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UNIT OPERATING AGREEMENT
* RANCH ROAD UNIT AREA
STATE OF NEW MEXICO
COUNTY OF CHAVES

THIS AGREEMENT made as of the QAN day of.. March , 19.79...,
by and among the parties who execute or ratify this agreement or a counterpart hereof,
' WITNESSETH:
WHEREAS, the Parties have entered into that certain UNIT AGREEMENT FOR THE DEVELOPMENT AND
OPERATION OF THE......RANCH. ROAD UNIT AREA, County of....Chaves ,
State of New MEX?'_(.:_O , dated as of the...... 27th._... day of........ March , 19..79....

and hercinafter 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”;

WHEREAS, the Parties enter into this agreement pursuant to Section 7 of the Unit Agreement,
NOW, THEREFORE, in consideration of the mutual agreements herein set forih, it i; agrecd as follows:

ARTICLE 1
DEFINITIONS

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

1.2 “Unit Operator” means....Phoenix. Resources. Company.. and its successors,
as the Unit Operator designated in accordance with the Unit Agreement, acting in that capacity and not as an owner cf
Working Interest.

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

14 “Costs” means all costs and expenses incurred in the development and operation of the Unit Area pursuant to
this agrecment or the Unit Agreement and all other expenses that are herein made chargeable as Costs, determined in
accordance with the accounting procedure set forth in Exhibit 2 attached hereto, which shall govern in all matters covered
therebly, except that in event of inconsistency between said accounting procedure and this agreement, this agreement shall
control.

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

1.6 “Acreage Basis”, when used to describe the basis of participation by the Parties within the Unit Area, a partici-
pating area, or other area designated pursuant to this agreement in voting, Costs, or Production, means participation by
each such Party in the proportion that the acreage of its Committed Working Interests in such area bears to the total
acreage of the Committed Working Interests of all such Parties therein. For the purposes of this definition, (a) the acre-
age of the working interest in a tract within the Unit Area shall be the acreage of such tract as set forth in Exhibit B
to the Unit Agreement, and (b) if there are two or more undivided working interests in 2 tract, there shall be apportioncd
to each such working interest that proportion of the acreage of the tract that such working interest bears to the entire
working interest in the tract.

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

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

. 1.9 “Drilling Party” means the Party or Parties obligated to bear the Costs incurred in Drilling, Deepening or Plug-
ging Back a well in accordance with this agreement at the commencement of such operation.

1.10 “Non-Brilliug Party” means a Party wno has had the optional right to participate in the Drilling, Deepening or
Plugging Back of a well and who has elected not to participate therein,

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

*1.12 “Deepen or Plug Back” means to perform all operations reasonably necessary and incident to Deepening or

- Plugging Back a well, testing, and, if productive of Unitized Substances, completing or recompleting and equipping for
production, including flow lines, {reaters, separators and tankage, or plugging and abandoning, if dry.
. 113 “Initial Test Well” means a test well specifically provided for in Section 9 of the Unit Agreement and described
in Exhibit 3 attached hereto.
. 114 “Subsequent Test Well” means a test well Drilled after the Drilling of the Initial Test Well or Wells, and before
discovery of Unitized Substances in paying quantities in the Unit Area.

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

1.16 “Exploratory Well” means a well other than a Development Well Drilled after discovery of Unitized Substances
in paying quantities in the Unit Area.

1.17 “Approval of the Parties” or “Direction of the Parties” mean an approval, authorization or direction which
}‘)e_ceuies the affirmative vote specified in Section 14.2 of the Parties entitled to vote on the giving of such Approval or

irection.

. 118 “Salvage Value” of a well means the value of the materials and equipment in or appurtenant to the well deter-
mined in accordance with Exhibit 2, less the reasonably estimated Costs of salvaging the same and plugging the well.

;,19 Each Party is herein referred to by the ncuter pronoun “it”.

ARTICLE 2
NO LIABILITY FOR DRILLING, DEEPENING OR PLUGGING BACK WELLS WITHOUT CONSENT
2.1 No Liability Without Consent, No party shall be liable without its consent for any portion of the Costs of Drill-

ing, Decpening or Plugging Back a well except as provided in Section 10.4 with respect to Required Wells, and except
as provided in Article 13 dealing with Investment Adjustment, Nothing herein shall be construed to relieve a Party of
any obligation assumed by it pursuant to Exhibit 3 to participate in the Costs of the Initial Test Well.
ARTICLE 3
INITIAL TEST WELL

. 8.1 Location. Unit Operator shall begin to Drill the Initial Test Well within the time required by Scction 9 of the
Unit Agreement or any extension thercof at the location specified in Exhibit 3 attached hercto.

3.2 Costs of Drilling, Subject to the Investment Adjustment provisions of Article 13 the Costs of Prilling the Initial
Test Well shall be shaved by the Parties in the manner and in the proportions specified in said Exhibit 3.

* For the purpose of Section 12.3B hereof and Section 78 of Exhibit 4 such terms do not

include equipment or cquipping beyond the wellhead connections (e.g. flow lines, treaters

separators, tankage) and the same shall be considered included as a part of the cost of
" operating under Section 12.3 hereof and 7A of Exhibit 4.

[
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ARTICLE 4
SUBSEQUENT TEST WELLS

4.1 Right to Drill. The Drilling of any Subsequent Test Well shall be on such terms and conditions as the Parties
shall agree; provided, however, that in the absence of agreement, such wells may be Drilled under the provisions of
Article 9 dealing with Exploratory Wells.

‘

ARTICLE 5
ESTABLISHMENT, REVISION AND CONSOLIDATION OF PARTICIPATING AREAS

5.1 Probosal. Unit Operator shall initiate each proposal2 601' the establishment or revision of a participating area by
submitting the proposal in writing to each Party at least...cY .. ... ... days before filing the same with the Bireetor *The
datc of proposed filing must be shown on the proposal. If the proposal receives the 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 filing date any Party may submit to all other Parties written
objections to such proposal. If, despite such objcctions, the proposal receives the Approval of the Partics v*vxthm the pro-
posed participating area, then the Party making the objections may rehew the same before the

5.3 Revised Proposal. If the proposal does not receive the Approval of the Parties within the proposed participating
area, then Unit Operator shall submit a revised proposal taking into account the objections made to the first proposal.

If no proposal receives the Approval of the Parties within......... 60......... days from the submission of the first proposal
ghenhUnit Operator shall file with the Direetor®a proposal reflecting as nearly as practicable the various views expressed
y the Parties.
5.4 Rejection by BireeterX If a proposal filed by Unit Operator, as above provided, is rejected by the Bireetes Unit
Operator shall initiate a new proposal in the same manner as provided in Section 5.1, and the procedure with respect
thereto shall be the same as in the case of an initial proposal.

5.5 Con_solidation. Two or more participating areas may be combined as provided in the Unit Agreement.
*Supervisor .
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 8 dealing
with Development Wells, Part 1 of Exhibit 4 dealing with Exploratory Wells, and Part 2 of Exhibit 4 dealing with
Attempted Completion, Deepening and Plugging Back: .

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

incurred. ) . on an acreage basis.

B. Production, All Production from a participating area shall be allocated -
ment 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 if actually produced from such tract through a well thereon, and
as if this agreement and the Unit Agreement had not been executed.

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

6.2 Ownership and Costs Outside Participating Area. If a well completed as a producer is not included within a par-
ticipating area, such well, the Production therefrom, and the materials and equipment therein or appurtenant thereto
shall be owned by the Party or Parties who constituted the Drilling Party for such well, and all Costs incurred in the
operation of the well shall be charged to and borne by such Party or Parties, and all Lease Burdens payable in respect
of Production from the well shall be borne and paid by such Party or Parties. If the Drilling Party comprises two or
more Parties, apportionment among them of ownership, Costs and Lease Burdens shall be in the same proportions that
they bore the Costs incurred in Drilling the well.

6.3 Taking in Kind. Each Party shall currently as produced take in kind or separately dispose of its share of Pro-
duction 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 entitied to receive directly payment for its proportionate share of the pro-
ceeds from the sale of its share of Production, and on all purchases or sales each Party shall execute any division order
or contract of sale pertaining to its interest.

> 23
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6.5 Surplus Materials and Equipment. Materials and equipment acquired by the Parties, or any of them pursuant
to this agreement, may be classified as surplus by Unit Operator when deemed by it to be no longer needed in opera-
tions hereunder, by giving to each Party owning an interest therein written notice thereof. Such surplus materials
and equipment shall be disposed of as follows:

A. Each Party owning an interest therein shall have the right to take in kind its share of surplus tubular goods
and other surplus items which are susceptible of division in kind, by written notice given to Unit Operator within
thirty (30) days after classification thereof as surplus, except that such right shall not apply to junk or to any item
(other than tubular goods) having a replacement cost less than one thousand dollars ($1,000).

B, Surplus materials and equipmient not divided in kind (other than junk and any item other than tubular goods
having a replacement cost of less than one thousand dollars ($1,000)) . i R i

and sold to the highest bidder or bidders.

T C Surplus materials and equipment not disposed of in accordance with the preceding 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 Projects Included. Each plan for the development and operation of the Unit Area which is submitted
by Unit Operator to the Supervisor in accordance with the Unit Agreement shall make provision only for such Drilling,
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 (10) days before submitting any such proposed plan to the Supervisor,
Unit Operator shall pive each Party written notice thereof, together with a copy of the proposed plan.

. 7.3 Notice of Approval or Disapproval. If and when a proposed plan has been approved or disapproved by the Super-
visor, Unit Operator shall give prompt written notice thercof to each Party. In the case of disapproval, Unit Opcrator
shall state in such notice the reasons therefor. )

7.4 Amendments. If any Party or Parties shall have elected to proceed with Drilling, Deepening or Plugging Back
operation in accordance with the provisions of this agreement, and such operation is not provided for in the then current
plan of development as approved by the Supervisor, Unit Operator shall ecither (a) request the Supervisor to approve
an amendment to such plan which will provide for the conduetl of such operation, or (b) request the Supervisor to con-
sent to such operation, if his consent is suflicient. g

7.5 Cessation of Operations Under Plan, If any such plan as approved by the Supervisor provides for the cessation
of any Drilliny or other operations-therein provided for on the happening of a contingency and if such contingeney occurs,
Unit Operator shall promptly cease such Drilling or other operations and shall not incur any additional Costs in connee-
tion therewith unless and until sueh Drilling or other operations are again authorized in accordance with this agree-
ment by the Parties chargeable with such Costs.

D
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ARTICLE 8
DRILLING OF DEVELOPMENT WELLS

8.1 Purpose and Procedure, It is the purpose of this Article {0 set forth the procedure for Drilling a Development
Well otherwise than by the written consent of all Parties within the participating area involved. The Drilling of a Devel-
opment Well pursuant to the procedure herein sct forth shall, however, be subject to such Drilling receiving the Approval
of the Partics, unless the Drilling of the proposed well is necessary to prevent the loss of Committed Working Interest
in the tract of land on which the proposed well is to be Drilled. Vote by any Party in favor of Approval of the Drilling of
any such well shall not, however, be deemed an election by such Party to participate in the Costs thereof, but will mean
only. that such Party considers the Drilling of the well consistent with the ordinary development of the participating
area involved and has no objection to the Driiling thereof. .

8.2 Notice of Propoesed Drilling. Subject to the provisions of Section 8.1, any Party within a participating area may
propose the Drilling of a Development Well therein by giving to cach of the other Parties within the participating area
written notice specifying the location, depth and estimated cost of the proposed well, which location shall conform to
any applicable spacing pattern theretofore adopted or then being followed, or an authorized exception thereto.

8.3 Response to Notice. Within thirty (30) days after receipt of such notice, each Party within such participating
area shall advise all other Parties therein, in writing, whether or not it wishes to participate in Drilling the proposed
well. If all the Partics within such participating arca so advise that they wish to participate therein, the proposed well
shall be Drilled by Unit Operator for the account of all the Parties within the participating area. If any Party fails to
respond to such notice within said thirty (30) day period, it shall be deemed to have elected not to participate in Drilling
the proposed well. ‘

8.4 Notice of Election to Drill. Unless all Parties within the participating area agree to participate in response to
said notice, then within fifteen (15) days after expiration of said period of thirty (30) days, each Party within the par-
ticipating area who then desires to have the proposed well Drilled shall give to all other Parties within the participating
area written notice of election to proceed with the Drilling of said well. Failure to give such notice shall be deemed an
election not to participate in Drilling said well.

8.5 Effect of Election te Drill. If one or more, but not ail of the Parties within the participating area so elect to pro-
ceed, Unit Operator shall Drill the well for the account of such Party or Parties, who shall constitute the Drilling Party.

8.6 Subsequent Election. If election to Drill the proposed well is made, any Party within the participating area who
has not previously elected to participate therein may do so by written notice given to all other Parties within the par-
ticipating area at any time before operations for Drilling the well are commenced, in which event such Party shall be
included in the Drilling Party. However, such Party shall be bound by any and all Directions and Approvals theretofore
given by the Drilling Party concerning the Drilling of the well.

8.7 Rights and Obligations of Drilling Party and Non-Drilling Parties. Whenever a Development Well is Drilled
otherwise than for the account of all 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.

ARTICLE 9
EXPLORATORY WELLS

9.1 Procedure for Dfilling. The Drilling of Exploratory Wells shall be governed by the provisions of Part 1 of Exhibit
4 hereto attached and made a part hereof.

ARTICLE 10
REQUIRED WELLS

10.1 Definition. For the purpose of this Article a well shall be deemed a required well if the Drilling thereof is
required by the final order of an authorized representative of the Department of Interior. Such an order shall be deemed
final upon expiration of the time allowed for appeal therefrom without the commencement of appropriate appeal pro-
ceedings or, if such proceedings are commenced within said time, upon the final disposition of the appeal. Whenever
Unit Operator receives any such order, it shall promptly mail a copy thereof to each of the other Parties; if any such
order is appealed, the Party appealing shall give prompt written notice thereof to cach of the other Parties, and upon
final dfisposition of the appeal, Unit Operator shall give each of the other Parties prompt written notice of the result
thereof.

10.2 Election to Drill. Any Party desiring to Drill, or participate in the Drilling of, a required well shall give to
Unit Operator written notice thereof within thirty (30) days after the order requiring such well becomes final or within
such lesser time as may be required by such order. If such notice is given within said period, Unit Operator shall Drill
the required well for the account of the Party or Parties giving such notice, who shall bear all Costs incurred therein,
provided, however, that if the Required Well is a Development Well it shall not be drilled unless it receives the Approval
of the Parties. The rights and obligations of such Party or Parties with respect to the ownership of such well, the oper-
ating rights therein, the Production therefrom and the bearing of Costs incurred therein shall be the same as if the well
had been Drilled for the account of such Party or Parties under Article 8 dealing with Development Wells, if the same is
a Dﬁvelopment Well, or Article 9 dealing with Exploratory Wells, if the same is an Exploratory Well or a Subsequent Test
Well.

10.3 Alternatives io Drilling. If no Party elects to Driil a required well within the period allowed for such election,
and if any of the following alternatives is available, the first such alternative which is available shall be followed:
A. Compensatory Royalties. If compensatory royalties may be paid in lieu of Drilling the well and if payment
thereof receives. within said period, the Approval of the Parties who would be chargeable with the Costs incurred
in Drilling the well, if the well were Drilled as provided in Section-10.4, Unit Operator shall pay such compensatory
royalties for the account of said Parties; or
B. Contraction. If the Drilling of the well may be avoided. without other penalty, by contraction of thg Ugit .
Area, Unit Operator shall make reasonable effort to effect such ¢ontraction with the approval of the Direatest or SQUPEYV1S 0!
C. Termination.' If the required well is a Subscquent Test Well, the Parties shall join in termination of the Unit
Agreement in accordance with its provisions.

10.4 Required Drilling. If none of the foregoing alternatives is available, Unit Operator shall Drill the required
well under whichever of the following provisions is applicable:
A. Development Well. If the required well is a Development Well, it shall be Drilled by Unit Operator for the
account of all Parties within the participating area in which the well is Drilled; er

B. Exploratory Well. If the required well is an Exploratory Well, it shall be Drilled by Unit Operator for the
account of the Party or Parties who would be obligated to bear the Costs therecof 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 producer,
the abandonment of a producing well and the Decpening or Plugging Back of any well abandoned in the stratum in
which it was completed as a producer, shall be governed by the provisions of Part 2 of Exhibit 4 hercto attached
and made a part hereof. )

ARTICLE 12

RIGHTS AND OBLYIGATIONS OF DRILLING
PARTY AND NON-DRILLING PARTY

12.1 Scope of Article, Subject to such contrary or inconsistent provisions, il any, as are contained in Exhibit 4, the
rights and obligations of the Drilling Party and Non-Drilling Party in respeet of a well which is Drilled, Deepened,
Plugged Back or completed otherwise than for the account of all Parties entitled to participate therein, shall be gov-
erned by the succceding provisions of this article.

12.2 Relinquishment of Interest by Non-Dwilling Party. When a well is Drilled, Deepened, Plugred Back or com-
pleted otherwise than for the account of all Parties entitled to participate therein, each Non-Drilling Parly shall be
deemed to have relinguished to the Drilling Parvty all of its operating rights and working interest in and to such well,
In the case of a Deepening or Plugging Back. if & Non-Drilling Party owned an interest in the well immediately prior
fo the Deepening or Plugging Back, the Drilling Party shall pay to such Now-Drilling Party its share of the Salvage
Value of the well, such payment to be made at the time the well is taken over by the Drilling Party for Deepening or
Plugping Back.
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12.3 Reversion of Relinquished Interest. If the well is completed as a producer of Unitized Substances, and if the
well is a Development Well, or results in the establishment or enlargement of a participating area to include such well,
then the operating rights and working interest relinquished by a Non-Drilling Party shall revert to it at such time as
the proceeds or markel value of that portion of the Production oblained from the well after such relinquishinent which
is allocated to the acreage of such Non-Drilling Party in the participating arca involved (after deducting from such pro-
ceeds or market value all Lease Burdens and all taxes upon or mecasured by Production that are payable up to such
time on said portion of the Production from such well) shall equal the total of the following:

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

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

However, if a Deepening or Plugging Back is invalved (1) any payment made to such Non-Drilling Party as its sharc of
the Salvage Value of the well in accordance with Section 12.2 shall be added to and deemed part of the Costs incurred
in operating the well, for the purposes of Subdivision A ahove, and (2) if such Non-Drilling Parly did not participate
in the initial Drilling of the well, but the Drilling Party did participate therein, and if the intcrest relinquished by such
Non-Drilling Party upon the initial Drilling of the well had not reverted to it before such Deepening or Plugging Back,
then, for the purposcs of Subdivision B above, there shall be added to and deemed part of the Costs incurred in the Deep-
ening or Plugging Back, the then unrecovered portion of the Costs incurred in the initial Drilling of the well down to the
pool or zone in which such well is completed as a producer.

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

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

ARTICLE 13
ADJUSTMENT ON ESTABLISHMENT OR CHANGE OF PARTICIPATING AREA

13.1 When Adjustment Made. Whenever, in accordance with the Unit Agreement, a participating area is estab-
lished or revised by contraction or enlargement, and whenever two or more participating areas are combined (the par-
ticipating area resulting from such establishment, revision or combination being hereinafter referred to as a “resulting
area”) an adjustment shall be made in accordance with the succeeding provisions of this Article 13, as of the date on
which the establishment, revision or combination that creates such resulting area becomes effective, such date being
hereinafter referred to as the “effective date” of such resulting area. .

13.2 Definitions. As used in this Article 13

A. “Useable well” within a resulting area means a well which is either (1) completed in and capable of pro-
ducing 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, in connection with the production of Unitized Substances from such resulting area.

. B. “Intangible value” of a useable well within a resuliing area means the amount of Costs incurred in Drill-

ing such well, or Deepening it, down to the deepest pool or zone for which such resulting area is created, and which

contribute to the Production of Unitized Substances therefrom and which are properly classified as intangible costs
in conformity with accounting practices generally accepted in the industry, reduced at the following rates for each
month during any part of which such well has been operated prior to the effective date of such resulting area:

(1) ....%ne..—.hal.f ................. per cent (50 ..... %) per month for a cumulative total of S"Xt.Y(GO.)months,
an
(2) LB per cent (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 per-
taining to a well) which has been acquired for use in or in connection with the Production of Unitized Substances
from sucli 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 classified as part of the intangible costs
incurred in connection with a well) reduced, in the case of tangible property which is generally regarded as depre-
ciable, at such rcasonable rates of depreciation as receive the Approval of the Parties within such resulting area,
for the period of time between the acquisition date thereof and the effective date of such resulting area.

13.3 Method of Adjustment on Establishment or Enlargement. As promptly as reasonably possible after the ef-
fective date of a resulting area created by establishment or enlargement of a participating area, and as of such effcc-
lf:iwg ;iatse atr} adljgsstment shall be made in accordance with the following provisions except to the extent otherwise speci-

ed in Section 13.6.

A, The inlangible value of each useable well within such resulting arca on the cffective date thercof shall be
credited to the Party or Parties who own such well immediately prior to such effective date, in proportion to their
respeclive interests in such well immediately prior to such effective date. The total amount so credited as the
intangible value of useable wells shall be charged to all parties within the resulting arca on an Acreage Basis.

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

C. If a resulting arca, on the effective date thercof, is served by any tangible property or uscable well, which

also serves another participating area or other participating areas, the value of such tangible property and use-
able well (including intangible value thercof) shall be determined in accordance with Subdivision D of Scction
13.2, and such value may be fairly apportioncd between such resulting area and such other participating area or
areas, provided that such apportionment receives Approval of the Parties in cach participating arca concerned.
That portion of the value of such tangible property and uscable well (including intangible value thercof) which is
so apportioned to the resulting area shall be included in the adjustment made as of the cffective date of such result-
ing area in the same manner as the value of tangible property serving only the resulting area.
. D. The credils and charges above provided for shall be made by Unit Operator, in such manner that an ad-
justment shall be made for the intangible value of uscable wells separate and apart from an adjustment for the
value of tangible property. On each such adjustment, cach Party who is charged an amount in excess of the
amount credited to it, shall pay to Unit Operator the amount of such excess, which shall be considered as Costs
chargeable to such Party for all purposes of this agrecment, and such amount, when reeeived by Unit Operatar,
shall be distributed or eredited to the arties who, in such adjustment, are credited with amounts in excess of the
amounts charged to them respectively.

13.4 Method of Adjustment on Contraction, As promptly as reasonably possible after the effective date of any
g:ontmo!mn of a participating area, an adjustment shall be made with each Party owning a Committed Working Interest
in land exeluded from the participating area by such con'raction (such Commilted Waorking Interest being herein-
after in this section referred to as “exeluded interest™) in accordance with the following provisions:

A. An adjustment for intangibles shall be made in accordance with Subdivision B3 hereof and a separate adjust-
ment for tangibles shall be made in accordance with Subdivision C hereof.
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B. Such party shall be eredited with the sum of (1) the total amount therefofore charged against such Party
in respeet of its cxeluded interest in accordance with the accounting procedure set forth in Exhibit 2 as intangible
Costs incurred in the development and operation of the participating arca prior to the cffective date of such contrac-
tion, plus (2) the total amount charged against such Party in respeet of such excluded interest as intangible value
of uscable wells in any previous adjustment or adjustinents made upon the establishment or revision of such par-
ticipating arca. 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 cffective date of such contraction, is delivered to such Party in
respect of such excluded interest, less the amount of Lease Burdens and taxes paid or payable on said portion, and
(2) the total amount credited to such Party in respect of such excluded intercst as intangible value of useable wells,
in any previous adjustment or adjustments made upon the establishment or revision of such participating area. Any
dj([jl"c(x]'ence between the amount of said credit and the amount of said charge shall be adjusted as hereinafter pro-
vided.

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

D. If the charge provided for in Subdivision C of this Scction is_equal to or greater than the credit therein
provided for, no adjustment shall be made with such Party. However, if the credit provided for in said Subdivision

C is in excess of the charge therein provided for, such excess shall be charged on an Acreage Basis against the

Parties who remain in the participating area after such contraction, and shall be paid by said Parties to Unit

Operator upon receipt of invoices therefor. Such payments, when received by Unit Operator, shall be paid by it to

the Party owning such excluded interest.

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

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

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

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

ARTICLE 14
SUPERVISION OF OPERATIONS BY PARTIES

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

14.2 Voting Conirol. In the supervision of an operation conducted by Unit Operator, the Parties chargeable with
the Costs of such operation shall have the right to vote thereon in proportion to their respective obligations for such
Costs. The Parties having the right to vote on any other matter shall vote thereon on an Acreage Basis. Except as
provided in the Unit Agreement and except as otherwise specified herein (particular reference being made to Section
25.1, Consent Required to Commence Secondary Recovery and Pressure Maintenance; Section 27.1, Surrender or Release
Within Participating Area, and that portion of Part 2, Exhibit 4 relating to Abandonment of producing wells outside of

a participating area), the affirmative vote of Parties having..Sixty=five .. ... per cent (..05......%) or more
of the voting power on any matter which is proper for action by them shall be binding on all Parties entitled to vote

thereon; provided, however, that if one Party voting in the affirmative has Sixty-five per cent
.05 %) or more but less than ..Seventy-five . . per cent (,.../9. ... %) of the voting power, the affirma-

tive vote of such Party shall not be binding on the Parties entitled to vote thereon unless its vote is supported by the
affirmative vote of at least .QnNe additional Party; and provided further, that if one Party voting

in the negative or failing to vote has more than Th]rtl/‘ﬁve ................ per cent (.02 ... %) but less than fifty
per cent (50%) of the voting power, the affirmative vote of the Parties having a majority of the voting power shall be

binding on all Partics cntitled to vote unless there is a negative vote of at least ........ one . additional
Party. In the event only two Parties are entitled to vote, the vote of the one with the greater interest shall prevail. If
only onc Party is entitled to vote, such Party’s vote shall control. A Party failing to vote shall not be deemed to have
- voted either in the aflirmative or negative. Any Approval or Direction provided for in this agreement which reccives
the affirmative vote above specified shall be deemed given by and shall be binding on all Parties entitled to vote thereon,
except where the vote of a larger percentage is specifically required.
14.3 Meetings. Any matter which is proper for consideration by the Partics or any of them, may be considered at
a meeting held for that purpose. A meeting may be called by Unit Operator at any time and a meeting shall be called

by Unit Operator upon written request of any Party or Parties having ... FTVQ ..................... per cent (5 ........... %
or more of the voting power on each matter to be considered at the meeting. At least ten (10) days in advance of each
mecting, Unit Operajor shall giye cach Party entitled to yot {h reat written notice_of the time, place and purpose of
the meeting. Un1t Operator's representative sna e chairman of such meetings.

14.4 Action Without Meeting. In lieu of calling a mecting, Unit Operator may submit any matter which is proper
for consideration by the Parties, or any of them, by giving to cach such Party written notice by mail or telegraph (or
telephone contirmed in writing not later than the next business day), describing in adequate detail the matter so sub-
mitted. FEach Party entitled to vote on any matter so submitted shall communicate its vote thercon to Unit Operator by
mail or telegraph (or telephone, confirmed in writing not later than the next business day), within such period as may
be designated in the notice given by Unit Operator (which period shall not be less than ten (10) nor more than thirty (30)
days) provided, ‘hmvcvcy. that if within ten (10) days after submission of such matter, request is made for a meeting
in accordance with Scetion 14.3, such matter shall be considered only at a meeting called for that purpose. If a meeting
is not required, then, at the expiration of the period designated in the notice given by it, Unit Operator shall give to cach
Party entitled to vote thereon written notice stating the tabulation and resull of the vote.

.
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14.5 Representatives. Promptly after execution of this agreement, each Party by written notice to all other Parties
shall designate a representative authorized to vote for such Party, and may designate an alternate’who is authorized to
vote for such Party in the absence of its representative. Any such designation of a representative or allernate repre-
senfative may be revoked at any time by written notice given to all other Parties, provided such notice designates a new
representative or allernate representative as the case may be. In addition, any corporate Party may vote through its
President, or any of its Vice Presilents, and a Party which is a partnership may vote through any of its partners.

14.7 Extraneous Projects. Nothing contained in this agreement shall be deemed to authorize the Partics, by vote
or otherwise, to act on any matter or authorize any expenditure unless such matter or expenditure relatt_:s to the conduct

of operations authorized by the Unit Agreement or this agreement.

ARTICLE 15 -
UNIT OPERATOR'S POWERS AND RIGHTS

15.1 In General. Subject to the limitations provided for in this agreement, all' operations authorized by the Unit
Agreement and this agreement shall be managed and conducted by Unit Opcrator. Unit Operator shall have exclusive
custody of all materials, equipment and any other property used in connection with any operation on the Unit Area.

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

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

15.4 Force Majeure., The obligations of Unit Operator hereunder shall be suspended to the extent that, and only so
long as, performance thereof.is prevented by fire, action of the elements, strikes or other differences with workmen,
acts of civil or military authorities, acts of the public enemy, restrictions or restraints imposed by law or by regulation
or order of governmental authority, whether federal, state o1 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. When-
ever performance of its obligations is prevented by any such cause, Unit Operator shall give notice thereof to the other
Parties as promptly as reasonably possible. :

15.5 Lien. Each of the other Parties hereby grants to Unit Operator a lien. upon its Committed - Working Interests,
its interest in all jointly owned materials, equipment and other property and its interest in all Production, as security
for payment of Costs chargeable to it,"together with any interest payable thereon. Unit Operator shall have the right
to bring any action at law .or in 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 it, Unit Operator shall have the right
to collect and receive from the purchaser or purchasers thereof the proceeds of such Party’s share 6f Production, up to
the amount owing by such Party plus interest at the rate of sbe—per-eent—¢6% %per annum until paid; each such pur-
chaser shall be entitled to rely on Unit Operator’s statement concerning the existence and amount of any such default.

15.6 Advances. Unit Operator, at its election, shall have the right from time to time to demand and receive from
the other Parties chargeable therewith payment in advance of their respective shares of the estimated amount of the
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 its share thereof. Each such statement and
invoice for the payment in advance of estimated Costs for any month shall be submitted on or about the twentieth (20th)
day of the next preceding month. The amount of each such invoice shall be payable within fifteen (15) days after the
meilting thereof, and thereafter shall bear interest at the rate of six-per-eent—(6%-¥per annum until paid. Proper adjust-
ment shall be made monthly between such advances and Costs, to the end that each Party shall bear and pay its pro-
portionate share of Costs incurred and no more. Unit Operator' may request advance payment or security for the total
estimated Costs to be incurred in a: particular Drilling, Deepening or Plugging Back operation and notwithstanding any
other provision of this agreement shall not be obligated to commence such operation unless and until such advance pay-
ment is made or Unit Operator is furnished security acceptable to it for the payment thereof by the Party or Parties
chargeable therewith.

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

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

*Ten percent (10%) ARTICLE 16

UNIT OPERATOR’S DUTIES

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

A. Drtilling of Wells. Drill, Deepen or Plug Back a well or wells only in accordance with the provisions of this
agreement;

B. Compliance with Laws and Agreements. Comply with the provisions of the Unit Agreement, all applicable
laws and governmental regulations (whether federal, state or local), and Directions by the Parties pursuant to this
agreement; in case of conflict between such Directions and the provisions of the Uint Agreement or such laws or
regulations, the provisions of the Unit Agreement or such laws or regulations shall govern;

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

D. Payment of Costs. Pay all Costs incurred in operations hereunder promptly as and when due and payable,
and keep the Committed Working Intcrests and all property used in conncction with operations under this agree-
ment {ree {rom liens which may be elaimed for the pavment of such Costs, except any such lien which it disputes,
in which event Unit Operator may contest the disputed lien upon giving written notice thereof to the Partics
affceted thereby; ‘ ]

_E. Records. Keep full and accurate records of all Costs incursed, and controllable materials and cquipment,
which records, and reccipts and vouchers in support thercof, shall be available for inspection by authorized repre-
sentatives of the other Parties at reasonable intervals during usual business hours at the office of Unit Operator;

I, Information, Furnish to each of the other Partics who makes timely written request therefor (1) copics of

Unit Operator’'s authorizations for expenditure or itemizations of estimated expenditures in excess Of. .o

......... Ten_Thousand oereverenrrDollars (5.10.:000.00 3y (2) copies of all drilling reports, well
logs, basic engineering data, tank tables, gauge reports and run tickets, (3) reports of stock on hand at the first
of each month, and (4) samples of cores or cultings taken from wells Drilled hereunder, to be delivered at the well
in containers furnished by the Party requesting same, and (5) such other and additional information or reports as
may be required by Direction of the Parties within the area aflected;

G. Access to Unit Area. Permit each of the other Parties, through its duly authorized employces or agents, but
at such Party's sole risk and expense, to have access to the Unit Area at all times, and to the derrick floor of each
well Drilled or being Drilled hereunder, for the purpose of observing operations conducted hereunder and inspecting

—fom




.

ROCKY MOUNTAIN UHIT OPERATING ACRELMLNT
Formm 2 (Divided Intercst) January, 1955

materials, equipment or other property used in connection with operations under this agreement, and to have access
at reasonabte times to information and data in the possession of Unit Operator concerning the Unit Arca.
16.2 Insurance.

A. Unit Operator’s. Unit Operator shall comply with the Workmen's Compensation Law of the state in which
the Unit Area is located. Unit Operator shall also maintain in force at all times with respect to operations herecunder
such other insurance, if any, as may be required by law. In addition, Unit Operator shall maintain such other insur-
ance, if any, as is described in Exhibit 5 hercto attached or as receives the Approval of the Darties from time to
time. Unit Operator shall carry no other insurance for the benefit of the Parties except as above specified. Upon
written request of any Party, Unit Operator shall furnish evidence of insurance carried by it with respect te oper-
ations hercunder. .

B. Contractor’s. Unit Operator shall require all contractors engaged in operations under this agreement to com-
ply with the Workmen's Compensation Law of the state in which the Unit Area is located and to maintain such
insurance as is rcequired by Direction of the Parties. _

C. Automotive Equipment. In the event Automobile Public Liability insurance is specified in said Exhibit 5§ or
subsequently receives the Approval of the Parties, no direct charge shall be made by Unit Opecrator for premiums
paid for such insurance for Operator’s fully owned automotive equipment.

16.4 Drilling Contracts. Each Drilling," Deepening or Plugging Back operation conducted hereunder, and not per-
formed by Unit Operator with its own tools and equipment in accordance with Section 15.7 dealing with Use of Unit
Operator’s Drilling Equipment, shall be performed by a reputable drilling contractor having suitable equipment and

ersonnel under wriiten contract between Unit Operator and the contractor, at the most favorable rates and on the most
avorable terms and conditions bid by any such contractor after soliciting bids, if bids are obtainable, but otherwise at
rates and on terms and conditions receiving the Approval of the Parties.

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

ARTICLE 17
LIMITATIONS ON UNIT OPERATOR

. 17.1 Specific Limitations. In the conduct of operations hereunder, Unit Operator shall not, without first obtaining
the Approval of the Parties:
A. Change in Operations. Make any substantial change in the basic method of operation of any well, except in.
the case of an emergency.
. Limit on Expenditures. Undertake any project reasonably estimated to require an expenditure in excess of

.B
F1fteenThous and Dollars (515300000) ; provided, however, that (1) Unit Opera-
tor is authorized to make all usual and customary operating expenditures that are required in the normal course
of producing operations, (2) whenever Unit Operator is authorized to conduct a Drilling, Deepening or Plugging
Back operation, or to undertake any other project, in accordance with this agreement, Unit Operator shall be author-
ized to make all reasonable and necessary expenditures in connection therewith and (3) in case of emergency, Unit
Operator may make such immediate expenditures as may be necessary for the protection of life or property, but
notice of such emergency shall be given to all other Parties as promptly as reasonably possible.

C. Partial Relinquishment. Make any partial relinquishment of its rights as Unit Operator or appeint any sub-
operator. . . Two Thousand Five Hundred Dollars ($2,500,00)

D. Settlement of Claims. Pay in excess of IFive-HundredDeollars—(5500-809 in the settlement of any claim (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 determinations provided in the Unit Agreement to be made by Unit Oper-
ator, except as otherwise specified in this agreement.

ARTICLE 18
TITLES

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

18.2 Title Papers to be Furnished.

A. Lease Papers, Each Party, after exccuting this agreement, shall upon request promptly furnish Unit
Operator, and—any—etherParty-requesting-—same, with photostatic copies of all leases, assignments, options and other
contracts which it has in its possession relating to its Committed Working Interests.

B. Title Papers for Initial Test Well, Promptly after the effective date of this agreement each Party within
the area described as the Title Examination Area in Exhibit 3 shall at its own expense furnish Unit Operator with
the following title material relating to all lands within such area in which it owns Committed Working Interests
covering the same:

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

(2) All lease papers, or photostatic copies thereof, mentioned in Section 18.2A which the Party has in its pos-
session, and which have not been previously furnished to Unit Opcrator,

(3) Copics of any title opinions which the Party has in its possession,

(4) If federal lands are invelved, status reports of current date setting forth the entries found in the district
land oflice and—the—Washington—B—C—land—effice of the Bureau of Land Management for the lands involved,
and also a certified copy of the serial register for ihe federal leases involved,

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

(6) Tf Indian lands are involved, status reports for the land involved showing the entrics found in the office of
the Supcrintendent of the Indian Agency and the arca office for such Indian lands and—i TY:
Indian-AHairs PG,

C. Titie Papers for Subsequent Wells. Any Party who proposes the Drilling of a Subsequent Test Well or Explor-

atory Well shall, at the time of giving notice for such proposed well, designate a title examination area not exceed-

mglzzsoooacrcs and not including any lands within a participating area. When the drilling of a Devel-
opment Well recetves the Approval of the Parties within the participating arvea in which it is located, a title exami-
nation area which covers lands outside any participating arca may be designated by the Approval of such Parties.
Each Party within any such title examination area shall at its own expense and upon request furnish Unit Opcerator
with the title materials listed in Section 18.213 not previously furnished, relating to all lands within such area in
which it owns Committed Working Interests.

D. Title Papers on Establishment or Enlargement of a Parcticipating Area. Upon the establishment or the enlarge-
ment of a participating area, each Party shall promptly at its own expense furnish Unit Operator all the title mate-
rials listed in Seetion 18.2B relating to all its, Conynitted Workjng Interests jn the lands lying within such par-
ticipating arca as established or enlarged , Which have not Leen previ ous’Ty furnished.

T




18.3 Title Examination. Promply after all title papers delivered pursuant to
Section 18.2B, C, or D have been received, Unit Operator shall deliver such title papers
to an attorney or attorneys approved by the Parties within the title examination area. -
Unit Operator shall arrange to have the same examined promptly by such attorney or
attorneys and shall distribute copies of the title opinions to said Parties as soon as they
are received. After a title examination has been completed and a reasonable time, not
exceeding thirty (30) days, has been allowed for any necessary curative work, Unit
Operator shall submit to each, said Party copies of the title opinions and a report
concerning the title examination with written recommendations for approval or
disapproval of the title to each Committed Working Interest involved, and within fifteen
(15) days after receipts of such title opinions of reports said Parties shall advise Unit
Operator in writing of approval or disapproval of titles. Unless otherwise agreed, the
cost of all title examinations made under this Section 18.3 shall be charged as a part of
the Costs of Drilling the well for which such title examination was made.

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

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

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

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




18.8 Failure of Title to Committed Working Interest After Approval. If title to a
Committed Working Interest which has received the Approval of the Parties under
Section 18.5 fails in whole or in part at a time when the tract affected thereby is within
an active Drilling Block or within a Drilling Block upon which a well has been completed
as a producer of Unitized Substances but which has not been admitted to a participating
area or if title to a Committed Working Interest which has received the Approval of the
Parties under Section 18.6 fails in whole or in part at a time when the tract affected
thereby is within a participating area, then:

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

B.  there shall be relinquished to the Party whose Committed Working
Interest has been lost such proportionate part of each of the other Committed
Working Interests in the lands within such afected participating area of Drilling
Block, subject to a like 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 of Drilling Block; and

C.  the relinquished portions of said Committed Working Interest shall be
deemed owned by the Party receiving the same, subject to a proportionate part of
their respective Lease Burdens for all purposes of this agreement.

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

ARTICLE 19

19.1 Unleased Interests: There are no unleased fee interests.

8-A
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ARTICLE 20
RENTALS AND LEASE BURDENS

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

20.2 Lease Burdens. The Party or Parties entitled to receive the Production allocated to a tract of land within a
participating area shall be obligated to make any and all payments, whether in cash or in kind, accruing to any and all
Lease Burdens, net profits interests, carried interests and any similar interest payable in respect of such Production or
the proceeds thereof, except as provided in Article 22 decaling with Withdrawal of Tracts and Uncommitted Interests.
The Parly or Parties entitled to receive the Production from a well completed as a producer but not included within
a participating area shall be obligated to pay all Lease Burdens payable in respect of such Production and each such
Party shall be obligated to .pay any net profits interest, carried interest and similar interests payable in respect of its
share of such production. : ’ !

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

ivis —B—C of Section 18.8dealing with Failure of Title to Committed Working Interest shall apply.

ARTICLE 21

and severance TAXES . _

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

21.2 Apportionment. Taxes upon materials, equipment and other property acquired and held by Unit Operator here-
under shall be charged to and borne by the Parties owning the same in proportion to their respective interests therein.
All other taxes paid by Unit Operator shall be charged to and borne by the Parties in proportion to their ownership in
the Committed Working Interests or Unitized Substances (as the case may be) upon which or in respect of which such
taxes are paid. All reimbursements from owners of Lease Burdens, whether obtained in cash or by deduction from Lease
Burdens, on account of any taxes paid for such owners shall be paid or credited to the Parties in the same proportions
as such taxes were charged to such Parties.

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

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

ARTICLE 22
WITHDRAWAL OF TRACTS AND UNCOMMITTED INTERESTS

22.1 Limitetion—en Right of Withdrawal. Net—less—than—five—~6)—days—before—-filing—the-Unit-Agreemeni—for—final-

S¥at;
3

I te ower f ny su§tanal’ interes in atrct withi te nite h then failed or refused to jo t
Unit Agreement, the Party or Parties owning Committed Working Interests in such tract shall have the right to with-
draw such tract from the Unit Area in accordance with the Unit Agreement; i i
i ced ot A \ -

.22.3 Voluntary Non-Withdrawal. If the Party or i’arties owning Committed Working Intcrests in a tract volun-
tarily fails to exercise the right to withdraw such tract in accordance with the Unit Agreement, all payments and lia-
bilities accruing to the owners of uncommitted interests in such tract shall be paid and borne by such Party or Parties.

ARTICLE 23
COMPENSATORY ROYALTIES

23.1 Notice. Whenever demand is made in accordance with the Unit Agreement for the payment of compensatory
rgga(llties. Unit Operator shall give written notice thercof to cach Party affected by the demand, as hereinafter pro-
vided.

23.2 Demand for Failure to Drill a Development Well. If the demand for compensatory royalty results from the
failure to Drill a Development Well and such well is not drilled, then Unit Opcrator shall pay such compensatory
royalty. Such payment shall be charged as Cosls incurred in operations within such participating area.

23.3 Demand for Failure to Drill a Well Other than a Development Well, If the demand for compensatory royalty
results from the failure to Drill a well other than a Development Well and an election to Drill in order to avoid pay-
ment of Compensatory Royalties is not made by any Party owning a Committed Working Interest in the tract upon
which such a well may be Drilled, then Unit Operator shall pay such compensatory royalty. Such payment shall be
chargeable to and borne by the Parties who would be obligated to bear the Costs of such well if the well were Drilled
3s a Required Well in accordance with Section 10.4B.

ARTICLE 24
SEPARATE MEASUREMENT AND SALVAGE

24.1 Separate Mceasurement. If a well completed as a producer of Unitized Substances is in or included in a partici-
pating area but is not owned on an Acrecage Basis by all the Parties within such participating area and if, within thirty
(30) days after request by any interested Party, a method of measuring the Produetion from such well without nccessi-
tating additional facilitics does not receive the Approval of the Parties, then Unit Operator shall install such additional
tankage, flow lines or other facilities for separate measurement of the Unitized Substances produced from such well as
Unit Operator may deem suitable. The Costs of such facilities for separate measurement shall be charged to and borne
by the Drilling Party for such well and treated as Costs incurred in operating such well notwithstanding any other pro-
visions of this agreement. ) ‘

24.2 Salvaged Materials. If any materials and equipment are salvaged from a well completed as a producer after
being Dritled. Deecpened or Plugged Back otherwise than for the account of all the Parlies entitled to participate therein
before reversion to the Non-Drilling I'arties of their relinquished interests in the well, the proceeds derived from sale

o
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thereof, or, if not sold, the Salvage Value thereof, shall be treated in the same manner as proceeds of Production from
such well for the purpose of determining reversion to 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 first obtaining the consent of net-less~than ......................... Parties in the aggregate owning not less than...............
CNinety oo per cent .90 ... %) of the Committed Working Interests on an Acreage Basis in the
participating area affected by any such program. After the Parties have voted tv undertake a program of secondary
recovery or pressure maintenance in accordance with this section, the conduct of such a program shall 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 parlicipate in the con-
struction or opcration of any gasoline plant, sulphur recovery plant, dewaxing plant or other above ground facilities to
process or othcrwise treat Production, other than such facilities as may be required for treating Production in ordinary
lease operations and such facilities as may be required in the conduct of operations authorized under Section 25.1.

ARTICLE 26
TRANSFERS OF INTEREST

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

26.3 Assumption of Obligations, No transfer of any Committed Working Interests shall be effective unless the same
is made expressly subject to the Unit Agreement and this agreement and the transferee agrees in writing to assume and
perform all obligations of the transferor under the Unit Agreement and this agreement insofar as 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. -

26.4 Effective Date. A transfer of Committed Working Interests shall not be effective as between the Parties until
the first day of the month next following the delivery to Unit Operator of the original or a certified copy of the instru-
ment of transfer conforming to the requirements of Section 26.3. 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 pur-
pose any obligation assumed by the transferor to participate in the Drilling, 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 Release Within Participating Area. A Committed Working Interest covering land within a par-
ticipating area shall not be surrendered except with the consent of all Parties within such pariicipating area. However,
a Party who owns a Committed Working Interest in land within a participating area and who is not at the time com-
mitted to participate in the Drilling, Deepening or Plugging Back of a well within such participating area may be relieved
of further obligations with respect to such participating area as then constituted by executing and delivering to Unit
Operator an assignment conveying to all other Parties within such participating area all Committed Working Interests
owned by such Party in lands within the participating area, together with the entire interest of such Party in any and
all wells, materials, equipment and other property within or pertaining to such participating area.

27.2 Procedure on Surrender Outside Participating Area. Whenever a Party desires to surrender its Committed
Working Interest in any tract which is not within any participating -area, such Party shall give to all other Parties
written notice thereof describing such Committed Working Interest. The Parties receiving such notice, or any of them,
shall have the right at their option to take from the Party desiring to surrender an assignment of such Committed Work-
ing Interest by giving to the Party desiring to surrender writfen notice of election so to do within thirty (30) days after
receipt of the notice of the desire to surrender. If such election is made as above provided, the Party or Parties taking
the assignment (which shall be taken by them in proportion to the acreage of their Committed Working Interests among
themselves in the Unit Area) shall pay to the assigning Party its share of the Salvage Value of any wells owned by the
Parties and then lecated on the land covered by such Committed Working Interest, which payment shall be wmade on
receipt of the assignment. If no Party elects to take such assignment within such thirty (30) day period, then the Party
or Parties owning such Committed Working Interest may surrender the same if surrender thereof can be made in accord-
ance 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 its liability for any obligation accrued hereunder at the time the assignment or surrender is made,
or of obligation to bear its share of the Costs incurred in any Drilling, Deepening or Plugging Back operation in which
such .Party has elected fo participate prior to the making of such assighment or surrender, except to the extent that
the Party or Parties receiving such assignment shall assume, with the Approval of the Parties, any and all obligations
of the assigning Party hereunder and under the Unit Agreement.

ARTICLE 28
SEVERAL, NOT JOINT LIABILITY

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

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

28.3 Election. Each of the Parties hercby 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 permitted or authorized
by the Secretary of the Treasury of the United States or his delegate insofar as such Subchapter or any portion «r por-
tions thereof may be applicable to the Parties. If any present or future income tax laws of the state or states ir. - hich
the Unit Area is located, or any future income tax law of the United States, contain, or shall hereaf.er contain, pr: " sions
similar to those contained in the Subchapter of the Internal Revenue Code of 1954 above referred to under which : simi-
lar election is permiticd, each of the Parties hereby elects to be excluded from the application of such laws. Accordingly,
each Party hereby authorizes and directs Unit Operator to execute such an election or elections on its behalf and file the
same with the proper administrative office or agency. If requested by Unit Operator, each Party agrees to execute and
join in such instruments as are necessary to make such clections effective,

ARTICLE 29
NOTICES

. 29.1 Giving and Recelpt. Except as otherwise specified herein, any notice, consent or statement herein provided
or permitted to be given by Unit Operator or a Party (o the Parties shall be given in writing by United States mail or
by telegraph, properly addressed to each Party to whom given, with pestage or charges prepaid, or by delivery thereof
in person to the Parly to whom given; however, if delivered to a corporate Party, it shall not bhe deemed given unless
delivered personally to an executive officer of such Party or to its representative designated pursuant to Section 145
dealing with Representatives. A notice given under any provision hereof shall be deemed given only when received by
the Party to whom such notice is directed, except that any notice given by United States registered mail or by telegraph,
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properly addressed to the Party to whom given with all postage and charges prepaid, shall be deemed given to and
received by the Party to whom directed forty-eight (48) hours alter such notice is deposited in the United States mails
or twenty-four (24) hours after such notice is filcd with an opcrating telegraph company for immediate transmission
by tclegraph, and also except that a notice to Unit Operator shall not be deemed given until actually received by it.

29.2 Proper Addresses. Each Party’s proper address shall be deemed to be the address set forth under or opposite its
signature hereto unless and until such Party specifies another post office address within the continental limits of the
United States by not less than ten (10) days prior written notice {o all other Parties.

ARTICLE 30
EXECUTED IN COUNTERPARTS AND RATIFICATION
30.1 Countcrparts. This agreement may be executed in counterparts and all such counterparts taken together shall
be deemed to constitute one and the same instrument.

30.2 Ratification, This agreement may be executed by the execution and delivery of a good and sufficicnt instrument
of ratification, adopting and entering into this agreement. Such ratification shall have the same efiect as if the Party
executing it 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 all Parties signing the same, their
heirs, devisees, personal representatives, successors and assigns and their successors in interest, whether or not it is
signed by all the Parties listed below. The terms hereof shall constitute 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
shall be disregarded in construing this agreement.

ARTICLE 33
RIGHT OF APPEAL

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

ARTICLE 34
SUBSEQUENT JOINDER

34.1 Prior to the Commencement of Operations. Prior to the commencement of operations under the Unit Agree-
ment, all owners of Working Interests in the Unit Area who have joined in the Unit Agreement shall be privileged to
execute or ratify this agreement.

34.2 After Commencement of Operations. After commencement of operations under the Unit Agreement, any Work-
ing Interest in land within the Unit Area which is not then committed hereto miay be committed to this agreement and
to the Unit Agreement upen such reasonable terms and conditions as may receive the Approval of the Parties.

ARTICLE 35
CARRIED INTERESTS

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

ARTICLE 36
EFFECTIVE DATE AND TERM
36.1 Effective Date. This agreement shall become effective on the effective date of the Unit Agreement exeept-that
t igi ction-22.1-dealingwith-Limitation of Withdrawal-shall-be-operative—prier-to-such-effostive
date,-

36.2 Term. The term of this agreement shall be the same as the term of the Unit Agreement and shall terminate
concurrently therewith.

36.3 Effect of Termination. Termination of this agreement shall not relieve any Party of its obligations then acerued
hereunder. Notwithstanding termination of this agreement the provisions hereof relating to the charging and payment of
Costs and the disposition of materials and equipment shall continue in force until all materials and equipment owned by
the Parties have been disposed of and until final accounting between Unit Operator and the Parties. Termination of
this agreement shall automatically terminate all rights and interests acquired by virtuc of this agreement in lands
within the Unit Area except such fransfers of Committed Working Interests as have been evidenced by formal written
instruments of transfcr.

.. 364 Effect of Signature, When this agreement is executed by two Parties, execution by each shall be deemed con-
sideration for execution by the other and each Party therctofore or thereafter executing this agreement shall thereupon
become and remain bound hereby until the termination of this agreement. i i

1R e1ve —menths—from—and—o he—date—o his—ag
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ARTICLE 37

37.1 Failure to Take in Kind. If any Party shall at any time fail or refuse to take
in kind or separately dispose of its proportionate part of Production, Unit Operator shall

‘have the right to enter into a contract for the sale of all or part of such Production at

the price which Unit Operator receives for its own portion of the Production, but any
such contract shall be only for such reasonable period of time as is consistent with the
minimum needs of the industry under the circumstances, and in no event shall the term
thereof exceed one (1) year, provided, however, that any Non-Operator may revoke at
any time Unit Operator's right to dispose of its proportionate part of Production.

Notwithstanding anything contained herein to the. contrary, Unit Operator
shall not commit a sale of any Party's share of gas production which requires
authorization of any government agency or is in interstate commerce without the written
consent of such Party.

37.2 Accounting Due Non-Drilling Party. In the event a relinquishment of interest
by a Non-Drilling Party occurs according to the provisions of this agreement as to any
well and Production is had from such well, Unit Operator shall furnish each Non-Drilling
Party upon its request all the information referred to in Section 16.1F and, in addition,
the following: '

A. an itemized statement of the Costs of the operation in which the Non-
Drilling Party did not participate, and

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

37.3 Reversion to Non-Drilling Party. The provisions of Section 6.2 are hereby
modified and limited with respect to a well covered thereby if any Party owning a
Committed Working Interest in the Drilling Block formed for such well elects not to
participate in the Costs thereof as to such Party's Committed Working Interest in the
Drilling Block. In such case, the relinquished interest of the Non-Drilling Party shall
revert to it in the same manner and under the same conditions as provided in Section 12.3
with respect to wells located in a participating area, except that the Production from
such well sufficient to cause such reversion shall be that which, had the Non-Drilling
Party elected to participate in such well, would be allocable on an Acreage Basis to the

_interest of the Non-Drilling Party in the Drilling Block formed for such well. Upon

reversion of the interest relinquished by the Non-Drilling Party in such well, the
provisions of Section 12.4 shall be applicable.

37.4 Subsequently Created Interests. Anything in this agreement to the contrary
notwithstanding, if any Party should, subsequent to the execution of this agreement,
create an overriding royalty, production payment, net proceeds interest, carried interest,
or any other interest out of its working interest (hereinafter called "subsequently created
interest") such subsequently created interest shall be specifically made subject to all the
terms and provisions of this agreement. If the Party which created such interest (a) fails
to pay when due its share of Costs, and its share of Production is insufficient to cover
such share of Costs, or (b) elects to abandon a well under Part 2 of Exhibit 4 or be
chargeable with a pro rata portion of all Costs in the same manner as if such
subsequeitly created interest were a working interest, Unit Operator shall have the right
to enforce against such subsequently created interest the lien and all other rights granted
in Section 15.5 for the purpose of collecting Costs .chargeable to the subsequently
created interest.

37.5 Specific Consent---Drilling, Deecpening, Plugging Back, Completing or
Abandoning. The consent or authorization by any party to the drilling, deepening or
plugging back of any well shall not constitute, nor be implied to be, a consent or election
to participate in a completion attempt or other operation beyond such authorized
drilling, deepening or plugging back and any related testing prior to the running of casing
in connection therewith, and the plugging and abandoning thereof. This shall be true
regardless of any inconsistent expressed or implied provision contained herein or in the
Unit Agreement.
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37.6 Excess Burdens. Notwithstanding anything to the contrary herein contained it
is understood and agreed that if any Party hereto should create any overriding royalty,
production payment, or other burden against its working interest share of production and
if any other Party of Parties should conduct nonconsent operations pursuant to any
provision of this agreement and as a result become entitled to receive the working
interest production belonging to the Non-Consenting Party, the Consenting Party or
Parties entitled to receive the working interest production of the Non-Participating
Party shall receive such production free and clear of burdens against such production and
the Non-Consenting Party creating each burden shall save the Consenting Party or
Parties harmless with respect to the receipt of such working interest production.

37.7 Non-Consenting investment adjustment. Anything in this agreement to the
contrary notwithstanding, no Party shall be liable without its consent for any investment
adjustment charge under the provisions of Section 13.3D or Section 13.4D, which charge
is in excess of said Party's credits under Article 13. In the event of the establishment,
enlargement, or contraction of a participating area, the provisions related thereto shall
be applicable to any investment adjustment to the same extent that such 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 thirty (30) days after proposal for the establishment, enlargement, or contraction
of a participating area has been submitted by Unit Operator in writing to the Parties
involved, a Party elects not to participate in the investment adjustment applicable to the
establishment, enlargement, or contraction, such Party shall be a Non-Drilling Party and
shall be deemed, as of the effective date of the resulting area in connection with which
such charge is made, to have relinquished the interest for which such charge is made to
the Party or Parties who would otherwise be entitled to receive a credit under Section
13.3D or Section 13.4D, which later Party or Parties shall be the Drilling Party with
respect to such relinquished interest. The Drilling Party shall own the relinquished
interest until it reverts to Non-Drilling Party pursuant to Article 12.

37.8 Non-Joining Royalty Interest. Should the owner of a royalty interest fail or
refuse to execute or become bound by the Unit Agreement and as a result thereof the
Lease Burdens of the Party entitled to receive the production allocated to the tract or
tracts of land affected are more than the Lease Burdens computed on the basis of
production allocated thereto, Unit Operator, upon receipt of evidence thereof from the
Party affected, shall treat the same as an operating cost; similarly, if the Lease Burdens
are less than the Lease Burdens computed on the basis of production allocated thereto,
such Party shall remit the difference to Unit Operator for distribution to all Parties.

37.9 Non-Discrimination. In connection with the performance of work conducted
under this Agreement, the Unit Operator agrees to comply with Executive Order 11246,
as amended, the provisions of which are contained in Exhibit "6" attached hereto and by
this reference made a part hereof.
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IN WITNESS WHEREOF, this agreement has been executed by the undersigned

as of the day and year first above written.

UNIT OPERATOR AND WORKING INTEREST OWNER
PHOENIX RESOURCES COMPANY
ATTEST: | By <—-:§HQ,-~,_1§; \
James A. Kishpaugh, P—r@sidentQ
Address: PHOENIX RESOURCES COMPANY

3555 NW 58th Street
Suite 300

ST Oklahoma City, OK 73112
R. E. Dippg/; pcretary

Date of Execution:

March 27, 1979

STATE OF OKLAHOMA g
SS
COUNTY OF OKLAHOMA)

On this 27th day of March, 1979, before me appeared James A. Kishpaugh,
to me personally known, who, being by me duly sworn, did say that he is the
President of PHOENIX RESOURCES COMPANY, and that the seal affixed to said instru-
ment is the corporate seal of said corporation, and that said instrument was
signed and sealed in behalf of said corporation by authority of its board of
directors, and said James A. Kishpaugh acknowledged said instrument to be the
free act and deed of said corporation. :

(e 3?3322%z:c

?%fi;§7publ1c

My Commission Expires:

My Commission Expires Dec. 20, 1982




EXHIBIT "B" or EXHIBIT 1
SCHEDULE OF LEASES
Attached to and made a part of the Unit Agreement and the Unit

Operating Agreement, respectively, for the Ranch Road Unit, in
Chaves County, New Mexico

Page 1 of 6

SERTAL NUMBER

NUMBER BASIC ROYALTY LESSEE OF RECORD OVERRIDING ROYALTY WORKING INTEREST
TRACT - OF AND EXPIRATION AND AND AND AND
NO. DESCRIPTION OF LANDS ACRES DATE OF LEASE PERCENTAGE PERCENTAGE PERCENTAGE PERCENTAGE
FEDERAL LANDS
1. T19S-R20E, NMPM
Sec. 7: E2NW, NE SW, .
N2SE, NE
Sec. 8: N2SW
Sec. 17: E2 NM-2795 E.R. Thompson,Jdr. 2.5%
Sec. 20: S2NE, N2SE, 960.00 3-7-81 USA - A1l PRC 100% Anadarko 0.5% PRC 100%
NESW
2. T19S-R20E, NMPM
Sec. 30: Lots 1,2,3,4,
E2, W2 E2
Sec. 31: E2 W2, W2 E2 1074.96 NM-3576 USA - A1l PRC 100% B.L. House 3.0% PRC 100%
SE NE, E2 SE 3-7-81 - North.Natural 2.5%
3. T19S-R20E, NMPM
Sec. 18: Lots 3, 4,
SE NW, E2 SW
Sec. 19: Lots 1,2,3,4, NM-3577 G. E. Farmar 1.5%
SE NE v 391.66 3-7-81 USA - A1l PRC 100%  Anadarko 1.5% PRC 100%
4, T19S-R20E, NMPM
Sec. 18: Nt
Sec. 19: E2 W2, W2 EZ2, NM-3578
E2 SE 560.00 3-7-81 USA - ATl Kerr-McGee 100% Barlow & Haun 3.0% Keryv-McGee 106%
5. T19S-R20E, NMPM
Sec. 29: S2 S2 NM-3579 , R.C. Balsam 1.0%
160.00 3-7-81 - USA - Al Cities Serv 100% C & T Wilderspin 4.0% Cities Serv. 100%



Page 2 of 6

NUMBER SERIAL NUMBER BASIC ROYALTY  LESSEE OF RECORD OVERRIDING ROYALTY WORKING INTEREST
‘RACT OF AND EXPIRATION AND AND AND AND
NO. DESCRIPTION OF LANDS ACRES "DATE OF LEASE PERCENTAGE PERCENTAGE PERCENTAGE PERCENTAGE
FEDERAL LANDS
6. T195-R20E NM-3994 Sabine
Sec. 8: N2, SE 480.00 3-7-81 USA - ATl PRC 100% Production Co. 6.25% PRC 100%
7. T195-R20E
Sec. 7: Lots 1,2,3, NM-7792 . R. Short and
Sec.18: NE NW 155.43 3-7-81 USA - All Cities Service 100% L. Gray 3.0%4 Cities Service 100%
8. T19S-R20E
Sec. 11: NE SW NM-11313
Sec. 27: NE SE 80.00 3-7-81 USA - A1l M. J. Harvey 100% None M. J. Harvey 100%
9. T195-R20E :
Sec. 25: W2 Phelps Dodge 25% R.E.Cunningham 1.5% Phelps Dodge 25%
NM-11939 USA - AN UvI 25% D.L & J. Hannifin 3.5% UVI 25%
320.00 3-7-81 PRC- 50% Northern Natural 2.5% PRC 50%
T19S-R20E NM-11939
Sec. 25: E2 320.00 3-7-81 USA - ATl PRC 100% R.E.Cunningham 1.5% PRC 100%
. D.L. & J. Hannifin 3.5%
Northern Natural 2.5%
0. T19S-R20E . , NM-12822
Sec. 31: Lots 1,2,3,4 156.00 3-7-81 USA - ATl Cities Service 100% W & R Short 3.0% Cities Serv. 100%
1. T19S-R20E - NM-28290
Sec. 4: SW NE 40.00 9-30-86 USA - ATl PRC 100% None "PRC 100%
2. T19S-R20E, Insofar as Thomas J.Sweeney 1.6667%
lease covers: NM-29586 John J.Gerguricn 1.6667%
Sec. 14: E2 320.00 3-31-87 USA - ATl Cities Service 100% Darrell G.Seal 1.6666% Cities Service  100%
3. T195-R20E
Sec. 18: tots 1,2,
Sec. 23: S2 NE, SE NM-29587
Sec. 26: E2 636.94 4-1-87 USA - A1l PRC 100% F.J.Bradshaw 1.04 PRC 100%



NUMBE SERIAL NUMBER BASIC ROYALTY  LESSEE OF RECORD OVERRIDING ROYALTY WORKING I4nTZRIST
Y220 QF AND EXPIRATION AND AND AND AND
Lo CISTRIPTION OF LANDS ACRES DATE OF LEASE PERCENTAGE PERCENTAGE PERCENTAGE PERCENTRAZE
FEDERAL LANDS
14. T19S-R20E . NM-29807
-Sec. 11: SE 160.00 4-30-87 USA - ATl M. E. Parsley 100%  None M.E.Parsley 100%
15. T19S-R20E NM-30492 Anadarko 0.5%
Sec. 27: N2 320.00 3-7-81 USA - AT1 - PRC 100% E.R.Thompson,dr. 2.5%
Northern Natrl. 2.5% PRC 100%
16. T19S-R20E . Clifton & Terry
Sec. 27: SW SW Wilderspin 4.0%
Sec. 28: S2 SE NM-30494 Robert & Mary
120.00 3-7-81 USA - A1] Cities Service 100% Balsam 1.0% Cities Serv. 100%
17. T195-R20E
Sec. 3: SE SE, SW SW
Sec. 4: W2 SE NM-30495
Sec. 9: All 800.00 3-7-81 USA - A1l PRC 100% Sabine Prod. Co. 6.25% PRC 100%
18. T19S-R20E
Sec. 11: W2 SW, SE SH
Sec. 14: W2
Sec. 15: SW SW
Sec. 21: E2 NW, W2 NE,
Sec. 22: S2 NW, N2 SW, .
SW NE, NW SE
Sec. 23: S2 NW, SW
Sec. 26: N2 NW, SE NW, _
N2 SW NM-30496 R. Short and
Sec. 27: N2 SW, SE SW  1440.00 3-7-81 USA - AN Cities Service 100% L. Gray 3.0% Cities Serv. 100%



NUMBER SERIAL NUMBER BASIC ROYALTY  LESSEE OF RECORD OVERRIDING ROYALTY CWORKING INT T
T4 OF AND EXPIRATION AND AKD AND AND
=G JISCAIPTION OF LANDS ECRES DATE OF LEASE PERCENTAGE ERCENTAGE PERCENTAGE PZRlENTE
FEDERAL LANDS
19. T195-R20E PRC 50% PRC 50%
Sec. 17: SW NM-31193 UVI 25% UvI 25%
Sec. 19: NE NE 200.00 8-31-82 USA - ATl Phelps Dodge 25%  None Phelps Dodge 25%
20. T195-R20E NM-31625 .
Sec. 29: N2, N2 S2 480.00 10-31-87 USA - Al Fossil Fuels Corp 100%  None Fossil Fuels 100%
21. T195-R20E :
Sec. 28: N2, N2 S2, ) NM-36143
S2 SHW 560.00 3-1-89 USA - All Nettie Fazio 100%  None Nettie Fazio 100%
FEDERAL UNLEASED
22. T195-R20E
Sec. 3: Lots 1,2,3,4,
S2 N2 320.52
Sec. 4: SE SE, S2 NW,
SW 280.00 '
Sec. 5: Llots 1,2,3,4,
S2 N2, S2 639.68
Sec.10: All 640.00
Sec.11: N 2 320.00
Sec.15: N2, N2 S2,
SE SW, S2 SE 600.00
Sec.20: SE NW 40.00

22 wmomm>r TRACTS 12,575.19 acres, or 72.88% of unit area

STATE LANDS

T195-R20E
Sec. 2: Lots 1,2,3,4,
S2 N2, S2 .
Sec. 3: N2 S2, SE SW, _ _
SW SE
Sec. 4: NE SE L-2754-3

' Sec. 18: SE 1081.12 4-15-79 St. of NM-A11 PRC 100%  None PRC 100%



NUMBER SERIAL NUMBER BASiv ROYALTY  LESSEL OF RECORD OVERRIDING ROYALTY WORKING INTIRZSY
TRATT OF AND EXPIRATION AND AND AND ARD
3. S STRIPTION OF LANDS ACRES DATE OF LEASE PERCENTAGE PERCENTAGE PERCENTAGE PERCILTAG
STATE LANDS
24. T19S-R20E :
Sec. 4: Lots 1,2,3,4,
SE NE
Sec. 7: Lot 4, SE SW,
. S2 SE
Sec. 8: 52 SW
Sec.17: NW L-2755-2
Sec.26: SW NW 638.09 4-15-79 St. of NM -A11  PRC 100% None PRC 1004
25. T19S-R20E ’ L-2756-3 Clifton Wilderspin 3.0%
Sec. 16: A1l 640.00 4-15-79 St. of NM -A11  PRC 100% Northern Natural 2.5% PRC 100%
26. T19S-R20E
Sec. 20: W2 W2, NE NW,
SE SW, N2 NE,
S2 SE
Sec. 21: W2 NW, S2, L-2757 Moranco 1.75%
E2 NE 880.00 4-15-79 St. of NM -AT1  PRC 100% Antweil 1.75% PRC 100%
27. T19S-R20E L-2917-3 PRC - 50% PRC 50%
Sec. 36: W2 320.00 5-20-79 St. of NM -A11  UVI 25% : uvl 25%
Phelps Dodge 25% Clifton Wilderspin 3.0% Phelps Dodge 25%
L-2917-3 :
Sec. 36: E2 320.00 5-20-79 St. of NM- A11  PRC 100% Clifton Wilderspin 3.0% PRC 100%
28. T19S-R20E
Sec. 22: N2 N2, SE NE, LG-0684
NE SE, S2 S2  400.00 10-1-82 St. of NM -A11  Cities Service 100%  None Cities Service 100%
29. T19S-R20E LG-0685 .
Sec. 23: N2 N2 160.00 10-1-82 St. of NM -A11  Cities Service 100% None Cities Service 100%



Page g of 6

NUMBER  SERIAL NUMBER BASIC ROYALTY  LESSEE OF RECORD OVERRIDING ROYALTY WORKING INTZAZST

TEATT oF AND EXPIRATION AND AND AND FiD
RN SSSTRIPTION OF LANDS ACRES DATE OF LEASE PERCENTAGE PERCENTAGE PERCENTAGE PERCILTACE

STATE LANDS
30. T19S-R20E

Sec. 26: S2 SW

Sec. 27: W2 SE,

SE SE : LG-2476 Davoil 35.524
Sec. 31: NE NE 240.00 1-1-85 St. of NM - A1l Great Western 100% None Great Western Drlg.64.476

8 STATE OF NEW MEXICO TRACTS 4,679.21

ACRES, OR 27.12% OF UNIT AREA
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EXHIBIT o ™

Attached to and_made a part of . the Unit Ope"‘at"ng Agreement for

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, opelatlon 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 funclion in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

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

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

“Controliable 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 succceding month’s operation. Operator shall adjust each monthly billing
to reflect advances yeeeived from the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12¢¢ ) per
annum or thc 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 thercof; 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 Operalor for adjustment. No adjustment favorable Lo Operator shall
be:made unless it is made within the same prescribed reriod. The provisions of this paragraph shall not prevent
adjustments resulting {from a physical inventory of Controllable Material as provided for in Scction 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 1. Where there are two or more Non-QOperators, the Non-Operators shall make every reasonable effort 1o
conduct joint or simultaneous audits in a manner which will resull in a minimum of inconvenienee to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audil cost incurred under this paragraph unless agreed
10 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-Opcerators 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 ficld employees dircetly employed on the Joint Property in the conduct
of Joint Operations.

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

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

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

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

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

3. Employee Benefits
Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cosl chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed twenty per cent (20%).

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.

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

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

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

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

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

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 mainicnance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8¢%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In iieu 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
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by firve, flood, storm, theft, accident, or other’cause, except those resulling from Operator’s
gross negligence or willful misconduct. Opcrator 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. Legul Expense
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid tor 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 lepal staff
or fres or expense of outside attorneys shall be made unless previously agreed to by the DParties, All other legal
expense is considered to be covered by the overhead provisions of Scetion 111 unless otherwise agreed to by the
Parties, exeept ng provided in Section I, Paragraph 3.
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10,

11.

12,

iy

All taxes of every kind and nature assessed or levied upon or in connection with the Joini Property, the opera-
tion thercof, or the production therefrom, and which taxes have been paid by the Operalor for the benefit of the
Partics.

Taxes

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and/or Employers Liability under the respective state's laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

Other Expenditures

Any other expenditure ndt covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

IIl. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on eilher:
( XX ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parlies, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffie, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not () be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $_1,400.00
Producing Well Rate $__First Five Years $230.00

Next Five Years $210.00 -Thereafter $190.00
(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 complction 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 onc-well charge providing the gas well is directly connected o 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.

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

(3) The well rates shall be adjusted as of the first day of April cach year following the effective date of the
agreement to which this Accounting I’rocedurc is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the porcentage increase or decrease in the average weekly carnings 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 carnings of Crude Petvoleum and Gas Fields Produc-
tion Workers as published by the United States Departinent of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statisties Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustinent.
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B. Overhead - Percentage Basis

(1) Operator shall charge the Joint Account at the following rates:
(a) Development

o . Percent (%) of the cost of Development of the
provided under Paragraph 9 of Scction II and all salvage credit

(b) Operating

nt Properly exclusive of costs

— . Percent ( %) of the cost of Operafing the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section 1I, all;ahf’ige credits, the value of injeeted 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 I’xppérty

(2) Application of Overhead - Percemtige Basis shall be as follows:

For the purpose of determ';nif{chargcs on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall incluge-41l costs in connecction with drilling, redrilling, deepening or any remedial opera-
tions on any or allfﬁells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary ig/pn‘?paration for drilling and expenditures incurred in abandoning when the well is not com-
pleted us~a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets/:nd any other pro;ect clearly discernible as a fixed asset, except Major Constructmn as cde: ned in
fdldgldpn 2—of-this—SertiorH—AHothrer—costsshratl-be—eonsidered-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 $_25,000.00

A. __5 ¢, of total costs if such costs are more than $_25,200 but less than $ 100,000 : plus
B. 4 % of total costs in excess of $ 100,000 but less than $1,000,000; plus
C. ___3—_% of total costs in excess of $1,000,000.

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

3. Amendment of Rates

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

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

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 morce 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 nearcst 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 (759:) of current new price, as determined by Paragraph 2A of this Section IV,

(2) Material moved from the Joint Propoerty

(a) Al zeventy-five pereent (759) of current new price, as determined by Paragraph 2A of this Section IV,
if Muaterial was originally chavrged to the Joint Account as new Maderial, or
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(b) at sixty-five percent (659.) of current ncw price, as determined by Paragraph 2A of this Section
IV, if Material was originally churged lo the Joinl Account as good used Malterial al seventy-five per-
cent (7569% ) 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 serviccable condition and not suitable for its original function until
afier reconditioning shall be priced at fifty percent (509:) 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-Opcrators.

D. Obsolete Material
 Material which is serviceable and usable for its original function but condition and/or value of such Material

is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by

the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-

dercd 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 11,

(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 shail 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 Inventorics

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. 1t 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 cascs, both the seller and the purchaser shall be governed by such inventory.

4. Expense of Conducting Periodic Inventories

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

Attached to and made a part of the
Unit Operating Agreement for the
Ranch Road Unit Area
Chaves County, New Mexico

The Initial Test Well shall be drilled at a location satisfactory to Unit Operator and
approved by the Supervisor.

Depth. The Initial Test Well shall be drilled conformably with the terms of

Article 9 of the Ranch Road Unit Agreement.

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

‘Title Examination Area. The Title Examination Area for the Initial Test Well shall

be an area not exceeding 640 acres surrounding the location of such well as may be
designated by the Unit Operator.

Costs of Title Examination. The cost of Title Examination shall be charged as a

cost of drilling the Initial Test Well.
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ROCKY MOUNTAIN UNIT OPERATING AGREEMENT
Form 2 (Dividod Intorast) January, 1955
{Floxible Drilling Block)

EXHIBIT 4
Attached to and made a part of that certain agreement entitled Unit

Operating Agreement ... ..., S

................... v e JFOY Ranch. Road.Unit. Area......o...

Unit Area, County of ... Chaves.. ... State of..New. Mexica.. .,
Dated the. 27thday ofMarCh,1979
PART 1

DRILLING OF EXPLORATORY WELLS '
1. Notice of Proposed Drilling. Any Party desiring the Drilling of an Exploratory Well on land in which it owns a

Committed Working Interest shall designate an area, hercin called a Drilling Block, not to exceed........ 640 ... acres,
which, on the basis of available geological information will, in its judgment, be proved productive by the drilling of such
well. Unit Operator and each Party within the Drilling Block shall be furnished with a plat and description of the area
so designated, together with written notice of the location, objective formation, maximum depth, and estimated cost of
the proposed well. The location of the proposed well shall conform to any applicable spacing Ppattern then existing or an
authorized exception thereto. The Drilling Block shall include no land in an established participating area for the objec-
tive formation for the well to be drilled thereon nor any land included in a proposal therefor filed with the Director, nor
any land within an active, previously designated Drilling Block for such formation. The Drilling Block shall be consid-
ered active for nincty (90) days after the designation thereof and if a well is commenced thereon within such period until

either:
A. The completion of the well, if it is completed otherwise than as a producer of unitized substances in paying
quantities, or;
B. The filing with the Director of a proposal for the establishment or revision of a participating area if the drill-
ing of the well results in the filing of such proposal.

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

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

4. Preliminary Notice to Join in Drilling, Within ten (10) days after the establishment of the Drilling Block, each
Party within such Drilling Block shall in writing advise all other Parties therein whether or not it wishes to participate
in the Drilling of the proposed well. If any Party fails to give such advice within the prescribed time, it shall be deemed
to have elected not to participate in Drilling such proposed well. If all the Parties within the Drilling Block so advise

that they wish to participate therein, the Unit Operator shall Drill the proposed well for the account of all such Parties.

5. Notice of Election to Drill. Unless all Parties within the Drilling Block agree to participate in Drilling such well,
then, within fifteen (15) days after the expiration of the ten-day period last above provided in Section 4, each Party
within the Drilling Block then desiring to have the proposed well Drilled, shall give to all other Parties therein written
notice of its election to proceed with the Drilling of said well. Failure to give such notice shall be deemed an election
net to participate in Drilling the well,

6. Effect of Election to Drill. If one or more, but not all of the Parties, elect to proceed with the Drilling of the well,
Unit Operator shall drill the well for the account of such Party or Parties on an Acreage Basis among themselves who
shall constitute the Drilling Party.

Any Party within the Drilling Block who has not previously elected to participate in the proposed well may do so
by written notice given to all other Parties within the Drilling Block at any time before operations for the Drilling of the
well are commenced, in which event such Party shall be included in the Drilling Party. However, such Party shall be
bound by any and all Directions and Approvals theretofore given by the Drilling Party concerning the Drilling of the well.

7. Rights and Obligations of Drilling Party and Non-Drilling Party. If the well results in the establishment or enlarge-
ment of a parilicipaiing area to include such weil and i by reason thereof there is included in such participating area any
land within the Drilling Block in which a Non-Drilling Party owns a Committed Working Interest, then such Non-Drill-
ing Party as of the effective date of such inclusion shall be deemed to have relinquished to the Drilling Party and the
Drilling Party shall own all of the operating rights and working interests in such well, and the materials and equipment
pertaining thercto, which such Non-Drilling Party would otherwise own, and that portion of production from such well
which is allocated to all of the acreage of such Non-Drilling Party within such participating area until such time as the
proceeds or market value of said portion of the production from such well (after deducting all Lease Burdens and all
taxes upon or measured by production which are payable in respect of said portion up to such time) shall equal the sum
of the following:

A. One hundred per cent (100%) of that portion of the Costs incurred in operation of the well up to such time
that would have been chargeable to Non-Drilling Party with respect to its Committed Working Interest in the
participating area but for the relinquishment aforesaid, and,

. B. ...Three Hundred ..per cent (... 300 %) of that portion of the Costs incurred by
Drilling Party in Drilling the well that would have been chargeable to such Non-Drilling Party had it initially par-
ticipated in the Drilling of such well on an Acrcage Basis and had the Drilling Block included only such of the lands
included in the Drilling Block as originally designated which are included within the participating area. At such time
the interest relinquished by Non-Drilling Party in such well shall revert to it. Except as above in this section provided
the provisions of Article 12 dealing with Rights and Obligations of Drilling Party and Non-Drilling Party shall apply.

8. Required Drilling, If an Exploratory Well is Drilled as a required well in accordance with Scction 10.4 B, the Drill-
ing block for such well shall consist of all forty acre subdivisions and lots of the Public Land Survey of which more

than one-half of the surface area is within a distance of......... 2,640 . ... fect from the proposed bottom hole loca-
tion of such wetl, but excluding therefrom all lands within a participating area therctofore established for the pool or zone
to which the well is to be Drilled. :

PART 2
ATTEMPTED COMPLETION, DEEPENING, PLUGGING BACK AND ABANDONMENT

1. Wells Not Completed as Producers. The attemipted completion, Deepening or Plugping Back of wells not com-
pleted as producers at their projected depths, shall be governed by the following provisions, except that said provisions
shall not apply to a particular well if cevery Party entitled to the notice provided for in Subdivision A hercof has con-
sented to abandonment and plugging of such well: : .

A. Notice by Unit Operator. Before abandoning a Development Well which has been Drilled to its projected depth
but not comnpleted as a producer, Unit Operator shall give notice thereof to cach Party within the participating area
involved. After a well other than a Development Well has reached its projected depth and been tested, but before pro-
duction pipe has been set therein, Unit Operator shall give notice thereof to cach Party who participated in Drilling
the well, and to cach additional Party, if any, who was entitled to participate therein, but elected not to do so. Fach
notice provided for in this scction shall be given by telegraph or telephone.
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B. Right to Aftempt Completion, Deepen or Plug Back. Each Party who participated in the Drilling of a well con-
cerning which notice is given in accordance with Subdivision A hereof, and any other Party owning a Committed Work-
ing Interest in the tract of land on which the well is located, may initiate a proposal to attempt the completion of, or
to Dcepen or Ilug Back such well; provided, however, that if the well was Drilled as a Development Well, a proposal
to Deepen or 'lug Back the welf may be initiated only by a Parly owning a Committed Working Interest in the tract
of land on which the well is located. In order to be cntitled to participate in a proposed operation, a Party must have
the right to initiate the same or must own a Committed Working Interest in the Drilling block therctofore established
for such well or, if no Drilling block has therctofore been established for such well, in the Drilling Block established
for such Dcepening or Plugging Back opceration as provided in the following paragraph C.

C. Time and Manner of Initiating Proposal. A period of twenty-four (24) hours (exclusive of Saturdays, Sun-
days and holidays) from and after receipt of the notice referred to in Subdivision A of this paragraph 1 shall be
allowed within which a Party may initiate a proposal to complete, Deepen or Plug Back and, except in the case of a
proposal to complete a well Drilled as a Development well, designate a Drilling Block for such proposed operation,
if one has not previously. been designated for such well. Any such proposal shall be initiated by giving notice thereof
by telecphone or telegraph to each Party entitled to participate in the proposed operation, If no such proposal is
initiated within the period allowed therefor, Unit Operator shall abandon and plug the well.

D. Election. If a proposal is initiated each Party entitled to participate in any completing, Peepening or Plug-
ging Back operation proposed in accordance with Subdivision C above shall have a period of twenty-four (24) hours
(exclusive of Saturdays, Sundays and holidays) from and after receipt of notice of the initiation of any such opcra-
tion within which (either at a meeting or by telephone) to establish a Drilling Block if the establishment of a Drilling
Block is necessary for the proposed operations (following the same procedures in establishing a Drilling Block as the
procedurces provided for in Part 1 of the Exhibit 4 for the cstablishment of a Drilling Block for an Exploratory
Well) and to notify Unit Operator by telephone or telegraph whether or not it elects to participate in the proposed
operation. The failure of a Party to signify its election within the time required shall be deemed to constlitute an
election not to participate in the proposed operation.

E. Effect of Election. The Party or Partics electing to participate in an attempt to complete, or to Deepen or
Plug Back, a well as above provided shall constitute the Drilling Party for such operation. Each Party who is en-
titled to make such election but fails to do so as above provided, shall be deemed to have elected not to participate in
such operation, and shall be a Non-Drilling Party in respect of such operation. Such operation shall be conducted by
Unit Operator for the account of the Party or Parties constituting the Drilling Party on an acreage basis among
themselves, subject, however, to the provisions of paragraph 4 of Part 2 of this Exhibit 4, dealing with Conflicts, and
paragraph 5 of Part 2 of this Exhibit 4 dealing with Deepening or Plugging Back to Participating Area.

F. Stand-By Rig Time. Stand-by time paid for the rig on a well until expiration of the period of forty-eight (48)
hours allowed {or the initiation of and election to participate in an attempt to complete, or to Deepen or Plug Back,
such well, shall be charged and borne as part of the Costs incurred in Drilling the well. Thereafter such stand-by
time shall be charged to and borne by the Party or Parties who elect to participate in the attempt to complete, or to
Deepen or Plug Back, the well, whether or not such Party or Parties shall proceed with such operation. However,
if the Party or Parties making such election do not proceed with the operation, the Costs incurred in plugging the
well shall be charged and borne as part of the Costs incurred in Drilling the well.

2. Abandonment of Producing Wells. A well completed as a producer of Unitized Substances within a participating
area shall be abandoned for plugging if and when abandonment thereof receives the Approval of the Parties within
such participating area, subject, however, to the provisions of paragraph 3 hereof concerning Deepening, or Plugging
Back Abandoned Producing Wells. The abandonment of a well completed as a producer but not included in a participat-
ing area shall be governed by the following provisions:

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

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

C. Rights and Obligations of Non-Abandoning Party. After the relinquishment above provided for, such well
shall be operaied by Unil Operator for the accouni of tlie non-abandoning Party or Parties, who shall own all Ure-
duction therefrom and shall bear all Costs, Lease Burdens and other burdens thereafter incurred in operating the
well and plugging it when abandoned (unless the well is taken over for Deepening or Plugging Back as hercinafter
provided), and also the Costs of any additional tankage, flow lines or other facilities needed {o measure separately
the Unitized Substances produced from the well; said operating Costs shall include an overhead charge computed at
the highest pgrdwell rate applicable to the operation of a single producing well in accordance with Exhibit 2, if such
rate is provided.

D. Option to Repurchase Materials. If a well taken over by the non-abandoning Party or Parties as above pro-
vided is abandoned for plugging within six (6) months after relinquishment by the abandoning Parties of their in-
terests therein, each abandoning Party shall have the right at its option to repurchase that portion of the materials
and equipment salvaged from the well equal to the interest relinquished by it to the non-abandoning Party or Parties,
at the value fixed therefor in accordance with Subdivision B of this section. Said option may be exercised only by
written notice given to Unit Operator and the non-abandoning Party or Parties within fifteen (15) days after receipt
of the notice given by Unit Operator pursuant to paragraph 3 hereof.

3. Decpening or Plugging Back Abandoned Producing Wells. Before abandoning for plugging any well completed as
a producer of Unitized Substances, Unit Operator shall, (A) if the well is within a Participating Area, give written notice
thereof to the Party or Parties owning Committed Working Interests in the tract of land on which the well is located,
or (B) if the well is not within a Participating Area, give written notice thereof to each Party then owning an interest
in the well and to each additiona: Party, if any, owning Committed Working Interests in the tract of land upon which the
well is located. if no Drilling Block has previously been established for such well and a Party roceiving such notice de-
sires the Deepening or Plugging Back thereof, it shall, within fifteen (15) days after reecipt of such notice, procecd with
the establishment of a Drilling Block for such well as provided in paragraphs 1 and 3 of Part 1 of this Kxhibit 4. Within
ten (10) days alter receipt of such notice, if a Drilling Block has previously been established for such well, or, if nut
previously established, within ten (10) days after a Drilling Block is established for such well, the Party desiring the
Deepening or Plugiing Back of such well shall give notice thercof in accordance with paragraph 4 of Part 1 of this Ix-
hibit 4 and all of the provisions of paragraphs 4, 5 and 6 of I’art 1 of this Ixhibit 4 shall apply in the same manner as if
the proposed Deepening or Plugging Back: were the Drilling of an Exploratory Well, subject, however, to the provi-
sions of paragraph 4 of Part 1 of this Exhibit 4 dealing with Conflicts, and paragraph 5 of Part’ 1 of this Exhibit 4,
dealing with Deepening or Plugging Baek to a Participating Avea. If no Party gives notice of desire to Deepen or Plug
Back such well within said period of ten (10) days, or if such notice is given but ne Party elects to proceed with the
Deepening or ugring Back of the well within the {ime limited therefor, Unit Operator shall abandon and plug the well
for the account of the Party or Parties owning the well.

4. Conflicts. 1f conflicting elections to attempt completion, Deepen, or Plug Rack are made in accordance with the
preceding provisions of Part 2 of this Exhibit 4, preference shall be given first to a completion attempt and then to Deep-
ening, lowever, if a completion attempt, a Decpening or Pluyging Rack does not vesult in completion of the well as a
producer, Unit Operator shall again give notice in accordance with Subdivision A of paragraph 1 of Part 2 of this [x-
hibit 4 before abandoning the well for plugging.

5. Decpening or Plugeing Back to Participating Avea. 1f a well within the surlace boundaries of a participating
area is to be Deepened or lugged Back to a pool or zone for which such participating area lias been established, such op-
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cration may be conducted only if it receives the Approval of the Parties within such participating area, and upon such
terms and conditions as may be specified in such Approval.

6. Rights and Obligations of Drilling Party and Nen-Drilling Parties. Whenever an attempt o complete a well
Drilled as a Development Well is made otherwise than for the account of all Partics entitled to participate therein, the
provisions of Article 12 dealing with Rights and Obligations of Drilling Party and Non-Drilling Parties shdll apply.

Whenever cither (1) an attempted completion of a well which.was not Drilled as a Development well is made or (2)
a wcll is Deepencd or Plugged Back, otherwise than for the account of all Parties entitled to participate therein, the pro-
visions of paragraph 7 of Part 1 of this Exhibit 4 dealing with Rights and Obligations of Drilling Party and Non-Drill-
ing Partics shall apply to the operations conducted the same as if such operations comprised Drilling operations.



A.

EXHIBIT "5"

Attached to and made a part of the
Unit Operating Agreement for the
Ranch Road Unit Area
Chaves County, New Mexico

Unit Operator shall at all times while operations are conducted on the jointly
owned property carry or provide insurance which indemnifies, protects and saves
parties to the joint account blameless as follows:

1. Workman's Corﬁpensation Insurance as contemplated by the laws of the
state in which operations will be conducted, and Employers' Liability
Insurance with limits of not less than $100,000.00 per employee;

2.  Public Liability (Bodily Injury) Insurance with limits of not less than
$100,000.00 for each person, and $300,000.00 for each accident, and Public
Liability (Property Damage) Insurance with limits of $100,000.00 for one
accident and $100,000.00 for any number of accidents;

3. Automobile Public Liability Insurance covering all automotive equip-
ment used under this Agreement, with limits of not less than $100,000.00 for
bodily injury for one person and $300,000.00 for more than one person in any
one accident, and $50,000.00 for property damage in any one accident. (If
automotive equipment used is owned exclusively by OPERATOR, no charge
will be made to the joint account for premiums for this coverage except as
provided in the Accounting Procedure - Exhibit "C".)

Operatcr shall submit to Non-Operators Certificates of Insurance in evidence of
such coverage.

Operator shall notify Non-Operators promptly in writing of any occurances wherein
liability may exceed the limits of the insurance if covered by the insurance as set
out above.



EXHIBIT "6"

Attached to and made a part of the
Unit Operating Agreement
for the Ranch Road Unit Area
+  (Chaves County, New Mexico

Executive Order 11246 and Executive Order 1159
Provisions of Section 202 of Executive Order 11246

"(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; dates of pay or
other terms of compensation; and selection for training, including apprentice-
ship. 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 non-discrimination clause.

(2) The contractor will, in all solicitations or advertisements for
employees placed by or on behalf of the contractor, state that all qualified
applicants will 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 office, advising
the labor union or workers' representative of the contractor's commitments under
Section 202 of Executive Order No. 11246 of September 24, 1965, and shall post
copies of the notice in conspicuous places available to employees and appiicants
for employment.

(4) The contractor will comply with all provisions of Executive Order
No. 11246 of September 24, 1965, and of the rules, regulations, and relevant
orders of the Secretary of Labor.

(5) The contractor will furnish all information and reports required
by Executive Order No. 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 cohtracting agency and the Secretary
of Labor for purposes of investigation to ascertain compliance with such rules,
regulations, and orders.

(6) In the event of the contractor's noncompliance with the nondis-
crimination clauses of this contract or with any of such rules, regulations or
orders, this contract may be cancelled, terminated or suspended in whole or in
part and the contractor may be declared ineligible for further Government con-
tract in accordance with procedures authorized in Executive Order No. 11246 of
September 24, 1965, and such other sanctions may be imposed and remedies involved
as provided in Executive Order No. 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 paragraph (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 No. 11246 of September 24, 1965, so that such provision 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 non-
compliance; provided, however, that in the event the contractor becomes involved
in, or is threatened with, litigation with a subcontractor or vendor as a result
of such direction by the contracting agency, the contractor may request the
United States to enter into such Titigation to protect the interest of the
United States."



