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“Equip” means-to perform all operations reasonably necessary and incident to the equipping of a
well for production beyond the wellhead connections.

“Deepen” or “P.lug Back” means to perform all operations reasonably necessary and incident to
Drilling a well below its original projected depth or plugging back a well to a depth above its original
projected depth, testing, and logging, but excluding Completing and Equipping operations.

“Initial Test Well” means the test well or wells provided for in Section 9 of the Unit Agreement and
in Exhibit 2 attached hereto.

“Subsequent Test Well” means a test well Drilled after the Drilling of the Initial Test Well and
before discovery of unitized substances in paying quantities in the Unit Area.

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

“Exploratory Well” means a well (other than a Devel.dpment Well) Drilled after discovery of
unitized substances in paying quantities in the Unit Area.

“Approval of the Parties” or “Direction of tfre Parties™. means an approval, authorization, or
direction which receives the affirmative vote of the Parties entitled to vote on the giving of such
Approval or Direction, as specified in Section 14.2. -, *'.

“Salvage Value” of a well means the value of the matenals and equipment in or appurtenant to the
well, determined in accordance with Exhibit 1, less the reasonably estimated Costs of salvaging the
same and plugging and abandoning the well.

“Geological Survey” means the Authorized Officer {AO), the Land Commissioner and
0il Conservation Commission (Division), :anl_udlng any person Or person acting
under the authority thereof. : -

ARTICLE 2
EXHIBITS
2.1 Exhibits. The following Exhibits are incorporated herein by reference:

Exhibit 1. Accounting Procedure. .,
Exhibit 2. Initial Test Well. ’

Exhibit 3. Insurance.

Exhibit 4. Non-Discrimination.

Exhibit 5. Oil and Gas Lease.

In the event of a conflict or inconsistency between the provisions of an Exhibit and the provisions of this
Agreement, the provisions of this Agreement shall control.

ARTICLE 3
INITIAL TEST WELL

3.1 Location. Unit Operator shall begin to Drill the Initial Test Well within the time required by
Section 9 of the Unit Agreement, or any extension thereof, at the location specified in Exhibit 2

3.2 Costs of Drilling. Subject to the investment adjustment provisions of Article 13, the Costs of
Drilling the Initial Test Well shall be shared by the Parties in the manner and in the proportions
specified in Exhibit 2.

ARTICLE i
SUBSEQUENT TEST WELLS
4.1 Right to Drill. The Drilling of any Subsequent-Test Well shall be upon such terms and

conditions as may be agreed to by the Parties; provided, how ever, that in the absence of agreement, such
well may be Drilled under the provisions of Article 9.

ARTICLE 5
LSTABleIL\IF\T REVISION, AND CONSOLIDATION
OF PARTICIPATING AREAS

5.1 Proposal. Unit Operator shall initiate each proposal for the establishment or revision of a
participating area by submitting the proposal in writing to each Party at least twenty (20) days before
filing the same with the Geological Survey. The date of proposed filing must be shown in the proposal. If|
within the 20-day period above provided, the proposal receives the Approval of the Parties within the
proposed participating area or no written objections are received, then such proposal shall be tiled on the
date specified.

5.2 Objections to Proposal. Prior to the proposea tiling date any Party may =ubnut 1o c.H viher
Parties written objections to such proposal, If, despite such objections, the proposal recetves the Ap-
proval of the Parties within the proposed participating area, Lhen the Party making the UbjLCtlon: may
renew the same before the Geological Survey.

5.3 Revised Proposal. If the proposal does not -eceive the Approval of the Parties within the .
proposed participating area, and Unit Operator receives written objections thereto, then Unit Operator
shall submit to the Parties a revised proposal, taking into account the objections made to the first
proposal. If no proposal receives the Approval of the Parties within sixty 160; days from submi=sion of the

(13
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first proposal, then Unit Operator shall file with the Geological Survey u proposul reflecting as nearly us
practicable the various views expressed by the Parties.

5.4 Rejection of Proposal. If a proposal filed by Unit Operator as above provided is rejected by the
Geological Survey, Unit Operator shall initiate a new preposal in the same manner us provided in
Section 5.1, and the procedure with respect thereto shall be the same asin the case of aninitial proposal.

5.5 Consolidation. Two or more participating areas may be combined us provided in the Unit
Agreement.

ARTICLE 6
APPORTIONMENT OF COSTS AND OWNERSHIP AND
DISPOSITION OF PRODUCTION AND PROPERTY
6.1 Apportionment and Ownership Within I’artlupa.mg Area. Except as stherwise provided in
Articles 8, 9, 11, and 12: ) *

A. Costs. All Costs incurred in the deve]opm.em and operation of a participating area for orin
connection with production of unitized substances from any pool or zone for which such participat-
Ing area is established shall be borne by the Parties within such participating area or an Acreage
Basis, determined as of the time such Costs aresjntyrred.

B. Production. All Production from a participating area shall be allocated on an Acreage Basis
to the tracts of unitized land within such participating area. That portion of such Production which
1s 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 fthls Agreement and the Unit Agreement
had not been executed. :

C. Property. All materials, equipment, and other property, whether real or pex\'onal the cost
of which ischargeable as Costs and which have been acquired in connection with the deve opmcm or

operation of a participating area, shall be owned by the Parties within such participating ares onun
Acreage Basis.

6.2 Ownership and Costs Outside Participating Area. If 2 well Drilled tincluding the Deepeningor
Plugging Back thereof) within a Drilling Block established under the provisions of either Article 9 or
Article 10 1s completed as a producer but not included within a participating area, then the following
provisions shall be applicable

A. When All Drilling Block Parties Partic'i])ute._lf all Parties within the Drilling Block shall
have elected to participate in Drilling and Completing such well, then said well, the Production
therefrom, and the materials and equipment therein or appurtenant thereto snall be owned by such
Parties; and all Costs incurred in the uperation of sueh well and all Lease Burdens payable in
respect of Production fron: such well shall be borné and paid by said Parties. Apportionment among
said Parties of ownership. Costs, and Lease Burdens shall be in the same proportions in which Custs
incurred in Drilling the well were borne. :

B. When Less Than All Drilling Bloek Parties Participate, If any Party within the Drilling
Block shall hiive elected not to participate in Driliing or Completing such well, then the provisions
of Article 12 shall be applicable thereto; and the relinquished interest of the Non-Driiling Party
shall revert to it in the same manner and under the same conditions as provided in Section 12.4 with
respect to a well which results in the estzblishment or enlargement of & participating urea, except
that the proceeds or market value to be used :ndetermining when such reversion shali ceeur shalibe
the proceeds or market value .after making the deductions provided for in Sectic: txd of that
portion of the Productior. obtained from the well which. had the Non-Drilling Puriv elected 10
participate in the Drilling or Completing thereof, would have been ullocable, on un Acreage Basis
within the Drilling Block, to the Non-Drilling Party: Upon reversion of[he relinquished interest of
the Non-Drilling Party in such well, the provisions of buuon 12.5 shal! become applicable.

6.3 Cost Liability of Subsequently Created Il\l(‘&.\;(s‘. Anything herein to the contrary not-
withstanding, if, subsequent to the date of this Agreement, dAﬂ\ Party shall create anoverriding rovaliy,
production payment, net proceeds interest, carried interest, or any other interest out of its Comm.itted
Working Interest (hereinafter called “"Subsequently Created Interest”: such Subsequently Created
Interest shall be made expressly subject to the terms and provisions of this Section 6.3 and of Section
12.9. If the Party which created such Subsequently Created Interest fails to pay, when due. its share of
Costs and the proceeds from its share of Production arc insufficient to cover such Costs, then the
Subsequently Created Interest shall be chargeable with a pro rata shuare of such Costs as it such
Subsequently Created Interest were a Committed Working Interest; cad L nit Operator shall have the
right to enforce against such \uhwquentlv Created Interest the lien wod all other rights granted in
Section 15.5 for the purpose of collecting Costs churgeable 1o the Subsequently Created Interes:.

a3

6.4 Taking in Kind. Ecen Party shall currentiy, us produced, tauke in aind or separateny dispose of
its share of Production and pay Unit Operator for any extra expenditure necessitated thereny. Except as
otherwise provided in Section 15.5. euch Party shudi e entitied to receive directly all proceeds from the
sale of 1ts share of Production. Unit Operator =hall timely make all permi uul governmental filings
relative to the price to be charyged for gas; however, Unit Oyer itor shall not be Hableif through mistake

or oversight, it should fail 1o make any such fiiing or should make erronevus hlmgs.

6.5 Failure to Take in Kind. Should any Party tuil to take in kind or separately dispose of its share
of Production, the Party acting as Unit Operator shall have the right, revocable at will by the Party
owning such share, 1o purchase suchi share for its vwn account at not less than the market price
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prevailing in the urea for Producticn ot tike kind and quality, or to sel! such share to others at not less
than the price which it receives for its own share of Production; provided that ali such sales shall be only
for such reasonable periods of time as are consistent with the minimum needs of the industry under the
circumstances, but not to exceed one (1) year. Notwithstanding the foregoing, Unit Operator shall not
sell or commit any Party’s share of gas Production to a sale without first giving such Party not less than
ninety (90) days’ written notice.

6.6 Surplus Materials und Equipment. Materials and equipment owned by the Parties or by 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 operations hereunder, by giving to each Party owning an interest therein 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 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 wother than tubular gouds: having u replacement
cost of less than Seven Thousand Five Hund»r,ed Dollax\ (37,500.00).

B. Surplus materials and equipment not dnlded in I\md other than junk and anyv item (other
than tubular goods) having a replacement cost Q:..le;,\.than Seven Thousand Five Hundred Dollars
(8$7,500.00), shall be sold to the highest bidder or bidders.

C. Surplus materials and equipment not- dl\poxed of in accurdance with the preceding
provisions of this Section shall be disposed of ag prov xded in Exhibit 1.

ARTLCLE 7
PLANS -OF DEVELOPMENT
7.1 Submittal of Plans. Each plan for the development and operation of the Unit Area shall Le

submitted by Unit Operator to the Geological Surve) in accordance with the Unit Agreement and ‘he
further provisions of this Article. -

7.2 Proposal. Unit Operator shall initiate each proposed plan hy submitting the same in writing to
each Party at least thirty (30, days before filing the same With the Geological Survey. I, within the
30-day period above provided, such plan receives the Approx al of the Parties or no writter. objections are
received, then such plan shall be filed. :

7.3 Objections to Plan.Within the 30-day period above provided, any Party may submit to Unit
Operator written objections to such plan. If, despite such objections, the plan receives the Approval of the
Parties, then the Party making the objections may renew the same before the Geologicai Survey

7.4 Revised Plan. If such plan does not receive the Approval of the Parties, and Unit Operator
receives written objections thereto, then Unit Operator shall submit to the Parties a revised plan, taking
into account the objections made to the first plan. If no pian receives the Approval of the Partics within
sixty (60) days from submission of the first plan, then Unit Operator shall file with the Geoloygical
Survey a plan reflecting as nearly as practicable the various views expressed by the Parties.

7.5 Rejection of Plan. If a plan filed by Unit Operator as above provided is rejected by the
Geological Survey, Unit Operator shall initiate a new plan in the same manner as provided in Section
7.2, and the procedure with respect thereto shall be the same as in the caze of an initidl plan.

7.6 Noticeof Approval ur Disapproval. Ifand whien a plan hus been appro. ed ordisappreved oy the
Geological Survey, Unit Qperatcr shall give prompt notice thereof to each Pau,.

7.7 Supplemental Plans. If any Party or Parties shall have elected to proceed with a Driiling,
Deepening, or Plugging Back operation in accordance with the provisions ¢f this Agreement, and such
operation is not provided for in the then current plan of development approved by the Geoiogical Survey,
Unit Operator shall either (a) submit to the Geoiogica} Survey for approval a supplemental plan
providing for the conduct of such operation or (b) request ch Geological Survey to consent to such
operamon if such consent is sufficient.

provxde: for the cessation of(m) Dr,llxng or other oper ation Lhexem prov xded for on the happenmr of a
contingernicy and suca contingency occurs, Unit Operator shall promptly cease such Drilling or other
operation and shall not incur any additional Costs in connection therewith unless and until such
Drilling or other operation iz again authorized, in accordance with this Agreement, by the Parties
chargeable with such Costs and the Geological Survey.

ARTICLE S
DEVELOPMENT WELLS
8.1 Purpose and Procedure. 1t iz the purpose of this Articte 1o set furidy the procedure for Driling
and Completing a Development Ve
8.2 Drilling. The Drilling of & Development Well shall be pursuant 1o toe procedure nerein =et
forth.

A, Approval Reguired. H’\L Drilling of o Development Well shall be -ubject toosuch Dntiiag
receiving the Approval ol e Parties, unless L‘.h Drilling of l}‘u‘ propo=cid well 1s necessary 16
prevent the loss of a Commiitied Wo: hmh Interest .nthe tract of land onw thllhe propused wellisto
be Drilled. Vote by any Party in favor of the Dnm' eof any such well shadl not, however, be deered

an election by such Party to participate in the U .sis tnerecti but D}Lh) mean only that such Party
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considers the Drilling of the well to be consistent with the efficient und economic development of the
participating area involvea and has no objection to the Drilling thereof.

B. Notice of Proposed Drilling. Subject to the provisions of Subdivision A of this Section 8.2,
any Party within a participating area may propose the Drilling of a Development Wel] therein b
giving to each of the other Parties within the participating area notice, specifying the lacation,
depth, and estimated cost of the proposed well, which location shall conform to any applicable
spacing pattern then existing or an approved exception thereto.

C. Response to Notice. Within thirty (30} days after receipt of such notice, each Party within
such participating area shall advise all other Parties therein whether or not it wishes to participate
in Drilling the proposed well. If any Party fails to give such advice within suid 30-day period, it shall
be deemed to have elected not to participate in Drilling the proposed well. If all Parties within such
participating area advise that they wish to participate in Drilling the proposed well, then Unit
Operator shall Drill the well for the account of all such Parties.

D. Notice of Election to Proceed. Unless.ﬂlI_Part@es within the participating area agree to
participate in Drilling such well, then, within fifteert 1157 days after expiration of the 30-day period
specified in Subdivision C of this Section 8.2, each Party within the participating area then desiring
to have the proposed well Drilled shall give to all tther Parties therein notice of its election to
proceed with the Drilling of said weli. Failure to give such notice shall be deemed an election not to
participate in Drilling the well. B

E. Subsequent Election. I election to Drill the propo;ed well i1s made. any Party within L‘
participating area who had not previously elected to participate therein may do so by nutice given
Unit Operator at any time before the well is spudded, in which event such Party shaiibe i“cluded
the Drilling Party. However, such Partyshall be bound by any and all Dircctions and Approvais
theretofore given by the Drilling Party concerning the Drilling of the well.

F. Effect of Election. If e or more, but not all, of the Parties within the participating arex
elect to proceed with the Drilling of the well, Unit Operator shall Drill the well for the account of
such Party or Parties, who shall constitute the Drilling P irty, on an Acreage Basis among ther.-
selves, or on such other basis as said Parties may specify

G. Rights and Obligations of Drilling Party and I\on-l)rillin;,r Party. Whenever a Develop-
ment Well is Drilled otherwise than for the account of all Parties within the participating area
involved, the provisions of Article 12 shall be applicable to such operation.

8.3 Attempted Completion. The attempted Completicn of Development Wells Driiled to theur
projected depths shall be governed by the following trovisiens:

A. Notice by Unit Operator. After a Development Well has reached its projected depth and
been tested, logged, and logs furnished to each Drillinyg Party, but before production pipe has been
set, Urit Operator shall give notice thereof to eacnh Drilling Party.

B. Right to Attempt Completion. Each Drilling Party shall have the right to initiate a
proposal to attempt the Completion of such well and alsu shall be entitied to participate in the
Completion attempt.

C. Time and Manner of Initiating Proposal. A period ot twenty-four 24 hours texclusive of
Saturdays, Sundays, and holidayvs) from and after receipt uf the notice given pursuant 1o Subdivi-
sion A of this Section 8.3 shall be allowed within which a Party entitied to do so mayv initiate a
proposal to Complete. Any such proposal shall be initiated by giving notice thereofto Unit Operatur
and to each Drilling Party. [f no such proposal i~ initiated within <aid period and no other propo=al i~
initiated pursuant to Article 11, Unit Operator shall plug und abandon the well for the account of
the Drilling Party.

D. Election. If a proposal to Complete i3 mitiaiéd each Drilling qu"' shall have & er;od of
twenty-four (24) hours fexclusive of Saturdays Sundars, and holidavs: from and wtier receipt of
such proposal within which to notify Unit Operator, \xl 1idier Or Not it el ects 1o participate in the
Completion attempt. The failure of a Party to signify its election within sai d 4-hour period shallbe
deemed an election not tu participate in the Completion attempt.

E. Effect of Election. The Party or Parties electing to participate in an attempt to Complete a
well as above provided shall constitute the Completing Party for such vperation. Each Party who
was entitled to make such election but failed to do 50 as above provided shall be a Non-Completing
Party with ressect to such operation. Such operation shull be conducted by Unit Operator for the
account of the Party or Parties constituting the Completing Party, on an Acreage Basis amuanp

themselves, or on such other hasis as the Completing Party may specity. Such ooeration, if
suceessful, shall include Equipping the well (ur Lrodutiion,
¥ Rights and Obilizations of Completing Party and Non-Complet m;: Party. Uoon the come-

mencement of a Completan vperation otherwise than Yor he secount of all Dritling Parties, the
provistons of Article 12 shull be upplicable 1 suen operation

G. Notice Prior to Plugging. Belore plugsing and abundoning any Development Well which
was Drilled to its projected depth and not completed as a producer of unmtized =unstances, Unit
Operator shall give the notice specified in Section 11.1 A, unless every Party entitled to the notice
has consented to the plugging und abandonment of ~uon well, in which event Unit Operator shall
plug and abandon the well for the account of the Completing Party. Upon the giving ot such notice.
the provisions of Article 11 <hall apply.
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ARTIVULE 9
EXPLORATORY WELLS

9.1 Purpose and Procedure. It is the purpose of this »X.rmcle to set forth the procedure tor Drilling
and Completing an Exploratory Well.

9.2 Drilling. The Drilling of an Exploratory Well shall be pursuant to the procedure herein set
forth.

A. Notice of Proposed Drilling. Any Party desiring the Drilling of an Exploratory Well on lund
in which it owns a Committed Working Interest shall designate an area. herein called a Drilling
Block, not to exceed . 640 acres, which, on the basis of available geological information, will, in
1ts judgment, be proved productive by the Driliing 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 notice of the location, objective formuation, vx‘tim:\ted depth, and estimated cost of the
proposed well. The location of the proposed vell shall coniform to any applicable spacing pattern
then existing or an approved exception thereto.- The Drilling Block shail include ru land in un
established participating area for the objectiveformationfor the well to be Drilled thereon nor any
land included in a proposal therefor filed with the Geological Survey nor uny land within un active,
previously designated Driiling Block for such formation. The Drilling Block shall be considered
active for ninety (90) days after the designation thereof and, if the actual Drilling of a well is
commenced thereon within such period, until either: .

(1) the Completion of the well, if it is compieted otherwise thun as a producer of unitized
substances in paying quantities, either at its coriginal projected depth or, if Deepening or
Plugging Back operations are conducted, at'any other projected depth; or

(2) the filing with the Geologicul Siirvey of a proposal for the establishment or revision of a
participating area if the Completion of the well results in the filing of such proposal.

B. Basisof Participation. Each Party within the Drilling Block =aall oe entitied to participate
in the Custs of Drilling the propused well on an Acreage Basis but shall be required 1o do soonly 171t
notifies the other Parties within the Drilling Block ofits willingness so to participate. as hereinaiter
in this Articie 9 provided. . S

C. Exclusion of Land From Proposed Drilling Block. Within thirty 13u) dayvs atter receipt of
such notice, any partof the land included in the proposed Drilling Block mayv 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
Directivn, then, at the expiration of said 30-day period, the propused Drilling Block shall be
established as the Drilling Block.

D. Preliminary Notice to Join in Drilling. Within tén 10! days after the establishment ot the
Drilling Block, each Party within such Drilling Block shall advise all other Purties therein whether
or not it wishes to participate in Drilling the proposed well. If any Party rails to give ~uch advice
within said 10-day period, 1t shall be deemed to have elected not to participate in Drilling the
proposed well Ifall Parties witnin the Drilling Block advise that they wisiito purticipate in Drilling
the proposed well, then Uni Operator shall Drill the well for the account of all such Parties.

E. Notice of Election to Proceed. Unless all Parties within the Drilling Block agree to
participate in Drilling such well, then, within fifteen 15, dayvs after expiration of the 10-day period
specified in Subdivision D of this Section 9.2, euch Party within the Drilling Block then desiring to
have the proposed well Drilled shall give to ali sther Parties therein notice of its election to proceed
with the Drilling of said weil. Failure to give such notice shall be deemed an election not to
participate in Drilling thi well.

F. Subsequent Election. If election to Drill the proposed well is made, any Party within the
Drilling Block who had not previously elected to participate therein may do so by notice given to all
other Parties within the Drilling Block at any time heforé the well is spudded. in which event such
Partv shall be included in tke Drilling Party. However, such Party shall be bound by wny arnd all
Directions ana APprov als theretofore given by the Drilling Party concerning the Dollnyg of the
well.

G. Effect of Election. If one or more, but not all, of the Parties within the Driliing Biock elect
to proceed with the Drilling of the well, Unit Opuatm shall Drill the well for the account of such
Party or Parties, who shal! constitute the Driliing Party, on an Acreage Basis among themselves, or
on such other basis as said Parties may specily,

H. Rights and ()hh f.mm\\ of Dridling Party and \m* iy Amn: P _\ Whenever an Explora-
tory Wellis Drifled otherwisethurn ior the accountof all Partics withi
the provisions of Af*'"’ : u sh.ul be applicable to such oy -ration,

¢ Drilling Block involved,
9.3 Attempted Compiction. The attempted Conpleuon of Expleraiory Welis Dridled o thelr
projected depths shall be governed by tne following provisions
A Notice by Unit Operator. After an Exploratory Well husrecched its projected depth and has
been tested, logued, and logs furnished o each Driliing Party, but betore production pipe has been
set, Unit Operator shall give notice thereof to cach Driding Party.
B. Right to Attempt Completion. Each Drilling Postv shall have the sight o iniuate @
proposal to attempt the Comgietion of such well aad aiso shall be entitied to sarticipate in the
Completion attempt.
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C. Time and Manner of Initiating Proposal. A period of twenty-four (24) hours (exclusive of
Saturdays, Sundays, and holidays) from and after receipt of the notice given pursuant to Subdivi-
sion A of this Section 9.3 shall be allowed within which a Party entitled to do so may initiate a
proposal to Complete. Any such proposal shall be initiated by giving notice thereof to Unit Operator
and to each Drilling Party. If no such proposal is initiated within said period and no other proposal is
initiated pursuant to Article 11, Unit Operator shall plug and abandon the well for the account of
the Drilling Party.

D. Election. If a proposal to Complete is initiated, each Party entitled to participate in the
Completion attempt shall have a period of twenty-four (24) hours (exclusive of Saturdays, Sundays,
and holidays) from and after receipt of such proposal within which to notify Unit Operator whether
or not it elects to participate in the Completion attempt. The failure of a Party to signify its election
within said 24-hour period shall be deemed anelection not to participate in the Completion attempt.

E. Effect of Election. The Party or Parties electing to participate in an attempt to Complete a
well as above provided shall constitute the Completing Party for such operation. Each Party who
was entitled to make such election but failedtp do so ds above provided shall be a Non-Completing
Party with respect to such operation. Such operation shall be conducted by Unit Operator for the
account of the Party or Parties constituting the €gmpleting Party, on an Acreage Basis among
themselves, or on such other basis as the Completing Party may specify. Such operation, if
successful, shall include Equipping the well for productxon

F. Rights and Obligations of Completing Party "and Non- Completing Party. Upon the com-
mencement of a Completion operation otherwise than for the account of all Drilling Parties, the
provisions of Article 12 shall be applicable to such operation.

G. Notice Prior to Plugging. Before plugging and abandoning any Exploratory Well which
was Drilled to its projected depth and not completed as a producer of unitized substances, Unit
Operator shall give the notice specified in Section 11.1 A, unless every Party entitled to the notice
has consented to the plugging and abandonment of-such well, in which event Unit Operator shall
plug and abandon the well for the account of the Completing Party. Upon the giving of such notice,
the provisions of Article 11 shall apply. ) SIS

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 a final order of the Geological Survey. Such an order shall be deemed final
upon expiration of the time allowed for appeal therefrom without the commencement of appropriate
appeal proceedings 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 Party. If any such order is appealed, the Party appealing shall give prompt notice thereof to Unit .
Operator and to each of the other Parties, and, upon fina] disposition of the appeal, Unit Operator shall
give each Party prompt notice of the result thereof.

10.2 Election to Drill. Any Party desiring to Dr111 or to participate in the Drilling of, a Required
Well shall give to Unit Operator notice thereof within thlrtv {301days after the order requiring such well
becomes final or within such lesser time as may be required to insure compliance with 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; provided, however, if the Required Well is a Development Well, it
shall not be Drilled unless it receives the Approval of the Parties within the participating area involved.
All rights and obligations with respect to the ownership of such well, the operating rights therein, the
Production therefrom, and the bearing of Costs incurred therein shall be the same asif the well had been
Drilled under Article 8, if the same is a Developmetit Well, or under Article 9, if the same is an
Exploratory Well or a Subsequent Test Well.

10.3 Alternatives to Drilling. If no Party elects ta.Drili"a Required Well within the period allowed
for such election, and if any of the following alternativesis-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 contrac-
tion of the Unit Area, Unit Operator shall make a reasonable efiort to effect such contraction; or
C. Termination. If the Required Well is a Subsequent 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 avaiiable, 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; or
B. Exploratory Well. If the Required Well is an Exploratory Well, the Drilling Block for such
well shall consist of all forty (401 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 feet from the proposed bottom hole
location of such well, but excluding therefrom all lands within any participating area theretotore

[
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established for the pool or zone to which the well is to be Drilled. Unit Operator shall Drill such well
for the account of all the Parties owning Committed Working Interests within the Drilling Block, on
an Acreage Basis among themselves; and no such Party shall have the right to elect not to
participate in the Drilling of said well. .

ARTICLE 11
DEEPENING, PLUGGING BACK, AND ABANDONMENT

11.1 Attempted Deepening or Plugging Back. The attempted Deepening or Plugging Back of wells
not completed as producers of unitized substances at their original projected depths shall be governed by
the following provisions of this Section 11.1 and by the provisions of Section 11.2, unless every Party
entitled to the notice provided for in Subdivision A of this Section 11.1 has consented to the plugging and
abandonment of such well: :

A. Notice by Unit Operator. Before abandoning am.\\ ell which has been Drilled toits original
projected depth but not completed as a ploducer of unitized substances, Unit Operator shall give
notice of its intention to plug and abandon such- W ellto each Drilling Party and Non-Drilling Party.

B. Rightto Initiate Proposal. Each Party who Parumpated in the Drilling of a well concerning
which notice is given in accordance with Subdivision A of this Section 11.1 and any other Party
owning a Committed Working Interest in the tract of land 6n which the well is located may initiatea
proposal to attempt to Deepen or Plug Back such well; provided, however, if the well was Drilled asa
Development Well, a proposal to Deepen or Plug Back may be initiated only by a Party owning a
Committed Working Interest in the tract of land on_ which the well is located.

C. Right to Participate. In order to be entitled to participate in a Deepening or Plugging Back
operation, a Party must have the right to initiate the same or must own a Committed Working
Interest in the Drilling Block theretofore established for Drilling the well involved: if no Drilling
Block was theretofore established for Drilling such well, the Drilling Block for such Deepening or
Plugging Back operation shall be established automatically in accordance with the provisions of
Subdivision B of Section 10.4, which shall be applicable hereto.

D. Time and Manner of Initiating Proposal. A period of twenty-four (24) hours {exclusive of
Saturdays, Sundays, and holidays) from and after regeipt of the notice given pursuant to Subdivi-
sion A of this Section 11.1 shall be allowed within which a Party entitled to do so may initiate a
proposal to Deepen or Plug Back. Any such proposal shall be initiated by giving notice thereof to
Unit Operator and to each Party entitled to participate in the proposed operation. If no such
proposal is initiated within said period, Unit Operator shall plug and abandon the well for the
account of the Completing Party if a Completion attempt was made or, if not, then for the account of
the Drilling Party. )

E. Election. If a proposal to Deepen or Plug'Back a well is initiated, each Party entitled to
participate in the operation proposed shall have a period of forty-eight (48) hours (exclusive of
Saturdays, Sundays, and holidays) from and after receipt of such proposal within which to notify
Unit Operator whether or not it elects to participate in the proposed operation. The failure of a Party
to signify its election within said 48-hour period ahaﬂ be deemed an election not to participate in the
proposed operation.

F. Effect of Election. The Party or Parties electing to participate in an operation to Deepen or
Plug Back a well asabove provided shall constitute thé Participating Party for such operation. Each
Party who was entitled to make such election but failed to do s0 as abcve provided shall be a
Non-Participating Party with respect to such operation. Such operation shall be conducted by Unit
Operator for the account of the Party or Parties constituting the Participating Party, on an Acreage
Basis among themselves, subject, however, to the provisions of Section 11.2 and Section 11.3. If the
Party or Parties making such election do not proceed with the operation, the Costs incurred in
plugging and abandoning the well shall be charged and borne as part of the Costs incurred in
Drilling the well.

G. Rights and Obligations of I’articipating P'z'i'rt;\" and Non-Participating Party. Upon the
commencement of a Deepening or Plugging Back operition otherwise than for the account of all

Parties entitled to participate therein, the provisions of Article 12 shall be applicable to such
operation.

11.2 Deepening or Plugging Back to Participating Area. If a well within the surface boundaries of
a participating area is to be Deepened or Plugged Back to the pool or zone for which such participating
area was established, such operation, including the Completion of such well, may be conducted only if it
receives the Approval of the Parties within such participating area. and only upon such terms and
conditions as may be specified in such Approval, and upon such turther terms and conditions as may be
agreed to by the Parties owning interests in the well immediately prior to the commencement of any
such Deepening or Plugging Back operation.

11.3 Conflicts. If conflicting elections to attempt to Deepen or Plug Back are made in accordance
with the provisions of this Article 11, preference shall be given first to Deepening. However, if a
Deepening attempt does not result in completion of the well as a producer of unitized substances, Unit
Operator shall again give notice in accordance with Subdivision A of Section 11.1 before plugging and
abandoning the well.

11.4 Attempted Completion. The attempted Completion of wells Deepened or Plugyed Back to
their projected depths, except wells Deepened or Plugged Back to a participating area, shall be governed
by the provisions of Section 9.3, unless every Participating Party has consented to the plugging and

]
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abandonment of such well, in which event Unit Operator shall plug and abandon the well for the account
of the Participating Party.

11.5 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 Section
11.6. The abandonment of a well completed as a producer but not included in a participating area shall
be governed by the following provisions:

A. Consent Required. Such 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 well receives the Approval of the
Parties who own the well but is not consented to by all such Parties, Unit Operator shall give notice
thereof to each Party, if any, then having aninterest in tite well who did not join in such Approval.
Any such non-joining Party who objects to abandonment of the well therein called Non-Abandoning
Party) may give notice thereof to all other Partiesvherein called Abandoning Parties) then having
interests in the well, provided such notice is giveh 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 reipective shares of the Salvage Value of the well.
Upon the making of such payment, the Abandoning Parties shall be deemed to have relinquished to
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 interests so relinquished shall be owned by the Non-Abandoning Parties in the propor-
tions which their respective interests in the well bear to the total of their interests therein
immediately prior to such relinquishment. '

C. Rights and Obligations of Non-Abandoning Party. After the relinquishment above
provided for, such well shall be operated by Unit Operator for the account of the Non-Abandoning;
Party or Parties, who shall own all Production 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 hereinatter provided) and also the
Costs of any additional tankage, flow lines, or other facilities needed to measure separately the
unitized substances produced from the well. Costs shall include an overhead charge computed at the
highest per well rate applicable to the operation of a single producing well in accordance with
Exhibit 1, if such rate is provided. . -

D. Option to Repurchase Materials. If a well taken over by the Non-Abandoning Party or
Parties as above provided is abandoned for plugging within six (6) months after relinquishment by
the Abandoning Parties of their interests therein, each Abandoning Party shall have the right at its
option to repurchase that portion of the materials and equipment salvaged from the well which is
equal to the interest relinquished by it to the Non-Abandoning Party or Parties, at the value
previously fixed therefor. Said option may be exercised only by notice given to Unit Operator and to
the Non-Abandoning Party or Parties within fifteen (15) days after receipt of the notice given by
Unit Operator pursuant to Section 11.6. '

11.6 Deepening or Plugging Back Abandoned Producing Wells. Before plugging any well au-
thorized for abandonment pursuant to Section 11.5, Unit ‘Operator shall give notice to the Party or
Parties owning Committed Working Interests in the tract of land upon which the well is located, which
Parties, for the further purposes of this Section 11.6, shall constitute the Parties entitled to initiate and
participate in a proposed Deepening or Plugging Buck operation. Within ten 110) days after receipt of
sald notice, any such Party desiring the Deepening or Plugging Back of such well shall give notice
thereof to Unit Operator and to each Party entitled to participate in the proposed operation; and all the
provisions of Subdivisions E, F, and G of Section 11.1 shall appiy in the same manner as if the proposed
Deepening or Plugging Back were a proposal for the Drilling ofan Exploratory Well, subject, however, to
the provisions of Section 11.2 and Section 11.3. If no Party gives notice of desive to Deepen or Plug Back
such well within said period of ten (10) days, or if such notice-ts given but no party elects to proceed with
the Deepening or Plugging Back of the well within the time specified therefor, Unit Operator shall plug
and abandon the well for the account of the Party or Parties owning the well.

ARTICLE 12
RIGHTS AND OBLIGATIONS OF DRILLING
PARTY AND NON-DRILLING PARTY

12.1 Use of Terms. As used in this Article, the terms “"Drilling Party” and "Non-Drilling Party” are
to be understood as including "Completing Party” and “Non-Completing Party™ and "Participating
Party” and “Non-Participating Party”, respectively, as such terms are used in Articles 8, 9, and 11.

12.2 Scope of Article. The rights and obligations of the Drilling Party and Non-Drilling Party with
respect toa well which is Drilled, Deepened, Plugged Back, or Completed otherwise than for the account
of all Parties entitled to participate therein shall be governed by the succeeding provisions of this Article
12, .

12.3 Relinquishment of Interest by Non-Drilling Party, When a well is Drilled, Decpened, Pluy-
ged Back, or Completed otherwise than for the account of all Parties entitled to participate therein. each
Non-Drilling Party, upon the commencement of such operation. shall be deemed to have relinquished to
the Drilling Party, and the Drilling Party shall own, all such Non-Drilling Party’s operating rights and
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working interest in and to such well. In the case of a Deepening or Plugging Back, if a Non-Drilling
Party owned an interest in the well immediately prior to the Deepening or Plugging Back, the Drilling
Party shall pay to such Non-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 Plugging Back.

12.4 Reversion of Relinquished Interest. If the well is completed as a producer of unitized sub-
stances and isa Development Well or resultsin the establishment or enlargement of a participating area
to include such well and if, 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 the
operating rights and working interest relinquished by such Non-Drilling Party shall revert to it at such
time as the proceeds or market value of that portion of the Production obtained from the well after such
relinquishment which is allocated to all the acreage of such Non-Drilling Party in the participating area
involved (after deducting from such proceeds or market value all Lease Burdens and all taxes upon or
measured by Production that are payable up to such time on &iid portion of the Production from such
well) shall e ual the total of the following:

A. 106% of that portion of the Costs mcurxed in Lquxppmg the well and in operating the well
after such relinquishment, and up to such time, tHat would have been charged to such Non-Drilling
Party had the well been Drilled, Deepened, Plugged. Back, or Completed and Equipped for the
account of all Parties entitled to participate theréin.

B. 500 -% of that portion of the Costs mcurred in Drxl]mg, Deepening, Plugging Back, or
Completing the well that would have been charged to such Non-Drilling Party had the well been

Drilled, Deepened, Plugged Back, or Completed and Eqmpped for the account of all Parties entitled
to participate therein.

However, if such well is subsequently Deepened or Plugged Back, then (1) any payment made to such
Non-Drilling Party as its share of the Salvage Value of the well ih accordance with Section 12.3 shall be
added to and deemed part of the Costs incurred in operating the well, for the purposes of Subdivision A
above, and (2} if such Non-Drilling Party did not participate in the initial Drilling of the well, but the
Drilling Party did participate therein, and if the interest 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 purposes of Subdivision B above, there shall be added to and deemed part of the Costs incurred in the
Deepening 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 compléted as a producer of unitized substances asa
result of such Deepening or Plugging Back. :

12.5 Effect of Reversion. From and after reversion te 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 therein, the materials and equipment in or pertaining to the
well, the Production therefrom, and the Costs of oper Ang the well.

12.6 Rights and Obligations of Drilling Party. The Dn ling Party for whom a weli 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 <hall
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 with respect to that
portion of the Production from such well which is allocated to the acreage of such Non-Drilling Party. If
the Drilling Party includes two 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.

12.7 Accounting Due Non-Drilling Party. In the event a relinquishment of interest by a Non-
Drilling Party occurs pursuant to any provision of this ‘Agreement with respect to any well and
Production is had from such well, Unit Operator shall furnish ¢ach Non-Drilling Party, upon its reguest,
all information referred to in Subdivision F of Section 16.1 -and. in addition, the following:

A. anitemized statement of the Costs of the operatidn in which the Non-Drilling Party did not
participate; and

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

12.8 Stand-By Rig Time. Stund-by time for the rig on a weli for the period of time allowed for the
initiation of a proposal and for the response thereto shall be charged and borne as part of the Costs
incurred in the operation just completed. Stand-by time su b\\‘m nt to said period of time shall be
charged to and borne as Costs incurred in the propused operation, unless no Party elected to participate
therein.

12.9 Subsequently Created Lease Burdens, Anything herein to the contrary notwithstanding, if,
subsequent to the date of this Agreement, any Party shall create an overriding royalty, production
payment, net proceeds interest, carried interest, or any other interest out of its Committed Working
Interest and at any time become a Non-Drilling Party with respect to any operation conducted under
this Agreement, then the Drilling Party entitled to receive the share of Production to which the
Non-Drilling Party would otherwise be entitled shall receive the same free und clear of any such burden,
and the Non-Drilling Party who created such burden shall hold the Drilling Party hurmless with respect
thereto.

Y
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ARTICLE 13
ADJUSTMENT ON ESTABLISHMENT OR CHANGE OF
PARTICIPATING AREA

13.1 When Adjustment Made. Whenever, in accordamce with the Unit Agreement, a participating
area is established, or revised by contraction or enlargement, and whenever two or more participating
areas are combined (the participating area resulting from such establishment, revision, or combination
being hereinafter referred to as a “resulting area”), an adjustment shall be made in accordance with the
succeeding provisions of this Article 13, as of the date 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. For the purposes of this Article 13, all Costs of a usable well
shall be deemed to have been incurred on the date the well was Completed.

13.2 Definitions. As used in this Article 13:

A. “Usable well” within a resulting area means a*well which is either (1) completed in and
capable of producing unitized substances from a pool or zone for which the resulting area was
created or (2) used as a disposal well, injection w etl, or: othem ise in connection with the production
of unitized substances from such resulting aréa. '

B. “Intangible value” of a usable well \Vlthl_lo,a'r.esulting area means the amount of those Costs
incurred in Drilling, Completing, and Equipping such well, down to the deepest pool or zone for
which such resulting area was created, 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 was operated prior to the effective date of such resulting area:

(1) 0.5 & per month for a cumulative total of - *60 _ _ months, and
(2)
C. “Tangible property” serving a resulting area means any kind of tangible property (whether
or not in or pertaining to a well) which has been acquired for use in or in connection with the

production of unitized substances from such resulting area or any portion thereof, and the cost of
which has been charged as Costs pursuant to this Agréement.

% per month for each month in excess of said cumulative total.

. *“Value” of tangible property means the amfount of Costs incurred in the construction or
installation thereof (except 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 depreciable, at the rate of 0.5 % per month for each month during any part of which
such well has been operated prior to the effective date of such resulting area.

13.3 Method of Adjustment on Establishment or Enlargement. As promptly as reasonably possi-
ble after the effective date of a resulting area created by the establishment or enlargement of a
participating area, and as of such effective date, an adjustment shall be made in accordance with the
following provisions, except to the extent otherwise specified in Section 13.5:

A. The intangible value of each usable well within such resulting area on the effective date
thereof shall be credited to the Party or Parties owning such well immediately prior to such effective
date, in proportion to their respective interests in such well immediately prior to such effective date.
The total amount so credited as the intangible value of usable wells shall be charged to all Parties
within the resulting area on an Acreage Basis.

B. The value of each item of tangible property serving the resulting area on the effective date
thereof shall be credited to the Party or Parties owning such item immediately prior to such
effective 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 the tangible property shall be charged to
all Parties within the resulting area on an Acreage Busis.

C. Ifaresulting area, on the effective date thereof, is served by any tangible property or usable
well which also serves another participating area.or qtlier participating areas, the value of such
tangible property and usable well tincluding the intangible value thereof) shall be determined in
accordance with Subdivision D of Section 13.2, and such value shall be fairly apportioned between
such resulting area and such other participating area or areas, provided that such apportionment
receives the Approval of the Parties in each participating area concerned. That portion of the value
of such tangible property and usable well tincluding the intangible value thereof) which is so
apportioned to the resulting arca shall be included in the adjustment made as of the effective date of
such resulting area in the same manner as is the value of tangible property serving only the
resulting area.

D. The credits and charges above provic od fur shill be made by Unit Operator in such manner
that an adjustment shall be made for the intangible value of usable wells separate and apart froman
adjustment for the value of tangible property. On each such adjustment, each 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
Agreement; and such amount, when received by Unit Operator, shall be distributed or credited to
the Parties who, in such adjustment, are credited with amounts in excess of the amounts charged to
them respectively. .

13.4 Method of Adjustment on Contraction. As promptly as reasonably possible after the effective
date of a contraction of a participating area, an adjustment shall be made with each Party owning a
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Committed Working Interest in land excluded from the participating area by such contraction (such
Committed Working Interest being hereinafter in this Section referred to as “excluded interest”) in
accordance with the following provisions:

A. An adjustment for intangibles shall be made in accordance with Subdivision B of this
Section 13.4, and a separate adjustment for tangibles shall be made in accordance with Subdivision
C of this Section 13.4.

B. Such Party shall be credited with the sum of (1) the total amount theretofore charged
against such Party with respect to its excluded interest, pursuant to the provisions of Exhibit 1, as
intangible Costs incurred in the development and operation of the participating area prior to the
effective date of such contraction, plus (2) the total amount charged against such Party with respect
to such excluded interest as intangible value of usable wells in any previous adjustment or
adjustments made upon the establishment or revision of such participating area. Such Party shall
be charged with the sum of (1) the market value of that portion of the Production from such
participating area which, prior to the effective date of such contraction, was delivered to such Party
with respect 1o such excluded interest, less thg amount of Lease Burdens and taxes paid or payable
on said portion, plus (2) the total amount credited to’such Party with respect to such excluded
interest as intangible value of usable wells in any previgus adjustment or adjustments made upon
the establishment or revision of such participating drea. Any difference between the amount of said
credit and the amount of said charge shall be adjusted ds hereinafter provided.

C. Such Party shall be credited with the sum of (1) the total amount theretofore charged
against such Party with respect to its excluded interest, pursuant to the provisions of Exhibit 1, as
Costs other than intangible Costs incurred in the development and operation of the participating
area prior to the effective date of such contraction, plus (2) the total amount charged against such
Party with respect to its excluded interest as value of tangible property in any previous adjustment
or adjustments made upon the establishment or revision of such participating area, plus (3) the
excess, if any, of the credit provided for in Subdivision B of this Section 13.4 over the charge provided
for in said Subdivision B. Such Party shall be charged with the sum of (1) the excess, if any, of the
charge provided for in said Subdivision B over the credit therein provided for, plus i2) the total
amount credited to such Party with respect to itsexcluded interest as value of tangible property in
any previous adjustment or adjustments made upon the establishment or revision of such par-
ticipating area. -

D. Ifthe charge provided for in Subdivision Cof this Section 13.4 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 Cisin excess of the charge therein provided for, such excess shall be
charged on an Acreage Basis against 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. R

13.5 Ownership of Wells and Tangible Property. From and after the effective date of a resulting
area, all usable 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 thattalin the case of tangible
property serving a participating area or participating areas 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 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 usable
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 Interest of Non-Drilling Parties. If the interest relinquished by a Non-Drilling
Party in a well which is a usable well within a resulting irea on the effective date thereof has not
reverted to it prior to such effective date, then insofar, but'only insofar, as they relate to such well, the
adjustments provided for in Section 13.3 shall be subject 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 otherwise be chargeable to such Non-Drilling Party with respect to (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 Driiling 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 Driliing, Deepening, Plugging Back, or
Completion of the well, if it was Drilled, Deepened, Plugged Back, or Compieted otherwise than asa
Development Well. However, such Non-Drilling Party shall be churged with such part, ifany, of the
value of such well as is chargeable to it, in accordance with Subdivisions A and B of Section 13.3,
with respect to its Committed Working Interests other than those referred to in (1) and (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 Subdivison A of this Section
13.6 to be charged against the Drilling Party, such excess shall be applied against the reimburse-
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ment 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

11.1 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 14 by the Parties who are chargeable with the Costs thereof.

14.2 Voting Control. 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 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 for in the UnitAgreement and except as otherwise specified in this
Agreement (particular reference being made to Section 25.1, Section 27.1, and that portion of Section
11.5 relating to abandonment of producing wells outside of a participating area), the affirmative vote of
Parties having . 65 ¢ or more of the voting power on any. matter which is proper for action by them shall
be binding upon all Parties entitled to vote thereon; proyided, however, if one Party voting in the
affirmative has . 655 or more but less than . 85 ¢ of the voting power, the affirmative vote of such
Party shall not be binding upon the Parties entitled to vote thereon unless its vote is supported by the
affirmative vote of at least one additional Party; and provided further, that if one Party voting in the
negative or failing to vote has more than _ 35 % but less than 507 of the voting power, the affirmative
vote of the Parties having a majority of the voting power shall be binding upon all Parties entitled 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 one 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
affirmative orin the negative. Any Approval or Direction provided for in this Agreement which receives
the affirmative vote above specified shall be deemed given by and shall be binding upon 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 Parties, or any of them, may be
considered at a meeting held for that purpose. A meeting may be called by Unit Operator at any time,
and a meeting shall be called by Unit Operator upon written request of any Party having voting power
on any matter to be considered at the meeting. At least ten (10) days in advance of each meeting, Unit
Operator shall give each Party entitled to vote thereat notice of the time, place, and purpose of the
meeting. Unit Operator’s representative shall be the Chairman of such meeting.

14.4 Action Without Meeting. In lieu of 2alling a meeting, Unit Operator may submit any matter
which is proper for consideration by the Parties, or any of them, by giving to each such Party notice,
describing in adequate detail the matter so submitted. Each Party entitled to vote on any matter so
submitted shal. communicate its vote thereon to Unit Operator within such period as may be designated -
in the notice given by Unit Operator twhich period shall bé not less than ten (10) nor more than thirty
(30) days); provided, however, if, within ten (10) days-after submission of such matter, request is made
for a meeting in accordance with Section 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 each Party entitled to vote thereon notice, stating the
tabulation and result of the vote. '

14.5 Representatives. Promptly after execution of this Agreement, each Party, by notice to all other
Parties, shall designate a representative authorized to vote for such Party and may designate an
alternate authorized to vote for such Party inthe absence of its representative. Any such designationof a
representative or alternate representative may be revoked at any time by notice given to all other
Parties, provided such notice designates a new representative or alternate representative, as the case
may be. :

14.6 Audits. Audits may be made of Unit Qpérator’s I‘QACOI‘dAS and books of account pertaining to
operations hereunde;, as provided in Exhibit 1. -

14.7 Extraneous Projects. Nothing contained.in this Agresment shall be deemed to authorize the
Parties, by vote or otherwise, to act upon any matter or to authorize any expenditure unless such matter
or expenditure relates 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. Subjectto the limitations set forthin this Agreement, all operations authorized by
the Unit Agreement and this Agreement shall be managed and conducted by Unit Operator. Unit
Operator shall have exclusive custody of all materials, equipment, and any other property used in
connection with any operation within the Unit Area.

15.2 Employees, All individuals employed by Unit Operator in the conduct of operations hereun-
der 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 i1able to any Party for anything done or omitted fo
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
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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,
orlocal, inability to obtain necessary rights of access, or any other cause reasonably beyond the control of
Unit Operator, whether or not similar to any cause above enumerated. Whenever performance of its
obligations is prevented by any such cause, Unit Operator shall give notice thereof to the Parties as
promptly as is reasonably practicable.

15.5 Lien. Each of the 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. In addition to Unit Operator’s rights under the foregoing lien, and as a secured party, Unit
Operator shall be entitled to the benefit of any statutory operator’s lien provided for in the jurisdiction in
which the Unit Area is located. Unit Operator may, but need not, bring an action at law or in equity to
enforce collection of such indebtedness, with or.without foreclosure of such lien, and, in addition, shall
have all rights provided under the terms of the Uniform Commercial Code or of any other law. In
addition to the foregoing, and not in limitation thiereof, updn default by any Party in the payment of
Costs chargeable to it, Unit Operator shall have the, right to collect and receive proceeds from the
purchaser of such Party's share of Production, up to {}{e aimount owing by such Party, plus interest at the

<imdn interest ¥ per annum until paid. Each such purchaser shall be entitled to rely upon Unit Operator’s
ite statement concerning the existence and amount of any such default. None of the remedies or rights
mitted specified above shall be deemed exclusive, and-the-exercisé of any such remedy or right shall not be

- the deemed an election of remedies and shall not affect enforceability of the foregoing lien or security
slicable interest. R

ury law 15.6 Advances. Unit Operator, at its election, shall'have the right from time to time to demand and
r the receive from the Parties chargeable therewith payment in-advance of their respective shares of the
ate of estimated amount of Costs to be incurred during any month, which right may be exercised only by
~ Mexico submission to each such Party of a properly itenrized 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 receipt

thereof and thereafter shall bear interest at the -& per annum until paid, Proper adjustiient maxitun
shall be made monthly between such advances and Costs, to the end that each Party shall bear and pay jnterec
its proportionate share of Costs incurred and no more. Unit Operator may request advance payment or rate
security for the total estimated Costs to be incurred in a particular Drilling, Deepening, Plugging Back, permitt.
or Completing operation and, notwithstanding any other provisions of this Agreement, shall not be by the
obligated to commence such operation unless and until such advance payment is made or Unit Operator applicea
is furnished security acceptable to it for such payment by the Party or Parties chargeable therewith. usury 1

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

15.8 Rights as Party. As an owner of a Commiitted Working Interest, the Party acting as Unit
Operator shall have the same rights and obligations hereunder as if it were not Unit Operator. In each
instance where this Agreement requires or permits a Party to give notice, consent, or approval to 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 entjtled to give or receive such notice, consent, or
approval. -

ARTICLE 16"
UNIT OPERATOR'S DUTIES

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

A. Drilling of Wells. Drill, Deepen, Plug Back, or Complete 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 Agree-
ment, all applicable laws and governmental regulations (whether Federal, State, or local), and
Directions of the Parties pursuant to this Agreement. In case of conflict between such Directions
and the provisions of the Unit Agreement or such laws or regulations, the provisions of the Unit
Agreement or such laws or regulations shall govern.

C. Consultation with Parties. Consult freely with the Parties within the area affected by any
operation hereunder 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 costsincurred in operations hereunder promptly as and when due
and payable and keep the Committed Working Interests and ali property used in connection with
operations under this Agreement free from liens which may be claimed for the payment of such
Costs, except any such lien which it disputes, in which event Unit Operator may contest the
disputed lien upon giving notice thereof to the Parties affected thereby.
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E. Records. Keep tull and accurate records of all Costs incurred and of all controllable
materials and equipment, which records, and receipts and vouchers in support thereof, shall be
available for inspection by authorized employees or agents of the Parties at reasonable intervals
during usual business hours at the office of Unit.Operator.

F. Information. Furnish promptly to each Party chargeable with Costs of the operation
involved and to each additional Party who makes timely written request therefor (1) copies of Unit
Operator's authorizations for expenditures or itemizations of estimated expenditures in excess of
Ten thousand __ _ _ Dollars ($10,000,00, (2) copies of all drilling reports, well logs,
and State and Federal reports, (3) samples of cores and cuttings taken from wells Drilled hereunder,
to be delivered at the well in containers furnished by the Party requesting same, and (4) such other
and additional information or reports as may be required by Direction of the Parties within the area
affected. If multiple copies of any such materials are requested by any Party, Unit Operator may
charge the cost thereof directly to the requesting Party.

G. Access to Unit Area. Permit each Party, through. its authorized employees or agents, but at
such Party’s sole risk and expense, to have gccess to the Unit Area at all times and o the derrick
floor of each well Drilled or being Drilled hereunder; for the purpose of observing operations
conducted hereunder and inspecting materials, equipment, or other property used in connection
with operations under this Agreement and to hayeaccess at reasonable times to information and
data in the possession of Unit Operator concern.ing'UAn'it operations.

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 hereunder such other insurance, if.any, as may be required by law. In addition,
Unit Operator shall maintain such other'insurance, if any, as is described in Exhibit 3 or as receives
the Approval of the Parties from time to time. Unit Operator shall carry no other insurance for the
benefit of the Parties, except as above specified. Upon request of any Party, Unit Operator shall
furnish evidence of insurance carried by it with respect to operations hereunder.

B. Contractors’. Unit Operator shall require all coptractors engaged in operations under this
Agreement to comply with the Workmen's CompensationLaw of the State in which the Unit Area is
located and to maintain such other insurance as niay be required by Direction of the Parties.

C. Automotive Equipment. In the event Automobile Public Liability insurance is specified in
Exhibit 3 or subsequently receives the Approval of the Parties, no direct charge shall be made by
Unit Operator for premiums paid for such insurance_for Unit Operator’s fully owned automotive
equiment. -

16.3 Non-Discrimination. In connection with the performance of work under this Agreement, Unit
Operator agrees to comply with the provisions of Exhibit 4.

Unit Operator agrees to insert non-discrimination provisions in all subcontracts hereunder, as -
required by law or regulation.

16.4 Drilling Contracts. Each Drilling, Deepening, Plugging Back, or Completing operation con-
ducted hereunder, and not performed by Unit Operator with its own tools and equipment in accordance
with Section 15.7, shall be performed by a reputable drilling contractor having ~uitable equipment and
personnel, under written contract between Unit Operator and the contractor, at the most favorable rates
and on the most favorable terms and conditions bid, if bids were obtained, 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 for 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, with-
out first obtaining the Approval of the Parties:

A. Changein Operations. Make any substantial change in the basic method of operation of any
well, except in the case of an emergency.

B. Limit on Expenditures. Undertake any project reasonably estimated to require an expendi-
tureinexcessof _Twenty-five thousand . Dollars($25,000.00; provided, however, that (1)
Unit Operutor is authorized to make all usual and customary operating expenditures that are
required in the normal course of producing operations, i2) whenever Unit Operator is authorized to
conduct a Drilling, Completing, or Deepening or Plugging Back operation, or to undertake any
other project, in accordance with this Agreement, Unit Operator shall be authorized to make all
reasonable and necessary expenditures in connection therewith, and 13y in case of emergency. Unit
Operator may make such immediate expenditures as may be necessary fur the protection of life or
property, but notice of such emergency shall be given to all Parties as promptly as reasonably
possible. .

C. Partial Relinquishment, Make any partial relinquishment of its rights as Unit Operator,
appoint any sub-operator, or execute any Designation of Agent.



s
ROCKY MOUNTAIN UNIT OPERATING AGREEMENT

Ferm 2 (Divided Interest)
February, 1980

1 ~
Oettl(gment of Claims. Pay in excess of Zen thousana Dollars

7in settlement of any claim (other than Workmen's Compensatlon claims) for injury to

or death of persons or for loss of or damage to property. A1l claims Qr ShltS invol >
any J.rit):erest; subject to this agrgeeme%t pshgll reate8 as a claim o}rlggl%lggl;éirtmgt
etermmatlons Make any of the determinations provxded in the Unit Agreement to be, 1] parti:

made by Unit Operator, except as otherwise specified in this Agreement. hereto

$ 10 00

ARTICLE 18
TITLES

18.1 Representation of Ownership. Each Party representsto all other Parties that, to the best of its
knowledge and belief, its ownership of Committed Working Interests in the Unit Area is that set outin
Exhibit B to 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
erroneous statement shall not be a cause for capcéling or terminating this Agreement.

18.2 Title Papers to be Furnished.

A. Lease Papers. Each Party, after execfiting this:Agreement, shall upon request promptly
furnish Unit Operator with copies of all leases, assignments, options, and other contracts which it
has in its possession relating to its Committed W‘orking 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 Areain Exhibit 2 shall, at its own expense
but without responsibility for the accuracy thereof, furnish Unit Operator with the following title
materials relating to all lands within such area in which it owns Committed Working Interests:

(1) Abstracts of title based upon the County rec':ord.s, certified to the current date;

(2) All lease papers, or copies thereof, mentioned iri'Subdivision A of this Section 18.2 which
the Party has in its possession and Wthh have not been previously furnished to Unit
Operator;

(3) Copies of any title opinions which the Party has in its possession;

(4) If Federal lands are involved, status reports of current date, setting forth the entries found

in the District Land Office for such lands, and also certified copies of the Serial Registers for
the Federal leases involved;

(5) If State lands are involved, status reports of current date, setting forth the entries found in
the State records for such lands; and

(6) Iflndianlandsareinvolved, status report's'ofc‘ui“rem date, setting forth the entries found in
the office of the Superintendent of the Indian Agency and in the Area Office for such lands.

C. Title Papers for Subsequent Wells. Any Party who proposes the Drilling of a Subsequent
Test Well or Exploratory Well shall, at the time of giving notice for such proposed well, designate a
title examination area not exceeding __ _640 acres and not including any lands within a
participating area. When the Drilling of a Development Well receives the Approval of the Parties
within the participating area in which it is to be Drilled, a title examination area covering lands
outside any participating area 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
Operator with the title materials listed in Subdivision B of this Section 18.2 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 Participating Area. Upon the estab-
lishment or the enlargement of a participating area, each Party shall promptly furnish Unit
Operator all the title materials listed in Subdivision B of this Section 18.2 not previously furnished,
relating to all its Committed Working Interests in the lands lying within such participating area as
established or enlarged.

18.3 Title Examination. Promptly after all title materials delivered pursuant to Section 18.2 have
been received, Unit Operator shall deliver the same to an attorney or attorneys approved by the Parties
within the title examination area. Unit Operator shall arrange to have said materials examined
promptly by such attorney or attorneys and shall distribuite copies of title opinions to all Parties within
the title examination area as soon as they are received. Each Party shall be responsible, at its expense,
for curing its own titles. After a reasonable time, not exceeding thirty (30) days, hasbeen allowed for any
necessary curative work, Unit Operator shall submit to each Party written recommendations for
approval or disapproval of the title to each Committed Working Interest involved, and thereafter the
Parties shall advise Unit Operator in writing, within fifteen (15) days after receipt of such recom-
mendations, of approval or disapproval of titles. Unless otherwise agreed, the cost of all title exami-
nations made under this Section 18.3 shall be charged as 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 furnishes materials for title exami-
nation pursuant to Section 18.2 shall have the right to examine all materials furnished Unit Operator. If
such additicnal, independent title examination is elected, it shall be at the sole cost and expense of the
Party electing to perform the same; and such Party shall bear any expense which may be necessary to
reproduce title materials for its use, if required. Whether or not such additional title examination 1s*
elected, each Party shall have the right to approve or disapprove titles according to the provisions of this
Article 18.

18.5 Approval of Titles Prior to Drilling. Where the Committed Working Interests within a title

to
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examination area are owned by more than one Party, no Drilling shall be conducted in such area until
titles to the Committed Working Interests therein have 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 titles to the Committed Working Interests within the title examina-
tion area established for such well have received the Approval of the Parties within the Drilling Block in
which such well is to be Drilled. Approval of title to lands within a Drilling Block shall be binding upon
all Parties owning Committed Working Interests within such Drilling Block. If lands outside a par-
ticipating area are included in the title examination area for a Development Well, such well shall not be
Drilled until titles to the Committed Working Interests within such title examination area have
received the Approval of the Parties therein. In the event Approval of the Parties is not obtained as in
this Section 18.5 provided, the 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 titlés to all lands within the Drilling Block (if one has
been established) or within the title examination area tin all other instances) had been obtained, and ()
shall also be deemed to have given its approval to the > tigjes to all lands within the Drilling Block (if one
has been established) or within the title examination area (in all other instances).

18.6 Approval of Titles Prior to Inclusion of Land i in a Participating Area. Where the Committed
Working Interests within a participating area are ¢®hed by more than one Party, no Committed
Working Interest shall be included within said participating area or be entitled to participate in the
Production of unitized substances from said participating area until title to such Committed Working
Interest has received the Approval of the Parties within said participating area. Approval of titles to
lands within a participating area shall be binding upon all Parties within such participating area and all
Parties coming within such participating area uporr any enlargement thereof.

18.7 Failure of Title to Committed Worﬁing Interest Before Approval. If title to a Committed
Working Interest shall fail in whole or in part prior to receiving the Approval of the Parties, the Parties
who improperly claimed said interest 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 and against any and
all liability on account thereof.

18.8 Failure of Title to Committed Working lnterest 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 otherwise than as a producer of unitized substances in
paying quantities, 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. theloss, the cost of litigation, and any ensuing liability shall be borne by 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);

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
affected participating area or Drilling Block, subject to a like proportion of their respective Lease
Burdens, as may be necessary to make the loss of such Committed Working Interest a joint loss of
the Parties within such participating area or Drilling Block; and

C. therelinquished portions of said Committed Working Interests isubject to their proportion-
ate part of the Lease Burdens attributable thereto) shall be deemed owned by the Party receiving
same.

18.9 Joinder by True Owner. Iftitle to a Committed Working Interest fails in whole or in part, such
Committed Working Interest shall no longer be subject t6 this Agreement or the Unit Agreement. The
true owner of a Committed Working Interest, title to 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 receive the Approval of the Parties within the Unit Area and subject to any valid claims by
the true owner.

18.10 Title Challenge. In the event of any suit or action challenging the title of any Party to any of
the oil and gas rights committed by said Party to this Agreement and to the Unit Agreement, the Party
served will immediately notify the other Parties, and the Party whose title has been challenged shall
forthwith take over and be in charge of the conduct of the litigation and shall bear the entire cost of such
litigation, unless the title has previously received the Approval of the Parties. in which event the
provisions of Section 18.8 shall apply.

ARTICLE 19
UNLEASED INTERESTS
19.1 Treated as Leased. If a Party owns in fee all or any part of the oil and gas rights in any tract
within the Unit Area which is not subject to any oil and gas lease or other contract in the nature thercof,
such Party shall be deemed to own a Committed Working Interest in such tract and also a royalty
interest therein in the same manner asif such Party’s oil and gasrightsin such tract were covered by the
form of oil and gas lease attached as Exhibit 5.

19.2 Execution of Lease. In any provision of this Agreement where reference is made to an
assignment or conveyance by any Party of its Committed Working Interest to any other Party, each such
reference as to any Party owning an unleased interest shall be interpreted to mean that such Party shall

N
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execute an oil and gés lease to such other Party in the form of Exhibit 5, which shall satisfy the
requirement for an assignment or conveyance of a Committed Working Interest.

ARTICLE 20
RENTALS AND LEASE BURDENS

20.1 Rentals. Each Party shall be obligated to pay any and all rentals and other sums iother than
Lease Burdens) payable upon or with respect to its Committed Working Interests, subject, however, to
the right of each Party to surrender any of its Committed Working Interests in accordance with Article
27. Upon request, each Party shall furnish to Unit Operator 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 payment, provided it has acted in good faith.

20.2 Lease Burdens. Each Party entitled to receive a shar of Production shall be obligated for any
and all payments, whether in cash or in kind, aceruing to any and all Lease Burdens, net profits
interests, carried interests, and any similar interest-payable with respect to such share or the proceeds
thereof; provided, however, at any time any such Party enmtled to receive Production is not taking in
kind or separately disposing of its share, that portion of such Production or the proceeds thereof (at the
option of such Party) accruing to such Lease Burdens sh'all’,'ppon request, be distributed to such Party.

20.3 Lossof Committed Working Interest. If a Committed Working Interest islost through failure
to make any payment above provided to be made by the Par ty .owning the same, such loss shall be borne
entirely by such Party; provided, however, if the Commx.tted Working Interest so lost covers land within
a participating area, the provisions of Section 18.8 shall apply.

ARTICLE 21.
TAXES
21.1 Payment. Any and all ad valorem and severance taxes payable upon 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 produced 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 hereunder shall be charged to and borne by the Parties owning the same in proportion to
their respective interests therein. All taxes paid by Unit Operator upon or measured by the value of
Production shall be charged to and borne by the Parties owning the same in the same proportions as the
assessed values of their respective portions of such Production.bear to the whole thereof. 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 substancesias the case may be) upon which or with respect
to which such taxes are paid. All reimbursements from owners of Lease Burdens, whether obtained in
cash or by deduct:on 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. Inthe eventofa transfer by one Party to another under the provisions of
this Agreement of any Committed Working Interest or of any other interest in any well or in the
materials and equipment in any well, or in the event of the reversion of any relinquished interest as in
this Agreement provided, the taxes above mentioned assessed against the transferred or reverted
interest for the taxable period in which such transfer or reversion occurs shall be apportioned among
said 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’f-urnish 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 Right of Withdrawal. If the owner of any substantial interest in a tract within the Unit Area

fails or refuses to join in the Unit Agreement, then such tract may be withdrawn from the Unit
Agreement, as provided in the Unit Agreement.

22.2 Non-Withdrawal. Should the Party or Parties having the right under the Unit Agreement to
withdraw a tract from the Unit Agreement fail to exercise such right, then all payments and liabilities
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 royalties, Unit Operator shall give notice thereof to each Party affected by the demand.

23.2 Demand for Failure to Drill a Development Well. If the demand for compensatory royalties
results from the failure to have Drilled a Development Well and such well is not Drilled, then Unit

¥
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Operator shall pay. such compensatory royalties. Such payment shall be charged as Costs incurred in
operations within the participating area involved.

23.3 Demand for Failure to Drill a Well Other Than a Development Well. If the demand for
compensatory royalties results from the failure to have Drilled a well other than a Development Well
and such well is not Drilled, then Unit Operator shall pay such compensatory royalties. 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 as a Required Well under Subdivision B of Section 10.4.

ARTICLE 24
SEPARATE MEASUREMENT AND SALVAGE

24.1 Separate Measurement. If a well completed as a producer of unitized substances is in or
becomes included in a participating area but is not owned on an Acreage Basis by all the Parties within
such participating area and if, within thirty (30) days after request therefor by any interested Party, a
method of measuring the Production from such well without the necessity of additional facilities does
not receive the Approval of the Parties, then Unit,Operator shall install such additional tankage, {low
lines, or other facilities for separate measurement 6fthe 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 wg,'l'l'and treated as Costs incurred in operating such
well, notwithstanding any other provisions of this Agreement.

24.2 Salvaged Materials. If any materials or equipment -are salvaged from a well completed as a
producer after being Drilled, Deepened, Plugged Back, or Completed otherwise than for the account of
all the Parties entitled to participate therein before reversion to the Non-Drilling Party of its relin-
quished interest in the well, the proceeds derived frum the sale 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 the Non-Drilling Party of its relinquished interest in such well.

ARTICLE 23
ENHANCED RECOVERY AND PRESSURE MAINTENANCE

25.1 Consent Required. Unit Operator shall not undertake any program of enhanced recovery or
pressure maintenance involving injection of gas, water, or other substance by any method. whether now
known or hereafter devised, without first obtaining the consent of Parties owning, on an Acreage Basis,
notlessthan _ . _ 90% % of the Committed Working Interests in the participating area affected
by any such program. After the Parties have voted.to undertake a program of enhanced recovery or
pressure maintenance in accordance with this Section.25.1;the conduct of such program shall be subject
to supervision by the Parties as set forth in Article 14.

25.2 Above-Ground Facilities. This Agreement shall not be deemed to require any Party to
participate in the construction or operation of any gasoline plant, sulphur recovery plant, dewaxing
plant, or other above-ground facilities to process or otherwise 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

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

26.2 Assumption of Obligations. No transfer of any Committed Working Interest 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 they relate to the interest assigned, except that such assumption of obli-

gations shall not be required in case of a transfer by mortgage or deed of trust as security for indebted-
ness. R

26.3 Effective Date. A transfer of Committed Working Interests shail not be effective as among 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 instrument of transfer conforming to the requirements of Section 26.2. In no event
shall a transfer of Committed Working Interests relieve the transferring Party of any obligaticns
accrued under this Agreement prior to said effective date, for which purpose any obligation assumed by
the transferor to participate in the Drilling, Deepening, Plugging Back, or Completing of a well prior to
such effective date shall be deemed an acerued obligation,

ARTICLE 277
RELEASE FROM OBLIGATIONS AND SURRENDER

27.1 Surrender or Release Within Participating Area. A Committed Working Interest in land
within a participating area shall not be surrendered except with the consent of ull Parties within such
participating area. However, a Party who owns a Committed Working Interest in land within a
participating area and who is not at the time committed to participate in the Drilling, Deepening,
Plugging Back, or Completing 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 Commit-
ted Working Interests owned by such Party in lands within the participating area, together with the
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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 or Release Outside Participating Area. Whenever a Party or Parties
owning 100% of the Committed Working Interestin any tragt which is not within any participating area
desire to surrender said 100% interest, such Party or Parties shall give to all other Parties 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 or Parties desiring to surrender an assignment of
such Committec Working Interest by giving the Party or Parties desiring to surrender notice of election
so to do within thirty (30) days after receipt of 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 respective Committed Working Interests among themselves in the Unit Area)
shall pay the assigning Party or Parties for its or their share of the Salvage Value of all wells, if any, in
which the assigning Party or Parties own an interest and which are located on the land covered by such
Committed Working Interest, which payment shail be made upon receipt of the assignment. If no Party
elects to take such assignment within said thirty (30) day period, then the Party or Parties owning such
Committed Working Interest may surrender the samé,’if surrender thereof can be made in accordance
with the Unit Agreement. Whenever a Party owning less than 100% of the Committed Working Interest
in any tract desires to surrender its interest therein, sucﬁ-mterest may be acquired by the other Party or
Parties owning Committed Working Interests in said tract without notice being given to any other
Parties owning interests within the Unit Area. In the event the other Party or Parties owning Commit-

ted Working Interests in the tract to be surrendered do not desire to acquire such interest, the interest
shall be treated as a 100% interest.

27.3 Accrued Obligations. A Party making anassignment or surrender in accordance with Section
27.1 or Section 27.2 shall not be relieved of its liability for any-obligation accrued under this Agreement
at the time the assignment or surrender is made or of the obligation to bear its share of the Costs
incurred in any Drilling, Deepening, Plugging Back, or Completing operation in which such Party had
elected to participate prior to the making of such as:signme.nt orsurrender, 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 under this Agreement and under the Unit Agreement.

ARTICLE 2%
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 associa-
tion between the Parties or as rendering them liable as partners or associates.

28.3 Election. Each of the Parties hereby elects, under the authority of Section 761(a) of the
Internal Revenue Code of 1954, to be excluded from the application of all the provisions of Subchapter K
of Chapter 1 of Subtitle A of the Internal Revenue Code of 1954. In making this election, each Party
states that income derived by it from operations under this Agreement can be adequately determined
without computation of partnership taxable income. If the income tax laws of the State or States in
which the Unit Areais located contain, or hereafter contain, provisions similar to those contained in the
Subchapter of the Internal Revenue Code of 1954 above referred to under which a similar election is
permitted, each of the Parties agrees that such election shall be exercised; and should the income tax
laws of such State or States require evidence of suchelection, Unit Operator is authorized and directed to
execute the same on behalf of each Party. Beginning with the first taxable year of operation under this
Agreement, each Party agrees that the deemed election provided by Federal Regulations Section
1.761-2(b)2)(i1) will apply, and no Party will file an apphcamon under Federal Regulations Section
1.761-2(b)(3)(i) to revoke said election.

ARTICLE 29 .
_ NOTICES
29.1 Giving and Receipt. Whenever a rig ison location, every notice and every response shall be by
telephone, to be confirmed promptly in writing. In all other instances, any notice, response, consent,
advice, or statement herein provided or permitted to be given shall be in writing and shall be deemed
given only when received by the Party 1o whom the same is directed.

29.2 Addresses. For the foregoing purposes, each Party's address and telephone number shall be
deemed to be the address and telephone number set-forth under or oppuosite its signature hereto, unless
and until such Party specifies another address or telephone mumber by not less than ten (10) days’ prior
notice to all other Parties.

ARTICLE 30

EXECUTION
30.1 Counterparts. 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
sufficient instrument of ratification, adopting and entering into this Agreement. Such ratification shall
have the same effect as if the Party executing it had executed this Agreement or a counterpart hereof.
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30.3 Effect of Signature. When this Agreement is executed by two Parties, exceution by each shall
be deemed consideration for execution by the other, and each Party theretofore or thereafter executing
this Agreement shall thereupon become and remain bound hereby until the termination of this Agree-
ment. However, if the Unit Agreement does not become effective within twelve (12) mor*hs from and
after the date of this Agreement, then, at the expiration of said period, this Agreement shall terminate.

ARTICLE 31
SUCCESSORS AND ASSIGNS
31.1 Covenants. This Agreement shall be binding upon and shall 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 covenants 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 construimg’this Agreement.

ARTICLE 3 .
RIGHT OF APPEAL

33.1 Not Waived. Nothing contained in this Agreement shall be deemed to constitute a 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 31
SUBSEQUENT JOINDER
34.1 Prior to the Commencement of Operations. Prior to the commencement of operations under

the Unit Agreement, all owners of working interests i the Unit Area who have joined 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 working interest in land within the Unit Area which is not then committed hereto may
be committed to this Agreement and to the Unit Agreement upon such reasonable terms and conditions
as may receive the Approval of the Parties. .
ARTICLE 35
CARRIED INTERESTS

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

ARTICLE 36 A
EFFECTIVE DATE AND TERM
36.1 Effective Date and Term. This Agreement shall become ¢ifective upon the effective date of the

Unit Agreement, shall continue in effect during the term of the Unit Agreement, and shall terminate
concurrently therewith.

36.2 Effect of Termination. Termination of this Agreement shall not relieve any Party of its
obligations then accrued 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 unti! all materials and equipment owned by the Parties have been disposed of and
until final accounting between Unit Operator and the Parties has been made. Termination of this
Agreement shall automatically terminate all rights and interests acquired by virtue of this Agreement
in lands within the Unit Area, except such transfers of Committed Working Interests as have been
evidenced by formal written instruments of transfer.
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ARTICLE 37
OTHER PROVISIONS

37.1 METERING OF PRODUCTION: 1If a diversity of the working interest ownership

in production from a lease subject to this agreement occurs as a result of
operations by less than all parties pursuant to any provision of this agreement,

it is agreed that the o0il and other hydrocarbons produced from the well or

wells completed by the consenting party or parties shall be separately measured

by standard metering equipment to be properly tested periodically for accuracy,

and the setting of a separate tank battery will .not be required unless the purchaser
of the production or governmental regulatory body having jurisdicticn will not
approve metering for separately measuring the production.

37.2 PRICRITY OF OPERATIONS. Whenever thé%efis more than one proposal 1in
connection with any well subject to this agreement, such proocosals shall be
considered and disposed of in the following order of priority:

(a) Drilling the well to its authorized depth or attempting a completion
including testing and logging of such well at such depth shall have first
priority over all operations.and proposals:

(b) A proposal to plug back a well shall prevail over a provosal to deepen
or sidetrack such well; if there is more than one proposal to vlug
back, the proposal to plug back to the next deepest prospective interval
shall have priority over proposal(s) to plug back to shallower
prospective intervals; g .

{(c) A propcsal to sidetrack a well in order to reach the authorized depth
shall prevail over a proposal to deepen;

(d) A proposal to deepen a well shall have last oriority; and

(e) Proposzls of the same type and to the same depth shall be given
precedence in the crder in which they were made.
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IN WITNESS WHEREOF, this Agreement has been executed by the Parties as of the day and year
first above written.

. I T
Date of Execution: I\“XCO O*LCQM?ANY

7
By 4
Address: - T YWilliam G. Goodwin, Vice President’
. I Attest: . . R
Robert E. Gill, Jr.
Asst. Sec.
Telephone:
Y
As Unit Operator and Working Interest Owner
Date of Execution: v _ o _
. e ' By - e
Address: President
R I Atltest: - [
el Secretary
Telephone: -
Date of Execution: R . L
L N By o -
Address: - President
_ i Attest: o _
Secreadry
T;;ﬁimne: T - T
Date of Execution: : o
- B B By . e
Address: o Prosdent
[ Attest: , _
Secreialy
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL. PROVISIONS
Definitions .

“Joint Property" shal. mean the real and .personal propérty subgect to the agreement to which this Accounting
Procedure is attached.

“Joint QOperations” shall mean all operations necessary ol- proper for the development, operation, protection and
maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges palc. and crecits 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” shal. mean the parties to this agreemerit other than the Operator.

“Parties” shall mean Operator and Non-Qperazors.

“First Level Supervisors” shall mean these employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor. chrectly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees” shall mean those employees having speciql and specific engineering, geological or other

professional skills, and whose primary function in Joint Operaubns 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 emplovees.
“Material” shall mean personal property, equipment or suppliés acquired or held for use on the Joint Property.

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

.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of éach 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.

Advaoces and Payments by Non-Operators

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

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days aiier receipt. If oa)ment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (127,) per
annum or the maximum contract rate permitted by the appl'cao;e usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and cther ccsts in connection with
the collection of unipaid amounts.

.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Cperator to protest or guestion the correct-
ness thereof; provided, however, all bills and statements ;enderea ‘0 Non-Operators by Operator curing any
calendar year shall corclusively bte presumed to be true and’ cqrrect after twenty-four (2%) months following
the end of any such calendar year, unless within the said twenty-four (24) month pericd a Non-Operator takes
written exception thereto and makes claim on Ogperator for adjusim .:. No adjusiment favoradle to Operator shalj
be made urless it is made within the same prescribed pericd. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controilable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Cperator and ail other Non-Operators, shail 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 vear; provided, .ho: wever, the making of an audit shaill not extend the

time for the taking of written exception 0 and the adjusimentstof accounts as srovized for in Paragraph ¢ of this

JO3

Section I. Where there are two or more Nen-Operators, the Non-Qperator s shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which will resuitin am rimum 50 .aconvenience to the Oper:z

tor. Operator shall bear no portion of the Non-Operators’ audit cost anuued under :his parz;raph unless agreed
to by the Operator.

Approval by Non-Operators

Where an approval or other agreement of he Parties or Non- Opera:ors 1s exgpressly required uncer oiner sec-
tions of this Accounting Procedure and if the agreemert Lo whic rnun n

no contrary provisions in regard thereto, Cp rator shall ”our, ail n- at ver ocsa

the agreement or app.ova; of a majority in interest of the Non-QOrerators shall te coniroiling on all Non-Opera-
tors.
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II. DIRECT CHARGES

Jperator shall charge the Joint Account with the following items:

pRev=y

Rentals and Royalties

Lease rentals and royalties paid by Operator for the Joint Operatxo
Labor .
A

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

(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 Jqint Account under Daran"apd 2A of this Sect!
1I. Such costs under this Paragrapn 2B may be charged on a+'when and as pald basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 24& of this
Section II. If percentage assessment is used. the rate shall Be based on the Ogerator’s cost experience.

C. Expenditures or contributions mace pursuant to asseéssments Imposed bty zovernmental authority which are

applicable to Operator’s costs chargeable :o the Jomt Agcount under Paragrapns 2A and 2B of this Sec-
tion II.

D. Personal Expenses of those employees whnose salaries and wages are charzsakle ta the Joint Account undger

Paragraph 2A of this Section Il

Employee Benefits <

Operator’s current costs of established plans for employvees’ group life insurance, hospitalization. pension,

re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor

cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Secticn II shall ke Operator's actual
cost not to exceed twenty per cent (209%). ;

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 efficieni and eGonomical operations. The accumulation of sur-
plus stocks shall be avoided. '

Transportation

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

A. If Material is moved to the Joint Property from the Operatdr's warehouse or other properties, no charge shall
te made to the Jcint Account for a distance greater than the dis:ance 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 othér storage point, no charge shall be made to the
Joint Account for a distance greater than the distance.to.:he nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by thé Pariies. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, uniess agreed to by the Parties.

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

Services

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

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Accourt Ior use o Ope‘"atar owned equipment and facilities at raes com-
mensurate with costs of ownership and operation. Such rates shall include cosis of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on :nvestment not to exceed eight per cent (2%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Propert

B.. In iieu of charges in Paragraph 7A above, Operator may e.ect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20¢. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or "eolucemem of Joirt Property made necessary because of dam-
ages or losses incurred by fire, flood, storm. theit, accident, or oiher cause, except those resulting from Operator's
gross negligence or willful misconduct. Operator shail 'ersh Non- Cyemrcr writlen notice of damages or losses
incurred as soon as practicable after a report thereof has been received oy Cperatorn

Legal Expense

Expense of handling, investigating anc settiing litigation o
and amounts paid for set:lement of clam‘.: Lr.cur:ed in or
necessary to protect or recover the Joint Progerty, excent
or fees or expense of outside attorneys shall e made uniess
expense is considered to ke covered by the overhead provisio
Parties, except as provided in Section I, Parazraph 3.
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Taxes

All taxes of every xind. and nature assessed or levied upon or in connection with the Joint Property, the opera-

tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensation and,or Employers Liability under the respective state's laws, Operator may, at its election,

include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates.

Other Expenditures

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

1II. OVERHEAD
Overhead - Drilling and Producing Operations

L As compensation for administrative, supervisior, omce service§ and warehousing costs, Cperator shall charge
drilling and producing operations on either:

{ X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall ‘be in lieu of costs and expenses of all offices
and salaries or wazes plus applicable burdens and expenses. of al!l personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and experse of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or invoelving governmental agencies shall be considered
as included in the Overhead rates provided ior in the above selected Paragrapn of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
il. The salaries, wages and Personal Expenses of Technical Empldyees and.or the cost of professional consultant

services and contract services of technical personnel dir c'ly employed on the Joint Property shall () shall
not {X ) be covered by the Overhead rates.

.

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the folld\_vingfrates per well per month:
Drilling Well Rate $ $3,108.00
Producing Well Rate §$ $ 376.00

(2) Application of Overhead - Fixed Rate Basis shall b'é. 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 f{or fifteen (13) or mocre consecutive days.

(2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date sne drilling or completion equipment moves oif loca-
tion or rig is released, whichever occurs first, éxcept 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 fcr a period of five (§) 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 suspens&gn of operations Icr fiiteen (15) or more consecutive
days.

{(b) Producing Well Rates

(1] An active well either praduced or m1ec:cd ‘nt for'any gorion of :ne month shall Se censidered
as a one-well charge for the entire month

{2] Each aciive 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 cverproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet.

[4] A onre-well charge may be made for the moniht in which plugeing and abandonment operations
are completed on any well.

(5] All other inactive wells (including but not limited to Inactive wells covered by unit allowabie,
lease allowable, transferred allowable, etc.) shall rnot qualify for an overheac charge.

(3) The well rates shall e adjusted as of the first cay of April each year Iollowing the eifective date of the
agreement to which this Accounting Procedure is attached. The adjustmen: shall pe computed by multi-
plying the rat2 currently in use by the percentage increase or cecrease in the averzge weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar vear
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas F:_e.ds Produc-
tion Workers as published by the United States Department of Lakor, Bureau of quo'— Statistics, or the
equivalent Caradian index as published by Statistics Canada, as applicasle. The acjusted rates shall e
the rates currently in use, plus or minus the computed adjustment.

—_3 =



B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Development

—  Percent ( <) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating

- __Percent ( ) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall te as follows:

For the purpose of determining charges on a percentage basis under Paragrapn 1B of this Section III, ce-
velopment shall include all costs in connection with drilfing, redrilling, aeepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expeqnditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of consttuction or‘installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as de..ned in
Paragraph 2 of this Section I[II. All other CQSIS~§-"‘\E§U.be considered as Qgerating.

verhead - Major Construction TO BE NEGOTIATED

To compeTr Operator for overhead costs incurred. 1'1 the coneruction and Lnstallation of

fixed assets, the

but iess than § ; plus
B. 21.000,000; plus
C.
Total ¢ For the purpose of this paragraph, thé tewagznrent part

T"a single project shall not be treated separate‘y and the cost of, dmll'ng and workover wells shall be excloses
3. Amendment of Rates

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

IV. PRICING OF JOINT ACCOUNT MATERIAL Pt}’iCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make progper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Progerty: 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 snhall be charged at the price paid by Cperator after deducticn of all discoun:s recetved. In case
of Material found to be defective or returned to vendor for any other reasorn, credit shall be passed to the
Account when adjusiment has been received by the QOperator!

¥l
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2. Transfers and Dispositions

Material furnished to the Joint Property and Material transierred from the Joint Property or disposed of by the

Orperator, unless otherwise agreed to by the Parties, shall be priced on the iollowing bases exclusive of cash dis-
p r

counts: .

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the, curfent new orice in effect on date of movement on a
maximum carload or barge load weight basis, regardless, of gquantity transierred, equalized 0 the lowest
published price f.o0.b. raxlwa, recelving point or Aecogmzed barge te.m nal nearest the Joint Property
where such Material is normally available.

(2) Line Pipe
(a) Movemen: of less than 30,000 pcunds shall be priced at the current rew price, in effect at date of

movemerst, as listed by a reliable supply store nearest the Joint Progerty where such Material is nor-
mally available.

{(b) Movement of 30,000 pounds or more shall ce priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV.

(3) Other Materia!l shall be priced at the current new price, in effect at date of movement, as listed oy a reliasie
supply store or f.0.b. railway receiving point nearest the Jjoint P‘oc erty where such Material is normally
available.

B. Good Used Material (Condition 3)
Matertal in sound and serviceable ccndition and suitable for reuse withou: reconditioning:
(1) Material movead to the Joint Property
(a) At seventy-five percent (73<:) of current new price, as determined oy Paragraph 2A of this Séction IV,
(2) Material moved from the Joint Property

PR

(a) At sevenmiv-five percent (737 ) of current new price, as determined Dy Paragrapa 2A of this Section IV,
if Material was originally charged to the Joint Account as new Jlalerial, or
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Premium Prices

(b) at sixty-five percent (859 ) of current new price, as determired 5y Paragraph 2A of this Secticn
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (73¢¢) -of current new price.

The cost of reconditioning, if any, shall be absorbed by the iransferring property.

C. Other Used Material (Condition C and D)

(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its or:zinal function until
after reconditioning shall be priced at fifty percent (50¢;) of current new price as Zetermined by Para-
graph 2A of this Section [V. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditiorning 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 purpoge 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. uor'nally utilized by the Operator without prior approval
of Non-Operators. d

D. Obsolete Material :

Material which is serviceable and usable for its origizdl.function but conc‘ition and.or value of such Material
is not equivalent to that which would justify a price as provided above may de specially priced as agreed to by

the Parties. Such price should resuit in the Joint Accoum bemg charved with the value of the service ren-
dered by such \Iatenal

E. Pricing Conditions T, .

.

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements,-in lieu, of loading and unloading costs sustained., when-
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

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

Whenever Material is not readily obtainable at published or listeqd prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, thé Operator may charge the Joint Account for the
required Material at the Operator’s actual cost incurred in proyiding 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 Cperator.

4. Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. Ir case of de'ec*ne .naterxat, credit shall not be passed to the
Joint Account until adjustment has teen received by Ope"a;or from the manulacturers or their agents.

V. INVENTORIES

The Operator shall mainta:n detailed records of Controllabie Material.

1.

[ 3]

"

Periodic Inventories, Notice and Representation

At reasonable intervals. Inventories shall be taken by Operator of the Joint Account: Cantrollable XMaterial
Written notice of intention to take inventory shail te given by Operator at least thirty (30) cays before any inven-
tory is to begin so that Non-Operators may ze represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taxen by Ogerator.

Reconciliation and Adjustment of Inventories

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

Special Inventories

Special Inventories may bte taken whenever there is any :ale or change of interes: in the Joint Progerty. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest taxes
place. In such cases, bo:h the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

The expense of conducting pericdic [nventories shall not ke charged to the Joint Account unless agreed to by the
Parties.



EXHIBIT "2"

ATIACHED 10 AND MADE A PART OF " UNIT OPERATING AGRIEMENT™
ARROYO DEL MACHO UNIT AREA
CHAVES COUNTY, NEW MEXICO

The proposed locations for the initial test wells shall be as
follows:

Sec. 33:
T5S,R22E SW/4

The Initial Test Wells shall be drilled cbnformably with Article 9
of the Made Well Anticline Unit Agreement.

All Costs and expenses incurred in-connection with the Initial Test
Wells, including drilling, testing, and campleting 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 by Irexco 0il
Campany and such other parties heréto as agrece to bxar such costs
in accordance with separate agreement among themselves, subject to
the investment adjustment provisions of.Axticle 13 of this
Agreement. Any cash contributions received towards the drilling of
the Initial Test Wells shall belong to the parties sustaining the
risk of drilling the Initial Test Wells.

Title examination for the Initial Test Wells shall canprise no less
than 160 acres but not more than 640 acres, more or less, around
the Initial Test Wells as designated by the parties sustaining the
risk of drilling the Initial Test Wells. -

The provisions of Article 18.3 notwithstanding, Unit Operator shall
examine title to all leases, lands and ‘interests, any portion of
which fall within the designated title examination area and shall
furnish ccpies of all title opinions and report ccncerning the
title examination with written recamendations for approval or
disapproval of the title to each camitted working interest owner
involved and thereafter the parties shall advise Operator in
writing within fifteen (15) days after receipt of such title
opinions or reports of approval or disapproval of titles. All
costs of such examination shall be charged as costs of drilling the
Initial Test Wells.
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CEraTnIT 3
INSUPSRCE
Operator shall at all times during

the tor
insurance, for the benefit of the partics
terms: ’

Ccf thic fovcomont wointaie tihe follawing
liereto, subject o evaliaocility on aceeptable

1. Worker's Compensaticn, including an "al es' o enduracont, as required by the

| L
laws of the state where the uperations are 5 e conducLed and Ginplovers' Liability
Insurance with a limit of not less than $100,000.

Sta

comnleted operations and

less than:

2. Comprenensive General Liability Insurance, including

blanket contractual liability insurince, vith Timits not
$500,000 - each occurrente . .
$100,000 - for loss of or.Tesizne to

pronecty noany one occurrence
3. Comprehensive Automobile Liability Tusurince coverino 211 automotive cauivient

used in performance of work under this 8greviient with Vimits of not less than:
\
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: SUPPLEMENT “A"

~ D \ -1!‘!!"‘ \DD(\Dwﬂl. rw-\ ’1(\\, q
® ATTACHED 70 AND MADL Z\QPA.E%I‘ ‘én* ‘*%{m BUERNDING Au{umuﬂ"lixﬁ}zoyo DEL, MACHO
JUNIT AREA, CHAVES COUNTY, NEW MEXICO.

During the performance of this contract, tne Operator agrees as follows:

(1) The Opezrator will not discriminate against any empioyee or applicant
for employment because of race, color, religion, national origin or ssx. The
Operator will ta<e atfirmative action to ensure that applicants are emoloyed,
and that employees are treated during employment, without regard to their race,
color, religion, national origin or sex. Such acticn snall include, but not be
Timited to the tollawing: Employment, upgrading, demotion or transfer; recruit-
ment or recruitment advertising; layoff or termination; rates of pay or other
forms of compensation; and selection for training, including apprenticesnip.

The QOperator agrees to post in conspicous places, available ta emp]oy es and ap-
plicants for empioyment notices to be provided for the contract ing officer set-
ting forth the provisions of this non- d1SCr1m1natJon clause.

(2) The Operator will, in all so11c1 ations or advertisements for employees
p1aced by or on behalf of tne Operator, state that all qualified applicants will

receijve consideration for employment without regard to race, color, religion,
national origin or sex. e e

4

(3) The Operator will send to each labor union or renresentative of wor-
kers with which it has a collective bargaining agreement or other contract or
understanding, a notice to be provided by the ‘agency contracting officer, ad-
vising the labor union or worker's representative of the Operator's cormitments
under Section 202 of Executive Order 11246 of September 24, 1S5, and shall rpost
copies of the notice in conspicucus places available to employees and applicants
for employment. .

(4) The Operator will comply with all provisions of Executive Order 11246 of

September 24, 1965, and of the rules, regu]at1ons and relevant orders of the Sec-
retary of Labor. .

(5) The Operator will furnish all information and reports required by Execu-
tive Order 11246 of September 24, 1965, and.by the rules, regulations and orders
of the Secretary aof Labar, or pursuant thereto,and will permit access to its
books, records and accounts by the contracting agency and the Secretary of Labor

for purposes of investigation to ascertain comp11ance with such rules, regulations
and orders.

(6) In the event of the Operator's non-compliance with the non-discrimination
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
Operator may be declared ineligible for further Goverment contracts in accordance
with procedures authorized in Executive Qrder 11246 of September 24, 1565, and
such other sanctions may be imposed and remedies invoked as orovided in Executive
Order 11246 of September 24, 1965, or by rule, requiation or crder of the Secre-
tary of Labor, or as otherwise provided by law.

(7) The QOperator will include the provisions of Paragraphs (1) through (7)
in every subcontract or purchase order unless exempted by rules, regu]at1orc or
orders of the Secretary of Labor issued pursuant to Section 204 of txecutive Qrder
11246 of September 24, 1965, so that such provisions will be binding upon each sub-
contractor or vencor. The Operator will take such action with respect to any sub-
contract or purchase order as the contracting.agency may direct as a means of en-
forcing such provisions including sanctions for non-compliance: Providad, howaver,
that in the event the Operator becomes involyed in, or is threatened with, 1itTi-
gation with a subcontractor or vendor as a result of such d'rec;i,n by the contrac-
ting agency, the Cperator may request the United States tc snter into such liti-
gation to protect the interests of the United States.

Operator acknowlecges that it may be requ‘rec 1o file Standard Form 100 (:Z
promuigated jointly by the Office of Federal Contract Compliance, the Equal Zmploy-
ment Opportunity Commission and Plans for Progress A4th Joint Reporting Committee,
Federal Depo;, Jeffersonville, Indiana, within thirty (30) days of the date of con-
tract award if such report has not been filed Tor the current year and otherwise
comply with or file such other compliance reports as may be reguired under txecutive
Order 11246, as amended and Rules and Regulations adopted thereuncer. .

4]
<
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Operator further acknowledges that he may be required :
firmative action compliance program as regquired by the Rules znc
proved by the Secratary of Labor under authority of Executive Or
Non-Operators with a copy of such program if they so request.
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SUPPLEMENT "8"

CERTIFICATION QF NON-SZGREGATED FACILITIE

Operator assures Non-Operators that it does not and will not maintain
or provide for its employees any segregated facilities at any of its establish-
ments, and that it does not and will not permit its employses to perform their
services at any location, under its control, where segregated facilities are main-
tained. For this purpose, it is understood that the phrase "segregated facilities"
includes facilities which are in fact segregated-on a basis of race, color, religion,
or national origin, because of habit, local custom or otherwise. It is further
understood and agreed that maintaining or providihg segregated facilities for its
employees or permitting its employees to perform their services at any locaticn under
its control where segregated facilities are maintzined is & violation of the equal
opportunity clause required by Executive Crder 11246 of September 24, 1965.

Operator further understands and.agrees that a breach of the assurance
herein contained subjects it to the provisions of.the Order at 41 CFR Chapter 60
of the Secretary of Labor dated May 21, 1968, and the provisions of the equal

opportunity clause enumerated in contracts between the United States of America and.
Non-Operators. .

Whoever knowingly and willfully makes,ahy false, fictitious or fraudulent
representation may be liable to criminal prosecution under 138 U.S.C. sec. 1001.
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UNIT AGREEMENT

FOR THE DEVELOPMENT AND OPERATION

OF THE

PINON UNIT AREA

COUNTY OF SANTA FE

STATE OF NEW MEXICO

No.

1KIS AGREEMENT, entered into as of the2nd day of November

19 84 , by and between the parties subscribing, ratifying, or consenting hereto,
and herein referred to as the "parties hereto,"

WITNESSETH:

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

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

WHEREAS the Commissioner of Public Lands of the State of New Mexico is author-
ized by an Act of the Legislature (Sec. 19-10-45,46,47 N.M. Statutes 1978 Annotated)
to consent to or approve this agreement on behalf of the State of New Mexico, insofar
as it covers and includes lands and mineral interest of the State of New Mexico; and

WHEREAS, the 0il Conservation Division of the New Mexico Energy and Minerals
Department, hereinafter referred to as '"Division", is authorized by an act of the

Legislature (Chapter 70 and 71, New Mexico Statutes 1978 Annotated) to approve this
agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests in the Pinon

Unit Area covering the land hereinafter described to give reason-
ably effective control of operations therein; and

WHEREAS, it 1is the purpose of the parties hereto to conserve natural resources,
prevent waste, and secure other benefits obtainable through development and
operation of the area subject to this agreement under the terms, conditions, and
limitations herein set forth;

NOw, THEREFORE, in consideration of the premises and the promises herein
contained, the parties hereto commit to this agreement their respective interests
in the below-defined unit area, and agree severally among themselves as follows:

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

2. UNIT AREA. The following described land is hereby designated and recog-
nized as constituting the unit area:
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Townshlp 13 North, Range 8 East, N.M.P.M,

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

Sec

Sec.
Sec.

Sec

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

Township 13 North, Range 9 East,

\ooo\aou‘buno—-.-

Lots 1,2,3,4,5,6,7,8, E%, EkWks

WsWk (projected)
All (projected)
All (projected)
All (projected)
All (projected)
All (projected)
Es (projected)
All (projected)
All (projected)
All (projected)
All (projected)

lots 1,2,5,6, E%NW%
WsWsWls (projected)

W% (projected)

All (projected)
All (projected)
All (projected)
E (projected)

All (projected)
All (projected)
W% (projected)

Nw% (projected)
All (projected)
All (projected)
E%s (projected)

All (projected)
All (projected)

NE), SWk% (projected)

Sec.

Township 14 North, Range 8 East, N.M.P.M.

6:

Lots 1,2,3,

4, NE4, SE%NWL;

Sec. 1: Lots 1,2,3, E, ExWk, NwhNwh
Sec. 12: Lots 1,2,3,4, E, ExWk

Sec. 13: Lot 1, Ek, EkWls, SWyNwh, WiSWl
Sec. l4: 1Lots 1,2, S4NEY%, Sk

Sec. 23: All

Sec. 24: All

Sec. 25: Lots 4,5,6,7,8,9,10,11,12,13,14,15, 16,17
Sec. 25: WhSWx (prOJected)

Sec. 26: Llots 6,7,8,9,10

Sec. 26: ShNk, S% (projected)

Sec. 27: Lots 1,2,3,4,5,6,7

Sec. 27: SkN4, S% (projected)

Sec. 28: SN, Sk (projected)

Sec. 29: S%N%, Sk (projected)

Sec. 30: S%Ns, S% (projected)

Sec. 31: All (projected)

Sec. 32: All (projected)

Sec. 33: All (projected)

Sec. 34: All (projected)

Sec. 35: All (projected)

Sec. 36: Lots 1,2,4,5,6,7,8,9,10,11,12,13, N%SE%
Sec. 36: WkWk (prOJected)

Township 14 North, Ran nge 9 East, N.M.P.M.

Sec. 1: Lots 1,2,3,4, SN, sk
Sec. 2: Lots 1,2,3,4, SN, Sk
Sec. 3: Lots 1,2,3,4, SkN%, Sk
Sec. 4: Lots 1,2,3,4, SkNk, sk
Sec. 5: Lots 1,2,3,4, SkNs, Sk
Sec. 6: Lots 1,2,3,4, ShNs, S
Sec. 7: Lots 1,2,3,4, Es, EkWs
Sec. 8: All
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Township 14 North, Range 9 East, N.M.P.M. (Cont'd)
Sec. 9: All

Sec. 10: All

Sec. 11: All

Sec. 12: All

Sec. 13: All

Sec. 14: All

Sec. 15: All

Sec. 16: All

Sec. 17: All

Sec. 18: Llots 1,2,3,4, E}, ExWh
Sec. 19: Lots 1,2,3,4, Es, ExWs
Sec. 20: All

Sec. 21: All

Sec. 22: All

Sec. 23: All

Sec. 24: Nwk

Sec. 27: Nk, SWh

Sec. 28: All

Sec. 29: All

Sec. 30: Lots 1,2,3,4, E}, EkWs
Sec. 31: Lots 1,2,3,4,6, NEY%, EMNWY, E}SWy, WiSEY, SENSEY
Sec. 32: All

Sec. 33: N4

Containing 44,349.63 acres, more or less

Exhibit "A" shows, in addition to the boundary of the unit area, the
boundaries and identity of tracts and leases in said area to the extent known
to the Unit Operator. Exhibit "B" attached hereto is a schedule showing to the
extent known to the Unit Operator, the acreage, percentage, and kind of ownership
of oil and gas interests in all lands in the unit area. However, nothing herein or
in Exhibits "A" and "B" shall be construed as a representation by any party hereto
as to the ownership of any interest other than such interest or interests as are
shown in the Exhibits as owned by such party. Exhibits "A" and "B" shall be revised
by the Unit Operator whenever changes in the unit area or in the ownership inter-
ests in the individual tracts render such revision necessary, or when requested by
the Authorized Officer, hereinafter referred to as "AO", or when requested by the
Commissioner of Public Lands of the State of New Mexico, hereinafter referred to an
"Land Commissioner", and not less than four copies of the revised Exhibits shall be
filed with the proper Bureau of Land Management office and one (1) copy thereof
shall be filed with the Land Commissioner, and one (1) copy with the New Mexico 0il

Conservation Division of the Energy and Minerals Department, hereinafter referred
to as "Division".

The above-described unit area shall when practicable be expanded to include
therein any additional lands or shall be contracted to exclude lands whenever
such expansion or contraction is deemed to be necessary or advisable to conform

with the purposes of this agreement. Such expansion or contraction shall be
effected in the following manner:

(a) Unit Operator, on its own motion (after preliminary concurrence by the
AO), or on demand of the AO, or the Land Commissioner (after preliminary concur-
rence by the A0 and the Land Commissioner) shall prepare a notice of proposed
expansion or contraction describing the contemplated changes in the boundaries of
the unit area, the reasons therefore, any plans for additional drilling, and the
proposed effective date of the expansion or contraction, preferably the first day
of a month subsequent to the date of notice.

(b) Said notice shall be delivered to the proper Bureau of Land Management
office, the Land Commissioner and the Division, and copies thereof mailed to the
last known address of each working interest owner, lessee and lessor whose

interests are affected, advising that 30 days will be allowed for submission to the
Unit Operator of any objections.
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(¢) Upon expiration of the 30-day period provided in the preceding item (b)
hereof, Unit Operator shall file with the A0, the Land Commissioner and the
Division, evidence of mailing of the notice of expansion or contraction and a copy
of any objections thereto which have been filed with Unit Operator, together with
an application in triplicate, for approval of such expansion or contraction and
with appropriate joinders.

(d) After due consideration of all pertinent information, the expansion or
contraction shall, upon approval by the AO, the Land Commissioner and the
Division, become effective as of the date prescribed in the notice thereof or such
other appropriate date.

(e) All legal subdivisions of lands (i.e., 40 acres by Government survey or
its nearest lot or tract equivalent; in instances of irregular surveys, unusually
large lots or tracts shall be considered in multiples of 40 acres or the nearest
aliquot equivalent thereof), no parts of which are in or entitled to be in a
participating area on or before the fifth anniversary of the effective date of the
first initial participating area established under this unit agreement, shall be
eliminated automatically from this agreement, effective as of said fifth anni-
versary, and such lands shall no longer be a part of the unit area and shall no
longer be subject to this agreement, unless diligent drilling operations are in
progress on unitized lands not entitled to participation on said fifth anniversary,
in which event all such lands shall remain subject hereto for so long as such
drilling operations are continued diligently, with not more than 90 days' time
elapsing between the completion of one such well and the commencement of the next
such well. All legal subdivisions of lands not entitled to be in a participating
area within 10 years after the effective date of the first initial participating
area approved under this agreement shall be automatically eliminated from this
agreement as of said tenth anniversary. The Unit Operator shall, within 90 days
after the effective date of any elimination hereunder, describe the area so elimi-
nated to the satisfaction of the A0 and the Land Commissioner and promptly notify
all parties in interest. All lands reasonably proved productive of unitized
substances in paying quantities by diligent drilling operations after the aforesaid
5-year period shall become participating in the same manner as during said first
5-year period. However, when such diligent drilling operations cease, all
non-participating lands not then entitled to be in a participating area shall be
automatically eliminated effective as of the 91lst day thereafter.

Any expansion of the unit area pursuant to this section which embraces lands
theretofore eliminated pursuant to this subsection 2(e) shall not be considered
automatic commitment or recommitment of such lands. If conditions warrant
extension of the 10-year period specified in this subsection, a single extension of
not to exceed 2 years may be accomplished by consent of the owners of 90% of the
working interests in the current non-participating unitized lands and the owners of
60%Z of the basic royalty interests (exclusive of the basic royalty interests of the
United States) in non-participating unitized lands with approval of the AO and the
Land Commissioner provided such extension application is submitted not later than
60 days prior to the expiration of said 10-year period.

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land now or hereafter committed
to this agreement shall constitute land referred to herein as "unitized land" or
"land subject to this agreement.” All 0il and gas in any and all formations of the

unitized land are unitized under the terms of this agreement and herein are called
"unitized substances."

4. UNIT OPERATOR. Pelto 0il Company is
hereby designated as Unit Operator and by signature hereto as Unit Operator agrees
and consents to accept the duties and obligations of Unit Operator for the dis-
covery, development, and production of unitized substances as herein provided.
Whenever reference is made herein to the Unit Operator, such reference means the
Unit Operator acting in that capacity and not as an owner of interest in unitized
substances, and the term "working interest owner" when used herein shall include

or refer to Unit Operator as the owner of a working interest only when such an
interest is owned by it.
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5, RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the right
to resign at any time prior to the establishment of a participating area or areas
hereunder, but such resignation shall not become effective so as to release Unit
Operator from the duties and obligations of Unit Operator and terminate Unit
Operator's rights as such for a period of 6 months after notice of intention to
resign has been served by Unit Operator on all working interest owners and the AO
and the Land Commissioner and the Division, and until all wells then drilled
hereunder are placed in a satisfactory condition for suspension or abandonment,
whichever is required by the AO as to Federal lands and the Division as to State
and Fee lands, unless a new Unit Operator shall have been selected and approved and
shall have taken over and assumed the duties and obligations of Unit Operator prior
to the expiration of said period.

Unit Operator shall have the right to resign in like manner and subject to
like limitations as above provided at any time after a participating area estab-
lished hereunder is in existence, but in all instances of resignation or removal,
until a successor Unit Operator is selected and approved as hereinafter provided,
the working interest owners shall be jointly responsible for performance of the
duties of Unit Operator, and shall not later than 30 days before such resignation

or removal becomes effective appoint a common agent to represent them in any action
to be taken hereunder.

The resignation of Unit Operator shall not release Unit Operator from any

liability for any default by it hereunder occurring prior to the effective date
of its resignation.

The Unit Operator may, upon default or failure in the performance of its
duties or obligations hereunder, be subject to removal by the same percentage vote
of the owners of working interests as herein provided for the selection of a mnew

Unit Operator. Such removal shall be effective upon notice thereof to the A0 and
the Land Commissioner.

The resignation or removal of Unit Operator under this agreement shall not
terminate its right, title, or interest as the owner of a working interest or other
interest in unitized substances, but upon the resignation or removal of Unit
Operator becoming effective, such Unit Operator shall deliver possession of all
wells, equipment, materials, and appurtenances used in conducting the unit opera-
tions to the new duly qualified successor Unit Operator or to the common agent, if
no such new Unit Operator is selected, elected, to be used for the purpose of
conducting unit operations hereunder. Nothing herein shall be construed as

authorizing removal of any material, equipment, or appurtenances needed for the
preservation of any wells.

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender his
or its resignation as Unit Operator or shall be removed as hereinabove
provided, or a change of Unit Operator is negotiated by the working interest
owners, the owners of the working interests according to their respective acreage
interests in all unitized land shall, pursuant to the Approval of the Parties

requirements of the unit operating agreement, select a successor Unit QOperator.
Such selection shall not become effective until:

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

(b) the selection shall have been approved by the A0 and approved by the Land
Commissioner.

If no successor Unit Operator is selected and qualified as herein provided,
the A0 and the Land Commissioner, at their election may declare this unit agreement
terminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT., If the Unit Operator
is not the sole owner of working interests, costs and expenses incurred by Unit
Operator in conducting unit operations hereunder shall be paid and apportioned
among and borne by the owners of working interests, all in accordance with the
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agreement or agreements entered into by and between the Unit Operator and the
owners of working interests, whether one or more, separately or collectively.

Any agreement or agreements entered into between the working interest owners and
the Unit Operator as provided in this section, whether one or more, are herein
referred to as the “unit operating agreement." Such unit operating agreement shall
also provide the manner in which the working interest owners shall be entitled to
receive their respective proportionate and allocated share of the benefits accruing
hereto in conformity with their underlying operating agreements, leases, or other
independent contracts, and such other rights and obligations as between Unit Oper-
ator and the working interest owners as may be agreed upon by Unit Operator and the
working interest owners; however, no such unit operating agreement shall be deemed
either to modify any of the terms and conditions of this unit agreement or to
relieve the Unit Operator of any right or obligation established under this unit
agreement, and in case of any incounsistency or conflict between this agreement

and the unit operating agreement, this agreement shall govern. Two copies of any
unit operating agreement executed pursuant to this section shall be filed in the
proper Bureau of Land Management office and one true copy with the Land Commis-
sioner, and one true copy with the Division prior to approval of this unit
agreement.

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

9. DRILLING TO DISCOVERY. Within 6 months after the effective date hereof, the
Unit Operator shall commence to drill an adequate test well at a location approved
by the A0, if on Federal land, or by the Land Commissioner, if on State land, and
by the Division if on Fee land, unless on such effective date a well is being
drilled in conformity with the terms hereof, and thereafter continue such drilling
diligently until 100 feet of the Dakota
has been tested or until at a lesser depth unitized substances shall be discovered
which can be produced in paying quantities (to-wit: quantities sufficient to repay
the costs of drilling, completing, and producing operations, with a reasonable
profit) or the Unit Operator shall at any time establish to the satisfaction of the
A0 if on Federal land, or the Land Commissioner if on State land, or the Division
if located on Fee land, that further drilling of said well would be unwarranted or
impracticable, provided, however, that Unit Operator shall not in any event be
required to drill said well to a depth in excess of 4,000 feet. Until the
discovery of unitized substances capable of being produced in paying quantities,
the Unit Operator shall continue drilling one well at a time, allowing not more
than 6 months between the completion of one well and the commencement of drilling
operations for the next well, until a well capable of producing unitized substances
in paying quantities is completed to the satisfaction of the A0 if it be on Federal
land or of the Land Commissioner if on State land, or the Division if on Fee land,
or until it is reasonably proved that the unitized land is incapable of producing
unitized substances in paying quantities in the formations drilled hereunder.
Nothing in this section shall be deemed to limit the right of the Unit Operator to
resign as provided in Section 5, hereof, or as requiring Unit Operator to commence
or continue any drilling during the period pending such resignation becoming
effective in order to comply with the requirements of this section.

Notwithstanding anything in this unit agreement to the contrary, except
Section 25, "Unavoidable Delay", two (2) wells shall be drilled with not more than
six (6) months time elapsing between the completion of the first well and commence-
ment of drilling operations for the second well; regardless of whether a discovery
has been made in any well drilled under this provision. Both the initial well and
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the second well must be drilled in compliance with the above specified formation or
depth requirements in order to meet the dictates of this section; and the second
well must be located a minimum of 2} miles from the initial well in order to be
accepted by the A0 and the Land Commissioner as the second unit test well, within
the meaning of this section. The second test well shall be diligently drilled, at
a location approved by the A0 and the Land Commissioner, to test the upper 100 feet
of the Dakota Formation or to a depth of 5,000 feet, whichever is the lesser.
Nevertheless, in the event of the discovery of unitized substances in paying
quantities by any well, this unit agreement shall not terminate for failure to
complete the two well program, but the unit area shall be contracted automatically,
effective the first day of the month following the default, to eliminate by
subdivisions (as defined in Section 2(e) hereof) all lands not then entitled to be
in a participating area.

The AC and Land Commisioner may modify any of the drilling requirements of
this section by granting reasonable extensions of time when, in their opinion, such
action is warranted.

Upon failure to commence any well as provided for in this section within the
time allowed, prior to the establishment of a participating area, including any
extension of time granted by the A0 and the Land Commissioner, this agreement will
automatically terminate. Upon failure to continue drilling diligently any well
commenced hereunder, the A0 and the Land Commissioner may, after 15 days notice to
the Unit Operator, declare this unit agreement terminated. The parties to this
agreement may not initiate a request to voluntarily terminate this agreement during
the first 6 months of its term unless at least one obligation well has been drilled
in accordance with the provisions of this section.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within 6 months after com-
pletion of a well capable of producing unitized substances in paying quantities,
the Unit Operator shall submit for the approval of the A0, the Land Commissioner
and Division, an acceptable plan of development and operation for the unitized land
which, when approved by the A0, the Land Commissioner and Division, shall
constitute the further drilling and development obligations of the Unit Operator
under this agreement for the period specified therein. Thereafter, from time to
time before the expiration of any existing plan, the Unit Operator shall submit for
the approval of the AO, the Land Commissioner and Division a plan for an additional
specified period for the development and operation of the unitized land.

Subsequent plans should normally be filed on a calendar year basis not later than
March 1 each year. Any proposed modification or addition to the existing plan
should be filed as a supplement to the plan.

Any plan submitted pursuant to this section shall provide for the timely
exploration of the unitized area, and for the diligent drilling necessary for
determination of the area or areas capable of producing unitized substances in
paying quantities in each and every productive formation. This plan shall be as
complete and adequate as the A0, the Land Commissioner and Division may determine

to be necessary for timely development and proper conservation of the oil and gas
resources of the unitized area and shall:

(a) specify the number and locations of any wells to be drilled and the
proposed order and time for such drilling; and

(b) Provide a summary of operations and production for the previous year.

Plans shall be modified or supplemented when necessary to meet changed condi-
tions or to protect the interests of all parties to this agreement. Reasonable
diligence shall be exercised in complying with the obligations of the approved plan
of development and operation. The AO and the Land Commissioner are authorized to
grant a reasonable extension of the 6 month period herein prescribed for submission
of an initial plan of development and on operation where such action is justified
because of unusual conditions or circumstances.
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After completion of a well capable of producing unitized substances in paying
quantities, no further wells, except such as may be necessary to afford protection
against operations not under this agreement and such as may be specifically
approved by the A0, the Land Commissioner and Division, shall be drilled except in
accordance with an approved plan of development and operation,

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of pro-
ducing unitized substances in paying quantities, or as soon thereafter as required
by the A0, the Land Commissioner or the Division, the Unit Operator shall submit for
approval by the A0, the Land Commissioner and Division, a schedule, based on subdi-
visions of the public-land survey or aliquot parts thereof, of all land then
regarded as reasonably proved to be productive of unitized substances in paying
quantities. These lands shall constitute a participating area on approval of the
A0, the Land Commissioner and Division, effective as of the date of completion of
such well or the effective date of this unit agreement, whichever is later. The

acreages of both Federal and non-Federal lands shall be based upon appropriate compu-

tations from the courses and distances shown on the last approved public-land survey
as of the effective date of each initial participating area. The schedule shall also
set forth the percentage of unitized substances to be allocated, as provided in
Section 12 to each committed tract in the participating area so established, and
shall govern the allocation of production commencing with the effective date of the
participating area. A different participating area shall be established for each
separate pool or deposit of unitized substances or for any group thereof which is
produced as a single pool or zone, and any two or more participating areas so
established may be combined into one, on approval of the A0, the Land Commissioner
and the Division. When production from two or more participating areas is
subsequently found to be from a common pool or deposit, the participating areas
shall be combined into one, effective as of such appropriate date as may be approved
or prescribed by the A0, the Land Commissioner and Division. The participating area
or areas so established shall be revised from time to time, subject to the approval
of the A0, the Land Commissioner and Division to include additional lands then
regarded as reasonably proved to be productive of unitized substances in paying
quantities or which are necessary for unit operations, or to exclude lands then
regarded as reasonably proved not to be productive of unitized substances in paying
quantities, and the schedule of allocation percentages shall be revised accordingly.
The effective date of any revision shall be the first of the month in which the
knowledge or information is obtained on which such revision is predicated; provided,
however, that a more appropriate effective date may be used if justified by the Unit
Operator and approved by the AO, the Land Commissioner and Division. No land shall
be excluded from a participating area on account of depletion of its unitized
substances, except that any participating area established under the provisions of
this unit agreement shall terminate automatically whenever all completions in the
formation on which the participating area is based are abandoned.

It is the intent of this section that a participating area shall represent the
area productive of unitized substances known or reasonably proved to be productive
in paying quantities or which are necessary for unit operations; but, regardless of
any revision of the participating area, nothing herein contained shall be construed
as requiring any retroactive adjustment for production obtained prior to the
effective date of the revision of the participating area.

In the absence of agreement at any time between the Unit Operator and the AO,
the Land Commissioner and Division, as to the proper definition or redefinition of a
participating area, or until a participating area has, or areas have, been
established, the portion of all payments affected thereby shall, except royalty due
the United States, be impounded in a manner mutually acceptable to the owners of
committed working interests and the AO and the Land Commissioner. Royalties due the
United States and the State of New Mexico shall be determined by the AO for Federal
lands and the Land Commissioner for the State lands and the amount thereof shall be
deposited, as directed by the AO and the Land Commissioner until a participating
area is finally approved and then adjusted in accordance with a determination of the
sum due as Federal royalty on the basis of such approved participating area.
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Whenever it is determined, subject to the approval of the A0, the Land
Commissioner and Division, that a well drilled under this agreement is not capable
of production of unitized substances in paying quantities and inclusion in a
participating area of the land on which it is situated in a participating area is
unwarranted, production from such well shall, for the purposes of settlement among
all parties other than working interest owners, be allocated to the land on which
the well is located, unless such land is already within the participating area
established for the pool or deposit from which such production is obtained.
Settlement for working interest benefits from such a nonpaying unit well shall be
made as provided in the unit operating agreement.

12. ALLOCATION OF PRODUCTION. All unitized substances produced from each parti-
cipating area established under this agreement, except any part thereof used in
conformity with good operating practices within the unitized area for drilling,
operating, and other production or development purposes, for repressuring or re-
cycling in accordance with a plan of development and operations which has been
approved by the AQ, Land Commissioner and Division, or unavoidably lost, shall be
deemed to be produced equally on an acreage basis from the several tracts of unit-
ized land of the participating area established for such production. For the
purpose of determining any benefits accruing under this agreement, each such tract
of unitized land shall have allocated to it such percentage of said production as
the number of acres of such tract included in said participating area bears to the
total acres of unitized land in said participating area, except that allocation of
production hereunder for purposes other than for settlement of the royalty, over-
riding royalty, or payment out of production obligations of the respective working
interest owners, shall be on the basis prescribed in the unit operating agreement
whether in conformity with the basis of allocation herein set forth or otherwise. It
is hereby agreed that production of unitized substances from a participating area
shall be allocated as provided herein regardless of whether any wells are drilled on
any particular part or tract of the participating area. If any gas produced from one
participating area is used for repressuring or recycling puposes in another partici-
pating area, the first gas withdrawn from the latter participating area for sale
during the life of this agreement, shall be considered to be the gas so transferred,
until an amount equal to that transferred shall be so produced for sale and such gas
shall be allocated to the participating area from which initially produced as such
area was defined at the time of such transferred gas was finally produced and sold.

13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS. Any party
hereto owning or controlling the working interest in any unitized land having there-
on a regular well location may with the approval of the A0 and the Land Commis-
sioner, and the Division at such party's sole risk, costs, and expense, drill a well
to test any formation provided the well is outside any participating area
established for that formation, unless within 90 days of receipt of notice from
said party of his intention to drill the well, the Unit Operator elects and
commences to drill the well in a like manner as other wells are drilled by the Unit
Operator under this agreement.

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

If any well drilled under this section by a working interest owner that
obtains production in quantities insufficient to justify the inclusion of the land
upon which such well is situated in a participating area, such well may be operated
and produced by the party drilling the same, subject to the conservation
requirements of this agreement. The royalties in amount or value of production from

any such well shall be paid as specified in the underlying lease and agreements
affected.

14, ROYALTY SETTLEMENT. The United States and any State and any royalty
owner who is entitled to take in kind a share of the substances now unitized
hereunder shall hereafter be entitled to the right to take in kind its share of
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the unitized substances, and Unit Operator, or the working interest owner in case
of the operation of a well by a working interest owner as herein provided for in
special cases, shall make deliveries of such royalty share taken in kind in con-
formity with the applicable contracts, laws, and regulations. Settlement for
royalty interest not taken in kind shall be made by working interest owners
responsible therefor under existing contracts, laws and regulations, or by the Unit
Operator on or before the last day of each month for unitized substances produced
during the preceding calendar month; provided, however, that nothing in this
section shall operate to relieve the lessees of any land from their respective
lease obligations for the payment of any royalties due under their leases.

If gas obtained from lands not subject to this agreement is introduced into any
participating area hereunder, for use in repressuring, stimulation of production, or
increasing ultimate recovery, in conformity with a plan of development and operation
approved by the A0 and the Land Commissioner and the Division, a like amount of gas,
after settlement as herein provided for any gas transferred from any other partici-
pating area and with appropriate deduction for loss from any cause, may be withdrawn
from the formation into which the gas is introduced, royalty free as to dry gas, but
not as to any products which may be extracted therefrom; provided that such with-
drawal shall be at such time as may be provided in the approved plan of development
and operation or as may otherwise be consented to by the AO and the Land Commis-
sioner and the Division as conforming to good petroleum engineering practice; and
provided further, that such right of withdrawal shall terminate on the termination
of this unit agreement.

Royalty due the United States shall be computed as provided in 30 CFR Part 221
and paid in value or delivered in kind as to all unitized substances on the basis of
the amourts thereof allocated to unitized Federal land as provided in Section 12 at
the rates specified in the respective Federal leases, or at such other rate or rates
as may be authorized by law or regulation and approved by the AO; provided, that for
leases on which the royalty rate depends on the daily average production per well,
said average production shall be determined in accordance with the operating
regulations as though each participating area were a single consolidated lease.

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

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

Rentals on State of New Mexico lands subject to this agreement shall be paid at
the rate specified in the respective leases.

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

16. CONSERVATION. Operations hereunder and production of unitized substances
shall be conducted to provide for the most economical and efficient recovery of said

substances without waste, as defined by or pursuant to State or Federal law or
regulation.
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17. DRAINAGE. The Unit Operator shall take such measures as the A0 and Land
Commissioner deems appropriate and adequate to prevent drainage of unitized
substances from unitized land by wells on land not subject to this agreement, which
shall include the drilling of protective wells and which may include the payment of
a fair and reasonable compensatory royalty, as determined by the A0, as to Federal
leases and the Land Commissioner, as to State leases.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, conditions, and
provisions of all leases, subleases, and other contracts relating to exploration,
drilling, development, or operation for oil or gas on lands committed to this
agreement are hereby expressly modified and amended to the extent necessary to make
the same conform to the provisions hereof, but otherwigse to remain in full force and
effect; and the parties hereto hereby consent that the Secretary, as to Federal
leases and the Land Commissioner, as to State leases, shall and each by his approval
hereof, or by the approval hereof by his duly authorized representative, does hereby
establish, alter, change, or revoke the drilling, producing, rental minimum
royalty, and royalty requirements of Federal leases committed hereto and the
regulations in respect thereto to conform said requirements to the provisions of
this agreement, and, without limiting the generality of the foregoing, all leases,
subleases, and contracts are particularly modified in accordance with the
following:

(a) The development and operation of lands subject to this agreement under
the terms hereof shall be deemed full performance of all obligations for develop—-
ment and operation with respect to each and every separately owned tract subject

to this agreement, regardless of whether there is any development of any particular
tract of this unit area.

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

(c) Suspension of drilling or producing operations on all unitized lands
pursuant to direction or consent of the AO and the Land Commissioner, or his duly
authorized representative, shall be deemed to constitute such suspension pursuant to
such direction or consent as to each and every tract of unitized land. A suspension

of drilling or producing operations limited to specified lands shall be applicable
only to such lands.

(d) Each lease, sublease or contract relating to the exploration, drilling,
development, or operation for oil or gas of lands other than those of the United
States and State of New Mexico committed to this agreement which, by its terms might
expire prior to the termination of this agreement, is hereby extended beyond any
such terms so provided therein so that it shall be continued in full force and
effect for and during the term of this agreement.

(e) Any Federal lease committed hereto shall continue in force beyond the term
so provided therein or by law as to the land committed so long as such lease re-
mains subject hereto, provided that production of unitized substances in paying
quantities is established in paying quantities under this unit agreement prior to
the expiration date of the term of such lease, or in the event actual drilling
operations are commenced on unitized land, in accordance with provisions of this
agreement, prior to the end of the primary term of such lease and are being
diligently prosecuted at that time, such lease shall be extended for two years, and
so long thereafter as oil or gas is produced in paying quantities in accordance with
the provisions of the Mineral Leasing Act, as amended.

(f) Each sublease or contract relating to the operation and development of
unitized substances from lands of the United States committed to this agreement,
which by its terms would expire prior to the time at which the underlying lease, as
extended by the immediately preceding paragraph, will expire, is hereby extended
beyond any such term so provided therein so that it shall be continued in full
force and effect for and during the term of the underlying lease as such term is
herein extended.
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(g) The segregation of any Federal lease committed to this agreement is
governed by the following provision in the fourth paragraph of Sec. 17(j) of the
Mineral Leasing Act, as amended by the Act of September 2, 1960, (74 Stat. 781-784)
(30 U.S.C. 226 (j)): "Any (Federal) lease heretofore or hereafter committed to any
such (unit) plan embracing lands that are in part within and in part outside of the
area covered by any such plan shall be segregated into separate leases as to the
lands committed and the lands not committed as of the effective date of unitization:
Provided, however, that any such lease as to the non-unitized portion shall continue

in force and effect for the term thereof but for not less than two years from the

date of such segregation and so long thereafter as oil or gas is produced in paying
quantities."

(h) In the event the Initial Test Well is commenced prior to the expiration
date of the shortest term State Lease within the Unit Area, any lease embracing lands
of the State of New Mexico which is made the subject to this agreement, shall

continue in force beyond the term provided therein as to the lands committed hereto
until the termination hereof.

(i) Any lease embracing lands of the State of New Mexico having only a portion
of its lands committed hereto, shall be segregated as to the portion committed and
the portion not committed, and the terms of such lease shall apply separately to such
segregated portions commencing as the effective date hereof; contrary any lease
embracing lands of the State of New Mexico having only a portion of its lands
committed hereto shall continue in full force and effect beyond the term provided
therein as to all lands embraced in such lease, if o0il or gas is discovered and is
capable of being produced in paying quantities from some part of the lands embraced
in such lease at the expiration of the secondary term of such lease; or if, at the
expiration of the secondary term, the lessee or the Unit Operator is then engaged in
bona fide drilling or reworking operations on some part of the lands embraced in such
lease, the same as to all lands embraced therein, shall remain in full force and
effect so long as such operations are being diligently prosecuted, and if they result
in the production of oil or gas; said lease shall continue in full force and effect
as to all the lands embraced therein, so long thereafter as oil or gas in paying
quantities is being produced from any portion of said lands.

19. COVENANTS RUN WITH LAND. The covenants herein shall be construed to be
covenants running with the land with respect to the interests of the parties hereto
and their successors in interest until this agreement terminates, and any grant,
transfer or conveyance of interest in land or leases subject hereto shall be and
hereby is conditioned upon the assumption of all privileges and obligations here-
under by the grantee, transferee, or other successor in interest. No assignment or
transfer of any working interest, royalty, or other interest subject hereto shall be
binding upon Unit Operator until the first day of the calendar month after Unit

Uperator is furnished with the original, photostatic, or certified copy of the
instrument of transfer.

20. EFFECTIVE DATE AND TERM. This agreement shall become effective upon approval
by the A0 and the Land Commissioner or their duly authorized representative and shall
automatically terminate five (5) years from said effective date unless:

(a) Upon application by the Unit Operator such date of expiration is extended
by the A0 and the Land Commissioner, or

(b) it is reasonably determined prior to the expiration of the fixed term or
any extension thereof that the unitized land is incapable of production of unitized
substances in paying quantities in the formations tested hereunder, and after
notice of intention to terminate this agreement on such ground is given by the Unit
Operator to all parties in interest at their last known addresses, this agreement
is terminated with approval of the AQ0 and the Land Commissioner, or

(c) a valuable discovery of unitized substances in paying quantities has been
made or accepted on unitized land during said initial term or any extension thereof,
in which event this agreement shall remain in effect for such term and so long
thereafter as unitized substances can be produced as to Federal lands and are being
produced as to State lands in quantities sufficient to pay for the cost of producing

- 12 -

W OO~ W N



O VS WK -

> [ aell el
O\ooowmmuwmu‘mw\nbbbbL\L\bbbbuuuwuuuuuunwwwwwNNNNH»—-
wN'—‘O\O@\IO‘U‘bUN'—‘O&Dm\IO‘U‘bh)ND—‘O\DG)\lO‘U’lwa"‘O\Om\lo‘\ﬁwa'—‘C\Om\lo“-ﬂbUNr—‘o

same from wells on unitized land within any participating area established here-
under. Should production cease and diligent drilling operations to restore produc-
tion or new production are not in progress or reworking within 60 days and produc-
tion is not restored or should new production not be obtained in paying quantities
on committed lands within this unit area, this agreement will automatically termi-
nate effective the last day of the month in which the last unitized production
occurred, or

(d) it is voluntarily terminated as provided in this agreement. Except as noted
herein this agreement may be terminated at any time prior to the discovery of
unitized substances which can be produced in paying quantities by not less than 75
per centum, on an acreage basis, of the working interest owners signatory hereto,
with the approval of the A0 and the Land Commissioner. The Unit Operator shall give
notice of any such approval to all parties hereto. Voluntary termination may not
occur during the first six (6) months of this agreement unless at least one
obligation well shall have been drilled in conformance accordance with Section 9.

21. RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The A0 is hereby vested
with authority to alter or modify from time to time, in his discretion, the
quantity and rate of production under this agreement when such quantity and rate
are not fixed pursuant to Federal or State law, or do not conform to any State-wide
voluntary conservation or allocation program which is established, recognized, and
generally adhered to by the majority of operators in such State. The above
authority is hereby limited to alteration or modifications which are in the public
interest. The public interest to be served and the purpose thereof, must be stated
in the order of alteration or modification. Without regard to the foregoing, the AO
is also hereby vested with authority to alter or modify from time to time, in his
discretion, the rate of prospecting and development and the quantity and rate of
production under this agreement when such alteration or modification is in the
interest of attaining the conservation objectives stated in this agreement and is
not in violation of any applicable Federal or State law; provided, further, that no
such alteration or modification shall be effective as to any land of the State of
New Mexico, as to the rate of prospecting and developing in the absence of the
specific written approval thereof by the Commissioner and also to any lands of the
State of New Mexico or privately owned lands subject to this agreement as to the

quantity and rate of production in the absence of specific written approval thereof
by the Division.

Powers in the section vested in the A0 shall only be exercised after notice to

Unit Operator and opportunity for hearing to be held not less than 15 days from
notice.

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

23, NOTICES. All notices, demands, or statements required hereunder to be
given or rendered to the parties hereto shall be in writing and shall be personally

delivered to the party or parties, or sent by postpaid registered or certified
mail, to the last known address of the party or parties.

24, NO WAIVER OF CEKTAIN RIGHTS. Nothing contained in this agreement shall be
construed as a waiver by any party hereto of the right to assert any legal or
constitutional right or defense as to the validity or invalidity of any law of the
State where the unitized lands are located, or of the United States, or regulations

issued thereunder in any way affecting such party, or as a waiver by any such party
of any right beyond his or its authority to waive.
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25. UNAVGIDABLE DELAY. All obligations under this agreement requiring the Unit
Cperator to commence or continue drilling, or to operate on, or produce unitized
substances from any of the lands covered by this agreement, shall be suspended while
the Unit Operator, despite the exercise of due care and diligence, is prevented from
complying with such obligations, in whole or in part, by strikes, acts of God,
Federal, State, or municipal law or agencies, unavoidable accidents, uncontrollable
delays in transportation, inability to obtain necessary materials or equipment in
open market, or other matters beyond the reasonable control of the Unit Operator
whether similar to matters herein enumerated or not.

26. NONDISCRIMINATION. In connection with the performance of work under this
agreement, the Unit Operator agrees to comply with all the provisions of Section 202
(1) to (7) inclusive of Executive Order 11246 (30 F. R. 12319), as amended, which
are hereby incorporated by reference in this agreement.

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

final settlement of the title dispute, and then applied as earned or returned in
accordance with such final settlement.

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

28. NON-JOINDER AND SUBSEQGUENT JOINDER. If the owner of any substantial inter-
est in a tract within the unit area fails or refuses to subscribe or consent to this
agreement, the owner of the working interest in that tract may withdraw the tract
from this asgreement by written notice delivered to the proper Bureau of Land
Management office, the Land Commissioner, the Division and the Unit Operator prior to
the approval of this agreement by the AO and Commissioner. Any oil or gas interests
in lands within the unit area not committed hereto prior to final approval may
thereafter be committed hereto by the owner or owners thereof subscribing or
consenting to this agreement, and, if the interest is a working interest, by the
owner of such interest also subscribing to the unit operating agreement. After
operations are commenced hereunder, the right of subsequent joinder, as provided in
this section, by a working interest owner is subject to such requirements or
approval(s), if any, pertaining to such joinder, as may be provided for in the unit
operating agreement. After final approval hereof, joinder by a non-working interest
owner must be consented to in writing by the working interest owner committed hereto
and responsible for the payment of any benefits that may accrue hereunder in behalf
of such non-working interest. A non-working interest may not be committed to this
unit agreement unless the corresponding working interest is committed hereto. Joinder
to the unit agreement by a working interest owner, at any time, must be accompanied
by appropriate joinder to the unit operating agreement, in order for the interest to
be regarded as committed to this agreement. Except as may otherwise herein be
provided, subsequent joinders to this agreement shall be effective as of the date of
the filing with the A0, the Land Commissioner and the Division of duly executed

counterparts of all or any papers necessary to establish effective commitment of any
interest and/or tract to this agreement.

29. COUNTERPARTS. This agreement may be executed in any number of counter-
parts, no one of which needs to be executed by all parties, or may be ratified or
consented to by separate instrument in writing specifically referring hereto and
shall be binding upon all those parties who have executed such a counterpart,
ratification, or consent hereto with the same force and effect as if all such parties
had signed the same document and regardless of whether or not it is executed by all
other parties owning or claiming an interest in the lands within the above-described
unit area.
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30. SURFACE AND ENVIRONMENTAL PROTECTION STIPULATIONS. Nothing in this agree-
ment shall modify or change either the special Federal lease stipulations relating to
surface management or such special Federal lease stipulations relating to surface and
envirommental protection, attached to and made a part of, Oil and Gas Leases covering

lands within the Unit Area.

IN WITNESS WHEREOF, the parties hereto have caused this agreement to be exe-
cuted and have set opposite their respective names the date of execution.

UNIT OPERATOR AND WORKING INTEREST OWNER

ATTEST: PELTO OIL COMPANY

46 G ,

D oeeds Seewtny G. B. MURRELL [

Vice President-Land
Address: 16825 Northchase

Suite 400
Houston, TX 77060
Date of Execution:

November 6,1984

STATE OF TEXAS )
) ss.
COUNTY OF HARRIS )
On this 6th day of November , 1984, before me appeared
G. B. MURRELL , to me personally known, who, being by me duly sworn, did
say that he is the Vice President of Pelto Oil Company

and that the seal affixed to said
instrument 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 G. B. MURRFLL
acknowledged said instrument to be the free act and deed of said corporation.

My Commission Expires:

11-16-84 %/M ﬁﬂ’téﬁ‘ i

Notary Qublic

MICHELE BaRN Gt
Neary Publiz §ivto of 1z
My Commissicx Exgeras Nuvemoer 16, 1684
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RATIFICATION AND JOINDER OF UNIT AGREEMENT
AND
UNIT OPERATING AGREEMENT

In consideration of the execution of the Unit Agreement for the
Development and Operation of the Pinon Unit Area, County of Santa Fe,
State of New Mexico, dated _November 2, , 1984, in form approved on
behalf of the Secretary of the Interior, and in consideration of the
execution or ratification by other working interest owners of the contem-
porary Unit Operating Agreement which relates to said Unit Agreement the
undersigned hereby expressly ratifies, approves and adopts said Unit
Agreement and also said Unit Operating Agreement as fully as though the
undersigned had executed the original instrument.

This Ratification and Joinder shall be effective as to the under-
signed's interests in any lands and leases, or interests therein, and
royalties presently held or which may arise under existing option agree-
ments or other interests in unitized substances, covering any lands
within the unit area in which the undersigned may be found to have an
oil or gas interest.

This Ratification and Joinder shall be binding upon the
undersigned, its heirs, devisees, assigns or successors in interest.

EXECUTED this 7th day of November, 1984,

Mobil Producing Texas & New Mexico Inc. i;;

T Clece

&, C. LUCE ‘i;torney-ln-Fact
F. C. Luce, Attorney-~In-Fact

Address: 9 Greenway Plaza
Suite 2700
Houston, Texas 77046

STATE OF TEXAS X
COUNTY OF HARRIS X
The foregoing instrument was acknowledged before me this 7th day of

November, 1984, by F. C. Luce as Attorney in Fact on behalf of Mobil
Producing Texas & New Mexico Inc.

, s ‘,7
My Commission Expires: / /

Notary Public
75 INEZ RAMOS

MNotary Puthic in and for Hargs/Co exas
) My Commission Expires
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RATIFICATION AND JOINDER OF UNIT AGREEMENT

In consideration of the execution of the Unit Agreement for the Develop-

ment and Operation of the Pinon Unit Area, County of
, State of New Mexico, dated November 2nd s
19 82 , in form approved on behalf of the Secretary of the Interior, the

undersigned (whether one or more) hereby expressly joins said Unit Agreement and
ratifies, approves, adopts and confirms said Unit Agreement as fully as though
the undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned's
interests in any lands and leases, or interests therein, and royalties presently
held or which may arise under existing option agreements or other interests in
unitized substances, covering the lands within the Unit Area in which the under-
signed may be found to have an oil or gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the
undersigned, his, her or its heirs, devisees, executors, assigns or successors
in ianterest.

EXECUTED this 29th day of October , 1984 .
ORTIZ MINES, INC.

M% N

Frank E. S1ms, President
TRACT(S) 12,1314 Address: P.0. Box 211

Joplin, MO 64862

STATE OF )
) ss.
COUNTY OF )
On this day of y 19 as , before me personally
appeared , to me known to be the person described

in and who executed the foregoing instrument, and acknowledged that he executed
the same as his free act and deed.

My Commission Expires:

Notary Public

STATE OF MISSOURI )
) ss.
COUNTY OF JASPER )
On this 29th day of October , 1984 , before me appeared
Frank E. Sims , to me personally known, who, being by
me duly sworn, did say that he is the President of
Ortiz Mines, Inc. , and that the seal

affixed to said instrument 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 Frank E. Sims

_acknowledged said instrument to be the free act and deed of said corporation.

My bommission Expires: /é%> :f?/ GL4>~r4¥//
. _January 19, 1988 ‘

Notary Public _ B, Laws - Newton County, MO




RATIFICATION AND JOINDER OF UNIT AGREEMENT

In consideration of the execution of the Unit Agreement for the Develop-

ment and Operation of the Pinon Unit Area, County of
¥ , State of New Mexico, dated ,
19 84 , in form approved on behalf of the Secretary of the Interior, the

undersigned (whether one or more) hereby expressly joins said Unit Agreement and
ratifies, approves, adopts and confirms said Unit Agreement as fully as though
the undersigned had executed the original agreement.,

This Ratification and Joinder shall be effective as to the undersigned's
interests in any lands and leases, or interests therein, and royalties presently
held or which may arise under existing option agreements or other interests in
unitized substances, covering the lands within the Unit Area in which the under-
signed may be found to have an oil or gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the

undersigned, his, her or its heirs, devisees, executors, assigns or successors
in interest.

EXECUTED this 29th  day of October , 1984 .
&Sg%_&&&\v
George W. Potter, Jr. N\
TRACT(S) 12,13,14 hddress: . 81Tl

Emily W. Potter
1239 West 61st Terrace

Kansas City, MO 64113

STATE OF MISSOURI )
ss.
COUNTY OF JASPER )
On this 29th day of October » 19 g2, , before me personally
appeared( i rto me known to be the persors described

in and who executed the foregoing instrument, and acknowledged thatin*wgfcuted
the same as h%ﬁefgee act and deed.

My Commission Expires: /%E)
January 19, 1988 ) a

Notary Public B.Laws - Newton County, Missouri

STATE OF )
- ) ss.
COUNTY OF )
On this day of , 1984 , before me appeared
, to me personally known, who, being by
me duly sworn, did say that he is the President of

, and that the seal
affixed to said instrument 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
acknowledged said instrument to be the free act and deed of said corporation.

My Commission Expires:

Notary Public

2



RATIFICATION AND JOINDER OF UNIT AGREEMENT

In consideration of the execution of the Unit Agreement for the Develop-

ment and Operation of the Pinon Unit Area, County of
nta Fe , State of New Mexico, dated s
19 84 , in form approved on behalf of the Secretary of the Interior, the

undersigned (whether one or more) hereby expressly joins said Unit Agreement and
ratifies, approves, adopts and confirms said Unit Agreement as fully as though
the undersigned had executed the original agreement.

This Ratification and Joinder shall be effective as to the undersigned's
interests in any lands and leases, or interests therein, and royalties presently
held or which may arise under existing option agreements or other interests in
unitized substances, covering the lands within the Unit Area in which the under-
signed may be found to have an oil or gas interest.

This Ratification and Joinder of Unit Agreement shall be binding upon the
undersigned, his, her or its heirs, devisees, executors, assigns or successors

in interest.

EXECUTED this 20th day of November , 1984 .

SANTA FE MINING, INC.

% { @resm%t 7%

TRACT(S) 15 Address: P. 0. Box 3588

Albuquerque, New Mexico 87190

STATE OF )
) ss.
COUNTY OF )
On this day of » 19 g4 , before me personally
appeared , to me known to be the person described

in and who executed the. foregoing instrument, and acknowledged that he executed
the same as his free act and deed.

My Commission Expires:

Notary Public

STATE OF __ NEW MEXICO ) . -
) ss.
COUNTY OF BERNALILLO )
On this 20th day of November , 1984 , before me appeared
R. T. Zitting » to me personally known, who, being by
me duly sworn, did say that he is the President of
SANTA FE MINING, INC. , and that the seal

affixed to said Lastrument is the corporate seal of said corporation, and that
said instrument was signed and sealed in behalf of said corporatiom by authority
of its board of directors, and said R. T. Zitting

acknowledged said instrument to be the free act and deed of said corporation.

My Commission Expires:

9/19/85

NOTARY PUBLIC - :
Notary Bond FMied with Secretary

My Commission Expires:



