms o f t h i s subsection are n u l l and 
v o i d ) . 

I n the event any such a d d i t i o n a l Explora tory Wel l i s h e r e a f t e r D r i l l e d by less than a l l the Par t ies here to , then 
the D r i l l i n g Party s h a l l d r i l l , complete, equip and operate such w e l l or we l l s a t i t s own r i s k and cos t , and the 
N o n - D r i l l i n g Party s h a l l reimburse the D r i l l i n g Party f o r i t s share o f such costs a t a ra te equivalent to the ra te 
at which such N o n - D r i l l i n g Party c o l l e c t s and receives i t s respect ive share of the proceeds ( a f t e r deducting Lease 
Burdens and taxes) from sale o f product ion from such w e l l , and not otherwise. I n no event s h a l l there be any change 
i n the ownership o f the operat ing r i g h t s , or rel inquishment o f i n t e r e s t as provided i n 12.2(a) above, to any such 
a d d i t i o n a l w e l l by reason of the e l e c t i o n o f any Party hereto not to p a r t i c i p a t e i n the cost of D r i l l i n g t he reo f , 
and each such N o n - D r i l l i n g Par ty s h a l l r e t a i n h is r i g h t to exercise the p r i v i l e g e s o f a working i n t e r e s t owner i n 
such w e l l at a l l t imes. 

12.2(c) INFORMATION PROVIDED RELINQUISHING PARTY. I n the event a rel inquishment o f i n t e r e s t by a N o n - D r i l l i n g 
Party occurs according to t f f e ^ r o v l s i o h s o f t h i s agreement as to any w e l l and Production i s had from such w e l l , the 
Uni t Operator, or other Party conducting the operat ion which resu l ted i n the re l inquishment , s h a l l f u r n i s h each Non-
D r i l l i n g Party upon i t s request a l l the i n fo rma t ion r e f e r r e d to l n Section 16.10 and i n a d d i t i o n s h a l l inc lude the 
f o l l o w i n g : 

A. An i temized statement o f the Coats o f the operat ion i n which the N o n - D r i l l i n g 
Party d i d not p a r t i c i p a t e ; and 

B. U n t i l revers ion occurs, a monthly i temized statement o f the costs incur red i n 
the operat ion o f the said w e l l , the quan t i t y o f Production theref rom, the amount o f proceeds 
received from the sale o f the same and the Lease Burdens pa id w i t h respect to Product ion. 

12.3 REVERSION OF PTLTWQuTSHED INTEREST. I f the w e l l i s completed as a producer o f Un i t i zed Substances, then 
the operat ing r i g h t s ana wonting i n t e r e s t i n tne w e l l and subject acreage re l inqu ished as provided l n A r t i c l e 12.2 
above by a N o n - D r i l l i n g Party s h a l l r eve r t to l t a t such time as the D r i l l i n g Party rea l izes from the proceeds a f t e r 
rel inquishment o f t ha t p o r t i o n o f Production from the w e l l (or from the proceeds a f t e r rel inquishment o f tha t por­
t i o n o f Production a l l o c a t e d t o the subject acreage, i n event i t l s included I n a p a r t i c i p a t i n g area and t i m e l y work­
ing i n t e r e s t p a r t i c i p a t i o n r e s u l t s by operat ion o f the p rov is ions o f A r t i c l e 6.2 and 13 .1 here in) and a f t e r deduct­
ing f rom such proceeds o r market value a l l Lease Burdens and a l l taxes upon or measured by Production t ha t are pay­
able up to such time on said p o r t i o n o f Production from such w e l l , the t o t a l o f the f o l l o w i n g : 

A. lOOjf o f t ha t p o r t i o n o f the Costs incur red i n operat ing the w e l l a f t e r such 
re l inquishment , and up t o such t ime , t ha t would have been charged to such N o n - D r i l l i n g Party 
i f the w e l l ha«r*eeen D r i l l e d , Deepened, Plugged Back or completed f o r the account o f a l l 
Par t ies e n t i t l e d t o p a r t i c i p a t e t h e r e i n . 

3. 30O% o f tha t p o r t i o n o f the Costa incur red i n D r i l l i n g , Deepening, Plugging 
Back or completing the w e l l t ha t would have been charged t o such N o n - D r i l l i n g Party i f the 
w e l l had been D r i l l e d , Deepened, Plugged Back or completed f o r the Account o f a l l Par t ies 
e n t i t l e d to p a r t i c i p a t e t h e r e i n . 

C. 300% o f t ha t p o r t i o n o f the Costs incur red l n equipping the w e l l f o r produc­
t i o n ( inc lud ing , , but not l i m i t e d t o , costs o f casing, t u b i n g , stock tanks, separators, t r e a t e r s , 
pumping equipment and p ip ing ) tha t would have been charged to such N o n - D r i l l i n g Party I f the 
w e l l had been D r i l l e d , Deepened, Plugged 3ack or completed f o r the account of a l l Par t ies 
e n t i t l e d t o p a r t i c i p a t e t h e r e i n . 

However, i f a Deepening o r Plugging Back I s involved (1) any payment made to such N o n - D r i l l i n g Party as I t s share 
o f the Salvage Value o f the w e l l i n accordance w i t h Section 12.2 s h a l l be added t o a deemed par t o f tbe Costs i n c u r r ­
ed i n operat ing the w e l l , f o r the purpose o f Subdiv is ion A above, and (2) i f such N o n - D r i l l i n g Party d i d not p a r t i c i ­
pate i n the i n i t i a l D r i l l i n g o f the w e l l , but the D r i l l i n g Party d i d p a r t i c i p a t e t h e r e i n , and l f the i n t e r e a t r e ­
l i nqu i shed by such N o n - D r i l l i n g Party upon the i n i t i a l D r i l l i n g o f the w e l l had not rever ted t o l t before such Deep­
ening or Plugging Back, then, f o r the purposes o f Subdivis ion B above, there sha l l be added t o and deemed pa r t o f the 
Costs incur red i n the Deepening or Plugging Back, the then unrecovered p o r t i o n o f tbe Costs incur red i n the i n i t i a l 
D r i l l i n g o f the w e l l down t o the poo l o r zone i n which such w e l l l s completed as a producer. 

12.4 EFFECT OF REVERSION. From, and a f t e r revers ion t o a N o n - D r i l l i n g Party o f i t s r e l inqu ished I n t e r e s t i n 
acreage, such N o h - D r i l l i n g pajr"Ey"""shall share, on an Acreage Basis , l n the ownership o f the w e l l , the operat ing r i g h t s 
and working I n t e r e s t t h e r e i n , the mate r ia l s and equipment i n or p e r t a i n i n g t o the w e l l , the Production therefrom and 
the costs o f opera t ing the w e l l , a l l i n accord w i t h the terms o f t h i s Un i t Operating Agreement. 

12.5 RIGHTS AND OBLIGATIONS OF DRILLING PARTY. The D r i l l i n g Party f o r whom a w e l l i s D r i l l e d , Deepened, 
Plugged Back or completed s n a i l pay ana bear a n cosTs incur red t h e r e i n , and s h a l l own the w e l l , the mater ia l s and 
equipment l n the w e l l or p e r t a i n i n g the re to , and the product ion therefrom (or a l loca ted to the acreage there to as de­
f i n e d above) subject to revers ion t o each N o n - D r i l l i n g Party o f i t s re l inquished i n t e r e a t i n the w e l l . I f the w e l l 
l s a Development W e l l , or r e su l t s . I n the establishment or enlargement o f a p a r t i c i p a t i n g area t o inc lude the w e l l , 
then, u n t i l revers ion t o a N o n - D r i l l i n g Party o f i t s r e l inqu ished i n t e r e s t , the D r i l l i n g Party s h a l l pay and bear 
(a) t ha t p o r t i o n o f the costs Incurred l n operat ing the w e l l tha t otherwise would be chargeable t o such N o n - D r i l l i n g 
Par ty , and (b) a l l Lease Burdens tha t are payable i n respect o f tha t p o r t i o n o f the Production f r o a such w e l l which 
l s a l l oca t ed to the acreage o f such N o n - D r i l l i n g Party, i f the D r i l l i n g Party includes two o r more Pa r t i e s , the bur­
dens imposed upon and the b e n e f i t s accruing t o the D r i l l i n g Party s h a l l be shared by such Par t ies on an Acreage Basis 
among themselves. 

ARTICLE 13 

ADJUSTMENT ON ESTABLISHMENT OR CHANGE OF PARTICIPATING AREA 

13-1 WHEN ADJUSTMENT MADE. 

A. As to establishment of a new participating area or enlargement of an existing 
participating area occasioned by the p r i l l i n g or an i n i t i a l test wen or tne p r i l l i n g or an 
exploratory well, the adjustment in accordance with tne provisions or the succeeding sections 
or this Article 13 shall be made as of the date the resulting area becomes effective ln accord­
ance with the terms of the Unit Agreement, providing this effective date meets the Approval 
of the Parties of the resulting participating area. I f this effective date does not receive 
the Approval of the Parties, then as to the working interests, the effective date as to estab­
lishment or revision of a participating area resulting from inclusion of any particular I n i t i a l 
Test Well or any particular Exploratory Well within the resulting participating area shall be 
the f i r s t day of the month following the date at which the D r i l l i n g Party has recovered from 
the proceeds or market value of production from the subject I n i t i a l Test Well or Exploratory 
Well after deducting from such proceeds a l l Leaae Burdens, o i l 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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u n t i l the adjustment is -ade. 
2. 30C4 of the Costs of Dr i l l i n g , Testing, Completing. Deepening, 

He-Working and Plugging Back. 
3- 300* of Costs of equipping for production, including but not 

limited to cost of casing, tubing, stock tanks, separators, treaters. 
pumping equipment and piping. 

3. As to revision of a participating area by enlargement or contraction or whenever two 
or more participating areas are combined, a l l in accord with the Unit Agreement (the participating ' 
area resulting from such establishment, revision or combination being hereinafter referred to as a 
"resulting area") an adjustment shall be made in accordance with the succeeding provisions of this 
Article 13. as of the date ( i f not determined by operation of Section 13.IA above) on which the es­
tablishment, revision or combination that creates 3uch Resulting Area becomes effective, such date 
being hereinafter referred to as the "Effective Date:' of such Resulting Area. 

13-2 DEFINITIONS. As used in this Article 13: 

A. "Useable Well'' within a Resulting Area means a well which is either ( I ) completed- in and 
capable of producing unitized substances from a pool or zone for which such resulting area is created, 
or (2) used as a disposal well, injection well or otherwise, tn connection with the production of Uni­
tized Substances from such resulting area. 

3. "Intangible Value" of a useable well within a Resulting Area means che amount of Costs 
incurred in D r i l l i n g sucn weil, or Deepening i t , down to the deepest pool or zone for which Resulting 
Area is created, and which contribute to the Production of Unitization 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 of which such well has been operated prior to the 
effective date of such Resulting Area: 

(1) One-half percent 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 . 
C. "Tangible Property" serving a Resulting Area means any kind of tangible property 'whether 

or not in or pertaining to a well) which has been acquired for ase in or in connection with the Pro­
duction of Unitized Substances from 3uch 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
i f i e d as part of the intangible costs Incurred in connection with a well), reduced, in the case of tan­
gible property which is generally regarded as depreciable, by the following rates (subject to change 
upon Approval of the Parties of the Resulting Area): 

(1) One-half percent (££) per month for a cumulative total of 100 months, and 
(2) Zero percent (0%) per month for each month in excess of said cumulative t o t a l . 

13-3 METHOD OF ADJUSTMENT ON ESTABLISHMENT OR ENLARGEMENT. As promptly as reasonably possible after the effect­
ive date of a Resulting Area created by establishment or enlargement of a participating area, and as of such effect­
ive date an adjustment shall be made in accordance with the following provisions except to the extent otherwise spec­
i f i e d ln 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 a l l Parties 
within the Resulting Area 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 to such eff­
ective date, ln pxpportlon to their respective interests in such item immediately prior to such effect­
ive date. The to l a l amount so credited as the value of tangible property shall be charged to a l l Par­
ties within the Resulting Area on an Acreage Basis. 

C. I f a Resulting Area, on the Effective Date thereof, is served by any tangible property 
or useable well, which also serves another participating area or other participating area, .the value 
of such tangible property and useable well (including intangible value thereof) shall be determined 
in accordance with Subdivision D of Section 13.2, and such value may be f a i r l y apportioned between 
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 as 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 wells 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 l t , shall pay to Unit 
Operator the amount of such excess, which shall be considered as Costs chargeable to such Party for a l l 
purposes of this agreement, and such amount, when received by Unit Operator, shall be distributed or 
credited to the Parties who, in such adjustment, are credited with amounts in excess of the amounts cha­
rged to them respectively. 

13-4 METHOD OF ADJUSTMENT ON CONTRACTION. As promptly as reasonably possible after the effective date of any 
contraction or a participating 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 ln this section referred to as "excluded interest") in accordance with the following provisions: 

A. An adjustment for intangibles shall be made ln accordance with Subdivision B 
hereof and a 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 tn respect of i t s excluded interest in accordance with the ac­
counting procedure set forth ln Exhibit 2 as intangible Costs incurred in the development 
and operation of the participating area prior to the effective date of such contractton, 
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 which, prior to the effective date of such contraction, is delivered to such Party in 
respect of such excluded interest, leas the amount of Lease Burdens and taxes 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 auch participating area. Any difference 
between the amount of said credit and the amount of said charge shall 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 i t s excluded Interest, ln 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 i t s excluded 
interest as value of tangible property in any previous adjustment or adjustments made upon 
the establishment or revision of such participating area, plus (3) the excess, i f any, of 
the credit provided for in Subdivision B of this Section over the charge provided for in said 
Subdivision B. Such Party 3hail be charged with the sum of (1) the excess, i f 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 i t s excluded interest as value of tangible 
property tn any previous adjustment or adjustments made upon the establishment or revision of 
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such p a r t i c i p a t i n g area. 

D. I f the charge provided f o r i n Subdivision Z of t h i s Section i s equal to or 
greater than the c r e d i t therein provided f o r , no adjustment s h a l l be made with such Party. 
However, i f the c r e d i t provided f o r l n said Subdivision C i s i n excess of the charge there­
i n provided f o r , such excess s h a l l be charged on an Acreage 3asis against the Parties who 
remain i n the p a r t i c i p a t i n g area a f t e r such co n t r a c t i o n , and s h a l l be paid by said Parties 
to Unit Operator upon receipt of invoices therefor. Such payments, when received by Unit 
Operator, s h a l l be paid by i t to the Party owning such excluded I n t e r e s t . 

13- 5 OWNERSHIP OF WELLS AND TANGIBLE PROPERTY. Prom and a f t e r the e f f e c t i v e date of a Resulting Area, a l l 
useable wells w i t n i n such Resulting Area and a n tangible property serving such Resulting Area s h a l l be owned by 
the Parties w i t h i n such area on an Acreage Basis, except that (a) i n the case of tangible property serving a par­
t i c i p a t i n g area or p a r t i c i p a t i n g areas i n ad d i t i o n to the Resulting Area, only that undivided i n t e r e s t t h e r e i n , 
which l s proportionate to that p o r t i o n of the value thereof which i s included i n the adjustment above provided f o r 
s h a l l be owned by the Parties w i t h i n the Resulting Area on an Acreage Basis, and (b) i f a Party w i t h i n the Result­
ing Area was a Non-Drilling Party f o r a w e l l which i s a 'useable w e l l w i t h i n such Resulting Area on the e f f e c t i v e 
date thereof, and i f the relinquished I n t e r e s t of such N o n - D r i l l i n g Party l n 3uch w e l l has not reverted to i t p r i o r 
to such e f f e c t i v e date, the D r i l l i n g Party f o r such w e l l 3 h a l l own the i n t e r e s t t h e r e i n that would otherwise be owned 
by such Non-Drilling Party, 'u n t i l reversion to such N'on-Drilling Party of i t s relinquished i n t e r e s t i n auch w e l l ; a l l . 
however, subject to Section 13.I 

13.0 RELINQUISHED INTERESTS OF SON-DRILLING PARTIES. I f the i n t e r e s t relinquished by a rro n - D r i l l i n g Party i n 
a w e l l which i s a useable wen w i t n i n a Resulting Area on the e f f e c t i v e date thereof has not reverted to i t p r i o r to 
such e f f e c t i v e date then insofar- and only insofar, as rela t e s to such w e l l , the adjustments provided f o r i n Section 
13.3 s h a l l be subject to the f o l l o w i n g provisions,wherein the sum of tne i n t a n g i b l e value of such w e l l , plus the 
value of the tangible property i n or pert a i n i n g thereto, i s ref e r r e d to as the ''value1* of 3uch w e l l : 

A. The D r i l l i n g Party f o r such w e l l s h a l l be charged wi t h that part of the value 
of the w e l l that would otherwise be chargeable to such ^ o n - D r i l l i n g Party i n respect of 
(1) such Non-Drilling Party's Committed Working I n t e r e s t or In t e r e s t s i n the p a r t i c i p a t i n g 
area i n which the w e l l was D r i l l e d , as such p a r t i c i p a t i n g area existed when the D r i l l i n g of 
the w e l l was commenced, l f the w e l l was D r i l l e d as a Development Well, or (2) the Committed 
Working I n t e r e a t or In t e r e s t s of such Non-Drilling Party which e n t i t l e d i t to p a r t i c i p a t e i n 
the D r i l l i n g , Deepening, Plugging 3ack, or Completion of the w e l l , i f l t was D r i l l e d , Deepened, 
Plugged Back or Completed otherwise than as a Development Well. However, such Non-Drilling 
Party s h a l l be charged w i t h sucn p a r t , i f any, of the value of such w e l l as i s chargeable to 
i t , i n accordance wi t h Subdivisions A and B of Section 13-3 i n respect of i t s Committed Work­
ing I n t e r e s t s other than those r e f e r r e d to i n (1) or (2) above. 

B. I f t h a t p art of the value of such w e l l which would have been credited to such 
Non-Drilling Party, i f the w e l l had been D r i l l e d , Deepened, Plugged Back or Completed f o r the 
account of a l l Parties e n t i t l e d to p a r t i c i p a t e t h e r e i n , exceeds the amount provided i n Sub­
d i v i s i o n A above to be charged against the D r i l l i n g Party, such excess s h a l l be applied against 
the reimbursement to which the D r i l l i n g Party i s e n t i t l e d out of Production that would other­
wise accrue t o such Non-Drilling Party. Any balance of such excess over the amount necessary 
to complete such reimbursement s h a l l 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 liable, without its consent,' 'for 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 provisions of Article 12 and other provisions related 
thereto ahall 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 aa of the effective date of the resulting area in connection with which 
such charge la made to have relinquished the interest for which such charge ls made to the Party or Partiea who 
would otherwise be entitled to receive a credit under Section 13.3D 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 150%. 

ARTICLE 14 

SUPERVISION OF OPERATIONS 3Y PARTIES 

14.1 RIGHT OF SUPERVISION. Each operation conducted by Unit Operator under t h i s agreement or the Unit Agree­
ment s h a l l be sub j" ect to supervision and c o n t r o l i n accordance wi t h the succeeding provisions of t h i a a r t i c l e by the 
Partiea who are chargeable w i t h the Coats thereof. 

14.2 VOTING CONTROL. I n the supervision of an operation conducted by Unit Operator, the Parties chargeable 
wit h the Costs or such operation s h a l l have the r i g h t to vote thereon i n proportion to t h e i r respective o b l i g a t i o n s 
f o r such Costs. The Parties having the r i g h t to vote on any other matter s h a l l vote thereon on an Acreage Basis 
a f t e r f i r s t excluding acreage from which WISP (reference: A r t i c l e 6.4 herein) i s taken. Except as provided l n the 
Unit Agreement and except aa otherwise specified herein ( p a r t i c u l a r reference being made t o Section 25.1, Consent 
Required t o Commence Secondary Recovery and Pressure Maintenance; Section 27.1, Surrender or Release w i t h i n Par­
t i c i p a t i n g Area, and t h a t p o r t i o n of Part 2, Exh i b i t 4 r e l a t i n g to Abandonment of producing wells outside of a par­
t i c i p a t i n g area), the a f f i r m a t i v e vote of Parties having s i x t y - f i v e percent (65*) or more of the voting power on 
any matter which i s proper f o r action by them s h a l l be binding on a l l Parties e n t i t l e d t o vote thereon; provided, 
however t h a t i f one Party voting l n the a f f i r m a t i v e has s i x t y - f i v e percent (65*) or more but less than seventy-five 
percent (75*) of the vot i n g power, the a f f i r m a t i v e vote of such Party s h a l l not be binding on the Parties e n t i t l e d 
to vote thereon unless I t s vote l s supported by the a f f i r m a t i v e vote of at lea s t one a d d i t i o n a l Party; and provided, 
however, that i f one Party voting i n tne a f f i r m a t i v e has seventy-five percent (75*) or more of the vot i n g power, 
3uch Party's /ote s h a l l p r e v a i l : and provided f u r t h e r , that i f one Party voting i n the negative or f a i l i n g to vote 
has more than t h i r t y - f i v e percent (35*) but less than f o r t y - f i v e percent (45*) of the voting power, the a f f i r m a ­
t i v e vote of the Parties or a 3ingle Party (without support of another Party) having a m a j o r i t y of the voting power 
s h a l l be binding on a l l Parties e n t i t l e d to vote -unless there i s a negative vote of at least one a d d i t i o n a l Party; 
and provided f u r t h e r that i f one Party voting i n the negative has more than f o r t y - f i v e percent (45*) of the voting 
power, hi s negative vote s h a l l p r e v a i l . In the event only two Parties are e n t i t l e d to vote, the vote of the one 
with the greater i n t e r e s t s h a l l p r e v a i l . I f only one Party i s e n t i t l e d to vote, such Party's vote s h a l l c o n t r o l . 
A Party f a i l i n g to vote s h a l l not be deemed to have voted e i t h e r i n the a f f i r m a t i v e or negative. An Approval or 
Dire c t i o n provided f o r tn t h i s agreement which receives the a f f i r m a t i v e vote above sp e c i f i e d s h a l l be deemed given 
by and s h a l l be binding on a l l Parties e n t i t l e d to vote thereon, except where the vote of a larg e r percentage i s 
s p e c i f i c a l l y required. 

14.3 MEETINGS. Any matter whicn i s proper f o r consideration by the Parties or any of them, may be considered 
at a meeting held f o r that purpose. A meeting may be c a l l e d by Unit Operator at any time and a meeting s h a l l be 
ca l l e d by Unit Operator upon w r i t t e n request of any Party or Parties having ten percent (10*) or more of the voting 
power on each matter to be considered at the meeting. At least ten days i n advance of each meeting, Unit Operator 
s h a l l give each Party e n t i t l e d to vote thereat w r i t t e n notice of the time, place and purpoae of the meeting. Unit 
Operator's representative s h a l l be chairman of such meetings. 

14- .4 ACTION WITHOUT MEETING. In l i e u of c a l l i n g a meeting Unit Operator may submit any matter which i a proper 
f o r conalderation oy the Parties, or any of them, by g i v i n g t o each such Party w r i t t e n notice by mail or telegraph 
'or telephone confirmed l n w r i t i n g not l a t e r than the next business day), describing i n adequate d e t a i l the matter 
30 submitted. Each Party e n t i t l e d to vote on any matter so submitted s h a l l communicate i t s vote thereon to Unit 
Operator by mail or telegraph (or telephone, confirmed i n w r i t i n g not l a t e r than the next business day), w i t h i n such 
oeriod as may be designated i n the notice given by Unit Operator (which period s h a l l not be less than ten days nor 
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more than thirty days), provided, however, that i f within ten days after submission of auch matter, request ls made 
for a meeting in accordance with Section i*.3, such natter shall be considered only i t a meeting called for that pur­
pose. I f a meeting is not required, then, at the expiration of the period designated ir. the notice given by i t , Unit 
Operator shall give to each Party entitled to vote thereon written notice stating the tabulation and result of the 
vote. 

l*-5 REPRESENTATIVES. Promptly after execution of this agreement, each Party by written notice to a l l other 
Parties shall designate a representative authorized to vote for such Party, and may designate an alternate who ts 
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 a l l other Parties, provided such notlc 
designates a new representative or alternate representative, as the case may be. Ir, addition, any corporate Party 
aay vote through i t s President, or any of i t s vice Presidents, ar.d a Party which is a oartnershlp may vote through 
any of i t s partners. 

1̂ .6 AUDITS. An audit shall be made of unit Operator'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. Such audit shall be made by auditors in the employ of said Parties 
and the allowance to be made to each Party furnishing an auditor shall be determined by the Approval of said Parties; 
such allowances shall be paid by said Parties ln 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 ln accordance with the provisions set forth In Exhibit 2 hereof. 

14- 7 EXTRANEOUS PROJECT. Kottilng contained in this agreement shall be deemed to authorize the Parties, by vote 
or otherwise, to act on any matter or authorize any expenditure unless such matter or expenditure relates to the con-
duet of operations authorized by the Unit Agreement or this agreement. 

ARTICLE 15 

UNIT OPERATOR'S "OVERS AKD RIGHTS 

15- 1 IK GgaEhAL. Subject to the limitations provided for in this agreement, a l l operations authorized by the 
Unit Agreement and this agreeaent shall be managed and conducted by Unit Operator. Unit Operator shall have exclu­
sive custody of a l l materials, equipment and any other property used ln connection with any operation on the Unit 
Area. 

15.2 EMPLOYEES. A l l individuals employed by Unit Operator in conduct of operations hereunder shall be the 
employees of 'jnlt operator alone, and their working hours, rates of compensation and a l l other matters relating to 
their employment shall be determined solely by Unit Operator. 

15.3 MOM-LIABILITY. Unit Operator ahall not be liable to any other Party for anything done or omitted to be 
done by l t ln tne conduct of operations hereunder except ln caae of bad faith. 

15.U FORCE MAJEURE. The obligations of Unit Operator hereunder shall be suspended to the extent that, and 
only so long as, performance thereof Is prevented by f i r e , action of the elements, strikes or other difference! with 
workmen, acts of c i v i l or military authorities, acts of the public enemy, restrictions or restraints Imposed by law 
or by regulation or order of governmental authority, whether federal, state or local, Inability to obtain necessary 
rights of access, or any other cause reasonably beyond control by Unit operator, whether or not similar to any cause 
above enumerated. Whenever performance of Its obligations ls prevented by any such cause. Unit Operator snail give 
notice thereof to the other Parties as promptly as reasonable possible. 

15-5 LIES. Each of the other Parties hereby grants to Unit Operator a lien upon Its Committed Working Inter­
ests, Its Interest ln a l l Jointly owned materials, equipment and other property and I t s Interest ln a l l Production, 
as security for payment of Coats chargeable to l t , together with any Intereat payable there, unit operator shall 
have the right to bring any action at law or ln equity to enforce collection of such Indebtedness with or without 
foreclosure of such lien. In addition, upon default by any Party in the payment of Costs chargeable to l t , Unit Op­
erator shall have the right to collect and receive from the purchaser or purchasers thereof the proceeds of such 
Party's snare of Production, up to the amount owning by such Party plus interest at the rate of ten percent (10*) 
per annum u n t i l 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 i t s election shall have the right from time to time to demand and receive 
from the other parties chargeable therewith payment ln advance of their respective shares of the estimated amount of 
Costs to be Incurred during any month, which right may be exercised only by submission to each such Party of a prop­
erly itemized statement of such estimated Costs, together with an Invoice for i t s 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 thereafter shall bear interest at the rate of ten percent (100) per annum u n t i l 
paid. Proper adjustment shall be made monthly between such advances and Costs, to the end that each Party shall bear 
and pay i t s proportionate share of Costs Incurred and not more. Unit Operator may request advance payment or secur­
i t y for the to t a l estimated Costa to be incurred ln a particular D r i l l i n g , Deepening or Plugging Back operation and 
notwithstanding any other provision of this agreement shall not be obligated to commence such operation unless and 
u n t i l such advance payment Is made or Unit Operator is furnished security acceptable to l t for the payment thereof 
by the Party or parties chargeable therewith. 

15.7 USE OF UNIT OPERATOR'S DRILLING EQUIPMENT. Any D r i l l i n g , Deepening or Plugging Sack operation conducted 
hereunder may be conducted oy unit operator by means of i t s own tools and equipment provided that the rates to be 
charged and the applicable tens and conditions are set forth ln a form of d r i l l i n g contract which receives the App­
roval of the Party or Parties chargeable with the Costs Incurred ln such operation, except that in any caae where the 
Unit Operator alone constitutes the Dr i l l i n g 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. 

15.3 RIGHTS AS PARTY. As an owner of Committed Working Interest, the Party acting as Unit Operator shall have 
the same rights ana obligations hereunder as l f I t 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 Operator, such notice, consent or 
approval 3hall be deemed properly given by the Party acting as Unit Operator l f and when given to a l l 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. D r i l l i n g Wells. Drill,-Deepenor Plug Back a well or wells only in accordance 
with the provisions or this agreement. 

3. Compliance With Laws and Agreements. Comply with the provisions of the Unit 
Agreement, a l l applicable laws ana governmental regulations (whether federal, state or 
local) and Directions by the Parties pursuant to this agreeaent; in case of conflict be­
tween such Directions and the provisions of the Unit Agreeaent or such laws or regulations, 
the provisions of the Unit Agreement or such laws or regulations shall govern. 1 

C. Consultation With Parties. Consult freely with the Parties within the area ) 
affected by any operation nereunaer, and keep them advised of a l l matters arising in oper-, 
atlons hereunder which Unit Operator deems important, In the exercise-of Its best Judgment. 

D. Payment of Costs. Pay a l l Costs Incurred in operations hereunder promptly as 
and when due ana payable, ana keep the Committed Working Interests and a l l property used In 
connection with operations under this agreement free from liens which may be claimed for the 
payment of such Coats, except any such Lien which i t disputes, ln which event Unit Operator 
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may contest the disputed l i e n upon g i v i n g w r i t t e n notice thereof to the Parties affected 
thereby. 

E. Records. Keep f u l l and accurate records of a l l Costs incurred, and c o n t r o l l ­
able materials and equipment. which records, and receipts and vouchers i n support thereof, 
s h a l l be available f o r inspection by authorized representatives of the other Parties at 
reasonable i n t e r v a l s during usual business hours at the o f f i c e of Unit Operator. 

F. Access To 'Jnlt Area. Permit each of the other Parties, through i t s duly 
authorized employees or agents, but at such Party's sole r i s k and expense, to have access 
to the Unit Area at a l l times to inspect or t o observe, and to the d e r r i c k f l o o r of each 
w e l l D r i l l e d or being D r i l l e d hereunder, f o r the purpose of observing operations conducted 
hereunder and inspecting materials, equipment or other property used i n connection w i t h 
operations under t h i s agreement, and to have access at reasonable times t o "non-privileged" 
information and data i n the possession of Unit Operator concerning the Unit Area. 

G. Non-Privileged Information. Furnish to each of the other Parties who makes 
timely w r i t t e n request therefor t l ) copies of Unit Operator's authorizations f o r expend-
ture or Itemizations of estimated expenditures l n excess of ten thousand d o l l a r s ($10,000.00), 
(2) copies of a l l d r i l l i n g reports, w e l l logs, basic engineering data, tank tables, gauge 
reports and run t i c k e t s (3) reports of stock on hand at the f i r s t of each month, (4) re­
ports to governmental agencies, '5) monthly reports showing d i s p o s i t i o n i n d e t a i l of the 
volumes of o i l , condensate, water, associated gas, non-associated gas, other substances i f 
p e r t i n e n t , as w e l l as volumes of a l l substances i n j e c t e d i n t o Unitized formations, (6) true 
and l e g i b l e copies of a l l e l e c t r i c a l logs, gamma ray logs, mud logs and other non-privileged 
w e l l surveys. (7) samples of cores or c u t t i n g s taken from wells d r i l l e d hereunder, to be 
delivered at the w e l l i n containers furnished by the Party requesting same, (8) copies of 
a l l production t e s t s , bottom hole pressure and temperature surveys, reservoir f l u i d anal­
y s i s , core analyses and any other non-privileged" surveys or measurements conducted on 
said w e l l s , and (9) such other and a d d i t i o n a l information or reports as may be required by 
D i r e c t i o n of the Parties w i t h i n the area a f f e c t e d . 

Operator s h a l l f u r n i s h to any Party a d d i t i o n a l information p e r t a i n i n g to opera­
tions on the subject lands when a special request t h e r e f o r i s made, however, the cost of 
gathering and f u r n i s h i n g any a d d i t i o n a l information not o r d i n a r i l y furnished by Operator 
to a l l Parties s h a l l be charged to the Party who requests the information. 

H. P r i v i l e g e d Information. The Parties hereto, or any one or more of them or any 
association of which one or more of the Parties l s a member, may upon reasonable request 
th e r e f o r and at i t s or t h e i r sole cost, r i s k end expense, i n c l u d i n g stand-by r i g time, be 
granted the r i g h t to obtain information i n a d d i t i o n to that prescribed at the d i r e c t i o n of 
the P a rties; such Information t o Include, but not be r e s t r i c t e d t o , coring of c e r t a i n form­
ations, running of a d d i t i o n a l w e l l logs, taking of bottom hole pressures and samples, con­
ducting v e l o c i t y surveys whether convential or continuous, l n any suitable w e l l d r i l l e d 
hereunder and be e n t i t l e d e x c l u s i v e l y to the information thereby obtained. Neither the 
other provisions of t h i s A r t i c l e 16.10 and 16.1H nor any other provisions of t h i s Unit Oper­
a t i n g Agreement s h a l l e n t i t l e any n o n - p a r t i c i p a t i n g Party to share i n the d i s t r i b u t i o n of 
such p r i v i l e g e d logs and survey information. 

16.2 INSURANCE. 

A. Unlf^Operator*s. Unit Operator s h a l l comply wit h the Workmen's Compensation 
Law of the state i n wmcn tne u n i t lands are located. .Unit Operator s h a l l also maintain 
i n force at a l l times w i t h respect to operations hereunder such other Insurance, l f any, 
as may be required by law. i n a d d i t i o n , Unit Operator s h a l l maintain such other Insurance, 
l f any, as i s described i n E x h i b i t 5 hereto attached or as receives the Approval of the 
Parties from time t o time. Unit Operator s h a l l carry no other insurance f o r the b e n e f i t 
of the Parties except as above s p e c i f i e d . Upon w r i t t e n request of any Party, Unit Opera­
t o r s h a l l f u r n i s h evidence of Insurance c a r r i e d by i t w i t h respect to operations hereunder. 

3. Contractor's. Unit Operator s h a l l require a l l contractors engaged i n opera­
tion s under t h i s agreement t o comply w i t h the Workmen's Compensation Law of the State l n 
which the u n i t lands are located and t o maiatain such insurance as l s required by D i r e c t i o n 
of the Parties. 

C. Automotive Equipment. In the event Automobile Public L i a b i l i t y Insurance l s 
s p e c i f i e d i n said Exhibit * or subsequently receives the Approval of the Parties, no d i r e c t 
charge s h a l l be made by Unit Operator f o r premiums paid f o r such insurance f o r Operator's 
f u l l y owned automotive equipment. 

16.3 NON-DISCRIMINATION. In connection w i t h the performance of work under t h i s agreement, the Unit Operator 
agrees not to discriminate against any employee or applicant f o r employment because of race, r e l i g i o n , color, or 
n a t i o n a l o r i g i n . The aforesaid provision s h a l l include, but not be l i m i t e d t o , the f o l l o w i n g : employment, upgrad­
ing, demotion, or t r a n s f e r ; recruitment or recruitment a d v e r t i s i n g , l a y o f f or termination; rates of pay or other forms 
of compensation; and s e l e c t i o n f o r t r a i n i n g , i n c l u d i n g apprenticeship. The Unit Operator agrees to post hereafter 
i n conspicuous places, a v a i l a b l e f o r employees and applicants f o r employment, notices to be provided by the contract­
ing o f f i c e r s e t t i n g f o r t h the provisions of the non-discrimination clause. 

The Unit Operator agrees t o I n s e r t the foregoing provision i n a l l subcontracts hereunder, except subcontracts f o r 
standard commercial supplies or raw materials. 

Further w i t h regard to non-discrimination, and i n connection w i t h the performance of work under t h i s agreement, 
the Unit Operator agrees to comply wit h a l l of the provisions of Section 202 (1) to (7) i n c l u s i v e , of Executive 
Order 11246 (30 F.R. 12319), copy of which i s enclosed herein ( E x h i b i t 5) and made a part hereof. 

16.4 DRILLING CONTRACTS. Each D r i l l i n g , Deepening or Plugging Back operation conducted hereunder, and not 
performed by u n i t operator w i t n i t s own t o o l s and equipment i n accordance w i t h Section 15-7 dealing w i t h Use of Unit 
Operator's D r i l l i n g Equipment, s h a l l be performed by a reputable d r i l l i n g contractor having s u i t a b l e equipment and 
personnel under w r i t t e n contract between Unit operator and the contractor, at the most favorable rates and on the 
most favorable terms and conditions b i d by any such contractor a f t e r s o l i c i t i n g bids, l f bids are obtainable, but 
otherwise at rates and on terms and conditions receiving the Approval of the Parties. 

16.5 UNINSURED LOSSES. Any and a l l payments made by Unit Operator i n the settlement or discharge of any l i a ­
b i l i t y to t h i r d persons (wnetner or not reduced t o Judgment) a r i s i n g out of an operation conducted hereunder and not 
covered by insurance herein provided to be maintained by Unit operator s h a l l be charged as Costs and borne by the 
Party or Parties f o r whose account such operation was conducted. 

ARTICLE 17 

LIMITATIONS ON UNIT OPERATOR 
I -

17.1 SPECIFIC LIMITATltoNS. In the conduct of operations hereunder-, Unit Operator s h a l l not, without f i r s t ob­
t a i n i n g the Approval or the p a r t i e s : 

A. Change I n Operations. Make any s u b s t a n t i a l change i n the basic method of opera­
t i o n of any w e l l , except i n the case of an emergency. 

3. L i m i t On Expenditures. Undertake any p r o j e c t reasonably estimated t o require 
an expenditure i n excess of ten thousand d o l l a r s ($10,000.00); provided, however, that (1) Unit 
Operator l s authorized to make a l l usual and customary operating expenditures that are required 
i n the normal course of producing operations, (2) whenever Unit Operator i s authorized to conduct 
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a D r i l l i n g , Deepening or Plugging 3ack operation, or to undertake any other project, in 
accordance with this agreer.ent, "Jnlt Operator shall be authorized to make a l l reasonable 
and necessary expenditures in connection therewith and 2) in case of emergency. Unit Op­
erator may make such immediate expenditures as may be necessary for the protection of l i f e 
or property, but notice of such emergency shall be given to a l l other Parties as promptly 
as reasonably possible. 

C. Partial Relinquishment. Make any partial relinquishment of i t s rights as Unit 
Operator or appoint' any sub-operator. 

D. Settlement of 'laims. Pay ln excess of twenty five hundred dollars .'52500.00) 
in the settlement of any claim f other than Workmen's Compensation claims': for injury to or 
death of persons, or for loss of or damage to property. 

E. Determinations. Make any of the deterninatlons provided in the Unit Agree­
ment to be made by Unit operator, except as otherwise specified in this agreement. 

ARTICLE 13 

TITLES 

13.1 REPRESENTATIONS OF OWNERSHIP. Each Party represents to a l l other Parties that to the best of i t s know­
ledge and Seller i t s ownership or Working Interests tn the Unit Area is that s*t out in ?>hibit 3 of the Unit Agree­
ment. I f i t develops that any such ownership ls Incorrectly stated, the rights and responsibilities of the Parties 
3hall oe governed by thtprovisions of this Article 18, but such erroneous statement snail not be a cause for can­
celling-or terminating this agreement. 

13.2 TITLE PAPERS TO 3E FURNISHED. 

A. Lease Papers. Each Party, after executing this agreement, 3hall upon request 
promptly furnish unit Operator with photostatic copies of a l i leases, assignments, options 
and other contracts which i t has in i t s possession relating to i t s Committed Working Inter­
ests . 

3- T i t l e Pacers For I n i t i a l Test Well. 

1. Abstracts of t i t l e based upon the county records certified 
to current date. 

2. A l l lease papers, or photostatic copies thereof, mentioned 
in Section 18.2A which the Party has in i t s possession, and which have 
not been previously furnished to Unit Operator. 

3. Copies of any t i t l e opinions which the Party has in i t s 
possession. 

4. I f federal lands are involved, status reports of current date 
setting forth the entries found tn the d i s t r i c t 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- I f state lands are involved, status reports of current date 
showing the entries pertaining to the land involved found ln the records 
of such state. 

6. i f Indian lands are Involved, status reports for the land 
involved**ihowing the entries found in the office of the Superintendent 
of the Indian Agency and the area office for such Indian lands. 

0. T i t l e Papers For Subsequent Wells. 

1. When the D r i l l i n g of a Well ls proposed a t i t l e examination 
area shall be designated: 

a) As to a Subsequent Test Well or an Exploratory 
Well, by the Party proposing the Dri l l i n g thereof; pro­
vided that the area so designated does not exceed 2560 
acres, or the Dri l l i n g Block, whichever is the greater. 

b) As to a Development Well the Dri l l i n g of which has re­
ceived the Approval of the Parties, by the Parties of the par­
ticipating area; provided that they may designate a t i t l e ex­
amination area outside the participating area. 

2. Each Party within any such t i t l e examination area shall at i t s 
own expense and upon request furnish Unit Operator with the t i t l e materials 
Listed in Section 18.2B not previously furnished, relating to a l l lands with­
in auch area In which i t owns Committed Working Interests. 

D. T i t l e Papers On Establishment Or Enlajgeaent Of A Participating: Ar«. Upon the 
establishment or the enlargement or a participating area, each Party shall promptly at i t s 
own expense furnish Unit Operator a l l the t i t l e material listed in Section 18.2B relating 
to a l l i t s Committed Working Interests in the lands lying within such participating area 
as established or enlarged. 

18.3 TITLE EXAMINATION. Promptly after a l l t i t l e papers delivered pursuant to Section 18.2B, C or D have 
been received, unit Operator shall deliver such t i t l e 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 
copies of t i t l e opinions to a l l Parties as soon as they are received. After a t i t l e examination has been completed 
and a reasonable time, not exceeding t h i r t y days, has been allowed for any necessary curative work, Unit Operator 
shall submit to each Party copies of t i t l e opinions and a report concerning the t i t l e examination with written rec­
ommendation for approval or disapproval of the t i t l e to each Committed Working Interest involved, and thereafter 
the Parties shall advise Unit Operator in writing within fifteen days after receipt of such t i t l e opinions or reports 
of approval or disapproval of t i t l e s . 

19.4. OPTION FOR ADDITIONAL TITLE EXAMINATION. Any Party who furnished materials for t i t l e examination pur­
suant to Section 10.26, c or D snail nave the right to examine a l l materials furnished Unit Operator. I f such addi­
tional t i t l e examination ls elected, i t 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 t i t l e materials for i t s use, l f re­
quired. Whether or not such additional t i t l e examination is elected, each Party shall have the right to approve or 
disapprove t i t l e according to the provisions of this Article 18. 

18.5 EXPENSE OF TITLE EXAMINATION AND CURATIVE WORK. A l l expenses incurred at the direction of the Unit Op­
erator in examination or t i t l e s to an area designated pursuant to Section 18.2 shall be charged as Costs incurred 
ln D r i l l i n g the well for which,title examination is made and a l l expenses incurred in examination of t i t l e s upon es­
tablishment ax 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 meet t i t l e requirements concern­
ing a Committed Working Interest shall be performed by and at the expense of the Party claiming such interest. 

18.6 APPROVAL OF TITLES PRIOR TO DRILLING. 

A. Except as provided in 18.6c below, prior to actual D r i l l i n g , t i t l e to Committed 
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Working Interests in the t i t l e examination area must receive the Approval of the Parties: 

1. In the Dri l l i n g 31ock, as to Subsequent Test Wells and Explor­
atory Wells; and 

2. In the participating area, as to Development Wells. 

3. Any Party included in the Dril l i n g Party for a well for which t i t l e examina­
tion ls made as above provided, who has disapproved t i t l e to a Committed Working Interest 
which has been examined in connection with the D r i l l i n g of such well may withdraw from the 
Dri l l i n g Party by giving written notice of such withdrawal to a l l other Parties Included 
in the Dri l l i n g Party within fifteen days after the recommendation of the Unit operator 
on a t i t l e examination made in connection with the D r i l l i n g of the well, and the Dril l i n g 
of such well shall not be commenced u n t i l 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 Party or Parties inclu­
ded in the Dri l l i n g Party agrees in writing to bear that proportion of the Costs incurred in 
Drill i n g such well that would have been borne by the withdrawing Party; md the withdrawing 
Party shall become a Son-Drilling Party under the applicable provisions of Exhibit 4, and 
Articles 12 and 13 hereof. 

C. In the event Approval of the Parties is not obtained as in this section other­
wise provided, the Dri l l i n g Party may proceed with the Dri l l i n g of the well, but said D r i l l ­
ing Party shall, by so proceeding, assume a l l risks attending the potential failure of tittle 
to one or more of the tracts within the t i t l e examination area; particularly with regard to 
the consequences i f t i t l e to a tract should f a i l and the true owner proves to be one who is not 
a Party to this Unit Operating Agreement. 

18.7 APPROVAL OF TITLES ON ESTABLISHMENT OR ENLARGEMENT OF A PARTICIPATING AREA. Within f i f t e e n days a f t e r 
the receipt o f t h e recommendation of the Unit .operator on t i t l e examination made upon the establishment or enlarge­
ment of a participating area, each Party within" the participating area as established or enlarged shall notify 
each of the other Parties therein whetner i t accepts or rejects t i t l e to each Committed Working Interest within such 
participating area as established or enlarged. .Any Party rejecting t i t l e shall state the reasons therefor ln writ­
ing. 

I f t i t l e to a Committed Working Interest is rejected by any Party by notice given as above provided, the Parties 
within the participating area as established or enlarged shall vote in accordance wi.th Article 14 dealing with Super­
vision of Operations by Parties, on the Approval of such t i t l e . I f , on such vote, the t i t l e receives the Approval 
of the Parties, such t i t l e shall be deemed Approved; i f not, i t 3hall be deemed disapproved. I f no Party has re­
jected t i t l e to a Committed Working Interest by notice given as above provided, then t i t l e 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 u n t i l t i t l e to such Committed Working Interest has received the Approval of the Parties within 
such participating area. 

Upon Approval of the Parties of t i t l e to a Committed Working Interest within a participating area, such approval 
shall be binding on a l l Parties within the participating area and on a l l additional Parties whose tracts later are 
included, by expansion, in the^oartlcipatlng area. 

18.3 EFFECT OF DISAPPROVAL OF TITLE ON ESTABLISHMENT OR ENLARGEMENT OF PARTICIPATING AREA. I f t i t l e to the 
Committed Working Interest in a tract within a"participating area is aisapprovea as provtaeo in section 18.7, the 
Party claiming such Committed Working Interest may, within t h i r t y days after such disapproval, provide indemnity 
In such terms and ln such amount as receives the Approval of the Parties (other than the idemnifying Party) within 
such participating area, on an Acreage Basis among themselves. In the absence of such idenmity, the proceeds of the 
Production from such tract- or of the Production allocated thereto (whichever is the greater) to the extent attribu­
table to such Committed Working Interest, after deducting Lease Burdens payable thereon, shall be paid to Unit Op­
erator and held in suspense u n t i l t i t l e to 3uch Committed Working Interest receives the Approval of the Parties with­
in such participating area or u n t i l such time as such Committed Working interest is lost through t i t l e failure; pro­
vided, however, that Unit Ooerator 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 Interest. 

18-9 FAILURE OF TITLE TO COMMITTED WORKING INTEREST BEFORE APPROVAL. I f t i t l e to any Coamitted Working Inter­
est shall f a i l in whole or In part' prior'"to receiving tne Approval or the parties, the Parties hereto who Improper­
ly claimed an interest in said land shall sustain the entire loss occasioned by such failure of t i t l e , and do here­
by expressly relieve and indemnify the Unit operator and a l l other Parties from any and a l l l i a b i l i t y on account 
thereof. 

18.10 FAILURE OF TITLE TO COMMITTED WORKING INTEREST AFTER APPROVAL. I f t i t l e to a Committed Working Interest 
which has received the"Approvai or the parties under section IO.OA(I) as to a Dr i l l i n g slock, or under Section l8.7 
as to establishment or enlargement of a participating area, f a i l s in whole or in part then: 

1. The loss and any ensuing l i a b i l i t y shall be charged as a common loss of the 
Parties having interests in the affected participating area or Dril l i n g Block (including 
the Party whose Committed 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 D r i l l i n g Block, subject to a l i k e 
portion of their respective Lease Burdens, as may be necessary to make the loss of such 
Committed Working Interest a joint loss of the parties within such participating area or 
Drill i n g Block; and 

3. The relinquished portions of said Committed Working Interests shall be deem­
ed owned by the Party receiving the same, subject to a proportionate part of their res­
pective Lease Burdens for a l l purposes of this Agreement. 

18.11 JOINDER BY TRUE OWNER. I f t i t l e to a Committed Working Interest f a i l s in whole or in part, such Commited 
Working Interest shall" no™ longer be-subject to this Agreement and Unit Agreement. A true Owner of a Working Inter­
est, t i t l e to which has failed, aay join in this Agreement or enter upon a separate Operating Agreeaent with the 
Parties to this Agreement upon such terms and conditions aa receive the approval of the Parties within the unit area 
and subject to any valid claims by the true Owner. 

ARTICLE 19 

UNLEASED INTERESTS 

Unless specifically provided 'under "other provisions" (following Article 36) herein this Agreement is silent as 
to -unleased Interests. 

ARTICLE 20 

RENTALS AND LEASE BURDENS 

20.1 RENTALS. Each Party shall be obligated to pay any and a l l rentals and other sums (other than Lease Bur­
dens) payable "upon or in respect of i t s Committed Working Interests, subject, however, to the right of each Party 
to surrender any of i t s Committed Working Interest in accordance with Article 27. Upon request, each Party shall 
furnish to Unit Operator satiafactory evidence of the making of such payments. However, no Party shall be liable to 
any other Party for 'unintentional failure to make any such payments provided i t has acted tn good faith. 
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20.2 LEASE BURDENS. The Party or Parties e n t i t l e d to receive the Production all o c a t e d to a t r a c t of land 
w i t h i n a p a r t i c i p a t i n g area s h a l l be obligated to make any and a l l payments, whether i n cash or i n kind, accruing 
to any ard a l l Lease 3urdens, net p r o f i t s i n t e r e s t s , c a r r i e d i n t e r e s t s and any s i m i l a r i n t e r e s t payable i n res­
pect of such Production or the proceeds thereof, except as provided i n A r t i c l e 22 dealing w i t h Withdrawal of Tracts 
and Uncommitted I n t e r e s t s . The Party or Parties e n t i t l e d t o receive the Production from a w e l l completed as a pro­
ducer but not included w i t h i n a p a r t i c i p a t i n g area s h a l l be obligated to pay a l l Lease Burdens payable i n respect 
of such Production and each such Party s h a l l be obligated to pay any net p r o f i t s i n t e r e s t , c a r r i e d i n t e r e s t and 
s i m i l a r i n t e r e s t s payable i n respect of i t s share of such production. 

20.3 LOSS OF cCHMTl'l'Jfl) WORKING INTEREST. I f a Committed Working I n t e r e s t i s l o s t through f a i l u r e to make any 
payment above provided to be made by the Party owning the same, such loss s h a l l be borne e n t i r e l y by such Party; pro­
vided, however, i f the Committed Working I n t e r e s t so l o s t covers land w i t h i n a p a r t i c i p a t i n g area the provisions of 
Subdivisions of Section 18.10 dealing w i t h F a i l u r e of T i t l e to Committed Working I n t e r e s t s h a l l apply. 

ARTICLE 21 

TAXES 

21.1 PAYMENT. Any and a l l ad valorem taxes payable upon the Committed Working I n t e r e s t s (and upon Lease Bur­
dens which are not payable by the owner thereof) or upon materials, equipment, or other property acquired and held 
by Unit Operator hereunder, and any and a l l taxes (other than income taxes) including severance and 3ales taxes jpon 
or measured by Unitized Substances produced from the Unit .Area which are not payable by the purchaser or purchasers 
thereof or by the owner of Lease Burdens, s h a l l be paid as and when due and payable by Unit Ooerator or by the Par­
t y "taking i n kind" as more s p e c i f i c a l l y provided i n A r t i c l e s 6.5 and 6.6 herein. 

21.2 APPORTIONMENT. Taxes upon materials, equipment and other property acquired and held by Unit Operator 
hereunder s h a l l be charged to and borne by the Parties owning the same i n proportion to t n e i r respective i n t e r e s t s 
t h e r e i n . A l l other taxes paid by Unit Operator s h a l l be charged t o and bome by the Parties i n proportion to t h e i r 
ownership i n the Committed Working I n t e r e s t s or Unitized Substances (as the case may be) upon which or i n respect 
of which such taxes are paid. A l l reimbursements from owners of Lease Burdens, whether obtained i n cash or by de­
duction from Lease Burdens, on account of any taxes paid f o r such owners s h a l l be paid or credited to the Parties 
i n the same proportions as such taxes were charged to such Parties. 

21.3 TRANSFER OF IWTEKESTS. In the event of a t r a n s f e r by one Party t o another under the provisions of t h i s 
agreement of any committed working I n t e r e s t or of any i n t e r e s t l n any w e l l or i n the materials and equipment i n any 
w e l l , or i n the event of the reversion of any relinquished i n t e r e s t as i n t h i s agreement provided the taxes above 
mentioned assessed against the i n t e r e s t transferred or reverted f o r the taxable period i n which such t r a n s f e r or 
reversion occurs s h a l l be apportioned between 3uch Parties so th a t each s h a l l bear the percentage of such taxes which 
is proportionate to th a t p o r t i o n of the taxable period during which l t owned such i n t e r e s t . 

21.4 NOTICES AND RETURNS. Each Party s h a l l promptly f u r n i s h Unit Operator w i t h copies of notices, assessments, 
le v i e s or tax statements received by i t p e r t a i n i n g t o the taxes to be paid by Unit Operator. Unit Operator s h a l l 
make such returns, reports and statements as may be required by law i n connection w i t h any taxes above provided to 
be paid by l t and s h a l l f u r n i s h copies to the Parties upon request. I t s h a l l n o t i f y the Parties of any tax which i t 
does not propose to pay before such tax becomes delinquent. 

ARTICLE 22 

WITHDRAWAL OF TRACTS AND UNCOMMITTED INTERESTS 

22.1 LIMITATION OH RIGHT OF WITHDRAWAL, Not less than f i v e days before f i l i n g the Unit Agreement f o r f i n a l 
Departmental approval, u n i t operator s n a i l n o t i f y each Party i n w r i t i n g of i n t e n t i o n to f i l e , specifying i n such 
no t i c e , t o the best of Unit Operator's knowledge, the status of ownership of u n i t i z e d lands and Lease Burdens on 
Production therefrom. I f the owner of any subs t a n t i a l i n t e r e s t i n a t r a c t w i t h i n the Unit Area has then f a i l e d or 
refused to j o i n I n the Unit Agreement, the Party or Parties owning Committed Working I n t e r e s t s i n such t r a c t s h a l l 
have the r i g h t t o withdraw sucsTtract from the Unit Area i n accordance w i t h the Unit Agreement; provided, however, 
that such r i g h t s h a l l not be exercised u n t i l a f t e r at least ten days p r i o r w r i t t e n notice to a l l other Parties w i t h ­
i n the Unit Area and such r i g h t s h a l l not be exercised l f w i t h i n said period of ten days the non-withdrawal of such 
t r a c t receives the D i r e c t i o n of the Parties who at the time of the g i v i n g of such notice have executed t h i s agree­
ment. 

22.2 THE EFFECT OF NON WITHDRAWAL AT DIRECTION OF PARTIES. I f the non-withdrawal of a t r a c t receives the 
D i r e c t i o n of the p a r t i e s as above provided and ' i f sucn t r a c t i s included w i t h i n a p a r t i c i p a t i n g area, the f o l l o w -
i n t provisions s h a l l apply: 

A. Any and a l l payments and l i a b i l i t i e s t o the owners of uncommitted I n t e r e s t s 
l n such t r a c t t h a t are i n excess of the payments that would accrue t o such owners had they 
executed the Unit Agreement s h a l l be borne and shared on an Acreage Basis by the Parties 
w i t h i n the p a r t i c i p a t i n g area i n which the t r a c t l s located. 

B. I f the payments t h a t would accrue to the owners of uncommitted i n t e r e s t s l n 
such t r a c t i f they had joined i n the Unit Agreement are i n excess of the payments a c t u a l l y 
accruing t o them such excess s h a l l be shared by a l l Parties w i t h i n the p a r t i c i p a t i n g area 
on an Acreage Basis. 

22-3 VOLUNTARY NON-WITHDRAWAL. I f the Party or Parties owning Committed Working I n t e r e s t s l n a t r a c t v o l ­
u n t a r i l y f a l l s to exercise the r i g h t to withdraw such t r a c t i n accordance wit h the Unit Agreement, a l l payments 
and l i a b i l i t i e s accruing to the owners of uncommitted i n t e r e s t s I n such t r a c t s h a l l be paid and borne by such Par­
t y or Parties. 

ARTICLE 23 

COMPENSATORY ROYALTIES 

23.1 NOTICE. Whenever demand i s made i n accordance w i t h the Unit Agreement f o r the payment of compensatory 
r o y a l t i e s , Unit"operator s h a l l give w r i t t e n notice thereof t o each Party affected by the demand,. as hereinafter 
provided. 

23.2 DEMAND FOR FAILURE TO DRILL A DEVELOPMENT WELL. I f the demand f o r compensatory r o y a l t y r e s u l t s from 
the f a i l u r e to D r i l l a Development Well and such wen i s not d r i l l e d , then Unit Operator s h a l l pay such compensa­
to r y r o y a l t y . Such payment s h a l l be charged as Costs incurred i n operations w i t h i n such p a r t i c i p a t i n g area. 

23.3 DEMAND FOR FAILURE TO DRILL A WELL OTHER THAN A DEVELOPMENT WELL. I f the demand f o r compensatory r o y a l ­
t y r e s u l t s from the r a i i u r e t o D r i l l a w e l l other than a Development w e l l and an e l e c t i o n t o D r i l l i n order t o avoid-
payment of Compensatory Royalties i s not made by any Party owning a Committed Working I n t e r e s t i n the t r a c t upon 
which such a w e l l may be D r i l l e d , then Unit Operator s h a l l pay such compensatory r o y a l t y . Such payment s h a l l be 
chargeable to and borne by the Parties who would be obligated to bear the Costs of such w e l l I f the w e l l were D r i l l ­
ed as a Required Well i n accordance wit h Section 10.4B. 

ARTICLE 24 

SEPARATE MEASUREMENT AND SALVAGE 

24.1 SEPARATE MEASUREMENT. I f a we l l completed as a producer of Unitized Substances i s l n or Included i n a 
p a r t i c i p a t i n g area but i s not owned on an Acreage Basis by a l l the Parties w i t h i n such p a r t i c i p a t i n g area and l f , 
w i t h i n t h i r t y days a f t e r request by any Interested Party, a method of measuring the Production from such w e l l w i t h ­
out necessitating a d d i t i o n a l f a c i l i t i e s does not receive the Approval of the Parties, then Unit Operator s h a l l i n ­
s t a l l such a d d i t i o n a l tankage, flow l i n e s or other f a c i l i t i e s f o r separate measurement of the Unitized Substances 
produced froa such w e l l aa Unit Operator may deem s u i t a b l e . The Costs of such f a c i l i t i e s f o r separate measurement 
s h a l l be charged to and borne by the D r i l l i n g Party f o r such w e l l and treated as Costs incurred i n operating such 
w e l l notwithstanding any other provisions of t h i s agreement. 
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24.2 SALVAGED MATERIALS. I f any materials and equipment are salvaged from a well completed as a producer 
after being Drilled, Deepened or Plugged Back otherwise than for the account of a l l the Parties entitled to par­
ticipate therein before reversion to the Non-Drilling Parties of their relinquished interests in the well, the 
proceeds derived from sale thereof, or, i f not sold, the Salvage value thereof, shall be treated in the same manner 
as proceeds of Production from such well for the purpose of determining reversion to Non-Drilling Parties of their 
relinquished interests in such well. 

ARTICLE 25 

SECONDARY RECOVERY AND PRESSURE MAINTENANCE 

25.1 CONSENT REQUIRED. Unit Operator shall not undertake any program of secondary recovery or pressure main­
tenance involving Injection'of gas, water or other substance by any method, whether now known or hereafter devised, 
without f i r s t 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 Interests as defined 
in Article 14.2 hereof, unless a different voting requirement ls agreed to by the Parties, in which event l t w i l l 
be shown on Exhibit A hereto. After, the Parties have voted to undertake a program of seconday recovery or pressure 
maintenance in accordance with this section, the conduct of such a program 3hall be subject to 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 operation of any gasoline plant, sulphur recovery plant, dewaxing plant or other above ground fac­
i l i t i e s to process or otherwise treat Production, other than such f a c i l i t i e s as may be required for treating Pro­
duction in ordinary lease operations and such f a c i l i t i e s aa may be required in the conduct of operations authorized 
under Section 25.1. 

ARTICLE 26 

TRANSFERS OF INTEREST 

26.1 SALE BY UNIT OPERATOR. I f Unit operator sells a l l i t s Committed Working Interests, I t shall resign and 
a new Unit Operator snail be selected aa provided in the Unit Agreement. 

26.2 ASSUMPTION OF OBLIGATIONS. No transfer of any Committed Working Interests shall be effective unless ths 
same ls made expressly subject to tne Unit Agreement and this agreement and the transferee agrees in writing to ass­
ume and perform a l l obligations of the transferor under the Unit Agreement and this agreement insofar as relates to 
the interest assigned, except 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 DATS. A transfer of Committed Working Interests shall not be effective as between the Par­
ties u n t i l the n r s t day or the month next following the delivery to Unit Operator of the original or a certified 
copy of the instrument of transfer conforming to the requirements of Section 26.2. In no event shall a transfer 
of Committed Working Interests relieve the transferring Party of any obligations accrued hereunder prior to said 
effective date, for which purpose any obligation assumed by the transferorto participate In the D r i l l i n g , Deepening 
or Plugging Back of a well prior to such effective date shall be deemed an accrued obligation. 

ARTICLE 27 

RELEASE FROM OBLIGATIONS AND SURRENDER 

27.1 SURRENDER OR RBCEASE WITHIN PARTICIPATING AREA. A Committed Working Interest covering land within a 
participating area shall not be surrendered except with the consent of a l l Parties within such participating area. 
However, a Party who owns a Cassaitted Working Interest ln land within a participating area and who ls not at the 
time committed to participate in the D r i l l i n g , Deepening or Plugging Back of a well within such participating arte 
may be relieved of further obligations of any particular Committed Working Interest or Interests with respect to auch 
participating area as then constituted by executing and delivering to Unit Operator an assignment conveying to a l l 
other Parties within such participating area the particular Cceaoltted Working Intereat or Interests owned by such Party 
in lands within the participating area, together with the specific Intereat of such Party's Committed Working Intereat 
ln any and a l l wells, materials, equipment and other property applicable to such surrendered Interest or Interests, 

27.2 PROCEDURE OW SURRENDER OUTSIDE PARTICIPATING AREA. Whenever a Party desires to surrender i t s Commit­
ted Working Interest in any tract which ls not within any participating area, such Party shall give to a l l other 
Parties written notice thereof describing such Committed Working Interest. The Parties receiving such notice, or 
any of them, ahall have the right at their option to take from the Party desiring to surrender sn assignment of 
such Committed Working Interest by giving to the Party desiring to surrender written notice of election so to do 
within t h i r t y days after receipt of the notice of the desire to surrender. I f such election Is made as above pro­
vided, the Party or Parties taking the assignment (which shall be taken by them In proportion to the acreage of their 
Committed Working Interests among themselves ln the Unit Area) shall pay to the assigning Party Its share of the Sal­
vage Value of any wells owned by the Parties and then located on the land covered by such Ccesaltted Working Interest, 
which payment shall be made on receipt of the assignment. I f no Party elects to take such assignment within such 
t h i r t y day period, then the Party or Parties owning such Committed Working Interest may surrender the same l f surr­
ender thereof can be made in accordance with the Unit Agreement. 

27.3 ACCRUED OBLIGATIONS. A Party making an assignment or surrender in accordance with Section 27.1 or 27*2 
shall not be relieved of i t s l i a b i l i t y for any obligation accrued hereunder at the time the assignment or surrender 
ls made, or of obligation to bear i t s share of the Costs incurred In any D r i l l i n g , Deepening or Plugging Back oper­
ation in which such Party has elected to Participate prior to the making of such assignment or surrender, except to 
the extent that the Party or Parties receiving such assignment shall assume, with the Approval of the Parties, any 
and a l l obligations of ths assigning Party hereunder and under the Unit Agreement. 

ARTICLE 28 

SEVERAL, NOT JOINT LIABILITY 

28.1 LIABILITY. The l i a b i l i t y of the Parties hereunder shall be several and not Joint or collective. Each 
Party shall be responsible only for i t s obligations as herein set out. 

28.2 NO PARTNERSHIP CREATED. I t is not the intention of the Parties to create, nor shall this agreeaent or 
the Unit Agreeaent be construed as creating a mining or other partnership of association between the Parties, or to 
render them liable as partners or associates. 

28.3 ELECTION. Each of the Parties hereby elects to be excluded from the application of Subchapter K 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. I f any present Income tax laws of the state 
or states in which the Unit Acre is located, contain or 3hall hereafter contain, provisions similar to those con­
tained in the Subchapter of the Internal Revenue Code of 1954 above referred to under which a similar election is 
permitted, each of the^Parties hereby electa to be excluded from the application of such laws. Accordingly, each 
Party hereby authorised*and directs Unit Operator to execute such an election or elections on i t s behalf and f i l e 
the same with the proper administrative office or agency. I f requested by Unit Operator, each Party agrees to ex­
ecute and Join in such instruments as are necessary to make such election effective. 

ARTICLE 29 

NOTICES 

29.I GIVING AND RECEIPT. Except aa otherwise specified herein, any notice, consent or statement herein pro­
vided or permitted 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, i f delivered to a corporate Party, i t shall not be deem­
ed given unless delivered personally to an executive officer of such Party or to i t s representative designated pur­
suant to Section 14.5 dealing with Representatives. A notice given under any provision hereof shall be deemed given 
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only when received by the Party to whoa such notice is directed, except that any notice given ty United States reg­
istered mall or by telegraph, properly addressed to the Party to whor." given with a l l postage and cr.arges prepaid, 
shall be deemed given to and received by the Party to whom directed forty-eight '^t"; hours after such "otice 13 
deposited in "he United States mails or twenty-four (2^1 hours after such notice is filed with an operating tele­
graph company for immediate transmission by telegraph, and also except that a notice to Unit Operator shall -ot be 
ieened given u n t i l actually received by i t . -

29-2 PROPER ADDRESSES. Each Party's proper address shall be deemed to be the address set forth under or opp­
osite i t s signature hereto unless and u n t i l such Party specifies another post office address within the continental 
limit3 of the United States by not less than ten days prior written notice to a l l other Parties. 

ARTICLE 30 

EXECUTED IH COUNTERPARTS AND RATIFICATION 

30.1 COUNTERPARTS. This agreement may be executed in counterparts and a l l such counterparts taken together 
ahall be deemed to constitute one and the same instrument. 

30.2 RATIFICATION. This agreement aay be executed by the execution and delivery of a good and sufficient 
instrument of ratific a t i o n , adopting and entering into this agreement. Such ratification shall have the same eff­
ect as i f the Party executing i t had executed this agreement or a counterpart hereof. 

ARTICLE 31 

SUCCESSORS AND ASSIGNS 

31-1 COVENANTS. This agreement shall be binding on and inure to the benefit of a l l Parties signing the same, 
their heirs, devisees, personal representatives, successors and assigns and their successors in interest, whether 
or not i t is signed by a l l 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 unless used in the text of the subject section or subsection shall be disregarded in construing this agree­
ment. 

ARTICLE 33 

RIGHT 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 t would otherwise have to contest the validity of any law or any order or regulation of governmental 
authority (whether federal, state or local) relating to or affecting the conduct of operations within the Unit Area 
or to appeal from any such order. 

ARTICLE 34 

SUBSEQUENT JOINDER 

34.1 PRIOR TO COMMENCEMENT OF OPERATIONS. Prior to the commencement of operations under the Unit Agreement, 
a l l owners of working interests in tne unit Area who have joined in the Unit Agreement shall be privileged to ex­
ecute or r a t i f y this agreement. 

34.2 AJT&K COMMENCEMENT̂ 3F OPERATIONS. After commencement of operations under the Unit Agreement, any Work­
ing Interest in land within tne Unit Area which is not then committed hereto may be committed to this agreement and 
to the Unit Agreement upon such reasonable terms and conditions as may reeleve the Approval of the Parties, voting 
on a total unit area Committed Working Interest basis. 

ARTICLE 35 

CARRIED INTERESTS 

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

ARTICLE 36 

KFFECTIVE DATE AND TERM 

36.1 sFrfexTTiya DATE. This agreement shall become effective on the effective date of the Unit Agreeaent ex­
cept that the provisions or 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 agreeaent shall not relieve any Party of i t s obligations then 
accrued hereunder. NoWi'thstanding termination of this agreeaent and the provisions hereof relating to the charging 
and payment of Costs and the disposition of materials and equipment shall continue in force u n t i l a l l materials and 
equipment owned by the Parties have been disposed of and u n l t l f i n a l accounting between Unit Operator and the Parties. 
Termination of this agreement shall automatically terminate a l l rights and interests acquired by virtue of this 
agreement ln lands within the Unit Area except such transfers of Committed Working Interests as have been evidenced 
by formal written instruments of transfer. 

36.4 EFFECT OF SIGNATURE. When this agreeaent is executed by two Parties, execution by each shall be deemed 
consideration ror execution by the other and each Party theretofore or thereafter executing this agreeaent shall 
thereupon become and remain bound hereby u n t i l the termination of this agreeaent. However, l f the Unit Agreement 
does not become effective within forty-eight months from and after the date of this agreement, then at the expir­
ation of said period, this agreement shall terminate. 

OTHER PROVISIONS, IF ANY, ARE SET FORTH COMMENCING ON PAGE l6 

UNIT OPERATING AGREEMENT 
Articles 30, 31, 32, 33, 34, 35, 36 

Page 15 Form - BMG 1968: Revision 2 



CTHER PROVISIONS) 

ARTICLE 37 

NC OBLIGATION TC 3£PRESENT OTHER PARTIES 

3gQR5 ?5DERAL MWa SomiSJIcM 

y j . 1 NC OBLIGATION TQ REPRESENT OTHER PARTIES 3EF0P.E FEDERAL POWER COMMISSION. This agreement 2nai l not ae construed :a 
provide tnat any Party is ooiigated co represent any -cher Party hereto oefore :ne Feaerai Power Commission. 

{OTHSR PROVISIONS} 

ARTICLE 38 

SUBSEQUENTLY CREATED LEASE 3URDENS 

38. I SUBSEQUENTLY CREATED LEASE BURDENS. I f any working in te res t owner s n a i l , subsequent to tne execution of tn l s agree­
ment, create an overr id ing roya l ty , production payment, net p r o f i t s i n t e re s t , carr ied in te res t , or any otner in teres t out of 
I t s working interest (here inaf te r ca l led "subsequently created burden") sucn subsequently created ourden sna i l oe 
s p e c i f i c a l l y made subject to a l l the teras and provisions of t h i s agreement. I f the working interest owner from wnien sucn 
subsequently created in teres t i s created oecomes a Non-Dr i l l ing Party l n an operation nereunder and as a resu l t relinquisnes 
in te res t In Production co the D r i l l i n g Party, then 3uch Non-Dr i l l ing Party sna i l hold harmless tne D r i l l i n g Party from any 
reduction in Production that mignt otherwise occur by v i r tue of tne subsequently created burden, and the D r i l l i n g Party 
aha l l , u n t i l reversion of tne relinquianed in te res t occurs, receive aucr. Production f ree and clear of any burdens otner tnan 
those e x i s t i n g at the time tae subject lands were committed to the Unit Agreement. 

Furtner, i f the working in te res t owner from whicn sucn subsequently created in teres t is created: 

1 a) f a l l s to pay wnen due i t s snare of costs and expenses cnargeaole nereunder, and i t s snare of production 
accruing nereunder i s i n s u f f i c i e n t to cover sucn costs and expenses, 

fb ) elects to surrender a lease under A r t i c l e 27 hereof, or 

(c) withdraws from th i s agreement as provided in A r t i c l e 27, 

the subsequently created in te res t sna i l be chargeable wi th a pro rata por t ion of a l l costs and expenses nereunder i n the 
same manner as i f such suosequently created in teres t were a working in te res t , and Operator sna i l nave tne r l g n t to enforce 
against such suosequently created Interes t the l i e n and a l l other r lgn t s granted in A r t i c l e 15 hereof f o r the purpose of 
c o l l e c t i n g costs and expenses chargeable to the subsequently created in te res t . 

(OTHER PROVISIONS) 

ARTICLE 39 

TREATMENT OF HON-COMMITTED LANDS 

m 
39.1 POOLING, OR COMMCNTTTZATION. OF UNIT LANDS WITH NON-UNIT LANDS. Subject to the terms of t h i s Section 39 .1 , Unit 

Operator l s empowered to pool , or communitlze, lands committed to t h i s Unit Operating. Agreement wi th uncoenltted lands 
f o r the purpose of providing a d r i l l i n g , or spacing, u n i t which conforms wi th the provisions o f the appropriate order of 
the regulatory agency of the government of the state i n whicn the lands are located. 

Insofar as Committed Working Interests of Unit lands are concerned, the procedure f o r D r i l l i n g and the sharing of 
costs of a we l l d r i l l e d on such a pooled t rac t sha l l be as provided i n t h i s Unit Operating Agreement f o r the appropriate 
wel l c l a s s i f i c a t i o n (Subsequent Test Well or Exploratory Well , i f the lands be outside an established p a r t i c i p a t i n g ares; 
or Development Well i f the Unit lands are w i t h i n the boundary of an established p a r t i c i p a t i n g area; or Required Well -
e i ther development or exploratory - i f the Unit lands have been "force-pooled" by the state regulatory agency as the 
r e su l t of an app l ica t ion made by the owners of the non-unit lands); and the costs chargeable to the Committed Interes ts 
sha l l be that proportionate part of the we l l ' s costs al located to the Committed Interests of Unit lands w i t h i n the 
spacing u n i t . 

I f the D r i l l i n g of a we l l i s proposed on a t r a c t of land (e i ther a D r i l l i n g 31ock i f f o r an Exploratory Well , or 
por t ion of a p a r t i c i p a t i n g area l f f o r a Development Well) which i s w i t h i n an area covered by a spacing order of the 
state regulatory agency and a por t ion of the spacing ' j n l t as prescribed by such order covers non-cosnltted lands as w e l l 
as Committed Lands, then, upon the Direct ion of the D r i l l i n g Party, tne Unit Operator w i l l : 

(a) seek the voluntary pooling of the subject lands w i t h i n the spacing u n i t , 

or , f a i l i n g to secure voluntary poo3 ing, 

(b) i f so directed by tne D r i l l i n g Party, take proper ac t ion , including appl ica t ion to the appropriate 
governmental agency, to secure the forced-pooling" of the subject non-committed lands; 

and 

(c) prosecute, in accordance with the terms hereof, the D r i l l i n g of said w e l l . 

The proportionate share of che Production allocated to the Committed Interests of Unit lands s h a l l be treated the 
same as that f o r any other Production of Unitized Substances and l n accordance with the applicable provisions of t h i s 
Unit Operating Agreement, but p a r t i c u l a r l y with reference to A r t i c l e s 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
r i d i n g royalty interest Insofar as the override 13* less than i t s proportionate part of one-eighth (l/Sth) of leasehold 
in t e r e s t , i n a t r a c t of land committed to the Unit Agreement and Unit Operating Agreement f a l l or refuse to execute or 
become bound by the Unit Agreement and as a result thereof the Lease Burdens of the Party e n t i t l e d to receive the 
Production allocated to the t r a c t 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 from the Party affected, s h a l l reimburse 
that Party f o r the f u l l amount of sucn excess Lease Burdens and shall treat the same as an operating cost; s i m i l a r l y , 
l f the Lease Burdens are less than the**Lease Burdens coaputed on the basis of production allocated thereto, such Party 
snail remit the difference to the Unit Operator f o r d i s t r i b u t i o n to a l l Parties. 

(OTHER PROVISIONS) 

ARTICLE 40 

SUPERIORITY OF UNIT OPERATING AGREEMENT 

40.1 SUPERSEDENCE BY UNIT OPERATING AGREEMENT. Except for Committed Working Interests under lands and aa to 
formations from wnicn WISP [defined i n Section t>.4 and, i f applicable, described In Exhibit A) may be taken, t n l s Unit 
Operating Agreement supersedes - or ts superior to - any previously existing operating agreements covering the Working 
Interests committed nereto f o r so long as the subject Interests are committed to the Unit Agreement and Unit Operating 
Agreement. 

UNIT OPERATING AGREEMENT 
Art i c l e s 37, 38, 39, 40 
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(OTHER PROVISIONS) 

ARTICLE 41 

41.1 Dnpaid Dnit "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 i t : unless 
and until such action i s taken Unit Operator may market the 
Production; and in consideration of Unit Operator's marketing the 
Production ana 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 a l l claims, 
demands or cause of action arising by virtue of i t s marketing 
Production and making such payments. 

I t 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 regulation does not permit retention of a l l of the 
price for which Production was sold, 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. Unit 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. 
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41.3 Other Provisions regarding WISP. 

A. Costs (reference A r t i c l e 6.4). Anything in this 
agreement to the contrary notwithstanding, a l l costs 
incurred i n d r i l l i n g , completion, plugging and other 
operations related to WISP production shall be paid by 
the parties e n t i t l e d to such segregated production as 
herein provided; and in this regard the provisions of 
Exhibit 4, hereto, p a r t i c u l a r l y paragraph 3 of Part I 
therein is made subject to the terms of Articles 6.4 and 
41.3. 

B. Correlative Rights (reference A r t i c l e 6.4). As 
between the parties to this agreement, nothing herein shall 
require the d r i l l i n g of any wells across a boundary between 
WISP lands and other unitized lands. Segregation of such 
production by the terms of A r t i c l e 6.4 is deemed to in 
no way adversely affect the correlative rights of any party 
hereto, nor to e n t i t l e any party to prote c t i o n from 
drainage. 

C. Extinguishment of WISP Production Provisions in event 
of Secondary Recovery or Pressure Maintenance (refers 
to A r t i c l e 6.4 and A r t i c l e 25) . Iri the event secondary 
recovery or pressure maintenance should be undertaken by 
the parties as provided in A r t i c l e 25, the provisions of 
Ar t i c l e 6.4 pertaining to working interest segregated 
production, as wel l as any other provision i n t h i s 
agreement concerning WISP, shall be of no further force 
and effect, i t being the intent of the parties that such 
segregated production provisions have no application to 
secondary recovery or pressure maintenance operations. 

41.4 No casing point election for Mancos wells (reference 
A r t i c l e 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 t o t a l well cost basis. 

41.5 Recognition of i n f l a t i o n i n investment adjustment 
(reference A r t i c l e 13). Any costs for materials, supplies 
or services used in an investment adjustment shall be that 
cost determined from current (as of the date of.adjustment) 
costs, regardless of the date the cost was incurred or 
paid. 
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IIT WITNESS WHEREOF, the parties hereto have executed this 
agreement as of the day and year f i r s t above written. 

UNIT OPERATOR ANO WORKING INTEREST 
OWNER: 

BENSON-MONTIN-GREER DRILLING CORP. 
ATTESTr 

g^MZ7 Secretary Albert. R. Greer, President 

STATE OP NEW MEXICO" ) 
) SS 

COUNTI OF SAN JOAN } 

The fori 
of day _ 

Of BENSON-MONT 
corporation. 

NTIN-QJ 

instrument was 
, 19 

i ack knowledged before me this 
by ALBERT R» GREER, President 

DRILLING CORP., at corporation, on behalf of said; 

MEXICO 

OFFICIAL S 
CHERYL N. 9*/irm 
NOTARY PUBLIC • NEW MEXICO 

tuy Bond Filed with 5< 
My Commisiion Expires: 

\ 
\ 
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EXHIBIT A 

ATTACHED TO AND MADE A PART OP 
THAT CERTAIN AGREEMENT ENTITLED 

UNIT OPERATING AGREEMENT 
CANADA OJITOS UNIT 

RIO ARRIBA COUNTY, NEW MEXICO 

DATED MARCH 1, 1981 

This E x h i b i t A comprises 4 p a r t s , as f o l l o w s : 

PART I 

WORKING INTEREST SEGREGATED PRODUCTION 

The Working I n t e r e s t share of production taken from the f o l l o w i n g 
described w e l l s , insofar as such production i s from the formations 
set f o r t h below, i s segregated from the remainder of the Un i t i z e d 
Substances as provided by the terms of Section 6.4 of the Unit 
Operating Agreement. The "associated lands" as to each w e l l i s also 
l i s t e d below, and the r i g h t s and o b l i g a t i o n s accruing thereto are 
defined i n the Unit Operating Agreement, p a r t i c u l a r l y i n Section 6.4 
(and 14.2 as to vot i n g c o n t r o l ) . 

WELL LOCATION 

A l l Any l o c a t i o n 
w e l l s approved by 

duly constitued 
a u t h o r i t i e s 

FORMATION 

A l l 
formations 
except the 
"Main 
Mancos"* 

ASSOCIATED 
LANDS 

A l l lands i n 
the T h i r d 
Expansion Area 
which are: 
T-24Nj_ R-
Sec. 5 
Sec. 6 
Sec. 7 
Sec. 3 
T-25N, R 
Sec 
Sec 
Sec 
Sec 
Sec 
Sec 
Sec 
Sec 
Sec 
Sec 
Sec 
Sec 
T-26N R-
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 
Sec. 

5 
6 
7 
3 

17 
18 
19 
20 

Sec. 29 
Sec. 30 
Sec. 31 
Sec. 32 

1W 
A l l 
A l l 
A l l 
A l l 

IW 
A l l 
A l l 
A l l 
A l l 
A l l 
A l l 
A l l 
A l l 
A l l 
A l l 
A l l 
A l l 

IW 
W/2 
A l l 
A l l 
W/2 
W/2 
A l l 
A l l 
W/2 
A l l 
A l l 
A l l 
A l l 

WORKING 
INTEREST 
OWNER 

A l l Working 
I n t e r e s t 
Owners -
See attached 
l i s t 

"Main Mancos" formation defined 
Agreement. 

in Special D e f i n i t i o n s , Page 1 of 
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PART I I 

EXPLORATORY T-7ELLS TO WHICH THE EXCEPTION TERMS 
OF SECTION 12.2 (b) APPLY 

- NONE -

PART I I I 

VOTING PERCENTAGE REQUIRED FOR INSTITUTION OF 
PRESSURE MAINTENANCE OF SECONDARY RECOVERY 

The voting percentage required to meet the "Approval of the 
Parties" as described in Section 2S.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 IV 

MINIMUM SIZES OF TRACTS FOR DRILLING BLOCKS 

The minimum size of a tract forming a D r i l l i n g Block for an 
Exploratory Well (Paragraph 1 of Part I of Exhibit 4) shall be defined 
by the objective formation to be d r i l l e d , as li s t e d below. I f more 
than one of the objective formations l i s t e d below are the objective 
formations, the D r i l l i n g Block shall be no smaller than that shown 
for the formation with the largest size l i s t e d below. I f no objective 
formation is li s t e d below there is no requirement for minimum size 
D r i l l i n g Block for a well projected to that formation. 

A. Niobrara Member of the Mancos Formation; Four governmental 
sections, except 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 d r i l l i n g 
block shall comprise two sections and two half sections ( i . e . E/2 of 
Section 5, E/2 of Section 3, a l l of Section 6 and a l l of Section 7). 

EXHIBIT A 
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EXHIBIT 1 

ATTACHED TO AND MADE A PART OP 
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-l East 

Section 6 A l l 
Section 7 A l l 
Section 8 W/2 
Section 17 W/2 
Section 18 A l l 
Section 19 N/2 
Section 20 NW/4 

T-24 North, R-l West 

Section 1 A l l 
Section 2 A l l 
Section 3 A l l 
Section 4 A]4 Section 5 AH 
Section 6 A l l 
Section 7 A l l 
Section 8 A l l 
Section 9 A l l 
Section 10 A l l 
Section 11 A l l 
Section 12 A l l 
Section 13 A l l 
Section 14 A l l 
Section 15 A l l 
Section 23 N/2 
Section 24 N/2 

T-25 North, R-l East 

Section 5 A l l 
Section 6 A l l 
Section 7 A l l 
Section 8 A l l 
Section 17 A l l 
Section 18 A l l 
Section 19 A l l 
Section 20 A l l 
Section 29 W/2 
Section 30 A l l 
Section 31 A l l ' 

T-25 North, R-l West 

Section 1 A l l 
Section 2 • A l l 
Section 3 A l l 
Section 4 A l l 
Section 5 A l l 
Section 6 • All 
Section 7 A l l 
Section 8 A l l 
Section 9 • All 
Section 10 A l l 
Section 11 . A l l 
Section 12 A l l 
Section 13 A l l 
Section 14 A l l 
Section 15 A l l 
Section 16 A l l 
Section 17 A l l 
Section 18 A l l 
Section 19 A l l 
Section 20 : A l l 
Section 21 A l l 
Section 22 : A l l 
Section 23 : A l l 
Section 24 A l l 
Section 25 A l l 
Section 26 A l l 
Section 27 A l l 
Section 28 A l l 
Section 29 A l l 
Section 30 A l l 
Section 31 A l l 
Section 32 A l l 
Section 33 A l l 
Section 34 A l l 
Section 35 A l l 
Section 36 A l l 

T-26 North, R-l 

Section 19 A l l 
Section 20 W/2 
Section 29 A l l 
Section 30 A l l 
Section 31 A l l 
Section 32 A l l 

T-26 North, R-l West 

Section 1 A l l 
Section 2 A l l 
Section 3 A l l 
Section 4 A l l 
Section 5 A l l 
Section 6 A l l 
Section 7 A l l 
Section 8 A l l 
Section 9 A l l 
Section 10 A l l 
Section 11 A l l 
Section 12 A l l 
Section 13 A l l 
Section 14 A l l 
Section 15 A l l 
Section 16 A l l 
Section 17 A l l 
Section 18 A l l 
Section 19 A l l 
Section 20 A l l 
Section 21 A l l 
Section 22 A l l 
Section 23 A l l 
Section 24 A l l 
Section 25 A l l 
Section 26 A l l 
Section 27 A l l 
Section 28 A l l 
Section 29 A l l 
Section 30 A l l 
Section 31 A l l 
Section 32 A l l 
Section 33 A l l 
Section 34 A l l 
Section 35 A l l 
Section 36 A l l 

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

Recommended by m« 
e m BOX BOO Council of Ptrroieum 
QUI* TULSA OK 7*101 Accountants Soci«ti« of 

North America 

EXHIBIT •' 2 " 

Attached to and made a part ol that certain agreement t i t l e d 
Unit Operating Agreement, Canada Oji tos Unit Area, 
Rio Arriba County, New "Mexico") " dated Marcn _ l j 1981 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

I . GENERAL PROVISIONS 

1. Definitions 
"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting 
Procedure is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
Operations and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat­
ing capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi­
tions and problems for the benefit of the Joint Property. 
"Personal Expenses" sha .̂mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountants Societies of North America. 

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

3. Advances and Payments by Non-Operators 
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 shall 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. 

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

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

6. Approval by Non-Operators 
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec­
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains 
no contrary provisions in regard thereto. Operator shall notify all Non-Operators of the Operator's proposal, and 
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera­
tors. 
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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. 

2. Labor 

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

(2) Salaries of First Level Supervisors m 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 
I I . 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 I I . If percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments 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 I I . 

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

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, re­
tirement, stock purchase, thr i f t , bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 

cost not to exceed *»K$^»c«6*?xx9gx twenty-six percent (26$) 
4. 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. 

ar 
5. Transportation 

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

A. I f 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. I f 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. 

S. Services 

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

7. Equipment and Facilities Furnished by Operator 

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

B. . In lieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in 
the immediate area of the Joint Property less 20^ For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property 

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

9. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or 
necessary to protect or recover the Joint Property, 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. A l l other legal 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 
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10. 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. 

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

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

m. OVERHEAD 

1. Overhead - Drilling and Producing Operations 
i. As compensation for administrative, supervision, office services and warehousing costs. Operator shall charge 

drilling and producing operations on either: 
( X ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

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 IL 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 I I I 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 b^the Overhead rates. 

A. Overhead - Fixed Rate Basis 
(1) Operator shall charge the Joint Account at the following rates per well per month: 

Drilling Weil. Rate « ^ ' ^ 1 * 9 ° 
Producing Well R»t* 1 _ , 2 7 3 ' 0 9 _ j . , . . 
Compressor Operating Hate $2/3.00 

(2) Application of Overhead - Fixed Rate Basis shall be as follows: 
(a) Drilling Well Rate 

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

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

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

(b) Producing Well Rates 
[ 1 ] An active well either produced or injected into for any portion of the month shall be considered 

as a one-well charge for the entire month. 
[2] Each active completion in a multi-completed well in which production is not commingled down 

hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authority. 

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

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

[5] All other inactive wells (including but not limited to inactive wells covered by unit allowable, 
, lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 
(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 multi­
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc­
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus the computed adjustment. 
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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 I I 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 I I , 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 IB 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 dei.ned in 
Paragraph 2 of this Section III . All other costs shall be considered as Operating. 

2. Overhead - Major Construction 
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 t 2 5 . 0 0 0 . 0 0 • 
A. ^ % of total costs if such costs are more than 1 2 5 . 0 0 0 . 0 0 hnt less than « 1 0 0 , 0 0 0 . 0 0 plus 
B. 3 % of total costs in excess of ilOO.OOO.OO but less than $1,000,000; plus 
c. * °r. of total costs in excess of $1,000,000. *T° be negotiated i f 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 wells shall be excluded. 

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

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

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

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

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

A. New Material (Condition A) 
(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a 

maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. 

(2) Line Pipe 
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of 

movement, as listed„by a reliable supply store nearest the Joint Property where such Material is nor­
mally available. 

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para­
graph 2A (1) of this Section IV. 

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is normally 
available. 

B. Good Used Material (Condition B) 
Material in sound and serviceable condition and suitable for reuse without reconditioning: 
(1) Material moved to the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV. 
(2) Material moved from the Joint Property 

(a) At seventy-five percent (75Cr) 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 rr) 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<~c) 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. 

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

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

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

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

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

4. Warranty of Material Furnished by Operator 
Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the 
Joint Account until adjustment has been received by Operator from the 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 OP 
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 i n i t i a l test well and shall be d r i l l e d at 
a loca t i o n approved i n conformance with the terms of the Unit 
Agreement and to the depth specified in said Section 9. The cost 
of d r i l l i n g this obligation well shall be borne by the Parties. 
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EXHI3IT -

TC UNIT OPERATING AGREEMENT 

PART 1 

DRILLING OF EXPLORATORY .;ZLLZ 

1. NOTICE OP PROPOSED DRILLINQ. Any Party d e s i r i n g the d r i l l i n g of an Exploratory '.-/ell on land i n wnlcn i t 
owns a Committed Working I n t e r e s t s n a i l designate an area, herein c a l l e d a proposed D r i l l i n g 31ock, comprising, 
unless established as to size under the previsions oi" A r t i c l e 39.1 or Section 8 of t h i s Part 1 of E x n i b i t U, 
an area not to exceed 5>760 acres whlcn, on the basis of a v a i l a b l e geological information w i l l , l n i t s 
Judgement, be proved productive by t.ne d r i l l i n g of sucn w e i l ; provided, nowever, tnat minimum sizes of sucn 
D r i l l i n g Blocks may se established by tne Parties by so designating (by objective formation} i n e x h i b i t A hereto 
Unit Operator and eacn Party w i t h i n the proposed D r i l l i n g Block s n a i l be furnlsaed with a p l a t and d e s c r i p t i o n 
of the area so designated, together with w r i t t e n notice of tne l o c a t i o n , objective formation, maximum i e p t n , and 
estimated cose of tne proposed w e l l . Tne l o c a t i o n of the proposed w e l l s n a i l conform to any applicable spacing 
pattern tnen e x i s t i n g or an authorized exception thereto. The proposed D r i l l i n g 31ock s h a l l include no land i n 
an established p a r t i c i p a t i n g area f o r tne oojective formation f o r the w e l l to be d r i l l e d thereon nor any land 
w i t n i n an a c t i v e , prviously designated D r i l l i n g Block f o r sucn formation. 

2. EXCLUSION OF LAND PROM PROPOSED DRILLING SLOCK AND ESTABLISHMENT OF DRILLING BLOCK. '..'itr.in t h i r t y lays 
a f t e r receipt of notice of proposal to form a D r i l l i n g 31ock, any part of the land included i n tne proposed 
D r i l l i n g 31ock nay be excluded therefrom at tne D i r e c t i o n of the Parties t h e r e i n ; provided, nowever, tnat the 
a u t h o r i t y to reduce tne size of the olock granted 'under the D i r e c t i o n of the Parties i s l i m i t e d i n that the 
reduced area must contain not less than 2^0 acres. In sucn event the proposed D r i l l i n g Block as reduced by tae. 
exclusion of sucn land 3 h a l l be established as a D r i l l i n g Block. I n the absence of any sucn D i r e c t i o n to reduce 
tne size of the proposed D r i l l i n g Block, then at tne e x p i r a t i o n of said period, tne proposed D r i l l i n g Block 
s n a i l be established as the D r i l l i n g Block. The D r i l l i n g 31ock s n a i l be considered active f o r ninety {90} days 
i f t e r tne designation thereof and i f a w e l l i s commenced thereon w i t h i n sucn period u n t i l e i t h e r : 

A. The completion of the w e l l , i f i t is completed otherwise tnan as a producer of u n i t i z e d substances 
i n paying q u a n t i t i e s , or 

3. The f i l i n g w i t h the Director of a proposal f o r the establishment or r e v i s i o n cf a p a r t i c i p a t i n g 
area i f the d r i l l i n g of the w e l l r e s u l t s i n the f i l i n g of sucn proposal. 

3. 3A5IS OP PARTICIPATION. Each Party w i t h i n tne D r i l l i n g Block s n a i l be e n t i t l e d to p a r t i c i p a t e i n the 
Costs of the proposed w e l l on an Acreage Basis, out s n a i l be required to do so only l f I t n o t i f i e s tne otner 
Parties of i t s willingness so to p a r t i c i p a t e as h e r e i n a f t e r i n t h i s A r t i c l e provided. 

4. PRELIMINARY NOTICE TO JOIN IN DRILLING, '.vit.iln ten days a f t e r tne establishment of the D r i l l i n g Block 
each Party w i t h i n sucn D r i l l i n g Block s h a l l i n w r i t i n g advise a l l other Parties t h e r e i n whether or not I t wishes 
to p a r t i c i p a t e i n the D r i l l i n g of tne proposed w e l l . I f any Party f a i l s to give such advice w i t h i n tne 
prescriced time, l t snail—oe deemed to nave elector not to p a r t i c i p a t e i n D r i l l i n g sucn proposed w e l l . I f a l l 
Parties w i t n i n the D r i l l i u l g 31ock so advise tnat .,-.ey wisn tp p a r t i c i p a t e t n e r e i n , tne Unit Operator s h a l l 
D r i l l the proposed w e l l f o r the account of a l l suca Parties. 

5. NOTICE OP ELECTION TO DRILL. Unless a l l Parties w i t n i n the D r i l l i n g 31ock agree to p a r t i c i p a t e i n 
D r i l l i n g such w e l l , tnen, w i t h i n f i f t e e n days a f t e r the e x p i r a t i o n of z.ie ten day period l a s t above provided 
i n Section ^, each Party w i t n i n the D r i l l i n g Block tnen d e s i r i n g to have tne proposed well D r i l l e d , s n a i l give 
to a l l other Parties t n e r e i n w r i t t e n notice of i t z e l e c t i o n to proceed wi t h the D r i l l i n g of said w e l l . 
Failure to give such notice s n a i l be deemed an e l e c t i o n not to p a r t i c i p a t e i n D r i l l i n g the w e i l . 

5. EFFECT OF ELECTION TO DRILL. I f one or more, but not a l l of tae Parties, elect to proceed with tne 
D r i l l i n g of the w e l l , Unit Operator s h a l l d r i l l tae well f o r the account of sucn Party or Parties on an 
Acreage Basis among themselves wnc s n a i l c o n s t i t u t e the D r i l l i n g Party. 

Any Party w i t h i n the D r i l l i n g Blocic wno has net previously elected to p a r t i c i p a t e i n tne proposed w e l l 
nay i o zo by w r i t t e n notice given to a l l other Parties w i t h i n the D r i l l i n g Block at any time before operations 
f o r the D r i l l i n g of tae w e l l are commenced, i n wnicn event such Party s h a l l be included i n tne D r i l l i n g Party. 
However, such Party s h a l l ce bound oy any and a i l Directions and Approvals theretofore given by tne D r i l l i n g 
Party concerning the D r i l l i n g cf tne w e l l . 

7. EIGHTS AND OBLIGATIONS OF DRILLINQ PARTY AND MCN-DRILLINQ PARTY. Whenever an Exploratory Well i s d r i l l e d 
otherwise than f o r the account oC a l l Committed V.'orklng" 'Interests w i t h i n tne D r i l l i n g 31ock, the provisions 
of A r t i c l e 12 dealing w i t h Rights and Obligations of D r i l l i n g Party and Non-Drill in,? Parties s n a i l be applicable 

3. R5C,uTRED DRILLING. IT an Exploratory '.»'ell Is D r i l l e d as a required w e l l ir. accordance witn Section 10.43, 
tae D r i l l i n g 31ock f o r sucn w e l l s n a i l consist of a l l forty-acre subdivisions and l o t s of the Public Land 
Survey of which more tnan one-half of the surface area i s w i t h i n a distance of 2,300 feet from tne proposed 
bottom nole l o c a t i o n of 3ucn w e l l , but excluding therefrom a l l lands w i t h i n a p a r t i c i p a t i n g area theretofore 
establlsned f o r tne pool or zone to wnlcn the w e l l I s to be D r i l l e d ; provided, nowever, i f the w e l l be one 
r e s u l t i n g from "forced-pooling" as described i n A r t i c l e 10.1 hereof, tne D r i l l i n g 31ock s n a i l be those lands 
'under the Committed I n t e r e s t s uhicn appear w i t h i n tne spacing u n i t prescribed by tne sue ect order. 

PART 2 

ATTEMPTED COMPLETION, DEEPENING, PLUGGING BACK AND ABANDONMENT 

DF 50T3 EXPLORATORY" AND KVSLQPHaff '.ai5 

1. COMPLETION ATTEMPT .tTtZ.ll DRILLED. Tne attempted completion of any ^ e l l wnen tae i r l i l i n g thereof reacnes 
i t s projected depth,and the Deepening or Plugging Back of any w e l l not completed as a producer at i t s projected 
i e p t n , s n a i l be governed by tae"^following provisions, except that s a i l provisions s n a i l not apply to a p a r t i ­
cular well i f every Party e n t i t l e d to z.ie notice provided f o r i n Subdivision A nereof aas consented to 
abandonment and plugging of tuch w e l l : 

A. Notice oy Unit Operator. After any w e l l .ias reached i t s projected deptn and oeen tested, but 
before production pipe aaa oeen set therein, Unit Operator s h a l l give notice thereof to each Party 
..no p a r t i c i p a t e d i n D r i l l i n g tne w e l l , and to each a d d i t i o n a l Party, l f any, who was e n t i t l e d to 
p a r t i c i p a t e t h e r e i n out elected not tc do so. Each notice provided f o r i n t n l s section s h a l l be 
given by telegraph or Telephone. Also j e f o r e abandoning a Development .<eii wnica aas been D r i l l e d 
to i t s projected deptn but not completed as a producer. Unit Operator s h a l l give notice thereof to 
each Party w i t h i n the p a r t i c i p a t i n g area involved. 

E. Right to Attempt Completion, Deepen or Plug 3ack. Eacn Party wno p a r t i c i p a t e d i n tne D r i l l i n g of 
a w e l l concerning -.in i c n notice i s given i i i accordance with Subdivision A hereof nay i n i t i a t e a 
proposal to attempt the completion of, or to Deepen or Plug 3ack sucn w e l l ; orovided t n a t , i n tne 
absence of sucn i n i t i a t i o n , any Party owning a Committed Working I n t e r e s t i n tae t r a c t (as i d e n t i f i e d 
in E x h i b i t 3 to tne Unit Agreement) of land on wnicr. the w e l l i s located mav i n i t i a t e a proposal 
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zo attempt t i e completion of, cr to Deepen or Plug 3ack, cucn w e l l . Ln order to .e e n t i t l e d to p a r t _ c i -
pato i n a proposed operation, a Party m i t t nave tne "'.z,r.'. zo i n i t i a t e the same or -.ust own a Committer 
orklng I n t e r e s t i n tne D r i l l i n g Block theretofore estaolis.iec. f o r sucn w e l l , or, i f nc D r i l l i n g Block 

.-.as taeretofore.^een established f o r sue: w e l l , i n tr.e D r i l l i n g Block established f o r sucn Deepening 
or Plugging 3ack operation as provided i n the f o l l o w i n g Paragraph C. 

C. Time and Manner of I n i t i a t i n g Proposal. A period of twenty-four nours (exclusive of Saturdays, iunuays 
and holidays) from and a f t e r receipt t f tae notice referred to i n Subdivision A cf t h i s Paragraph 1 
ehall be allowed w i t h i n which a Party may i n i t i a t e a proposal to complete, Deeper, or Plug 3ack, and, Ir. 
the case of proposal to Deepen or Plug Back a w e l l D r i l l e d as a Development v. e l l , designate a D r i l l i n g 
Block f o r such proposed operation, i f one Aas not previously been designate! f o r aucrJ w e l l . Anv suc.i 
proposal s h a l l oe i n i t i a t e d by g i v i n g notice thereof :y telephone or telegraph to each Party e n t l t i s u 
to p a r t i c i p a t e i n the proposed operation. I f no sucn proposal i3 i n i t i a t e d w i t h i n the oeriod allowed 
there f o r , Unit Operator s n a i l abandon and plug and ' . j e l l . 

D. Election. I f a proposal i s i n i t i a t e d eacn Party e n t i t l e d :o p a r t i c i p a t e i n any completing. Deepening 
or Plugging Back operations proposed i n accordance wi t h Subdivision C above s h a l l nave a period of 
twenty-four hours (exclusive of Saturdays, Sundays and holidays) from and a f t e r r e c e i p t of notice of 
the i n i t i a t i o n of any such operation v;i;.iin w.iicn ( e i t h e r at a meeting or oy telephone) to e s t a b l i s h 
a D r i l l i n g Block i f tne establishment of a D r i l l i n g 31ock i s necessary f o r the proposed operations 
'Following tne tame procedures i n e s t a b l i s h i n g a D r i l l i n g Block as the procedures provided f o r i n r a r t 
1 of t h i s E x n i b i t ii f o r the establishment of 2 D r i l l i n g Block f o r an Exploratory -.'ell) and tc n o t i f y 
Unit operator -y telepnone or telegraph 'whether or not i t elects to p a r t i c i p a t e i n the proposed 
operation. The f a i l u r e of a Party to s i g n i f y i t s e l e c t i o n w i t h i n the tine required - h a l l je ieer.ed t t 
c o n s t i t u t e an e l e c t i o n not to p a r t i c i p a t e _n the proposed operation. 

E. E f f e c t of E l e c t i o n . The Party or Parties e l e c t i n g to p a r t i c i p a t e l n an attempt to complete, or tc 
Deepen or Plug Back, a w e l l as above provided s n a i l c o n s t i t u t e the D r i l l i n g Party f o r sucn operation. 
Eacn Party wno i s e n t i t l e d to make such e l e c t i o n but f a i l s to do to as above provided, s n a i l se deemed 
to have elected not to p a r t i c i p a t e i n such operation. Such operation s n a i l ce conducted ty Unit 
Operator f o r the account of the Party or Parties c o n s t i t u t i n g the D r i l l i n g Party on an acreage basis 
among themselves, s u j j e c t , nowever, to the provisions of Paragraph 4 of Part 2 of t h i s E x h i b i t 4 
dealing w i t n C o n f l i c t s , and Paragrapn 5 of Part 2 of t h i s E x h i b i t - dealing with. Deepening or Plugging 
Back to P a r t i c i p a t i n g Area. 

P. Stand-By Rig Time. Stand-by time paid f o r tne r i g on a w e l l u n t i l e x p i r a t i o n of trie perioa of f c r t v -
eight hours allowed f o r the i n i t i a t i o n of and e l e c t i o n to p a r t i c i p a t e ir. an attempt to complete, or to 
Deepen or Plug Back, such w e l l , s . i a l i oe charged and borne as part of tne Costs incurred i n D r i l l i n g 
the w e i l . Thereafter sucn 3tand-oy time e h a l l be c.narged to and borne by tne Party or Parties who 
ele c t to p a r t i c i p a t e in the attempt to complete, or to Deepen or Plug Back, tne w e l l , whether or not 
such Party or Parties s n a i l proceed wita such operation. However, i f tr.e Party or Parties making 
sucn e l e c t i o n do not proceed wi t h tae operation, the Costs incurred i n plugging the w e l l s n a i l be 
cnarged and borne as part of the Costs incurred i n D r i l l i n g tne w e l l . 

2. ABANDONMENT 0? PROQPCIMG V."ELLS. A w e l l completed as a producer of Unitized Substances w i t h i n a p a r t i c i -
pating area s h a l l be abandoned f o r plugging l f and wnen abandonment thereof receives the Approval of the Parties 
w i t h i n such p a r t i c i p a t i n g area, subject, however, to the provisions of Paragrapn 3 hereof concerning Deepening, 
or Plugging 3ack or Abandonment of Producing - e l l s . The abandonment of a w e l l completed as a producer but not 
included i n a p a r t i c i p a t i n g area 3 n a l l be governed by the f o l l o w i n g provisions: 

A. Consent Required. Sucn a w e l l s n a i l not ue atandoned f o r production from the pool or zone In wnlcn 
i t i s completeoPexcept with tne consent of a l i Parties then owning tne w e i l . 

3. Abandonment Procedure. I f the abandonment of sucn a w e l l receives tne Approval of tne Parties wno owr. 
the w e l l , but i ^ n o t consented to j y a l l sucn P a r t i e s , Unit Operator s n a i l give - - r i t t e n notice 
thereof to eacn Party then laving an i n t e r e s t i n tae w e l l who did not Join i n sue.-. Approval. Any such 
non-jolnlng Party wno objects to abandonment of the w e l l (herein c a l l e d tne ..on-abandoning Party) may 
give w r i t t e n notice thereof to a l l other Parties (herein c a l l e d abandoning Parties) tnen having 
i n t e r e s t s i n the w e l l , provided such notice i s given w i t h i n t h i r t y lays a f t e r receipt of the notice 
given by Unit Operator. I f sucn o b j e c t i o n 13 so made, the non-abandoning Party or Parties s h a l l 
f o r t h w i t h pay to the acandoning Parties t h e i r respective shares of the Salvage Value of the w e l l . 
Upon the making of such payment, the abandoning Parties s h a l l be deemed to nave relinquished unto the 
non-acandoning Party or Parties a l l t h e i r operating r i g h t s and working i n t e r e s t L i the w e l l , cut only 
wi t h respect to the pool or zone i n which i t i s then completed, and a l l t h e i r i n t e r e s t i n the materials 
and equipment i n or p e r t a i n i n g to tne w e l l . I f there i s more tnan one non-abandoning Party, the 
i n t e r e s t so relinquished s h a l l oe owned by the non-abandoning Parties, eacn in tne proportion that i t s 
i n t e r e s t i n tne w e l l bears to the combined i n t e r e s t t h e r e i n of a l l non-abandoning Parties Immediately 
p r i o r to such relinqulsnment. 

C Rights and Obligations of Non-Abandonlnc Party. A f t e r tae relinquishment aoove provided f o r , such w e l l 
s n a i l be operated by Unit Operator f o r tne account of tne non-aoandonlng Party or Parties, WHO s h a l l 
own a l l Production therefrom and s n a i l iiear a l l Costs, Lease Burdens and ocher burdens tne r e a f t e r 
incurred I n operating tne w e l l and plugging i t when abandoned (unless tae w e l l i s taken over f o r 
Deepening or Plugging Back as hereinafter provided), and also tne Costs of any a d d i t i o n a l tankage, 
flow lines or other f a c i l i t i e s neeued to measure separately tae Unitized Substances produced from tne 
w e l l ; said operating Costs s n a i l include an overhead Charge computed at tne highest per well rate 
applicable to the operation of a single producing w e l l i n accordance with E x h i b i t 2, i f such rate i s 
provided. 

Option to Repurchase Materials. I f a well taken over y the non-abandonIng Party or Parties as above 
provided i s abandoned f o r plugging w i t . i i n c i x months a f t e r relinquishment by tne abandoning Parties 
of t h e i r i n t e r e s t s t h e r e i n , each abandoning Party s h a l l have the r i g h t at i t s option to repurchase 
that p o r t i o n of tae materials and equipment salvaged from the -well equal to tae i n t e r e s t relinquished 
oy l t to tne non-abandoning Party or Parties, at the value f i x e d therefor i n accordance wi t h 
Subdivision B of t h i s section. Said option may be exercised o n l / by w r i t t e n notice given to Unit 
Operator and the non-aoandonlng Party or Parties w i t h i n f i f t e e n days a f t e r receipt of the notice given 
by Unit Operator pursuant to Paragraph 3 tereof. 

j. DEEPENING OR PLUGGING BACK ARAN POKED PRODUCING -rELLS. Before acandoning f o r plugging any w e l l completed 
as a producer of Unitized Substances, Unit Operator s h a l l , (A) i f tae well l s w i t h i n a P a r t i c i p a t i n g Area, give 
w r i t t e n notice taereof to the Party or Parties owning Commit tea ..orking I n t e r e s t s i n the t r a c t of land on wnicn 
the well Is located, or (3) i f tne well l s not w i t h i n a P a r t i c i p a t i n g Area, give w r i t t e n notice thereof to eacn 
Party then owning an I n t e r e s t i n tae well and to eaca a d d i t i o n a l Party, i f any, owning Committed Working 
In t e r e s t s i n tae t r a c t of land upon wnicn tae well As located. I f no D r i l l i n g Block has previously been 
estaollsned f o r sucn w e l l and a Party receiving sucn notice desires the Deepening or Plugging Back thereof, i t 
s n a i l , w i t h i n f i f t e e n days a f t e r " r e c e i p t of such notice, proceed wi t h tae establishment of a D r i l l i n g Block f o r 
sucn w e l l as provided i n Paragrapns 1 and 3 of Part 1 of t h i s E x n i b i t 4. ..'ithir. ten days a f t e r receipt of such 
notice, i f a D r i l l i n g Block nas previously ceen established f o r suca w e l l , or, i f not previously established, 
w i t n i n ten days a f t e r a D r i l l i n g Block i s establisned f o r sucn w e l l , the Party d e s i r i n g tne Deepening or 
Plugging Back of such w e l l s h a l l give notice thereof i n accordance witn Paragrapn 4 of Part 1 of t h i s E x h i b i t 4 
and a l l of the provisions of Paragraphs 4, 5 and 5 of Part 1 of :ais Ex h i b i t 4 s h a l l apply l n tne same manner as 
i f tne proposed Deepening or Plugging 3ack were tae D r i l l i n g of an Exploratory Well, subject, however, to the 
provisions of Paragrapn 4 of Part 2 of t n i s E x h i b i t 4, dealing with C o n f l i c t s , and Paragrapn 5 of Part 2 of t h i s 
Exhibit 4, dealing with Deepening or Plugging Back to a P a r t i c i p a t i n g Area. I f no Party gives notice of 
desire to Deepen or Plug Sack sucn well w i t h i n said period of ten days, or i f such notice i s given but no Party 
elects to proceed wltn the Deepening or Plugging 3ack of tne well w i t h i n tae time l i m i t t herefor. Unit Operator 
s n a i l abandon and plug the w e l l f o r the account of the Party or Parties owning the w e l l . 
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CONFLICTS. I f conflicting elections zo attar.pt .completion, Deepen, cr Plug Sack are naae In accordance 
• it.'t -ne orecealng provisions of Part 2 of cais Ex.-.ibit u, preference snail oe given f i r s t to a completion 
atter.pt and taen to Deepening. However, i f a completion attempt, a Deepening or Plugging Back does not 
result in completion of tne * e i l as a producer, Unit Operator snail again give notice In accordance * i t n Suc-
Sivision A of Paragrapn 1 of Part 2 of tais Exnioit 4 cefore abandoning tne well for plugging. 

?- DEEPENING OR PLUGGING 3ACX TO PARTICIPATING AREA. I f a well witnin the' surface toundaries of a par t l c i -
oating area Is to te Deepened or Plugged Back to a pool or zone for wnicn sucn participating area naa oeen 
sstaoiisaed, sucn operation nay be conducted only i f i t receives the Approval of tne Parties witnin sucn 
participating area, and upon sucn terms and conditions as nay be specified in sucn Approval. 

RIGHTS AND OBLIGATIONS OF DRILLING PARTY AND NON-DRILLING PARTIES. Whenever an attempt to complete a 
*e!- is nade,or a well is Deepened or Plugged 3ack, otnerwise than for the account of a l l Parties entitled to 
participate tnerein, tne provisions of Article 12 dealing with Rights and Obligations of Dril l i n g 'arty and 
Non-Drilling Parties snail apply. 



EXHIBIT 5 

ATTACHED TO AND MADE A PART OF 
THAT CERTAIN AGREEMENT ENTITLED 

UNIT OPERATING AGREEMENT 
CANADA OJITOS UNIT AREA 

RIO ARRIBA COONTY. NEW MEXICO 

DATED MARCH 1, 1981 

INSURANCE 

In addition to the insurance 
hereof, Unit Operator shall carry 
benefit and protection of the j o i n t 

coverage set out in A r t i c l e 16.2 
the following insurance for the 

account: 

1. Primary Comprehensive General Public L i a b i l i t y Insurance 
with l i m i t s , (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. 

2. Primary Comprehensive Automobile Public L i a b i l i t y Insurance 
with l i m i t s , (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 
occurrence. 

3. A Pive M i l l i o n Dollars ($5,000,000.00) single l i m i t Umbrella 
L i a b i l i t y Policy which shall follow the primary coverages 
set out in A r t i c l e 16.2 and Paragraphs 1 and 2 above, and 
co n s t i t u t e excess pr o t e c t i o n as to primary l i m i t s 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 
i n care, custody and control of the operator. 

The premiums for a l l such insurance shall be charged to the j o i n t 
account. I t is understood and agreed that Unit Operator shall not 
carry insurance covering loss by f i r e , windstorm, explosion or tornado 
to lease equipment or lease products, or any other insurance for the 
j o i n t 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 

EQCAL OPPORTUNITY CLAUSE 

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

(1) 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: Employment, 
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. 

(2) The CONTRACTOR will, in a l l solicitations or advertisements for employees placed by or 
on behalf of the CONTRACTOR, state that a l l qualified applicants w i l l receive 
consideration for employment without regard to race, color, religion, sex, or national 
origin. 

(3) 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. 

(4) The CONTRACTOR will comply with a l l provisions of Executive Order 11246 of September 24, 
1965, and of the rules, regulations, and relevant orders of the Secretary of Labor. 

(5) The CONTRACTOR will furnish a l l 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 rule's, regulations, and orders. 

(6) In the event of the CONTRACTOR'S noncompliance with the nondiscrimination clauses of this 
Agreement or with any of such 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 Executive Order 11246 of September 24, 1965, or by rule, 
regulation, or order of the Secretary of Labor, or as otherwise provided by law. 

(7) 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 tbe 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) File with the Office of Federal Contract Compliance or agency designated by i t , a complete 
and accurate report on Standard Form 100 (EEO-1) within 30 days after the signing of this 
Agreement (unless such a report has been filed in the last 12 months) , and continue to 
fi l e such reports annually, on or before March 31st; 

(2) 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. 
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EXPENSE INTERESTS FIFTEENTH EXPANDED PARTICIPATING AREA - CANADA OJITOS UNIT 6/23/86 
INCLUDING SHARING OF EXPENSES TO ALL PARTICIPANTS ON A PROPORTIONATE BASIS FOR THE COSTS ACCRUING 

TO THE WCM-CONSENTING INTERESTS OF BLACKBIRD AND MOUNTAIN STATES 
(BASED ON INTERESTS AFTER GENERAL AMERICAN PRODUCTION PAYMENT) 

(EFFECTIVE APRIL 1, 1986) 

OWNERS UNDER 
1983 POOLING AGREEMENT 

l) M G 
Anderson Estate 
Amco, Inc. 

Tarn Bolack 
Carpenter Corp. 
Albert R. Greer 

Greer Enterprises 
B i l l L. Harbert 
Jack London, J r . 

Montin-Harbert Pipeline 
4m. V. Montin 
Jessie Stanley 

Virgil L . Stoats 
Rocky Mountain (INO) 
Rocky Mountain (MAJ) 
Sun Exploration & Prod. 

Stoabs Oil Corp. (SOC) 
Scanlon Trust 
General American RM MM* 

General American RM MD* 
General American (IND)* 
General American (SUN) * 

Southland Royalty Co. 
Union Texas Petroleum 

A.G. Hi l l 
Koch Exploration 
Excel Energy 

Dugan Production 
Ralph Gilliland 
Reading & Bates 

Hooper, Kimball, etc. 
PC, Ltd 
Ibex Partnership 

Warren dark Trust 
Carolyn Clark Oatman 
W. Clark Test' y Trust 

Jerome McHugh 
Duer Magner 

Sub-Total 

OttERS NOT UNDER 
1983 POOLING AGREEMENT 

M.J. Harvey 

12TH EXPANDED P.A. 
(AFTER G.A. P.P.) 

PERCENT ACRES 
(1) (2) 

5.909704 2043.9426 
1.224957 423.6662 
4.907215 1697.2197 

4.182551 1446.5859 
2.091276 723.2931 
2.973271 1028.3418 

7.240412 2504.1841 
0.609550 210.8202 
1.714144 592.8575 

10.457673 3616.9127 
2.770076 958.0643 
0.317299 109.7417 

6.759809 2337.9618 
5.583105 1930.9846 
1.367298 472.8964 

16.549270 5723.7652 

2.711338 937.7491 
1.256894 434.7120 
0.081532 28.1988 

0.332920 115.1444 
5.342515 1847.7735 
0.173033 59.8456 

4.212777 1457.0399 
0.309307 106.9776 

1.191970 412.2573 
3.663017 1266.8987 
0.481733 166.6132 

2.058855 712.0799 
0.150542 52.0668 
0.603139 208.6029 

0.603139 208.6029 
0.282427 97.6808 
0.282427 97.6808 

0.014725 5.0928 
0.015829 5.4746 
0.007731 2.6738 

1.415998 489.7400 
0.150542 52.0668 

100.000000 34586.2100 

0.000000 0.0000 

ADDED 37 15TH P.A. 
(BEFORE G.A. P.P.) 

PERCENT ACRES 
(3) (4) 

5.909704 952.9698 
1.224957 197.5050 
6.270585 1011.0330 

4.182551 674.3704 
2.091276 337.1853 
2.973271 479.3931 

8.613824 1388.8434 
0.609550 98.2803 
1.714144 276.3787 

11.021724 1777.0793 
3.428288 552.7574 
0.317299 51.1595 

8.143279 1312.9754 
5.916026 953.8660 
1.448829 233.6008 

16.722303 2696.2077 

2.711338 437.1605 
1.256894 202.6543 
0.000000 0.0000 

0.000000 0.0000 
0.000000 0.0000 
0.000000 0.0000 

4.212777 679.2439 
0.309307 45.5222 

1.191970 192.1864 
3.663017 590.6038 
0.481733 77.6719 

2.058855 331.9579 
0.150542 24.2725 
0.603139 97.2467 

0.603139 97.2467 
0.282427 45.5369 
0.282427 45.5369 

0.014725 2.3742 
0.015829 2.5522 
0.007731 1.2465 

1.415998 228.3074 
0.150542 24.2725 

100.000000 16119.1985 

0.OOOOOO 41.2765 

TOTAL 15TH EXPANDED P.A. 
ACRES PERCENT 

(5) (6) 

2996.9124 5.905632 
621.1712 1.224063 

2708.2527 5.336807 

2120.9563 4.179497 
1060.4784 2.089749 
1507.7349 2.971100 

3893.0275 7.671491 
309.1005 0.609105 
869.2362 1.712893 

5393.9920 10.629250 
1510.8217 2.977183 
160.9012 0.317067 

3650.9372 7.194435 
2884.8506 5.684806 
706.4972 1.392204 

8419.9729 16.592163 

1374.90% 2.709358 
637.3663 1.255976 
28.1988 0.055568 

115.1444 0.226900 
1847.7735 3.641171 

59.8456 0.117930 

2136.2838 4.209701 
152.4998 0.300512 

604.4437 1.191100 
1857.5025 3.660343 
244.2851 0.481381 

1044.0378 2.057352 
76.3393 0.150432 

305.8496 0.602699 

305.8496 0.602699 
143.2177 0.282221 
143.2177 0.282221 

7.4670 0.014714 
8.0268 0.015817 
3.9203 0.007726 

718.0474 1.414964 
76.3393 0.150432 

50705.4085 99.918662 

41.2765 0.081338 

TOTAL ALL OVMSRS 100.000000 34586.2100 100.000000 16160.4750 50746.6850 100.000000 
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CANADA OJITOS UNIT 

A U X C A T I O N O F PRODUCTION 

TO COUPA 2ND AND COUPA 3RD AREAS 

Total COUPA 2ND* COUPA 3RD** 
Weighted 
Acres 

Weighted 
Acres 

Percent of 
Part. Area 

Weighted 
Acres 

Percent of 
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 

* COUPA 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 15th revision of the Niohrara-Greenhorn 
participating area that lies within the area added by the unit's 3rd expansion. 
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STIMULATION OF INTEREST 
AND 

AUHPRITY TO DISTRIBUTE 

CANADA OJITOS UNIT NIOBRARft-GREENHORN PAKTICIPATIMG 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, 7A, 8-11, 11A, 12, 12A, 13, 13A, 13B, 14, 14A, 15-17, 17A, 18-36, 36A, 36B, 37, 

37A, 38, 38A, 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 TVELFTH EXPANSION 

SUM OF TRACT PERCENTAGE: 92.544482% OF PARTICIPATING AREA 

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

RECAP 

Sum (of 
Individual 
tracts) of 
"relative"* 
production 
after toy. 
and taxes 

Ol*ER3 
PARTICIPATION 
(Percent of 
production 
after royalty 
and taxes of 
a l l federal 
tracts with 
12-1/2% royalty) 

Overriding Foyalty 

Production Fayments 

Unleased anc Uncamritted 

Working Interest 

TOTAL 

4.011470 

0.674507 

0.037703* 

87.820802 

92.544482 

4.334640 

0.728846 

0.040740 

94.895774 

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 SUMMARY - LAND CLASSIFICATION: FEDERAL - 12-1/2% ROYALTY 
4A477-62177-40481-42781-42881-42582-010183-120783-0201M-0322M-Oa)586 



STIPULATION OF INTEREST 
AND 

AUTBOKTTY TO DISTRIBUTE 

CANADA OJITOS UNIT NI0BRARA-GREENB3RN PARTICIPATING AREA 
EFFECTIVE rflTd TteLflU EXPANSION (8-1-72) 

EXHIBIT "A" (PART I : PATENTED LAND) 

SUMMARY SHEET FOR PATENTED LAND 
TRACK: 55, 111, H i , 113, 114, 115, 116, 117, 118, 119, 120, 121, 122, 123, 124, 125, 126, 

152, 154, 155, 156, 157, 158, 159 
OWNERSHIP SCHEDULE TAKEN FROM EXHIBIT "C" OF TrELFTH EXPANSION 

SUM OF TRACT PERCENTAGE: 3.515074% OF PARTICIPATING AREA 

ROYALTY: PATENTED LAND 

RECAP 

Sum (of 
Individual 
tracts) of 
"relative"* 
production 
after taxes 

OVWEFS 
PARTICIPATION 
(Percent of 
production 
allocated to 
patented lands 
after taxes) 

Basic Royalty 

Unleased 1/8 Royalty 

Overriding Royalty 

production Payments 

Unleased Harking Interest (Mineral Interest) 

Working interest 

Totals 

0.448737 

0.001224 

0.022908 

0.010730 

0.008567* 

3.022908 

3.515074 

12.766075 

0.034821 

0.651707 

0.305257 

0.243722 

85.998418 

100.000000 

* Unleased Mineral Interest: 
.008567% of COUPA 2nd 

» .008567% of .68154619 of whole unit 
3 .005839% of unit area (after 15th revision of participating area) . 

* Share as to each owner of tract's "relative" participation in total unit production (relative to sum of 
participations of a l l tracts in sane land classification, i .e. Patented). 

8172 SUMMARY - LAUD CIASSIFICATION: PATENTED 
41477-22381-31181-40181-42781-51881-42582-52882-010183-120783-032284-100485-080586 


