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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 Dcvcl.dpmcnt Well) Drilled after discovery ..
unitized substances in paying quantities in the Unit Area,

“Approval of the Parties” or “Direction of tl'ro. Pdrlleb 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 materials 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 Authorizec} Officer (A0) , the Land Commissioner and
0il Conservation Commission (Division), including any person or person acting
under the authority thereof. ' SR

ARTICLE 2 .
EXHIBITS

2.1 Exhibits. The following Exhibits are wcorporated herem 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 th'e‘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 {
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, however, that in the absence of agreement, such
well may be Drilled under the provisions of Article 9. - -

ARTlLLF 5
hSTABleHME\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 wrilten objections are received, then such proposal shall be filed on the
date specified.

5.2 Objections to Proposal. Prior to the propesed filing date any Party may submit to all other
Parties written objections to such proposal. If, despite such objections, the proposal receives the Ap-
proval of the Parties within the proposed participating area, then the Party making the objections may
renew the same before the Geological Survey.

5.3 Revised Proposal. If the proposal does not receive 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 (60) days from submission of the
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first proposal, then Unit Operator shall file with the Geological Survey a proposal reflecting us nearly as
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 as provided in
Section 5.1, and the procedure with respect thereto shall be the same asin the case of aninitial proposal.

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

ARTICLE 6
APPORTIONMENT OF COSTS AND OWNERSHIP AND
DISPOSITION OF PRODUCTION AND PROPERTY

6.1 Apportionment and Ownership Within Partlupdtlng Area. Except as otherwise provided ir
Articles 8, 9, 11, and 12: . T

A. Costs. All Costsincurred in the developm.ent and operation of a participating area foror in
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 on an Acreage
Basis, determined as of the time such Costs are:jntyrred.

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
is allocated to any such tract shall be owned by-the Party or Parties having Committed Working
Interest or Interests therein in the same manner and subject to the same conditions as if actually
produced from such tract through a well thereon and'as 1fthxs Agreement and the Unit Agreement
had not been executed. .

C. Property. All materials, equipment, and other property, whether real or personal, the cost
of which is chargeable as Costs and which have been acquired in connection with the development or

operation of a participating area, shall be owned by the Partxes within such participating area onan
Acreage Basis.

6.2 Ownership and Costs Qutside Pdrtxupdtmg \er If 4 well Drilled {including the Deepeningor
Plugging Back thereof) within a Drilling Block established under the provisions of either Article 9 or
Article 10 is completed as a producer but not included within a participating area, then the following
provisions shall be applicable:

A. When All Drilling Block Parties Partxupate Ifall Parties within the Drilling Block shall
have elected to participate in Drilling and Comp*etmg such well, then said well, the Production
therefrom, and the materials and equipment therein or appurtenant thereto shall be owned by such
Parties; and all Costs incurred in the operation of such well and all Lease Burdens payable in
respect of Production from such well shall be borne and paid by said Parties. Apportionment among
said Parties of ownership, Costs, and Lease Burdens Shd“ be in the same proportions in which Costs
incurred in Drilling the well were borne.

B. When Less Than All Drilling Block Parties Participate. If any Partyv within the Drilling
Block shall have elected not to participate in Drilling or Completing such well, then the previsions
of Article 12 shzll be applicable thereto; and the relinquished interest of the Non-Drilling Party
shall revert to it in the same manner and under the same conditions as provided in Section 12.4 with
respect to a well which results in the establishment or enlargement of a participating area, except
that the proceeds or market value to be used in determining when such reversion shall occur shall be
the proceeds or market value (after making the deductions provided for in Section 12.4) of that
portion of the Production obtained from the well which, had the Non-Drilling Party elected to
participate in the Drilling or Completing thereof, would have been allocable. cn an Acreage Basis
within the Drilling Block, to the Non-Drilling Party: Upon reversion of the relinquished interest of
the Non-Drilling Party in such well, the provisions of §ecti0n 12.5 shall becorne applicable.

6.3 Cost Liability of Subscquently Created Int¢rests. Anything herein to the contrary not-
withstanding, 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 (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 are insufficient to cover such Costs, then the
Subsequently Created Interest shall be chargeable with a pro rata share of such Costs as if such
Subsequently Created Interest were a Committed Working Interest; and Unit Operator shall have the
right to enforce against such Subsequently Created Interést the lien and all other rights granted in
Section 15.5 for the purpose of collecting Costs chargeable to the Subsequently Created Interest.

6.4 Taking in Kind. Each Party shall currently, as produced, take in kind or separately dispese of
its share of Production and pay Unit Operator for any extra expenditure necessitated thereby. Exceptas
otherwise provided in Scction 15.5. each Party shall be entitled to receive directly all proceeds from Lhe
sale of its share of Production. Unit Operator shall timely make ull permitted governmental filings
relative to the price to be charged for gas; however, Unit Operutor shall not be liable if, through mistake
or oversight, it should fail to make any such filing or should make erroneous filings.

6.5 Failure to Take in Kind. Should any Party fail to take in kind or separately dispose of its share
of Production, the Party acting as Unit Operator shall have the rignt, revocable at will by the Puarty
owning such share, to purchase such share for its own account at not less than the market price

Y
B
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prevailinjz in the area for Production of like kind and quality, or to sell such share to others ut not less
than the price which it receives for its own share of Production; provided that all such sales shall be onty
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 and 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 clussification thereof as surplus, excepi
such right shall not apply to junk or to any item tother than tubular goods) having a replacement
cost of less than Seven Thousand Five Hundx,w Dollam ($7,500.00).

B. Surplus materials and equipment not div ided in kmd other than junk and any item (other
than tubular goods) having a replacement cost Qf_lcs,\.than Seven Thousand Five Hundred Dollars
($7,500.00), shall be sold to the highest bidder or bidders.

C. Surplus materials and equipment not dxsposed of in accordance with the preceding
provisions of this Section shall be disposed of as pzowded in Exhibit 1.

ARTLCLE'?
PLANS OF DEVELOPMENT
7.1 Submittal of Plans. Each plan for the developmentlénd operation of the Unit Area shall be

submitted by Unit Operator to the Geological Surv ey in accordance with the Unit Agreement and the
further provisions of this Article. ..

7.2 Proposal. Unit Operator shall initiate each proposed plan by submitting the same in writing to
each Party at least thirty (30) days before filing the same Wwith the Geological Survey. If, within the

30-day period above provided, such plan receives the Approval of the Parties or no written objections are
received, then such plan shall be filed. .

7.3 Objections to Plan.Within the 30-day period aboye 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 Geological 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 plan receives the Approval of the Parties within
sixty (60) days from submission of the first plan, then Unit Operator shall file with the Geological
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 case of an initial plan.

7.6 Notice of Approval or Disapproval. Ifand when a.plan has been approved or disapproved by the
Geological Survey, Unit Operator shall give prompt notice thereof to each Party.

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

7.8 Cessation of Operations Under the Plan. If any me approved by the Geological Sur\ey
provides for the cessation of any Drilling or other operation’therein provided for on the huppening of a
contingency and such 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 is 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. It iz the purpose of this Article to set furth e procedure tor Drilling
and Completing a Development Well.
8.2 Drilling. The Drilling of a Development Well shall be purzuunt to the procedure herein set
forth. i
A. Approval Required. The Drilling of a Developiment Well shall be subject to such Drilling
receiving the Approval of the Parties, unless the Drilling of the proposed well 1s necessary 16
prevent the loss of a Committed Working Interestin the tract of land on whicii the proposed well is to
be Drilled. Vote by any Party in favor of the Driiling of any such well shall not, however, be deemed
an election by such Party to participate in the Costs thereof but shalli mean only that such Purty
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" considers the Drilling of the well to be consistent with the efficient and economic development of the
participating area involved 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 Well therein '
giving to each of the other Parties within the participating area notice, specifying the location,
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,a. .hall
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 Rarties.

D. Notice of Election to Proceed. Unless all Parties within the participating area agree to
participate in Drilling such well, then, within fifteen (15) 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 well. Failure to glve bUCh notice shall be deemed anele ' ‘onnot to
participate in Drilling the well.

E. Subsequent Election. If election to Drill the proposed well is made, any Party within the
participating area who had not previously elected to participate therein may do so by notice given to
Unit Operator at any time before the well is spudded, in which event such Party shall be included in
the Drilling Party. However, such Party'shall be bound by any and all Directions and Approvals
theretofore given by the Drilling Party concerning the Drilling of the well.

F. Effect of Election. If one or more, but pot all, of the Parties within the participating area
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 Party, on an Acrcage Basis among them-
selves, or on such other basis as said Parties may specify;.

G. Rights and Obligations of Drilling Party and Non-Drilling 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 Completion of Development Wells Drilled to their
projected depths shall be governed by the following provisions:

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

B. Right to Attempi Completion. Each Drilling Party shall have the right to initiate a
proposal to attempt the Completion of such well and also shall be entitled to participate in the
Completion attempt. .

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 8.3 shall be allowed within which a Party entitled toc do so may initiate a
proposal to Complete. Any such proposalshall be initiated by giving notice thereof to Unit Operator
and to each Drilling Party. If no such proposal isinitiated 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 initiaié@; each Drilling Party 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 eJechon within said 24-hour period shall be
deemed an election 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 failed to do so as 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 C()n\tituting the Completing 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 weil for produttion.

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 al! Drilling Parties, the
provisions of Article 12 shall be applicable to such operation.

G. Notice Prior to Plugging. Before plugging and abindoning any Development 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 rotice
has consented to the plugging and abandonment of such well, in which event Unit Operator she all
plug and abandon the well for the account of the Completing Purty. Upon the giving of'such noiice,
the provisions of Article 11 shall apply.
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ARTICLE 9
EXPLORATORY WELLS

9.1 Purpose and Procedure. It is the purpose of this A.rtxcle to set forth the procedure for Drilling
and Completing an Exploratory Well.

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

A. Notice of Proposed Drilling. Any Party desiring the Drilling of an Exploratory Wellsui,and
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 informationg - 1}, in
its judgment, be proved productive by the Drilling of such well. Unit Operator and each Party
within the Drilling Block shall be furnished with a plat and description of the area so designated,
together with notice of the location, objective formation, estimated depth, and estimated cost of t}
proposed well. The location of the proposed well shall conform to any applicable spacing pattern
then existing or an approved exception thereto.-The Drilling Block shall include no land in an
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 any land within an active,
previously designated Drilling Block for such formatjon, The Drilling Block shall be considered
active for ninety (90) days after the designation thereof-and, if the actual Drilling .. a well is
commenced thereon within such period, until emher .

(1) the Completion of the well, if it is completed otherw.ae than as a producer of unitized
substances in paying quantities, either at its original projected depth or, if Deepening or
Plugging Back operations are conducted, at any other projected depth; or

(2) the filing with the Geological Survey of a proposal for the establishiment or revision of a
participating area if the Completion of the well results in the filing of such proposal.

B. Basis of Participation. Each Party within the Drilling Block shall be entitled to participate

in the Costs of Drilling the proposed well on an Acreage Basis but shall be required to do so only if it

notifies the other Parties within the Drilling Block. ofits \\.l“lngneab so to participate, as hereinafter
in this Article 9 provided.

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

Direction, then, at the expiration of said 30- day penod the proposed Drilling Block shall be
established as the Drilling Block.

D. Preliminary Notice to Join in Drilling. Within t'en {10V days after the establishment of the
Drilling Block, each Party within such Drilling Block shall advise all other Parties therein whether
or not it wishes to participate in Drilling the proposed well. If anv Party fails to give such advice
within said 10-day period, it shall be deemed to have elected not to participate in Drilling the
proposed well. If all Parties within the Drilling Block advise that they wish to participate in Drilling
the proposed well, then Unit Operator shali 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 {ifteen (15) days after expiration of the 10-day peiiod
specified in Subdivision D of this Section 9.2, each Party within the Drilling Block then desiring to
have the proposed well Drilled shall give to all other Parties therein notice of its election to proceed
with the Drilling of said we!ll. Failure o give such notice shall be deemed an election not to
participate in Drilling the 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 Ddrtmpate therein may do so by notice given to all
other Parties within the Drilling Block at any time heforé che well is spudded, in which evert such
Party shall be included in the Drilling Party. However, quch Party shall be bound by any and all
Directions and Approvals theretofore given by the Drxllmry Party concerning the Drilling of the
well.

G. Effect of Election. If one or more, but not all, of the Parties within the Drilling Block 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 Party, on an Acreage Basis among themselves, or
on such other basis as said Parties may specify.

H. Rights and Obligations of Drilling Party and Non-Drilling Party. Whenever an Explora-
tory Well is Drilled otherwise than for the account of al} Part.es within the Drilling Block involved,
the provisions of Article 12 shail be applicable to such operation.

9.3 Attemipted Completion. The attempted Completion of Expgloratory Wells Drilled 1o their
projected depths shall be governed by the following provisions:

A. Notice by Unit Operator. After an Exploratory Well has reached its projected depth and has
been tested, logued, and logs furnished to each Drilling Purty, but betore production pipe has been
set, Unit Operator shall give notice thereof to cach Driliing Party.

B. Right 1o Attempt Completion., Each Driiling Party shall have the right to inttiate a
proposal to attempt the Completion of such well and also shall be entitled to participate in the
Completion attempt.
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* C. Time and Manrer 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 participace in the
Completion attempt shall have a period of twenty-four (24) hours (exclusive of Saturdays, Sundavs,
and holidays) from and after receipt of such proposal within which to notify Unit Operate - hether
or not it elects to participate in the Completion attempt. The failure of a Party to signify itselection
within said 24-hour period shall be deemed an election not to participate in the Compietion attempt.

E. Effect of Election. The Party or Parties electing to participate in an attempt to Comg
well as above provided shall constitute the Completing Party for such operation. Each Party who
was entitled to make such election but failedto 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 aperation, if
successful, shall include Equipping the well for productxon

F. Rights and Obligations of Completing Party and Non- Completing Purty. Upon the com-
mencement of a Completion operation otherwise than for the account of all Drilling Parties, the
provisions of Article 12 shalil 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 Comp eting Party. Upon the giving of such notice,
the provisions of Article 11 shall apply. _ S

ARTICLE 10
, REQUIRED'WELLS

10.1 Definition. For the purpose of this Article, & 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 final dispesition of the appeal, Unit Operator shall
give each Party prompt notice of the result thereof.

10.2 Eflection to Drill. Any Party desiring to Drill, or to participate in the Drilling of, a Required
Well shall give to Unit Operator notice thereof within thirty (30) days 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 unlessit 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 as if 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 to.Drill % Required Well within the period allowed
for such election, and if any of the following alternativesis: avmlable 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 etfort to eftect such contraction; or

C. Termination. If the Required Well is o Subsequent Test Well, the Parties shall join in
termination of the Unit Agreement in accordance with its provisions.
10.4 Required Drifling. If none of the foregoing alternatives is available, Unit Operator shati Drill

the Required Well under whichever of the followiny provisions is applicable:

A. Development Well. [f the Required Weil 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 1s an Exploratory Well, the Drilling Block for =uch
well shall consist of all forty (40) acre subdivisions and lots of the Public Land Survey of which more
than one-half of the surfiace area is within a distance of 2,640 feet from the propused bottom hole
location of such well, but excluding therefrom all lands within any participating area theretuiore
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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 ot 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 eve., 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 ab'mdommT any ‘Well which has been Drilled toits Orty, .
projected depth but not completed as a pxoducer of unitized substances, Unit Operator shall give
notice of its intention to plug and abandon such-\x ellto each Drilling Party and Non-Drilling Party.

B. Rightto Initiate Proposal. Each Party who Partxcxpated in the Drilling of a well concerning
which notice is given in accordance with Subdivizibn 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 locatedg .y initiatea
proposal to attempt to Deepen or Plug Back such well; provxded 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 receipt 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 ifa Completion attempt was made or, if not, then for the account of
the Drilling Party. '

E. Electior. If a proposal to Deepen or Plug* Bac}\ 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 shaIl be deemed an election not to participate inthe
proposed operation.

F. Effect of Election. The Party or Parties electing to participate in an operation to Deepen or
Plug Back a well as above provided shall constitute thé Participating Party for such operation. Each
Party who was entitled to make such election but failed to do so as above 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, 63 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 bo"ne as part of the Costs incurred in
Drilling the well.

G. Rights and Obligations of Participating P.lrt\ (md 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 Pa rtl(‘lpatmu Area. Ifa 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 i1t
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 further terms and conditions as may be
agreed to by the Parties owning interests in the well immedintely 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 Attemipted Completion. The attempted Completion of wells Deepened or Plugged Back to
their projected depths, except wells Deepened or Plugged Back to a participating arey, shall be governed
by the provisions of Section 9.3, unless every Participating Party has consented to the plugging wnd

h)
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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 co'inph:ted 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 u 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 ta by all such Parties, Unit Operator shall give notice
thereof to each Party, if any, then having an interest in the well who did not join in such Approe
Any such non-joining Party who objects to abandonment of the well therein called Non-Ab: imndoning
Party) may give notice thereof to ail other Parties+herein 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 madg, the'Non-Abandoning Party or Parties shall
forthwith'pay to the Abandoning Parties their respective shares of the Salvage Value of the well.
Upon the making of such payment, the Abandoning Parties shall be deemed to have rehnquished 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-Abanrdoning 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 thé*well and plugging it when abandoned
(unless the well is taken over for Deepening or Plugging Buck as hereinafter 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 char gecomputed 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 tdl\en 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 Opcx itor 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 Decpening 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 Back operation. Within ten (10) days after receipt of
said notice, any such Party desiring the Deepening or Plugging Back of such weli shall give notice
thereof to Unit Operator and to each Party entitled to participate in the proposcd operation; and all the
provisions of Subdivisions E, F, and G of Section 11.1 shall apply in the saume 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 desire 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 abardon the well for the account of the Party or Parties owning the well.

ARTICLE 12
RIGHTS AND OBLIGATIONS OFF DRILLING
PARTY AND NON-DRILLING PARTY
12.1 Useof 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 Partv” and "Participating
Party” and “Non-Participating Pariy”, respectively, us nuch terms are used in Articies 8, 9, and I1.

12.2 Scope of Article. The richts and obligations of the Driflin:s Party and Non-Drilling Party with
respect to a well which is Drilled, Deepened, Plugged Back, or (‘Oln:‘!lkit‘d n(hex wise than for the account
of all Purties 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 weil is Drilled, Deepened, Pluy-
ged Back, or Completed otherwise than {or the account of all Purties entitled o participate therein. each
Non-Drilling Party, upon the commencement of such operation, shall be deemed to have relinguished o
the Drilling Party, and the Drilling Party shall own, all such Non-Drilling Party’s operating rights and
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wotking 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, theu the
operating rights and working interest relinquished by such Non-Drilling Party shall revert to 1t at such
time as the proceeds or market value of that portion of the Production obtained from the well afee - ~uch
relinquishment which is allocated o 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 &aid portion of the Production from sue'
well) shall e ual the total of the following:

A. 1060% of that portion of the Costs mcmred n Fqu)ppm" the well and in operating the well
after such relmqmshment and up to such time, thatwould have been charged to such Non-Driltling
Party had the well been Drilled, Deepened, Plugged. Bacl\ or Completed and Equipped for the
account of all Parties entitled to participate theréin.

. 500 -% of that portion of the Costs m_curred in Drilling, 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 Plufmed 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 Costsincurred 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 comipleted as a producer of unitized substancesasa
result of such Deepening or Plugging Back. :

12.5 Effect of Reversion. From and after reversion te a Non-Drilling Party of its relinquished
interestin 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 operating the well.

12.6 Rights and Obligations of Drilling Party. The Drilling Party for whom a well is Drilled,
Deepened, Plugged Back, or Completed shall pay and bear all Costs incurred therein and shall own the
well, the materials and equipment in the well or pertaining thereto, and the Production therefrom,
subject to reversion to each Non-Drilling Party of its relinquished interest in the well. If the well is a
Development Well or results in the estazblishment or enlargement of a participating area to include the
well, then, until reversion to a Non-Drilling Party of its relinquished interest, the Drilling Party shall
pay and bear {a) that portion of the Costs incurred in operating the well that otherwise would be
chargeable to such Non-Drilling Party, and tb) all Lease Burdens that are p‘uv'xbie with respect to that
portion of the Production from such well which is aliccated to the acreage of such Non-Drilling Party. 1f
the Drilling Party includes two or more Parties, the burdens imposed upon and the benefits ceeruing to
the Drilling Party shall be shared by such Parties cn 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 'A"reemont with respect to any well and
Production is had from such well, Unit Operator shall furnish each Non-Drilling Party. upon itsrequest,
all information referred to in Subdivision F of Section 161 and, i in addition, the following:

A. anitemized statement of the Costs of the operation in which the Non-Drilling Party did ot
participate; and

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

12.8 Stand-By Rig Time. Stand-by time for the rig on a well for the period of time allowed for the
initiation of a proposal and for the response there to shall be charged and borne as part of the Costs
incurred in the operation just completed. Stand-by time \Ul)\kulu it to said period of time shall be
charged to and borne as Costs incurred in the propused operation, untess no Party elected w purticipate
therein.

12.9 Subsequently Created Lease Burdens. Anything hercin wo 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 vut of its Commitied 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 ree and clear of any =uch burden,
and the Non-Drilling Party who created such burden shall hold the Drilling Party harmless with respect
thereto.

1u
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! - ARTICLE 13
ADJUSTMENT ON ESTABLISHMENT OR CHANGE OF
PARTICIPATING AREA

13.1 When Adjustment Made. Whenever, in accordance with the Unit Agreement, a participating
area is 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, revisivn, 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 uge - te well
shall be deemed to have been incurred on the date the well was Completed.

13.2 Definitions. As used in this Article 13:

“Usable well” within a resulting area means «*well which is either (1) completed m .
capable of producing unitized substances from a pool or zone for which the resulting arca was
created or (2) used as a disposal well, injection well, or otherwme in connection with the production
of unitized substances from such resulting aréa.

B. “Intangible value” of a usable well thhl.o.a'r_esulting area means the amount of those Costs
incurred in Drilling, Completing, and Equipping such well, down to the deepest ps .. 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) 9-5_% per month for 2 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 dcquired 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.

D. *“Value” of tangible property means the anfount 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 speciﬁcd in Seciuon 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 usakle wells shail 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

Il Parties within the resulting area on an Acreage Basis.

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 (including 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 thereol) which is so
apportioned to the resulting area shall be included in the adjustment made as of the effective date of
such resulting area in the same manner as is the value of tangible property serving only the

resulting area.

D. The credits and charges above pmvuhd or shall e made Ly Unit Operator in such manner
that an adjustment shall be made for the intangible value of usabie wells separate and spart from an
adjustment for the value of tangible property. On cach sach adjustment, cach Party who is charged
an amount in excess of the amount eredited to it hall piay o Unit Operator the amount of such
excess, which shall be considered us Costs chargeabie tv such Party for all purposes of this
Agreement; and such amount, when received by Unit Operator. shall be distributed or eredited to
the Parties who, in such adjustment, are credited with amounts in excess of the amounts char ru.d 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 Exhd. 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 sv~
participating area which, prior to the effective date of such contraction, was defivered to such # . 0
with respect to such excluded interest, less the 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 previous adjustment or adjustments made upon
the establishment or revision of such participating frea. 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 rotal 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 davelopment 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 «2) the total
amount credited to 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 par-
ticipating area. )

D. Ifthecharge provided for in Subdivision Cof this Section 13.4 isequal 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 Cis in 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 exciuded
interest. -

13.5 Ownership of Wells and Tangible Property. From and after the effective date of a resuiting
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 that i in 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 rezulting 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 area on the effective date thereof hus not
reverted to it prior to such effective date, then insofar, butenly insofar, as they relate to such well, the
adjustments provided for in Section 13.3 shall be subject tothe 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 Drilling of the well was commenced, if the well
was Drilled as a Development Well, or (2) the Committed Working Interest or Interests of such
Non-Drilling Party which entitled it to participate in the Drilling, Deepening, Plugging Back, or
Completion of the well, it it was Drilled, Decpenced, Plugged Back, or Completed otherwise thanasa
Development Well. However, such Non-Drilling Party shall be charzed with such part, ifany, cf the
value of such well as is chargeable 1o 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 hiive 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 Partv. Any balance of such excess over the amount necessary to complete such
reimbursement shall be credited to such Non-Drilling Party.

ARTICLE 14
SUPERVISION OF OPERATIONS BY PARTIES

14.1 Right of Supervision. Each operation conducted by Unit Operator under this Agreement or the
Unit Agreement shall be subject to supervision and control in accordance with the succeeding pro. .sions
of this Article 14 by the Parties who are chargeabie with the Costs thereof.

14.2 Voting Control. In the supervision of an operation conducted by Unit Operator, the “arties
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. Exceptasprovided for in the Unit Agr cement and except as otherwise specified @
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 _ 63 ¢ 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 .65 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 _ 354 but less than 50% 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 onlv 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 or in 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 pelcent age is specifically required.

14.3 Meetings. Any matter which is proper for conmdemtlon 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 Mceting. 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 shall 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
130) 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 1o each Paxt) cmuled 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 toall 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 designationofa
representative or alternate representative may be revoked at any time by notice given to all other
Parties, provided such notice designates & new representative or alternate representative, as the case
may be.

14.6 Audits. Audits may be made of Unir Operator's re.'cords and books of account pertaining to
operations hereunder, as provided in Exhibit 1. - ' .

14.7 Extraneous Projects. Nothing contained.in this Agreement 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. Subject to the Himitations set forth in 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 empioyed by Unit Gperator in the conduct of operations hereun-
der shall be the employees of Unit Operator adone: and their working hours, rates of compensation, und
all other matters relating to their empioyment shall be determined solely by Unit Operator.

15.3 Non-Liability. Unit Operator shall not be iiable to any Party for anyvthing done or omitted fo
be done by it in the conduct of operations hercunder, except in caze 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 lung as, performance thereofis prevented by fire, action of the clements, strikes orother
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,
or local, 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 Committéu Jorking
Interests, its interest in all jointly owned materials, equipment, and other property, and itsinterest ir
all Production, as security for payment of Costs chargeable to it, together with any inteme<* 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 actionat law oringg™™
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.dl -
addition to the foregoing, and not in limitation't}iereof, upon default by any Party in the paymente.
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 tffe ginount owing by such Party, plus interest at the

<imdm interest ¥ per annum until paid. Each such pur,c.haseij shall be entitled to rely upo& _ nit Operator’s
ite statement concerning the existence and amount of any such default. None of the remedies or rights

specified above shall be deemed exclusive, and-the.exercise of any such remedy or right shall not be
deemed an election of remedies and shall not affect enforceability of the foregoing lien or security

nlicable interest.
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15.6 Advances. Unit Operator, at its election, shall'have the right from time to time to demand and
receive from the Parties chargeable therewith payment in-advance of their respective shares of the
estimated amount of Costs to be incurred during any month, which right may be exercised only by

w 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 annumuntiil paid. Proper adjustinent
shall be made monthly between such advances and Costs, to the end that each Party shall bear and pay
its proportionate share of Costs incurred and no more. Unit Operator may request advance payment or
security for the total estimated Costs to be incurred in a particular Drilling, Deepening, Plugging Back,
or Completing operation and, notwithstanding any other provisions of this Agreement, shall not be
obligated to commence such operation unless and until such advance payment is made or Unit Operator
is furnished security acceptable to it for such payment by the Party or Parties chargeable therewith.

15.7 Use of Unit Operator’s Drilling Equipment. Any Drilling, Deepening, or Plugging Back
operation conducted hereunder may be conducted by Unit Operator with its own tools and equipment,
provided that the rates to be charged and the applicable terms and conditions are set forth in a form of
drilling contract which receives the Approval of the Party or Parties chargeable with the Costs 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 Commitied Working Interest, the Party acting as Unit
Operator shall have the same rights and cbligations hereunder as if it were not Unit Operator. In each
instance where this Agreement requires or permits a Party to give notice, conseat, or approval to Unit
Operator, such notice, consent, or approval shall be deemed properiy 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. a

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 arca 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. Paymentof Costs. Pay all costsincurred in operations hereunder promptly 2s and when due
and payable and keep the Committed Working Interests and all property used in connection with
operations under this Agreement free from liens which may be claimed for the payvment 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.

H
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. *E. Records. Keep full and accurate records of all Costs incurred and of all controlluble
materials and equipment, which records, and receipts and vouchers in support thereof, shall be
available for inspection by authorized emplovees 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 (810,000, 00, (2) copies of all drilling reports, W. . 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 Partics withinthe 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 access to the Unit Area at all times and to the derrick
floor of each well Drilled or being Drilled Fereunder; 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 hay.eacce.ss at reasonable times to information and
data in the possession of Unit Operator concerning Unit 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, ifa‘n'y,.as isdescribed in Exhibit 3 or asreceives
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 coﬁtractors engaged in operations under this
Agreement to comply with the Workmen's Compensation'Law of the State in which the Unit Area is
located and to maintain such other insurance as may 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. 7

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 suitable equipment and
personnel, under written contract between Unit Operator and the contractor, =t 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 A7 - 0
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. ChangeinOperations. 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 estimarted to require an expendi-
ture inexcessof _Twenty-rive thousand . Dollars325,400.00; provided, however, that (1)
Unit Operator is authorized to make ali usual und customary operating expenditures that are
required in the normal course of vroducing operations, 12) whenever Unit Operator is authorized to
conduct a Drilling, Completing, or Deepening or Plugging Back operaiion, 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 3 in case of emergency, Unit
Operator may make such immediate expenditures as may be necessary for the protection of life or
property, but notice of such emergency shall be given to all Parties as promptly as reasonubly
possible. .

C. Partial Relinquishment. Make any partial relinquishment of its rights as Unit Operator,
appoint any sub-operator, or execute any Designation of Agent.
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Oo\ctblgment of Claims. Pay in excess of .. ™7 chousand Doilars
(8- *.U Y YTinsettlement of any claim (other than Workmen's Comipensation claims) for injury to

or death of persons or, for loss of or damage to property. zul claims qr Su1tS inv 'olv;m(é title.
any :Lriterc t subjoct, to this agrecment. shall be freated as a claim or sdit agams
Jeterminations. Make any of the determinations prov1dcd in the Unit Agreement to beall carti

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

ARTICLE 18
TITLES
18,1 Representationof Ownership. Each Party representsto allother Parties that, tothe hesr of its
knowledge and belief, its ownership of Committed Working Interests in the Unit Area is that set out in
Exhibit B to the Unit Agreement. If it develops that any such ownership isincorrectly stated, the rights
and responsibilities of the Parties shall be governed by the provisions of this Article 18, but v~
erroneous statement shall not be a cause for canceling or terminating this Agreement.

18.2 Title Papers to be Furnished.

A. Lease Papers. Each Party, after exectiting 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 &\: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, atits 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 reeond.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 whlch 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 cirrent 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) IfIndianlandsare involved, status reporis‘ofc.u'rrent 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 materiais lisied in Subdivision B of this Scction 18.2 not previcusly
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 2 participating area, each Party shall promptly furnish Unit
Operator all the title materials iisted in Subdivision B of this Section 18.2 not previously furnished,
relating to all its Committed Working In:terests in the lax ds 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 atiorney 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)davs, 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 (153 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 turnishes materials for title exami-
nation pursuant to Section 18.2 shall have the right to examine il materials furnished Unit Operator. [f
such additional, 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 is'
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
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examination area are'owned by more than one Party. ro Drilling shull be conducted in such area until
titles to the Committed Working Interests therein have reccived 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 lunds outside a -
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 Interesis within such title examination area have
received the Approval of the Parties therein. In the event Approval of the Parties is not obtaines . - 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 lqnds within the Drilling Block (if one &~
been established) or within the title examination area tin all other instances) had been obtained, and (b)
shall also be deemed to have given its approval to the tiz)es to all lands within the Drilling Block (if one
has been established) or within the title examination area (inall other instances).

18.6 Approval of Titles Prior to Inclusion of Land in a Participating Area. Where the Committed
Working Interests within a participating area are ¢Whed by more than one Party, no¢ - mmitted
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 upon any enldrgement thereof.

18.7 Failure of Title to Committed W orkmg Interest Bcfore 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 allother Parties from and against any and
all liability on account thereof.

18.8 Failure of Title to Committed Working Interest After Approval. If title to a Committed
Working Interest which has received the Approval of the Parties under Section 18.5 fails in whole or in
part at a time when the tract affected thereby is within an active Drilling Block or within a Drilling
Block upon which a well has been completed 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. the loss, the cost of litigation, and any ensuing liability shall be borne by the Parties having
interests in the affected participating area or Drilling Block tincluding 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 whoseé 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 recetving
same.

18.9 Joinder by True Owner. If title to a Committed Working Interest fails in whole or in part, such
Committed Working Interest shall no longer be subject t6 this Agreement or the Unit Agreement. The
true owner of a Committed Working Interest, titie to which has failed, may join in this Agreement or
enter into a separate Operating Agreement with the Partjes 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 und 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 Approvai 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 fec all or any part of the vil and gas rights in any tract
within the Unit Area which is not subject to any oil and gas lease or other contractin the nature thereof,
such Party shall be deemed to own a Committed Working Interest in such tract and also a royalty
interest therein in the same manner as if such Party's oil and gas rights in such tract were coverad by the |
form of oil and gas lease uttached as Exhibit 5

19.2 Execution of Lease. In any provision of this Agrecmment where reference 1s made to an
assignment or conveyance by any Party of its Committed Working Interest to any other Party, each such
reference asto any Party owning an unleased interest shall be interpreted to mean that such Party shall
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execute an oil and gas 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 (other 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& “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 sharé of Production shall be obligated for a..,
and all payments, whether in cash or in kind, aceruing to any and all Lease Burdens, net profits
interests, carried interests, and any similar interestpayable with respect to such share or the proceeds
thereof; provided, however, at any time any such Party entitied 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 shjlt, 'upon request, be distributed tog~h Party.

20.3 Lossof Committed Working Interest.Ifa Commltted Workmrr Interest is lost 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 Committed 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 thereofor 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 hercunder shall be charged to and borne by the Parties owning the same in proportion o
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 horne by the Parties in proportion to their ownership in
the Committed Working Interests or unitized substances (as the ciise may be) upon which or with respect
to which such taxes are paid. All reimbursements {rom owners of Lease Burdens, whether obtained in
cash or by deduction from Lease Burdens, on account of any taxes paid for such owners shall be paid or
credited to the Parties in the same proportions as such taxes were charged to such Parties.

21.3 Transfer of Interests. In the event of a transfer by one Party to another under the provisions of
this 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 asin
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 cach shall bear the percentage of such taxes which is proportiorate to that portion of
the taxable period during which it owned such interest..

21.4 Notices and Returns. Each Party shall promptly‘furnish Unit Operator with copies of notices,
assessments, levies, or tax statements received by it pertaining to the taxes to be paid by Unit Operator.
Unit Operator shall make such returns, reports, and statements as may be required by law in connection
with any taxes above provided to be paid by it and shall firnish 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 cwner of any substantial interest in a tract within the Unit Area
fails or refuses to join in the Unit Agreement, then such truct 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 atl payments and habilites
accruing to the owners of uncommitted interests in such tract =hall 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 thercof to each Party affected by the demand.

23.2 Demand for Failure to Drill a Development Well. If the demand lm‘ compensatory rovattios
results from the fuilure to have Drilled a Development Well und such well is not Driiled, then Unit

in
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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 swned on an Acreage Basis by all the Parties within
such participating area and if, within thirty (30) days after request therefor by any interested Pag!
method of measuring the Production from such well without the necessity of additional faeilities does
not receive the Approval of the Parties. then Unit, Operator shall install such additional tunkage, flow
lines, or other facilities for separate measurement of.the unitized substances produced from such well as
Unit Operator may deem suitable. The Costs of such facilities for separate measurement shall be
charged to and borne by the Drilling Party for such 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 fram the sale thereof or, if not scld, the Salvage Value
thereof, shall be treated in the same manner as proceeds of P.;‘Qduction 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 underfske 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 atfected
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 otherivise treat Produetion, 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 sSale by Unit Operator. If Unit Operator sells dll its 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 uny Committed Working Interest shall be effective
unless the same is made expressly subject to the Unit Agreement and this Agreement and the transferee
agreesin writing to assume and perform all obligations of the transferor under the Unit Agreement uind
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 sceurity for indebted-
ness. -

26.3 Effective Date. A transfer of Committed Working Interests shall not be effective asamong 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 obligations
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 wcerued obligation.

ARTICLE 277
RELEASE FROM OBLIGATIONS AND SURRENDER

27.1 Surrender or Release Within Participating Avea. & Committed Working Interest in land
within a participating area shall not be surrendered except with the cansent 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 purticipate in the Drilling, Deepering.
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 conveving to all other Parties within such participating area all Commit-
ted Working Interests owned by such Party in lands within the participuting 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 Retease Outside Participating Area. Whenever a Party or Parties
owning 100% of the Committed Working Interest in any trait 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 assigm- nt of
such Committed Working Interest by giving the Party or Parties desiring to surrender notice of election
so todo within thirty (30)days afterreceipt of notice of the desire to surrender. If such election is made as
above provided, the Party or Parties taking the assignment (which shallbe taken by them in pmgortion
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«
Committed Working Interest, which payment shal] 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 1005 of the Committed Working Interest
in any tract desires to surrender itsinterest therein, ucﬁ-mterest may be acquired by the gther Party or
Parties owning Committed Working Interests in said tract without notice bei ng given 1o 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 an assignment or surrender in accordance with Section
27.1or Section 27.2 shall not be relieved of itsliability 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 assignment or'surrender, except to the extent that the
Party or Parties receiving such assignment shall assume, with the Approval of the Parties. any and al!
obligations of the assigning Party under this Agreembnt 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. intentio'n of the Parties to create, nor shall this
Agreement or the Unit Agreement be construed as cr eatmg a mining or other partnership or associa-
tion between the Parties or as rendering them liablé as pdl'ners 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 Areaislocated 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 such election, Unit Operatoris 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)(ii) will apply, and no Party will file an apphcatxon under Federal Regulations Section
1.761-2(b)(3)(i) to revoke said election.

ARTICLE 29
_ NOTICES

29.1 Giving and Receipt. Whenever arig 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 to whom the same is directed.

29.2 Addresses. For the foregoing purpoeses, each Party's address and teie piw;nc number snall be
deemed to be the address and telephone number set-forth under or ()[)[)()\ALU f1s shrnature hereto, unless

and until such Party specifies another address or telephone mumber by nut less tl\u ten 10 days’ prior
notice to all other Parties.

ARTICLE 5o

EXECUTION
30.1 Counterparts. This Aureement 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 exect.ted by the execution and delivery of a good and
sufficient instrument of ratification, adupting 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,

. o 1= s
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30.3 Effect of Signature. When this Agreement is executed by two Parties, exceution by cach shadl
be deemed consideration for execution by the other, and each Party theretotore or thereafter executing
this Agreement shall thereupon become and remain bound hereby until the termination of this Agrec-
ment. However, if the Unit Agreement does not become effective within twelve 112) 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 benefitof alld  ties
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

\Rll( LE
HEADINGS FOR’ (.()\\ E '\I-L\LI

32.1 Headings. The Table of Contents and the headings used in this Agreement are inserted for
convenience only and shall be disregarded in construimyg®this Agreement.

ARTICLE 3D -
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 uffecting the
conduct of operations within the Unit Area or to appeal from any such order.

ARTICLE 34-.
SUBSEQUENT JOINDER
34.1 Prior to the Commencement of Operations. Prior to the commencement of operations under
the Unit Agreement, all owners of working interests i the Unit Area who have joined the Unit
Agreement shall be privileged to exccute or ratify this Agreement.

34.2 After Commencement of Operations. After commencement of operations uncer the Unit
Agreement, any working interest in land within the Unit Ar ca which is not then committed hereto may
be committed to this Agreement and to the Unit Agreenient upon such reasonable terms and conditions
as may receive the Approval of the Parties.

ARTICLE.I;S T
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 carrving Party executes this
Agreement, be deemed to be, for the purpose of this %nrnemem a Committed Working Interest owned by
the carrying Party. :

ARTICLE 36
EFFECTIVE DATE AND TERM
36.1 Effective Date and Term. This Agreement shall become effective 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 reiieve 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 dispositivn of materials and equipment
shall continue in force until all materials and equipment owned by.the Parties have been disposed of and
until final accounting between Unit Operator and the Parties 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 57
()'l‘IIhI{ PROVISIONS

37.1 METERING OF PRODUCTION: 1If a diversity of thoe working ilnterest Owne¥ ™ 1p
in production from a lease subject to this agreemeont occurs as a result of
operations by less than all parties pursuant to any provision of this agreement,
it is agreed that the oil and other hydrocarbons plocuced Zrom the well ;v
wells completed by the consenting party or parties shall be separately mzasured
by standard metering equipment to be properiy tested pericdically for accuracy,
and the setting of a separate tank battery will.not be requirced unless the g
of the producticn or govermmental requ-atory body having jurisdiction will not
approve metering for separately measuring the production.

o

37.2 PRIORITY OF OPERATIONS. Whenever therr. is more than one oroposd. in
connection with any well subject to this agreciont, such prO"osals shall ke
considered and disposed of in the following order of priority:
(a) Drilling the well to its authorized do ptb t Cﬁotlnc a completion
including testing and logging of such aﬁil aL such depth shall have first
priority over all operaticns.and prorcos als:

(b) A proposal to plug back a well shall prefail over a provcsal tc deepen
or sidetrack such well; if there is more than one proposal to plug
back, the proposal to plug back to the next deepest prospective interval
shall have priority over proposal (s) to olug back to shallower
prospective intervals; ' -

(c) A proposal 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

v

(e) Proposals of the same type and to the same depth shall be given
precedencz in the order in which they werc made.

Lascr



’
+

'Foun 2 (Civided Interest)
February, 1980

first above written.

Date of Execution:
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.-\cidr;;:

Telephone:

Date of Execution:

Address:

Telephone: . I
Date of Execution:

Address - AU .
Telephore. - — _

Date of Execution:

Add:ess:

'féiephone:

Weorking

A.t-testz

INEXCO OILCOMPANY

By

Attest: | . . .
rert E. GCull, Jr.

Asst. Scc.

By _--.

President

Seeretary

Attest:

By

Attest:

President

Secretary

Interest Owiners

INWITNESS WHEREOF, this Agreement has been executed by the Parties as of the day and vear

7

’
i
[N
~

;

William G. Goodwin, Vice President-

/



COrvy — Y

. . cccammended by Tre
: v N e . 1 ~

x_ﬂﬁ ” ' Czaurcit 3t Petrcielm
[ptacizeeli 501, TULSA 74101 ‘ ( Aczauntents licieties of

Neorth Amer.ca

EXHIBIT ot

Attached to and made a part of ‘UIndx Cpvraring Pgreoment"Arroyo Del
-Macho 1Ini+ Droa. Choves Canptsr . NAns Mased e

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint Property” shall mean the real and personal propérty” subject to the agreement to which this Accem ...z
Procedure is attached. - S

.
"Jo_mt Operations” shall mean all operations necessary ot proper for the developmen:, operation, protection and
rnaintenance of the Joint Property. D

17}

“Joint Account’” shall mean the account showinz the charges raid and credits recelved in the conduct ¢f the Join:

Cperations and which are to be shared by the Parties. . . - . -

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

“First Level Sugervisors” shall mean those emplovees whose primary funciion in Joint Opera:ions is the direc:
supervision of other employees and/or contract labor-directly employed on the Joint Progerty in a fi eld operat-
ing capacity. . : '
“Techrical Employees” shall mean those empioyees having special a"*' sgecific ergiA eering, geological or other
professional skills, and whose primary function in Joint Ooeraucn i3 the han

tions and problems for the benefit of the Joint Progerty..
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ific operating condi-
“Personal Expenses” shall mean travel and other reasonable reimbursable exgenses of Operator’s emplovees.

e
“Material” shall mean personal property, equipment cr suzglies acquired or neld for use on the Joint Property.

“Controllable Material” shall mean Material which at the tirme is-so classified ir ater:ial Classification Manual

'-\ e
cn N [
‘as most recently recommended by the Courcil of Petroleum Actountants Societies :' \or.n America.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of éach month for their propor:ionate share of the
Joint Account for the preceding month. Such bills will be accon npanied by statements which identify the author-
ity for expenditure, leass or facility, and all charges and credits,.summarized by approgpriate classifications of in-
vestment and expense except that items of Controilable Materiz! and unusual charzes and credits shall e sep-

arately identified and iully described in detail.

Advances and Payments by Non-Operators

Unless otherwise previded for in the agreement, the Ope*“or may require ihe I\'o O erators tc advance tne:r
share of estimated cash outlay for the succeeding month's cperation. Operator shall adjust each mon:hly biiling
to reilect advances received from the Non-Operators. .

._4
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Each Non-Cperator snal. pay its proportion o f bills witiiin fi‘-‘eon (13) days aiter receipt. If payment is not

|
made within such time, the unpaid balance sh 1 bear interest monthly at the rate ol twelve percent (127:) zer
annum or the maximum contract rate permiiied by the applicabie usury laws ia the state in which the Joint
B

La
Droperty is located, whicrnever is tae lesser lus attorney’s fees, court costs, and other oosts in connection with

the collectien of unpaid amounts. .

Adjustments

Payment of any such tils shall rot prejudice the right of any Non-Cperator to
ness thereof; provided, however, all bills and statements rexdered to Non-Op
calendar year shall conclusively be presumed to be true and’ ¢ rrect after t.xe
the end of any such czlendar year, unless within the said twenty-‘our (24) mon a
written exceptiion thereto and maxes claim on Orperator for adjusiment. No adjustme \voTa
1

ruestion the corregt-
eralor curing any
} months following
.\O 1-Operator ta.\ 3
ole 10 Operator shall
pn shall not prevent
in Section V.

be made urnless it is made within the same prescribed pericd. The provisions of this gara
adjustments resulting from a physical An"e...o*" of Controllablz Material as provided fo

Audits

A. Non-Operator, upon notice in writing to Gperator and all other Non-Ogerators, sh mi ;
rator's accounts and records relating to the Joint Account for any calendar year within
period following the em. of such calendar year; provxded, Loweaver, ""c m:-.i

ing
time for the (3king of written exception

Secticn I. Where there are two or more MNoo
conduct joint or simultaneous audiss in
tor. Qrerator shall tear rno gortion of tn
w0 by the Operator.

Approval by Non-Operators
There an approval or cther
tions of this Accounting ?
o contrary provisions in
the agreemen?t Or aspliova
I0Is.
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II. DIRECT CHARGES

Jperator shall charge the Joint Account with the following Ltems
o Y

Rentals and Royalties

Lease rentals and royalties pald by Operator for the Joint Cperations.

Labor

A. (1) Salaries and wazes of Operator’s field employees directly employed on the Joint Prozert
of Joint Qperaiions.

v In the conduc?

(&)
~—

Salaries of First Level Supervisors in the field.

(
(3) Salaries and wages of Technical Employees directly empicyed on the Joint Property if su. . charges ...
excluded from the Overhead rztes.

B. Operator’s cost of holiday, vacation, sickness and disatility benefits and other customary allowances paid to

employees whose salaries and wages are chargeable o the JQint Account under Par ra:h 2A of this Sartion
II. Such costs under this Paragraph 23 mayr be charged on a+'when and as paid basis” or by “pedee.. .. as-

sessment” on the amount of salaries and-wages chargeable to the Joint Account uncer Paragraph 2A.0; this
Section II. If percentage assessment is used. the rate sfall Be dased on the Operator’s cost experience.

C. E:<pgr.ditures or contri,bu ions made pursuant to assessments Imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint "Account under Paragrapns 2A and 2B of this Seec-
tion II. BT

7Y

D. Personal Expenses of those employees wnose salaries and 'wages are charzeable to the Joint Account under
Paragraph 2A cf this Section Il o

Employee Benefits -0

Qperator’s current costs of estaklished plans for employees” group life insurance, hospitalization. pension
tirement, stock purchase, thrift, tonus, and other berefit plans.of ature, appli cable 0 Oge
cost chargeable to the Joint Account uncder Paragraphs 23 and 2B of this Section II shall ze OD
cost not to exceed twenty per cent (20¢%). ’

1o
erator’s actuz!

Material

Material purchased or furnished by Operator for use cn he Joint Property as provided under Section IV. Oni
such Material shall be purchased for or transierred to the Joint P operty as may be required for immediate us
and is reasonably practical and cornsistent with effi cem and edonomical operations. The accurmulation of sur-
plus stocks shall be avoidef‘.

Transportation

.

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

be made to the Joint Account for a disiance grester than the disiance irom the nearest reliable supply sto

recognized barge terminal, or railway recexvmg point where like material is normally available, uniess agreed
to by the Parties. ’

A. If Material is movec to the Joint Property from the Cperatdr's warehouse or other properties, no cnarga shall
tor

B. If surplus lMaterial is moved to Ogperator’s warehouse or ‘o’i‘ér storage pO'm no charge s
Joint Account for a distance greater than the distance to. the nearest reliatle supply store, recon"ized barge
terminal, or railway receiving point unless agreed to by the Par::es. No chargs shal
count for moving Material to other properiies belonging to Operator, unless a
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C. In the application of Subparagraphs A and 2 above, there shall te no equalizaticn of actual gross trucking ces:
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equipment and utilities r“ox.ue
Paragraph 9 of Section II and Paragraph 1. i of Secho.. I
tract services of technical personnel directly engaged on

) o osuct T X .
Overhead rates. The cos: of professional consuliant services or coniract services ol tachnical gersonne! not di-
rectly engazed on the Joint Property snall no: be charged ta the Joint Account unless previously agreed to Ly

the Parties. .

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of O;:e‘:atur owned eqw;p
mensurate with costs of ownership and operation. Such rates shall include co
operating expense, insurance, taxes, depreciation, and interest on inves:ment
per annum. Such rates shall not exceed average commercial rates cur:en:ly
of the Joint Property.

s at rates com-
e airs, other
11 zer cent (89%)
immediate area

B.. In .leu of charges in Paragraph 7A akove, Operator may =2lect to use average ¢
the immediate area of the Joint Property less 20¢%. For auiomc w1
published by the Petroleum Motor Transport Associaticn.

ive equimimer

Damages and Losses to Joint Property

\r or "eo.uce'm".: o
the' , acc ce'\t or o -

All costs or expenses n
ages or .0sses incurred
gross negligence or willful misceonduc Zera

incurred as soon as practicadie aller a report t“ereoi has been racarve

Legal Expense

Expense of hancling, investizating ar‘C sawtling litigation or claims, discharzing of llens. payment of judzments
and zmounts taid for setilemen: of claims incurred in or resul {rom ogerations und the agreemant or
necessary to protect or recover the Jcint Property, exc2si 'hat ne charge for services of Crerater's legal st

or {ees or exgense of outsice attorneys sha : . aJr Pariies. All cther lezal
expense is consicered to Te covered by n: ) rwise agresd 0 by ne2

Parties, except as provided ia Section 1



e

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 therefrcm, and which taxes have heen paid by the Ogperator for th be nefit of the
Parties. :

Insurance

Net premiums paid for insurance reguired to be carried for the Joint Operations for the orotection of the Par-
ties. In the event Joint Operations are conducted in a state in which Ogerator may act as sell-insm... for Work-
men’s Compensation and, or Employers Liability uncer the respective state’s laws, Opwator may, at its elegti: 3,
include the risk under its self-insurance program and in that event, Operateor shall inciude a charge at Operde
cost not to exceed manual rates.

Other Expenditures

Arny other expenditure nct covered or dealt with in the foregoing provisions of this Section II, or in.Section III,
and which is incurred by the Operator in the necessary and pro;e." conduct of the Joint Operations.

II. OVERHEAD
Overhead - Drilling and Producing Operations )
L As compensation for administrative, supervision, ofiicé fervices and warenousing costs, Ogerater shall charge
drilling and producing operations on either: T
( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B. .

.

Unless otherwise agreed to by the Parties, such charge shall ‘be in Heu of ccsts and expenses of all oifices
and salaries or wages plus applicable burcens and expenses of all personnel, except those directly chargeable
under Paragraph 24, Section II. The cost and expense of services from ouiside sources in coanection with
matters of taxation, traffic, accounting or matters kefore or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III urnless such
cost and expense are agreed to by the Par:ies as a direc: charge to¢ the Joint Account.

ii. The salaries, wages and Personal Expenses of Technical Em'*loyees and.or the cost of professional consultant
services and contract services of techinical personnel directly 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*.ying‘rates per well cer menth:
Driling Well Rate $ $3,108.00 _ ’
Producing Well Rate $ $ 376.00 _ .

(2) Application of Overhead - Fixed Rate 3Basis shall zé as folicws:

(a) Driiling Well Rate

{1] Charges for onshore drilling wells shzll begin on the date the well is spudded and terminate on
the date the drilling cr comgieticn rig is released, whichever is later, except that no charge shall
te made during susgension of drilling orerations for fifteern (13) or more consecutive days.

{2]) Chargss for cflshore drilling wells shall begin on the Zate when drilling or completion = (’Lup
rrives on location and termingte on the c.'.:ze the cdrilling or comple:ion eq

tion or rig is released, whichewver occurs iirst, except that no ch

sion of drilling operations for fifteen (15) or more consecutive cia

uipment moves oif loka-

{31 Charges for wells undergoinz any type of workover or rec ﬂm;\“-’.io: for a periwed
secuti"e days or more shall be made at the drilling well rate. : a
o

he pericd from date workover operations, with rig, ccmmern e of rig release, t
hnt no charge shall be made during suspen s,or of operations :o- z::‘.een 13) or more cons<cut ‘e
days.
{b) Procducing Weil Rates . _ ..

[1] An active well either procuced or injected into for'any portion of tie month shall be censidered
as a cne-well charge for the entire month.

[2] Each active completion in a multi-compieted well in which production is not commingled down
hole shall be considered as a one-well cnarge providing each completion is considered a separa:e
well by the governing regulatory authority.

[3] An inactive gas well shut in because of overproduction or fallure of purchaser to ta.
tion shall be considered as a one-well charge providing the gas well is direct!
manent sales outlet.

[4] A one-well charge may te made for the montll in wi cooing and abandeanient ogerations
are compieted on any well.

(53] All cther inactive wells (including but not limited uni a..cwaole,

lease ailowable, transierred allowable, etc.) shall ro

o
"
-
ien
.

(3) The well rates shall &

agreement to which multi-
plying the rave cu"e".t‘.v in use by :L ings of
Crude Petroleum and ar year
preceding as shown Yroduce-

tion Workers as p\.:'.is'
equivalent Caradian |
the rates currently in



3. Qverheacd - Percentzze Basis

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

(a) Developmen: ©oe,
Percent ( ¢ ) of the cost of Development of the Joint Properiv exclusive of ccsts
provided under Paragraph 9 of Section II and all salvaze credits

{b) Operatn

- Percent ( %) of the cost ¢f Operaiing the Joint Property exclusive cf costs providad
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances pumer 1
for secorndary recovery and all taxes and assassments which are levied, assessed and pai. Jpon the min-
eral interest in and to the Joint Property.
(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpcse of determining charges on a percentage basis under Paragraph 1B of this Sgreinn 711, de-
velopment shail inciude all costs in connection with dr xlfmg, redr: h ng, deepening or any remew, . pera-
tions on any or all wells involving the use of dr leg crew and equipment; also, preliminary expeap ‘ures
necessary in preparaticn "o" rilling and expeqdityres incurred in abarcom“g w'"en ...e wen 15 mo. -om-
pleted as a producer, and original cost of consituction orinstallation of fixad assets
assets and any other p:o,‘“ct cAearly ciscernible a5 a fixed asset, except Major Co .:tructxon as de..ned in
Parzgraph 2 of this Section III. All other cosis.shill be considered as Operating.
verhead - Major Construction TO BE MNEGOTIATED ‘
To compemsata _Operator for overhead costs incurred.in thée canstruction and installation of fixed asse's,
pansion of fixed aSs==<.and any other project clearly diseernihle as a fixed asset required for the & :
operation of the Joint Progeérm-{oerator shall either negotiate’a rate prior to the beginring
charge the Joint Acccunt for Overncas
of § :
A. % of total costs if su
B. % of totwal costs in
C. <305 1n excess of $1,000,006:-

Total _cose-s7T01 mean the gross cost of any one proiact. For the purpose of this paragraph, theTespanent part
T7a single project shall not be treated secarately and the.cost of, drilling and workover wells shall tSe excooted

A

T
o7 cor.s::uction. or _)na‘]
Saied on the .ol‘ow:ng rates for anv 22esTT Construciion §roject in excesd

outlessthen3_________  ; plus
R

3. Amendment of Rates

The Overheacd rates provided for in this Section III may be amended {rom time to time only by mutual agreemant
between the Parties hereto if, in practice, the rates are found to be insufflicient or excessive.

IV. PRICING OF JOINT ACCOUNT MATERIAL PC_RCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Materia: and shall make proger ard timely charges and credits for all ma-
rerial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator's optior, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and, or surplus Material, such disposal teing made either through sale to Operaior or Non-Operator, division in
ind, or sa’.e to outsiders. Operator may purchase, but shall te under no ¢bligzation to purchase, interest of Non-Opera-
tors in surpius condition A or B Material. The disposai of surplus Controilable Material not purchased ty the Opera-
tor shall be agreed to by the Pariies.

1. Purchases

Mazerial purchased shail be charged at the orice paid by Operater after deducticn of ail discounts received. In case
of Material found to be defeciive or 'etm..ca 1o venccer Ior any other reason, crecit shall be passed o the Jeint

Account when adjusiment has been received by the Cperator!

’é

Transfers and Dispositions

Material furnished to the Joint Property and Material transierred from the Joint Property or disposzed of by :::e
cerator, unless otherwise agreed ic by the Parties, shzll be priced on the Zollowing bases exclusive ¢f cash &
counts: .

.

A. New Material (Condition A) .
1) Tubular goods, except line pipe, shall be priced at the, o urfent new price in efiect on c‘a:e oI mover ..en o
maximum carload or barge .oad weight basis, regardiess of guantity :
published price f.o.b. railw *ece:v‘mg point or .eccg.-.‘.ed Targe termins
where such Material is nor*rauy available. :
{2) Line Pipe
(a) Movement of less tha
movement, as listed b
mally “'auaale

4o

nearast :he Joint Progerty

’1

1 30 ’) counds shall be priced at t

n irrent new grice, in effect at date of
y a iable supply store nearest tha J

:riy where such Material is nor-

(b) .\Iovemew: of 30,000 sounds or more S'xall te priced under provisions of tubular zocds pricing in Para-
graph 2A (1) of this Section IV, .
{3) Otrer M 3 bLe priced ai the current new pricg,
supply store or [.0.b. railway receiving omt nearest the Joint Proce

erial :s rormally

B. Good Used Material {Conditicn 2B)

(a) At seventy-five percent {73

z H H : P P 2l g )
of current new nprice. as determined py Paragragn ZA of this Section IV,
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1

~e Operator shall maintain detailed records of Controllabie

n
The cost of reconditioning, if any, shall be absorbed by ine iransrerring prcgperty.
C. Other Usecd Material (Condition C and D)
(1) Corndition C
Material which is not in scund and serviceatle condition and not suitable for its or:zinalsd™ iction until
after reconditicning shall te priced at fifty percent (307 ) of current new price as <determined by Para-
graph 2A of this Secﬁon IV. The cost of recondition:ng snall te chargzed o the recewving roperty,g‘
vided Condition C value rlus cost of reccnciti or...ﬂg coes not exceed Condition B value.
{2) Condition D
All other Material, including junk, shall be priced at a value commensurate with is use or at prevailing
prices. Material no longer suitable for its original purpcse but usable for seme olher purpog~ <h-l' be
priced on a basis comparabie with that of items normalily used for such other purpose. Operatotan.... dis-
rose of Condition D Material under procedures. ror mally utilized by ithe Operator without prior agp:-ral
of Non-Cperators. LTl
D. Obsolete Material ’ o
Material which is serviceable and usatle for its origindl.function but condition and.or value of sucn Material
is not equivalent to '.'nat which would justify a price as provided above may be specially pm__: as agreed to by
the Parties. Such price should resuit in the Joint A»coun ‘being charzed with the value of the service ren-
cdered by such Materizl. :
E. Pricing Conditions : -

1) Loading and unloading costs may be charged to the Joint
hundred weight on all tubular goods movements,

in leu

actual hauling cost of such wubular gocods are equalized un d

(2) Mat
price of new Material.

Premium Prices

erial involving erection costs shall be cha

Whenever Material is not readily obtainable at published or

or other unusual causes ov

required Material at the Orerator's actual cost incurred in

and in moving it to the Joint Property: provided notice
charge prior to billing Non-Operators for such Material.

notifying Operator witnin ten days after receiving rotice
of such Material suitable {or use and accepia

Warranty of Material Furnished by Operato

Operator does not warrant the Material furn
Joint Account until adjustment has been rece

in
i
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Periodic Inventories, Notice and Representation
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Account ati the rate of fifteen cents (13¢) per
.of loading and unicading costs sus:“.rec. when
provisions of Paragraph 5 of Section II.

sted ,mces because of national emergencies, sirikes
r which the Operator has no cc.nrol tne QOperator may charga the Joint Account for the
ing such Material,

in makxing it suitable for use,

ing is furnished to Non-Operators of the progosed

n-Ogerator shail
Op

INVENTORIES

Material.

I defective Material, credit s
irom the marnuiacturers or hex‘: agen

g ana

have the right, by so electing and
ish in kind all or part of his share

>
1
J
1

b

1all not be passed to the

3.

At reasonable intervals. Inventories shall be taken by Operator of the Joint Account Controllabls Material
Written notice of intention to take inventory shall bte given by Dperator at leas: thirty {20) days before any inven-
tory is to begin so that Non-Operators may be represented when' any inventory .5 taxen, Tailure of Non-Cperators
to be represented at an inventory shall bind .\'on-Operﬁtors to accept the inventory taken by Opgerator
Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shail te made, and a list of overages and shortazes
shall be furnished to the Non-Orperators within six months fellowing the taxing of ife inventory. Inventory ac-
justments shall be made by Operator with the Joint Account “for overages ani shoriages, but Operator shall be
held accountable only for shortages due to lack of reasonabie diligence.

Special Inventories e

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Proper:y. It shall
be the duty of the party selling to notify all other Parties as quickly as possikle aiter the transier of inlerest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventor;

ZExpense of Conducting Periodic Inventories

The expense of conducting periodic Inventories shzll

Parties.

rot te
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EXHIBIT "2"

ATIACHED 10 AND MADE A PART OF " UNIT OPLRATING AGRITMENT
ARROYO DEL MACHO UNIT AREA
CHAVES CCUNTY, 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 conformably with Article 9
of the Made Well Anticline Urit Agrecment.

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 borre by Inexco 0Oil
Canpany and such other parties heréto as agree to bear 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 belorg to the parties sustaining the
risk of drilling the Initial Test Wells.

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

The provisions of Article 18.3 notwithstanding, Unit Opcrator shall
examine title to all leases, lands and interests, any portion of
which fall within the designated title examination area and shall
furnish copies of all title opinions and report concerning 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 Operatcr 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 ccsts of drilling the
Initial Test Wells.
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Gperator shall at atl limes curing the tern Gfotnis fovcoment
insurance, for the benefit of Uhe perties herelo, sunject Lo evu

crms .

1. worker's Compensation, inciuding an "all states” endore.
laws of the state whore the operations ar
Insurance wizh a limit of not less than

P -
LOoL Conducield ana

2. Cowprencasive General Liability Insurance 1n€1ud1hv cuinpleotod operations am

blanket contractual liability insurénce, \1tn 11”1L5 not Yess ihan:

.

500,000 - each occurrerc

I
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3. Comprenensive futomibiie Lisbility Tnsurance. cov

r a
used in performance of work under ihis agrévsent witn limits

\ $250,000 - each person
500,000 - each sceurrvene ;
$100,000 - for Yoss of Or Camadar Lo Droverty in any ong oClurrence

Excess liability insurance may be carried (o wzey the

L angove Youuirelen

- . .
- . ~ *
~ .
L -
’‘
.
)
— .

- - . 7 - -
- 7T - -~



[ W I D U

e

UNIT AREA, Cii x\. S cou., v, NTd MENICO.

3

(1) The Cperztor wiil not giscriminate acainst any 2mpicyes or &zplicant
for =moloyment because o7 race, color, religion, naticnzi crigin or s&x. 7Tne
Operator will take aifirmative action {c ensure that appiicants are emdioyed,
and that employess are treated during employment, without regarc TO thelr racz,
color, religion, national c¢rigin or sex. Such acticn shell incluce, Sut got be
1imited to tne following: Employment, uscracing, demoiicn or Iranster; recruit-
ment or recruitment advertising; layoff or Iermination; rates of pay or other
forms of ccmpensation; and salecticn for training, inc]uding apsrenticasnu
The Operator agrees to post in conspicous places, availabie o Tplo'a S and ap-
plicants for employment notices to be provided for the contracting officer set-
ting forth the provisions ot this non- d1sc"1m1nat1on clause.

(2) The Operator will, in a]] so]iqit;tions or advertisements for emDioyes
placed by or on behalf of the Operator, stats that all qualified applicants will
receive consideration for employment without regard to race, coler, religion,
national origin or sex. e e

4

(3) The Operator will send to each labor union or represantative cf wor-
kers with which it has a collective bargaining agresment or other contract or
understanding, a notice to be provided by the agency contracting officer, ad-
vising the iabor union or worker's representative of the Operator's commitments
under Section 202 of Executive Orcer 11246 of Seotember 24, 1683, anc shall rpost
copies of tne notice in conspicucus places available to empleyees ang applicants
for employment.

3
e
o

(4) The Operator will cemply with all provisions of Executive Order 11246 of
Sentember 24, 1983, and of the rules, regulations~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, reculations and orders
of the Secretary of Labor, or pursuant thereto,"and will permit access to its
books, records and accounts by the ccntrac;ing agency and the Secretary of Labor
for purposes of investigation to ascertain compi-iance with such rules, regulations
and orders.

(6) In the event of the Operator's non-compliance with the non-discriminaticn
clauses of this contract or with *n/ of such rules, regulations cr orders, this
contract may be cancalled, terminated or suspended in wnoie or in par: and the
Operator may be declared 1uh11g1ble for Turther char~en' ceniracis in accorcance
with procedures authorized in Executive Order 11246 of Szptember 24, 1505, and
such other sanctions may be imposed and remedies invoked as provided in cxecutive
Order 11246 of Septamber 24, 1965, or by rule, regulation or order of the Secre-
tary of Labor, or as otherwise prcvided by law.

(7) The Operator will include the provisions of Paragrephs (1) througn (7;
in every subcontract or purchase order unless exempted by rules, regulaticns or
orders of the Secratary of Labor issued pursuant fo Secticn 204 of Zxecutive Jrier
11246 of September 24, 1965, so that such provisions will be binding upon each sub-

contractor or vencor. The Cperator will t=xb such action with respect to any sub-
contract or purunvse order as the contracting agency may direct as & means of en-

forcing such provisions including sanctions for non-compliance: Providad, however,
that in the event the QOperator becomes involved in, or is thre

atened with, 1iti-
gation with a subcontractor or vendor as a resuit of such directicn by the contrac-
ting agency, the Operator may request the United States to enter intc such 1iti-
gation to protect the interests of the United Statas.

Operator acknowledges that it may te reguired to File Standerd Form 100 ({ZZ
promulgated jointly by the Cffice of Federal Contract Ccmpliance, the Equal Zmploy-
ment Opportunity Ccmmission and Plans for Progress with Joint Reporting Commitiee,
Federzl Depot, Jeffersonville, Indiana, within thirty (30} days of the date of con-
tract award if such report has not been filed for the current ysar and otherwise
comply with or file such other ccmpliance reports as may ce raguired under Zxscutive
Order 11246, as amended and Rules and Regulétions adopted thereuncer .

Operator further ackncwiadgss that he may e requirzad o Zevelep a writte
Tirmative action ccmpliance program as reguired by the 2ules arc Rzguiztions ap-
proved by the Secretary of Labor under authcrity of Zxecuzive Order 11236 zad supsiy
Non-Operators with & copy o7 such program 17 iney so raguass

[¢Y]
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Crerator assures fon-Operators that it does not and will not maintain
or orovide for its employees any segregeted fTacilities at any ¢f its establi S”-
ments, and that it does not and will not permit its employees
services at any location, under its control, wher2 segregated facilities are ma.
tained. For this purpose, it is understosd that the phrase “s

egregated facilitie
includes facilities wnich are in fact segregated-sn 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 providing segregatad facilities for its
employees or permitting its employees to perform their services at any*iocaticn under
its control where segregated facilities are maintzined is a viclation of the equal
cpportunity clause requwred by Exscutive Crder 11246 of September 24, 1963

~ .

-
P

a
aC

to pertorm thes

e

Operator further understands and.agrees

that a breach of the assurance
herein contained subjects it tc the provisions of.the Order au 41 CFR Chapter €0
of the Secretary of Labor dated May 21, 1963, and the provisicns of the equa)
opportunity clause enumeratad in con.racts betwesn the United States cf frmericaz and.

Non-QOperators.

Whoever knowwnglv and willfully makes aa/ false, fictitious or f

< cr fraudulent
representation may be liable to ¢riminal prosecuticn under 13 U.S.C. sec. 1001.
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United States Department of the Interior

BUREAU OF LAND MANAGEMENT
Roswell District Office
P. O. Box 1397
Roswell, New Mexico 88201

INREPLY 4

REFER TO: -
T3100 December 10, 1984

_q. — e

Inexco 0il Company BEFORE EXA GINDR CU NTANA
Attn: LJ Taccom.. ] OiL CONSERVATION DIy VISION
Inexco 0il Co. Building ;
Suite 201 b L aeoxcco EXHIBIT RO, 2
211 Highland Cross N e T ———
Houston, TX 77073 .CASE NO. I&7
Gentlemen:

Your application of December 6, 1984 filed with the BLM, requests the
designation of the Arroyo del Macho Unit area, embracing 24,574.69 acres, more
or less, Chaves County, New Mexico, as logically subject to exploration and
development under the unitization provisions of the Mineral Leasing Act as
amended, for all formations.

Pursuant to unit planm regulations, 43 CFR 3180, the land requested as outlined
on your plat marked "Inexco 0il Company, Abo Sand Study, Chaves County, New
Mexico,'" is hereby designated as a logical unit area for all formationms.

The unit agreement submitted for the area designated should provide for 1 well
to test the Abo Formation, or to a depth of 3600' feet. Your use of the Form
of Agreement for Unapproved Areas will be accepted with the modifications
requested in your application.

I1f conditions are such that further modification of said standard form is
deemed necessary, three copies of the proposed modifications with appropriate
justification must be submitted to this office for preliminary approval.

In the absence of any other type of land requiring special provisions or any
objections not now apparent, a duly executed agreement identical with said
form, modified as outlined above, will be approved if submitted in approvable
status within a reasonable period of time. However, notice is hereby given
that the right is reserved to deny approval of any executed agreements
submitted which, in our opinion, does not have the full commitment of
sufficient lands to afford effective control of operations in the unit area.

When the executed agreement is transiitted to the BLM for approval, include
the latest status of all acreage. In preparation of Exhibits "A" and '"B",
follow closely the format of the sample exhibits attached to the reprint of
the aforementioned form.



Inasmuch as this unit agreement involves State land, we are sending a copy of
this letter to the Commissioner of Public Lands. Please contact the State of
New Mexico before soliciting joinders regardless of prior contacts or
clearances from the State.

Sincerely your

ﬂbé Lt am//a 2T
istrict Manager /




GEOLOGY OF THE PROPOSED
ARROYO DEL MACHO FEDERAL UNIT

CHAVES COUNTY, NEW MEXICO

JOEL C. CARLISLE

October 1, 1984
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PROPOSED ARROYO DEL MACHO FEDERAL UNIT

Enclosures and Attachments:

EXhibit ALttt it iiiii ittt iiie it teonnsanonnnns Isolith Abo Sand
Exhibit B.ivei i iiinnneennn N Cross Section A-A'
Exhibit C...... et ceeeees e e e Cross Section B-B'
Exhibit Decerr ittt eeiieieneeanaanan ....Unit Well #1 Prognosis

ExXhibit Euienreeeeeeeaeensoseanaeansosnooancensses Current Well Cost



GEOLOGICAL REPORT

PROPOSED ARROYO DEL MACHO FEDERAL UNIT

CHAVES COUNTY, NEW MEXTCO

PURPOSE:

This report sumarizes reasons for forming a 24,574.69 acre Federal Unit

in Chaves County, New Mexico to test the Abo Sand section. The initial

unit test will be drilled to approximately 3600 feet in the SW/4 section

33-T5S-R2ZE.

LOCATION:

The proposed unit is located in northwestern Chaves County, approximately
30 miles north-northwest of Roswell, New Mexico (exhibit A - Isolith Abo
sand greater than 10% Porosity). Topographically the area is character-
ized by numercus arroyos and mesas produced by the drainage pattern which
feeds Arroyo del Macho, one of the many tributaries that eventually drain
into the Pecos River same 15 miles east. Geologically this area is on
the northwest shelf, a northerly extension of the Midland and Delaware
basins. That portion of the shelf presently undergoing development for

Abo gas is known as the Pecos slope.

GENERAL GEOLOGY :

By the end of the Pennsylvanian system an emergent Pedernal land mass
occupied most of the area west of the Pecos Slope. Its eastern flank is
partially defined in the subsurface by the Pre-Pennsylvanian subcrop and
on the surface by Precambrian and younger igneous outcrops in central

Lincoln and Torrance counties, New Mexico.
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As the Wolfcaﬁp sea transgressed over the Pecos Slope a continuous supply
of coarse clastics were being supplied to the area fram the highlands to
the west. By upper Hueco and Abo time a regressive cycle dominated the
Pecos Slope area with numerous streams transporting and depositing fine
clastics over the region. The resulting depositional sequence is a maze
of channel sands, bar sands and fans interbedded with red shale which now
camprise the Abo gas play (exhibit B & C - northeast - southwest strati-

graphic X-section).

Exhibit A, an isolith of Abo sand with 10% or greater porosity, suggest
deposition of these sands were concentrated vertically through geologic
time in somewhat restricted areas. Subsurface control, although 1indted,
near the proposed unit, indicates the proposed Arroyo del Macho unit to
be located in an area where numerous channels are stacked vertically but
will have great lateral discontinuity (exhibit B & C stratigraphic

X-sections).

LOCAL GEOLOGY:

Interpretation qf very limited subsurface control suggest that the
proposed unit conforms to an area in which rapid stratigraphic change is
occuring in an SW-NE direction with multiple sands stacking in a NW - SE
trend. This is considered indicative of channel systems draining the

Pedermal land mass. Although several wells have been drilled near the
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proposed unit none have been drilled within the proposed unit outline
(exhibit A). These wells have met with varying degrees of success; and
initial potentials posted by campleted wells on exhibit A indicate to

sane extent the degree of risk involved.
UNIT OUTLINE:

The unit outline, as illustrated on the Isolith Abo Sand, (Exhibit A) is
designed to include the majority of acreage within the 30 foot isolith
contour. However, same departures fram this can be seen along the -
northeast and north boundaries of the unit due to administrative problems
and unit acreage restraints. The south end of the unit is defined by a
productive area under development between the proposed Arroyo del Macho
and Five Mile Draw units. Formation of the unit should permit the
orderly, timely and econamical exploration and development of a large
area for Abo gas in which few wells have been drilled and none within the

proposed unit boundary.

Carlisle

Bz

/1m

8-23-84



WELL PROGNOSIS

EXHIBIT D

Froouc ng

~ay
cate

Prospect/Field _AL QYO Del Macho Lease =
- well Name & NoIDexeco 1-33
¥ Explocatory — Development State or Province. N@W_MeX1CO
( County or Pansh_Chaves County
Location__ SW/ 4 Sec_33 _Twp_5S _ Rge 22E
Proposed 1.0 & Objective Formalion 3600
Oate 9/2 4/84 Elevation Gr. § Kb
GEOLOGICAL REQUIREMENTS Formalion Tops Depth
SAMPLE PROGRAM
1500 Glorieta 830
10 - samples to TD ’
. yamples o Tubb 2420
. samples ‘ to
4 samplgj * to AbO 29 30
Samples to
Samples to other parners — T
LOGGING PROGRAM
IES * to .
Dual Induction ‘ to ,
BHC Acoustic _GRN Surface “to__TD
BHC Density ‘o
Laterolog 3 > * 1o
Micro'aterolog ' to
SNP ‘1o
Gamma Ray Neutron ‘o .
Dipmeter .
( Other DLL 1500 ‘1o TD 4
* 10 .
CORING PROGRAM___60
Co-owners and Participants
DST PROGRAM__DNONE :
SIDE WALL SAMPLING PROGRAM
Mud Logaer Required: Yes. X No__ _
Type
Geologist:# From ‘ to _
Prepared by J-C. Carlisle pae 9-24-84
{Geological} .
DRILLING PROGRAM
HOLE SIZE CASING PROGRAM
Size l Weight Depth Cement
12 1/4" - 4900 9 5/8" -l _ 36 4| 900 . |ws_TO BE DET. .
8 3/4" - 1,_3600 5 172" -|T 15,5 4| 3600 . |w/_TO BE DET.
( ~ lo - -4 w/ sax
" 1o ’ * #* W/ sax
“ 1o ' - ¥ w/ sax
- 10 g - = w/ sax
- 1o . - = w/ sax
Sl Y. - 2 w/ sax
" 1o R =4 w/ sax
" 10 : ‘{, B W/ sax
MUD PROGRAM
Type Depth | Characteristics
From | To wi. vis. | %oi | WL ;
FRENWH WATER| O ! 900 8.3 28 | == N/C
NATIVE MUD 900 12500 [9.0-10.0 28 | N/C
‘X LOW SOLIDS 2500 13600 10.0 32 | ——— 10 or les
N
— T IL
Er\r;{ Fortion Prepared oy IilRE PAVELK-A Dae OCTOBER 2, 198-,6
Approved 274 Date Exploratcn Date
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NEXCO

EXHIBIT E

INEXCO OIL COMPANY

AUTHORIZATION FOR EXPENDITURE

AFE No. (Inexco Property No.}

Prospect _ ARROYO DEL MACHO

Location: SW/4 SEC 33-T5S

Well Name and Number INEXCO NO. 1-33

R22E

CHAVES COUNTY, NEW MEXICO

Estimated Days to Drill 15
Estimated Days to Complete 8
SANDS AND DEPTH Est. T.D. 3600
OBJECTIVES GLORIETA 830 Est. Spud
TUBB 2420 A F E Prepared __OCTOBER -2, 1984
ABO 2930 By: MIKE PAVELKA
XX Drill ( } Workover Same Zone’ () Recomplete in New Zone
JESCRIPTION ESTIMATED COSTS ACTUAL
. DRILLING | COMPLETION cosT
{ INTANGIBLE COSTS (321)
1 Access and Location Costs. . ..o ittt ittt e e e e e e 10,500
)2 Move-in, Rig-up, Rig-down, Move-out . ... ... ... . ... ... ... ... .. .....
Contract Drilling
13 Footage 3600 ¢ a $.15.00 ¢ oo 54,000
)4 Dayworkz___ days ats 4200  gav. o 4,200 4,200
)5 Completion Unit S__days at$ 1405 day ........ ... ... 11,200
)6 Fuel, Power, Waterand Water Lines. .. ........... ..o, 13,400 2,400
)7 Bits, Reamers and Stabilizers . ... .. vttt e e 1,000
18 Equipment Rental ... ...t e 3,000 1,000
)9 Cementing and Squeezing -
Conductor Casing .« vv vt te ittt teiat e e
Surface Casing .. ...ttt e e 2 5 888
Intermediate Casing. . ... v vt it e e 2
- . Production Casing . ..o .ttt it e e e e 8,000
R - P
1043 -1 N
0 - Drilting Mud and Chemicals . . .. .. .. 14,000 2,500
0] Mud Logger ..o o e 6,500
L mmSee
5038 1 .
Logs. .. GR-NEUTRON INTER-TD . .. .. ... ............... 4,000
...... DLL . 1500 TO. ID . . .. . . . . . . ... . . . . ... ... 5,000
...... GR-CBL. & VDL . . . .. . ... 5,000
2(; Perforating & WIRELINE WORK . . . . . . . . .. . ... ... ... .. ... ..... 5,000
2 Acidizing and Fracturing . .. ... . ittt e 55,000
3 Labor and SUPervision . .. ... it e e 2,500
3 Contract Labor. . . ... i e e e e e 4,000 12,000
4 Drilling Overhead . . . ... i it e it ettt e 29,200
5 Trans PO tatioN . . . .. i e e 2,800 2,000
6 Sales Tax . . e e 2,800 1,000
7 Other Miscellaneous Intangible Costs. . ... .. ... it 2,000 4,000
8 . Losses, Damages and Abandonment ......... . ... i i i 6,000
9 Fishing Too! Expense and/or Directional Drilling
0 Dry Hole Contributions . . ..ot vt e e e e e e
2 Well Control Insurance . ... .. ... oo
TOTAL INTANGIBLE $ 300,200 |$ 180,400 |$ 119,800 |3




ESTIMATED COSTS ACTUAL

D==CRIPTION DRILLING COMPLETION COST
NGIBLE COSTS (313/814): "

r Conductor Csg. 60 tof 16 at__- /1t 1,000
Surface Csg. 00 ft ot 5/8"  a36#,3-55,ST&0y 9,500
Intermediate Csg ft. of at /1t
Liner ft. of at ' /Mt
Liner ft. of at /ft
Tieback ft. of at i /ft
Production Csg. 3600 ft.of 5 1/2" at15.5,J=55 _/ft5.00 18,000
Tubing 3600 ft.of_2 7/8" ar 6,5 J=55  ,42.50 9,000
Installation Costs and Non-Controllable Well Equipment ................
Casing Head Assembly ... 3,000
Tubing Head Assembly ... .oiinr i e | 10,000
Pumping Unit oo
Prime MOV ot e e e e i e e e e
RSN o1 £= o == 1257 8,000
CEPArAION < et e 3,500
Dehydrator. ..ot e e e
Heater - TrEater « ottt et et e i et e e e e 8,500
LA CT Uit ittt e et et et e e e
LTX or Production Unit ... i e i it e iee i “oon
LINE PIPE - veeee et et e et SUUUUR | 2 ooo
Gas RECOIABIS ottt ettt e e e e e e e e
Installation Costs and Non-Controllable Lease Equipment ........:...... 6,000

i
|
( TOTAL TANGIBLE $ 78,500 _ |$ 13,500 | 65,000 |S
TOTAL WELL & 378,700 $193,900 $ 184,800 S

It is recognized that the amounts herein are estimates only and approval of this authorization shall extend to the actual costs
incurred in conducting the operation specified, whether more or less than that herein set out.

OWNERSHIP APPROVALS:

Interest: ) Authorized Signature Date:
INEXCQO OIL COMPANY 100.0000 387,200 g




