CAMPBELL 8 BLACK. P.A.

LAWYERS
JACK M. CAMPBELL GUADALUPE PLACE
BRUCE D. BLACK SUITE | - 11O NORTH GUADALUPE

MICHAELt B CAMPBELL
wliLLIaM F CARR
BRADFCRD C. BERGE SANTA FE, NEW MEXICO 87504-2208

J. SCOTT HALL

POST OFFICE BOX 2208

TELEPHONE: {(505) 988-4421
PETIZIR N. IVES
JOHN H. BEMIS -~ TELECOPRPIER: {(505) 983-6043
-
5
July 17, 1986 RECEIVED

JUL 171988

OIL CONSERVATION Dj VISION

HAND DELIVERED

Ms. Florene Davidson

0il Conservation Division 2 : :
State Land Office Building :
Santa Fe, New Mexico 87501

Re: Case 8952: Application of Benson-Montin-Greer Drilling
Corp. for Statutory Unitization, Rio Arriba County, New
Mexico.

Dear Florene:

Pursuant to our telephone conversation, I am attaching, in
triplicate, Exhibits B and C to the application filed with the
Division on July 1lth on behalf of Benson-Montin~Greer in the
above-rzferenced case. Also attached are three copies of a plat
which saould be included in the Division file.

Sincerely,
Cynthia Vigil

Secretary to Bill Carr

/cv
attach.
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE

CARADA 0JITOS UNIT AREA :
RE@EWE[}J

COUNTY OF RIO ARRIBA

g

AT |OPN
STATE OF NEW MEXICO fiml #n 1533
NO. U. S. GEOLC&ICAL SURVEY
ROSWELL, NEV MZXICO
THIS AGREEMENT, entered into as of the first day of
April , 19_63 , by and between the parties subscribing, ratifying,

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

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

WHEREAS the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as
amended, 30 U. S. C. Secs. 181 et Seq;, authorizes Federal lessees and their
representatives to unite with each other, or jointly or separately with others,
in collectively adopting and operating a cooperative or unit plan of development
or operation of any oil or gas pool, field, or like area, or any part thereof
for the purpose of more properly conserving the natural resources thereof
whenever determined and certified by the Secretary of the Interior to be
necessary or advisable in the public interest; and

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

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

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

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

February 25, 1920, as amended, supra, and al!l valid pertinent regulations,

| EXHIRI™ 7
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including operatin§ and unit plan regulations, heretofore issued thereunder or
valid, pertinent, and reasonable regulations hereafter issued thereunder are
accepted and made a part of this agreement as to Federal lands, provided such
regulations are not inconsistent with the terms of this agreement; and as to
non-Federal lands, the oil and gas operating regulations in effect as of thg
effective date hereof governing drilling and producing‘operations, not
inconsistent with the terms hereof or the laws of the State in which the
non-Federal land is located, are hereby accepted and made a part of this
agreement.

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

Fvhibit A shows, in addition to the boundary of the unit area, the
boundaries and identity of tracts and leases in said area to the extent known
to the Unit Jperator., Exhibit B attached hereto is a schedule showing to
the extent known to the Unit Operator the acreage, percentage, and kind of
ownership of o0il and gas interests in all land in the unit area. However,
nothing herein or in said schedule or map shall be construed as a representation
by any party hereto as to the ownership of any interest other than such interest
or interests as are shown in said map or schedule as owne; by such party.
Exhibits A and B shall be revised by the Unit Operator whenever changes in the
uni-t area render such revision necessary, or when requested by the 0il and
Gas Supervisor, hereinafter referred to as '"Supervisor' and not less than six
copies of the revised exhibits shall be filed with the Supervisor.

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

(a) Unit Operator, on its own motion or on demand of the Director cf the
Geological Survey, hereinafter referred to as '"Director,' after preliminary
concurrence by the Director, shall prepare a notice of proposed expansion or
contraction Jescribing the contemplated changes in the boundaries of the unit

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

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

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

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

(e) All legal subdivisions of unitized lands (i-e., 40 acres by
Government sJrvey or its nearest lot or tract equivalent in instances of
irregular surveys, however, unusually large lots or tracts shall be considered
in multiples of 40 acres, or the nearest aliquot equivalent thereof, for the
purpose of elimination under this subsection), no parts of which are entitled
to be in a participating area within 5 years after the first day of the month
following the effectivg date of the first initial participating area established
under this uiit agreement, shall be eliminated automatically from this agree-
ment, effective as of the first day thereafter, and such lands sh;ll no longer
be a part of the unit area and shall no longer be Subject to this agreement,
unless at th2 expiration of said 5-year period diligent drilling operations
are in prograss on unitized lands not entitled to participation, in which event
all such lands shall remain subject hereto for so long as such drilling
operations a-e continued diligently, with not more than 90 days' time
alapsing betiveen the completion of one such well and the commencement of the
next such well, except that the time allowed between such wells shalllnot
expire earlier than 30 days after the expiration of any period of time during
which dri}lihg operations are prevented by a matter beyond the reasonable
control of unit operator as set forth in the section hereof entitled
""Unavoidable Delay''; provided that all legal subdivisions of lands not in a

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

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

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

3. UN TIZED LAND AND UNITIZED SUBSTANCES. All land committed to this
agreement shall constitute lan& referred to herein as "'unitized land" or ''land
subject to nthis agreement.'" All oil and gas in any énd all formatigns of the
unitized land are unitized under the terms of this agreement and herein are
called '""unitized substances."

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

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

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

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

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

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

The resignation or removal of Unit Operator under this agreement shall
not terminate its right, title, or interest as the owner of a working interest
or other interest in unitized substances, but upon the resignation or removal
of Unit Operator becoming effective, such Unit Operator shall deliver
possession cf all equipment, materials, and appurtenances used in conducting
the unit operations and owned by the working interest owners to the new duly
qualified successor Unit Operator or to the owners thereof if no such new Unit
Operator is elected, to be used for the purpose of conducting unit operations
hereunder, Nothing herein shall be construed as authorizing removal of any
material, equipment and appurtenances needed for the preservation of any wells.

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender his

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

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

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

(b) the selection shall ‘have been filed with the Supervisor. If no
successor Urit Operator is selected and qualified as-herein provided, the
Director at his electiop may declare this unit agreement terminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If the Unit
Operator is not the sole owner of working interests, costs and expensés
incurred by Unit Operator in conducting unit operations hereunder shall be
paid and apportiohed among and borne by the owners of wo§king interests, all
in accordance with the agreement or agreements entered into by and between the
Unit Operatcr and the owners of working interests, whether one or more,
separately cr collectively. Any agreement or agreements entered into between
the working interest owners and the Unit Operator as provided in this section,
whether one or more, are herein referred to as the '"unit operating agreement."
Such unit operating agreement shall also provide the manner in which the
working interest owners shall be entitled to receive their respective pro-
portionate and allocated share of the benefits accruing hereto in conformity
with their underlying operating agreements, leases, or other independent
contracts, &nd such other rights and obligations as between Unit Operator and
the working interest owners as may be agreed upon by Unit Operator and the
working int;rest owners; however, no such unit operating agreement shall be
deemed either to modify any of the terms and conditions of this unit agreement
or to relieve the Unit Operator of any right or obligation established under

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

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

9. DRILLING TO DISCOVERY. Within 6 months after the effective date
hereof, the Jnit Operator shall begin to drill an adequate test well at a

location approved by the Supervisor, unless on such effective date a well is
being drilled conformably with the terms hereof, and thereafter continue such
drilling diligently until the Gallup or Dakota formation has been tested or
until at a lesser depth unitized substances shall be discovered which can be
producgd in saying quantities (to-wit: quantities sufficient to repay the
costs of drilling, and producing operations, with a reasonable profit) or the
Unit Operator shall at any time establish to the satisfaction of the Supervisor
that further drilling of said well would be unwarranted or impracticable, pro-
vided, however, that Unit Operator shall not in any event be required.to drill
said well to a depth in excess of 7650 feet for the Gallup and 9000 feet for
the Dakota. Until the discovery of a deposit of unitized substances capable

of being produced in paying quantities, the Unit Operator shall continue drill-
ing diligently one well at a time, allowing not more than 6 monthsbbetween the
completion of one well and the beginning of the next weli, until a well capable

of producing unitized substances in paying quantities is completed to the sat-

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

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

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

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

an acceptable plan of development and operation for the unitized land which,
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when approved by the Supervisor, shall constitute the further drilling and

.
operating obligations of the Unit Operator under this agreement for the period
specified therein. Thereafter, from time to time before the expiration of any
existing plan, the Unit Operator shall submit for the approval of the
Supervisor a plan for an additional specified period for the development and
operation of the unitized land. )

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

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

and the proposed order and time for such drilling; and |
(b) to the extent practicable specify tﬁe oper;;;ng practices
regarded as necessary and adviséble for proper conservation of natural
resources.
Separate plans may be submitted for separate productive zones, subject to
the approva! of the Supervisor, -

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

11. PERTICIPATION AFTER DISCOVERY. Upon completion of a well capable of
producing uritized substances in paying quantities or as soon thereafter as

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

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

of all working interests in the lan&s within the participating areas so to be
combined, on approval of the Director. The participating area or areas so
established shall be revised from time to time{ subject to like approval, when-
ever.such action appears proper as a result of furcther driiling operations or

otherwise to include additional land then regarded as reasonably proved to be

(‘f ﬂ£(€ J”’l’// 7/’ rrts ’ .9/48/(44/9/-' A (( C:\’p’/’-‘ .4’_-) — '_ W -~
_—— P S

productlve in paying quantntnéﬁ or to exclude land ther regarded as reasonably

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

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

represent thz area known or reasonably estimated to be productive in paying

P R e /"/_c_/i.;f.,-.} RSl DN

quant|t|es;,bdt; regardless of any revision of the participating area, nothing
herein contained shall be construed as requiring any retroact.ive adjustment
for production obtained prior to the effective date of the revision of the

participating area.

10

£ W

O W 00 ~N o W

I
12
13
14
15 -

|16

17
18
19
20
2

22
23
24
25
26
27
28
29
30
31

32
33
34
35



~N o U Pow

1

12
13
14
15
16
17
18
19
20
21

22
23
24
25
26
27
28
29
30
31

32
33
34
35

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

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

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

agreement whether in conformity with the basis of allocation herein set forth
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or otherwis;;“ 1t is hereby agreed that production of unitized substances from

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

13. D:VELOPMENT bR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS.

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

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

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

I4. RCYALTY SETTLEMENT. The United States and any State and all royalty

owners who, under existing contract, are entitled to take in kind a share of
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the substapces now unitized hereunder produced from any tract, shall hereafter
be entitled to the right to take in kind their share of the unitized substances
allocated to such tract, and Unit Operator, or in case of the operation of a
well by a working interest owner as herein in special cases provided for, such
working interest owner, shall make deliveries of such royalty share taken in
kind in conformity with the applicable contracts, laws, and regulations.
Settlement for royalty interest not taken in kind shall be made by working
interest owners responsible therefor under existing contracts, laws and
regulations on or before the last day of each month for unitized substances
produced during the preceding calendar month; provided, however, that nothing
herein contained shall operate to relieve the lessees of any land from their
respective lease obligations for the payment of any royalties due under their
leases.

If gas obtained from lands not subject to this agreement is introduced into
any participating area hereunder, for use in repressuring, stimulation of
production, or increasing ultimate recovery, which shall be in conformity with
a plan first approved by the Supervisor, a 1ike amount of gas, after settlement
as herein provided for any gas transferred from any other participating area
and with due allowance for loss or depletion from any cause, may be withdrawn
from the formation into which the gas was introduced, ISZELEZ_i:fi_aS to dry
gas, but not as to the prodqcts extracted therefrom; provided that such with-
drawal shall be at such time as may be provided in the plan of operations or as
may otherwise be consented to by the Supervisor as conforming to good
petroleum eigineering practice; and provided further, that such right of
withdrawal shall terminate on the termination of this unit agreement.

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

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases

13

—
—

12
13
14
15
16
17
18
19
20
21

22

24

25
26
27
28
29
30
31

32
33
34
35



£ w

O W 0 ~N o060 W

11
12
13
4
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
3h

35

committed hereto shall be paid by working interest owners responsible therefor .

under existing contracts, laws, and regulations, provided that nothing herein
contained syall operate to relieve the lessees of any land from their
respective lease obligations for the payment of any rental or minimum royalty
in lieu thereof due under their leases. Rental or minimum royalty for lands of
the United 3tates subject to this agreement shall.be paid at the rate specified
in the respective leases from the United States unless such rental or minimum
royalty is waived, suspended, or reduced by law or by approval of the Secretary
or his duly authorized representative.

With respect t§ any lease on non-Federal land containing provisions thch
would terminate such lease unles§ drilling operations were within the time
therein spec fied commenced upon the land covered thereby or rentals paid for
the privilege of deferring such drilling operations, the rentals required
thereby shall, notwithstanding any other provision of this agreement,_be deemed
to accrue and become payable during the term ;hereof_ii extended by this
agreement and until the required drilling operations are commenced upon the
land covered thereby or some portion of such land is included within a
participating area.

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

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

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

by his duly authorized representative, does hereby establish, alter, change, or
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revoke the drilling, producing, rental, minimum royalty, and royalty requirements
of Federal ‘leases committed hereto and the regulations in respect thereto to
conform said requirements to the provisions of this agreement, and, without
limiting thz generality of the foregoing, all leases, subleases, and contracts
are particularly modified in accordance with the féllowing:
(a) The development and operation of.lands subject to this agreement
under the terms hereof shall be deemed full performance of all obligations
for development and operation with respect to each and every part or
separately owned tract subject to this agreement, fegardless of whether
there is any development of any particular part or tract of the unit
area, notwithstanding anything to the contrary in any lease, operating
agreem2nt or other contract by and between the parties hereto, or their
respective predecessors in interest, or any of them.
(b) Drilling and producing operations performed hereunder opon any
tract of unitized lands will be accepted and deemed to be performed upon
and for the benefit of each and every tract of unitized land, and no
lease shall be deemed to expire by reason of failure to drill or produce
wells situated on the land therein embraced.
(¢) Suspension of drilling or producing operations on all unitized
" lands sursuant to direction or consent of the Secretary or his duly
authorized representative shall be deemed to consti;ute such suspension
pursuant to such direction or consent as to each and every tract of
unitizad land.
(d) Each lease, sublease or contract relating to the exploration,
drilling, development or operation for oil or gas of lands other than
those of the United States committed to this agreement, which, by its
terms might expire prior to the termination of this agreement, is hereby
extendzd beyond any such term so provided therein so that it shall be
continded in full force and effect for and during the term of this
agreement.
(e) Any Federal lease for a fixed term of twenty (20) years or any
renewal thereof or any part of such iease which is made subject to this
agreement shall continue in force beyond the term provided therein until
the termination hereof. Any other Federal lease committed hereto shall

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

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

term is herein extended.

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

Sec. 17(j) of the Mineral Leasing Act, as amended by the Act of
‘Septemter 2, 1960 (74 Stat. 781-784): - vAny [federgﬂ' lease heretofore
or hercafter ccmmitted to any such E.mit] plan embracing lands that
are in part within and in part outside of the area covered by any such
plan shall be segregated into separate leases as to the lands committed
and the lands not committed as of the effective date of unitization:

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

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

as oil or gas is produced in paying quantitiesf”

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

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

app'y geparate]y-to such segregated portions commencing as of the effective
date hereof. In the event any such lease provides for a lump-sum rental

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

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

to be covenants running with the land with respect to the interest of the parties

hereto and their successors in interest until thi; agreement terminates, and any
grant, transfer, or conveyance, of interest in land or leases subject hereto
shall be and hereby is conditioned upon the assumbtion of all privileges and
obligations hereunder by the grantee, transferee, or other successor in
interest. No assignment or transfer of any working interest, royalty, or other
interest subject hereto shall be binding upon Unit Operator until the first day
of the calendar month after Unit Operator is furnished with the original, pho-
tostatic, cr certified copy of the instrument of transfer.

20. EFFECTIVE DATE AND TERM. This agreement shall become effective upon
approval by the Secretary or his duly authorized representative and shall
terminate five (5) years from said effective date unless

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

(b) it is reasonably determined prior to thé_;;piration of the fixed
term of any-extension thereof that the unitized land is incapable of
production of unitized substances in paying quantities in the formations
tested hereunder and after noti;e of intention to terminate the agreement

‘ on such ground is given by the Unit Operator to all parties in interest
at their last known addresses, the agreement is terminated with the
approval of the Director, or

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

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

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

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

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

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

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

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

furnished in writing to party sending the notice, demand or statement.
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2. N) WAIVER OF CERTAIN RIGHTS. Nothing in this agreement contained
. .
shall be coistrued as a waiver by any party hereto of the right to assert any
legal or coastitutional right or defense as to the validity or invalidity of

any law of the State wherein said unitized lands are located, or of the United

States, or regulations issued thereunder in any way affecting such party, or

as a waiver by any such party of any right beyond his or its authority to waive.

25. UNAVOIDABLE DELAY. All obligations under this agreement requiring
the Unit Opzrator to commence or continue drilling or to operate on or produce
uni tized substances from any of the lands covered by this agreement shall be
suspended while, but only so long as, the Unit Operator despite the exercise
of due care and diligence is prevented from complying with such obligations, in
whole or in part, by strikes, acfs of God, Federal, State, or municipal law
or agencies, unavoidable accidents, uncontrollable delays in transportation,
inability to obtain necessary materials in open market, or other matters
beyond the -easonable control of the Unit Operator whether similar to matters
herein enumerated or not. T

26." NONDISCRIMINATION. Im connection with the performance of
work under :his agreement, the operatof agrees to comply with all of the
provisions of section 301(1) to (7) inclusive, of Executive Order 10925
(26 %. R. 1977}, which are hareby incorporated by refererce in this agreement.

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

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

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

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

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

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

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

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

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

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

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

whether or not it is executed by all other parties owning or claiming an
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interest in the lands within the above-described unit area.

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

If as a result of any such surrender, the working interest rights as to
such lands become vested in any party other than the fee owner of the unitized
substances, said party shall forfeif such rights and no further benefits from
operation hereunder as to said land shall accrue to such party, unless within
ninety (90) days thereafter saia party shall execute this agreement and the
unit operating agreement as to the working interest acquired through such
surrender, effective as though such land had remained continuously subject to
this agreement and the unit operating agreement. And in the event such agree-
ments are rot so executed, the party next in the chain of title shall be and
become the owner of such working iﬁterest at the end of such ninety (90) day
period, with the same force and effect as though such working interest had
been surrendered to such party.

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

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

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

(3) Operate or provide for the operation of such land independently
of this agreement as to any party thereof or any oil or gas deposits

therein not then included within a participating area.

i1f the fee owner of the unitized substances does not execute this
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agreement and the unit operating agreement as a working interest owner or
again lease such lands as above provideq with respect to each existing partici-
pating area, within six (6) months after any such surrender or forfeiture,
such fee owner shall be deemed to have waived the right to execute the unit
operating agreement or lease such lands as to each such participating area,
and to have agreed, in consideration for the compensation hereinafter provided,
that operations hereunder as to any such participating area or areas shall not
be affected by such surrender.

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

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

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

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

Nothing in this section shall be deemed to limit the right of joinder or
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subsequery. joinder to this agreement as provided elsewhere in this agreement.

The exercise of any right vested in a working interest owner to reassign such

'working irterest to the party from whom obtained shall be subject to the same

conditions as set forth in this section in regard to thé exercise of a right
to surrencer. .

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

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

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

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

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

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

UNIT OPERATOR

Attest: BOLACK-GREER, I[NC. /
o B /
Sz Ny =

‘7- Z T e e
P “Secretary "~ resident

ADDRESS:

168 Petroleum Center Building

Farmington, New Mexico

STATE OF New Mexico )

: SS
COUNTY OF San Juan )

i

The foregoing Unit Agreement was acknowledged before me this _7 ’7
day of (Llrﬁ‘/ﬁx ’ ]9633 bY b.7'\—~ J{LA’ L\ ’ the
]

/)"L{/),é./LQ(}T , of Bolack-Greer, Inc, a k,’éa L H@L%}

’t( ol 7 L‘ ' C‘———7

Notary PF\ ic
My commission expires X 20~ /C//é




CERTIFICATION=-~DETERMINATION

14-08-0001 8526

Pursuant to the authority vested in the Secretary of Interior, under
the act approved February 25, 1920, 41 Stat. 437, as amended, 30 U. S. C.
secs. 181, et seq., and delegated to the Director of the Geological Survey
pursuant to Departmental Order No. 2365 of October 8, 1947, | do hereby:

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

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

C. Certify and determine that the drilling, producing, rental,
minimum royalty, and royalty requirements of all Federal leases committed

to said agreement are hereby established, altered, changed, or revoked t6”

conform with the terms and conditions of this agreement.

Dated JUN 19 1963

/d’%,\m

Acting piréctor, United States Geological Survey

esElVED

Jun 241883

Latgal SURVEY
GEQL\)\;\LA\.
'R%sw 1L NEW MEXICO



PR s A

AMENDUENT TO

UNIT AGREEMENT

CANADA OJITOS UNIT AREA  m

l—f':@r,':'- v
COUNTY OF RIO ARRIBA [5}‘:‘;":‘}L“'&£J

STATE QF NEW MEXICO

THIS AMENDMENT made as of the 1st day of January, 1969,
by the parties who execute or fatify'this amendment or a

counterpart thereof,

WITNESSETH:

WHEREAS, the parties hereto have entered into that certain )

~UNIT AGREEMENT FOR THE DEVELOPMENT AND OPERATION OF THE CANADA

OJITOS UNIT AREA, CQUNTY OF RIO ARRIBA, STATE OF NEW MEXICO,
dated as of the 1st day of April, 1963, effective.June 19, 1963,
the dete approved by the United States Geological Sur&ey, and
desigriated Agreement No. 14-08-0001 8526, hereinafter réferred
to as the "Unit Agreement'"; and |

| WHEREAS, the pafties who execute and ratify this amend-
ment, or a counterpart hereof, desire to amend Sections 11 and
12 of the Unit Agreement;

NOW, THEREFORE, in consideration of the mutual benefits

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

Agreement be, and the same are hereby, amended and revised as
follows:
Section 11:
On Page 10, Line 22 of the approved Unit
Azreement, after the word "quantities" insert the
parase "or necesséry to unit operations”, and after

"

"as" unnecessary to unit

tie word "as" insert the phrase

operations or", B
On Page 10, Line 32 of thé approved Unit
Agreement, after the word "quantities" insert the
phrase "or necessary to unit operations”.
Section 12:
On Page 12, Line 1 of the approved Unit

Agreement, between the word "otherwise" and the period

insert the language "and the 2llocatlon of production



to:iand added to a participating area on the baslis

of 1ts importance to unit operations may be upon

.8uch equitable basls as may be approved by the

Director”.

This amendment shall'be binding upon all the parties who
_execute or ratify the same retroactivély to the effective
date hereof, even though it is not execﬁted by all of the
partles to the original Unit Agréement, and this amendment
shall extend to and be binding upon their respective heirs,
executors, administrators, successors and assigns,

This amendment may be executed in any number of counter-
pértsJ no one of which needs to be executed by all parties,
or may be ratified or consented to by separate instrument,
~;n writing, specifically referring hereto, and shall be binding
upon £11 parties who have executed'sueh.a counterpart,
ratification or consent hereto with the same force and effect
as if all parties had signed the same document.

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

set opposite their names the date of such execution.

DATE: BENSON-MONTIN-GREER DRILLING CORP.
BY:
President
ATTEST:

| e 4
k.(u.,; < -y J ’L,_L!\

Secretary

7 Tom Bolack

Loso Ly | %Z?O Lo

John R. Anderson

AMCO INC.

. o1; )Af/ OO0 e

. ' -ATTEST:
_:55;'-.-\.__,15- N1 3tnd .
S (LN : \l .0 -~ I

——




DATE:

F-3-49

i i 1747

i7>94¢%2ﬁ4¢;25

#. H. Carpenter

Albert R. Greer

GREER ENTERPRISES LTD.,

General Partner

/r,,w’ﬂ{ Tt H J{‘D'/
Bill L. Harbert

@/47

Jack London, Lr.

MONTIN-HARBERT PIPELINE CONSTRUCTION

Qt ~

ATTEST:

Pl f(lw‘?é'—_ R i

<27~ /Secretary

President

A, C. Montin

Wm. V. Montin

Jessie Stanley

A/./ 7727
7 Virgil L. Stoabs



STATE OF NEW MEXICO i
: SS
COUNZYY OF SAN JUAN
- . / /7 .
*Acknowledvea before me tnis‘7 day of ., 1lo6g,

by ALBERT R, GREER, President of BEVSON-MOVTIN GREER “DRILLING
CORP., on behalf of said corporauion.

My Commiséion ExXpires: @éz;ﬁ, . {\,JQZ/,,{/ — .
' - ) Notary Public
g:,ui /Z /?7/ / /t
‘{// / .

' STATE OF NEW MEXICO
ss.

COUNTY OF SAN JUAN

Acknowledged before me this[ﬁj?éqay of ,2éay<y(ﬁ - 1969,

by TOM BOLACK.

My Commission Expires: : '2;/4 ..
' L%

éazj}/f'/i7' — rmg%%?ﬁﬁ%:;_

A

STATE OF NEW MEXICO
) S8,

'COUNTY OF SAN JUAN

Acknowledged before me this S day of’/zﬂv,L,-_.,,—1969,
Jd

by JOHN R. ANDERSON. Y

My Commission Expires: QV/T L. (7~¥/{/

Loce 7 /6 ' (e tpe) T A

A “ 7 /57! Y, Notary Public
74 ‘ , . _

STATE CF NEW MEXICO %
SS
COUNTY OF SAN JUAN

e

by JOHN R. ANDERSON, President of AMCi AMCO INC.; on behalf of
sald corporation.

Acknowledged before me thiSZ~/// day of /Zzz i/ ey 1969,

My Comnission Expilres: q//ﬂ . . > ,///
by /T /570 : 7 Notary Public
STATE OF TEXAS )

e _ ) ss.
COUNTY OF . J Lo ..

Acknowledzed before me this S“%S day of /- -~/ , 1969,
by F. H. CARPENTER. i

My_Commission Explires: Zg\ ¢ 1 st‘q, '\){;(rf\

\4 i [



STATE OF NEW MEXICO i
o SS.
COUNT'Y OF SAN JUAN
- - N 1 _
Acknowledged before me this./” day of _~.c. .- .. . 1969,

by AILBERT R. GREER, individually, and as Geheral Partner of
GREEF. ENTERPRISES, LTD., a Limited Partnership.

My Cemmission Expires: 7 ' J&J _
- , A el d At s ~7
(g 1l /971 . / &Iotary Public
g 7 ‘

(Glsd
STATE OF.QKLAHOMA
'_}Z,(:M/ SS-
COUNTY OF ©KLAHOMA
Acknowledged before me this :4fc%ay of 9,,(,/.__.\ , 1969,

by BILL L. HARBERT.

My Commission Expires: f ' . ,2/ f o :
: Wx.’,[u.u: » . 7 (e —

QLA“Z' 27 /4§ 7¢ _ J/ Notary Public

STArE OF OKLAHOMA
) SS.

COUN{Y OF OKLAHOMA

4 -4 e ‘
Acknowledged before me this g day of —rfu/w/_ﬂ,x , 1969,

by JACK LONDON, JR. &/“

My Comnmission Explres:

Y iV Y

/_J
T Lerir 18 /I L ‘ Notary Public

STATE OF OKLAHOMA
SS.
COUNTY OF OKXKLAHOMA

Z 7
Acknowledged before me this /7 = day of Z.lieas<e | 1969,
by WM. V. MONTIN, President of MONTIN-HARBERT PIPELINE.
CONSTRUCTION CO., INC., on behalf of said corporation.’

My Commission Expires:

- o T
'/U;)J/MM ‘/./// o /éfr.‘-y#

Lo v 197 Notary Public
g
STATE OF OKLAHOMA
SS.
COUNTY OF OKLAEGHA
- 7 = o
Acknowledzed b2lore me this -* day of 7, . .~ , 19HQ
by A. C. MONTIN. : S
My Conmission Explres: LT / /-
~ - _ SOy L, A T Ty A

P

Voo Ay Y N.tary'Publié /



STATE OF OKLAHOMA §
) SS
COUNT'Y OF OKLAHOMA

. , —
‘Acknowledged before me this /7 f "day of ﬂé/ﬂr¢p4/’ , 1969,
by WM. V. MONTIN. 4

My Ccmmission Expires:
7[/$-,,,« /f /97/ . Notary Public

STATE OF NEW MEXICO
SS
COUNTY OF SAN JUAN

Acknowledged before me this ?Z — day of it il f?zi' 1969,

by JESSIE STANLEY.

-My C issi Expi :' | R
Z’/momm sion Expires A ?Z:;/ 6/-’1/"/
ébzé_,/f /9 71 | J . Ngpary Public

- STATE OF NEW MEXICO gv L e
. SS :
COUNTY OF SAN JUAN

& ) -
Acknowledged before me thisélﬁl day of _Zoizrri ovn— , 1969,
by VIRGIL L, STOABS. _ : &jT 4

My Commission Explires:

. | ?Zgiféén4éa.7ZZL
éé? A 197 _ 7 Jotary Public




JNIT OPERATING AGREEMENT

FOR THE DEVELOPMENT AND CPERATION OF THE

. CANADA QJITOS UNIT AREA,
CCUNTY OF RIO ARRIBA
STATE OF NEW MEXICO

This nit CZperazing Agreement for the capticned unit comprises the Jolleowing five divisions:

T. THIS IMTRIDUCTCRY PASE

Ne s

TI. TABLE OF CCHTENT

bt A D e D

£ages’

IITI. TEE 2/.SI0 AGREIEMEKT (35 articles of standard provisions)

S-F-l- i9os zecona revision) ‘Pages 1 1o 15

IV. CTHER PROVISICNS CCN3ISTING OF THE FOLLCWING ARTICLZS:

37. s otbligation ic represent other parties verore the Federal Energy Regulatory Commicssion
3¢. Subsequently Created Lease Burdens
3¢. Treatment of Non-Cormitted Lands
40, Superiority of Uni* Cperating Agreement
41, Additicrnal "cther provisions", If any
41.1 Unpaid Unit '"'Costs"
41.2 Restoration in Event of Overpayment for Production Not Taken in Kinc
41.3 Other Provisions regarding WISP:
A, Costs (refers to Article 6.4)
B. Correlative rights regarding WISP production (refers to Article £.4)
C. Extinguishment of WISP provisions in event of secondary recoverv
or pressure maintenance (refers to Articles 25 and 6.4)
41.4 Yo Casing Point Election for Mancos Wells (refers to Article 4)
41.5 Recognition of Inflation in Investment Adjustment (refers to Article 3)

V. EIXHIEITS AS FOLLCWS:

Exhivit A - Identifying, if applicable. variable provisions of Articles &, 12, 25 and
xnibit 4

2l
[9)Y

rart I - as to Arsizle (WISP)
part TI - as to Arti:le 12.2(b) - exception wells

Part II

=
'
»
®
o
o]
g
H
o
h
o
5
®
n
N;

.1 - Voting percent fcr seccndary Recovery

by

art o

<

- AS to ExXnitit 4 - minimum sizes of tracts for drilling blocks

Exnitit 1 - Cescripticn of Init Area ‘refer.2d to in Tirst recital}

Exn<tit 2 - Acccoun*ingz Prcecedure ‘referred zo in Sections 1.L and 1,13
Txnibit 3 - Tnitial Test Well ‘refsrred to in Sections 1.13, 2.1, 3.1 and 3.2)
=xhibit & - Part I: Drilling of Zxplcratory Wells

zart 2: Attempted lzoupleticn., Teepening. Flugging Zack anc ~tandoncent
Zx=ibit 5 - Insurance [referred To in Sections 1£.24. 17.28 and 15.22)
Zxnitit 5 - Non-Discriminatiorn: Ixecutive Order 11246 73CF.A. 12312}, Section 202
Corer Exnizits. 1 any

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

r COUOA-3181 , which
its exnitits which require iden-
lorm has bteen made,

3
I

v

—
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EXHIBIT A

ATTACHED TO AND MADE A PART OF
THAT CERTAIN AGREEMENT ENTITLED

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

DATED MARCH 1, 1981

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

WORKING INTEREST SEGREGATED PRODUCTION

The Working Interest share of production taken from the following
described wells, 1insofar as such production is from the formations
set forth below, is segregated from the remainder of the Unitized
Substances as provided, by the terms of Section 6.4 of the Unit
Operating Agreement. The "associated lands"™ as to each well is also
listed below, and the rights and obligations accruing thereto are
defined in the Unit Operating Agreement, particularly in Section 6.4
(and 14.2 as to voting control).

WORKING

ASSOCIATED INTEREST
WELT- 4OCATION FORMATION LANDS OWNER
All Any location All All lands in All Working
wells approved by formations the Third Interest

July constitued except the Expansion Area Owners =
authorities "Main which are: See attached
Mancos"* T-24N, R-1W list

Sec. 5: All

Sec. 6: All

Sec. 7: All

Sec. 8: All

T-25N, R-1W

Sec. 5: All

Sec. 6: All

Sec. 7: All

Sec. 8: All

Sec. 17: All

Sec. 18: All

Sec. 19: All

Sec. 20: Aall

Sec. 2%: All

Sec. 30: All

Sec. 31: Aall

Sec. 32: All

T-26N, R-1W

Sec. 5: W/2

Sec. 6: All

Sec. 7: All

Sec. 8: wW/2

Sec. 17: WwW/2

Sec. 18: Aall

Sec. 19: All

Sec. 20: W/2

Sec. 29: Aall

Sec. 30: All

Sec. 31: All

Sec. 32: 3all
* "Mala ancos" formation defined in Special Definitions, Page 1 of

Agreement.

EXHIBIT A
Ccouoca-3181 PAGE 1



PART TI

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

- NONE -

PART III

VOTING PERCENTAGE REQUIRED FOR INSTITUTION OF
PRESSURE MAINTENANCE OF SECONDARY RECOVERY

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

PART IV

MINIMUM SIZES OF TRACTS FOR DRILLING BLOCKS

The minimum size of a tract forming a Drilling Block for an
Exploratcry Well (Paragraph 1 of Part I of Exhibit 4) shall be defined
by the o3jective formation to be drilled, as listed below. If more
than one of the objective formations listed below are the objective
formatiors, the Drilling Block shall be no smaller than that shown
for the formation with the largest size listed below. If no objective
formatior. is listed below there is no requirement for minimum size
Drilling Block for a well projected to that formation.

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

EXHIBIT A
COUDA-318.. PAGE 2



EXHIBIT 1

ATTACHED TO AND MADE A PART OF
THAT CERTAIN AGREEMENT ENTITLED

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

DATED MARCH 1, 1981

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

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

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

Containing approximately 69,568 acres, more or less.

couca-3181 EXHIBIT 1



COPAS — 1974

Recommended by the
Council of Petroieum

KEGABR 601, 992503 -
« TULSA ON 74101 Accountants Societies of

v

North America

EXHIBIT 5 "

A:tached to and made a part of .. LAl certaln agreement titled
Unlt Operating Agreement, Canada Ojitos Unit Area,

Rio_Arriba County, New Mexico, dated Marca 1, 1981

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions

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

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

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

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

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of otaer empioyees and,or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

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

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

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

Statement and Billings

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

Advances and Payments by Non-Operators

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

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12¢¢) pe:-
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of tnpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct.-
ness thereof: provided, however, all bills and statements rendered to Non-Operators by Operator during anv
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it .s made within the same prescribed period. The provisions of this paragraph shall not preven:
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

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

Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.

CCUCA-3181 —1—



II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

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

A. (1) Salaries ard wages of Operator’s field employees directly employed on the Joint Property in the conduct
of Joint Operations.

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

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

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

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

D. Personal Expeises of those emplovees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section II.

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase. thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual
cost not to exceed RNXHOPEXKREXXNXX twenty-six percent (28%1) )

Material

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

Transportation

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

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

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

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

Services

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

Equipment and Facilities Furnished by Operator

A. uperator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance. taxes. depreciation. and interest on investment not to exceed eight per cent (87%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In .ieu of cha:ges in Paragrapn 7A atove, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20¢;. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

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

Legal Expense

Expense of handling. investigating and settling litigation or claims, discharging of liens. payment of judgments
and amournts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property. except that no charge for services of Operator's legal staff
or fees or expense of outside attornevs shall be made unless previously agreed to by the Parties. All other legal
expense 1s considered 10 te covercd by the overhead provisions of Section III unless otherwise agreed to by the
Parties, except as drovided in Section I, Paragraph 3.
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Taxes

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

tion thereof, or %1e production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

Insurance

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

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section IlI,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

HI. OVERHEAD

Overhead - Drilling and Producing Operations

1.

il

As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:

( X ) Fixed Rate Basis, Paragraph 1A, or

( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Partieé, such charge shall be in lieu of costs and expenses of all offices
and salaries o wages plus applicabie burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
The salaries, wages and Personal Expenses of Techmical Employees and-or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not ( ) be ccvered by the Overhead rates. —_—

Overhead - F.xed Rate Basis

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

Drilling Well Rate §__1,517.00
roducing Well &ate g 273.09
ompresSsor Operating Rate $273.00
(2) Applicaticn of Overhead - Fixed Rate Basis shall be as follows:

(a) Drilling Well Rate

[1] Charges for onshore drilling wells shall be7in on the date the well is spudded and terminate cn
tne date the drilling or completion rig is released, whichever is later, except that no charge shall
te made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-~
t.on or rig is released, whichever occurs first, except that no charge shall be made during susgarn.-
sion of drilling operations for tifteen (13) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) corn-
szcutive days or more shall be made at the drilling well rate. Such charges shall be apgiied for
tae period from date workover operations, with rig, commence through date of rig release. except
taat no charge shall be made during suspension of operations for fifteen (13) or more consecutive
cays.

(b) Producing Well Rates

[1] An active well either produced or injected into for any portion of the month shall be considered
as a one-well charge for the entire month.

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

[3] 4in inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet.

[4] £ one-well charge may be made for the month in which plugging and abandonment operations
are completed on any well.

[5] 411 other inactive wells (including but not limited to inactive wells covered by unit allowables,
lease allowable, transferred_allowable, etc.) shall not qualify for an overhead charge.
(6) &n observation well shall be considered an active well,

(3) The well -ates shall be adjusted as of the first day of April each year following the effective date of the
agreemen'. to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the caleadar yeer
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor. Bureau of Labor Statistics, or the
eguivalen: Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:
(a) Deve opment

Percent ( ¢2) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating

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

(2) Applicaticn of Overhead - Percentage Basis shall be as follows:

For the pirpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopmen! shall include all costs in connection with drilling, redrilling, deepening or any remedial opers-
tions on any or all wells involving the use of drilling crew and equipment: also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com.-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets anc. any other project clearly discernible as a fixed asset, except Major Construction as de:.ned in
Paragrapt. 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction

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

of ..25,000,00

A. 4 ¢ of total costs if such costs are more than $ 25: 0C0.00 but less than $ 100, 000, OQ plus
B. ___3__% of total costs in excess of $100: 000. 00 but less than $1,000,000; ‘glus
C. __® < of total costs in excess of $1,000,000. *To be negotiated if applicable.

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

Amendment of Rates

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

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

Operator is responsiblz for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affe:ting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and. or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind. or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1.

Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In casa
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when ad;ustment has been received by the Operator.

Transfers and Dispositions »

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed -¢ by the
Operator. unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:

A. New Material (Condition A)

(1) Tubular goods. except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of guantity transferred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Propertyv
where such Material 1s normally available.

(2) Line Pipe

(a) Moveraent of less than 30.000 pounds shall be priced at the current new price. in effect at date of
moverient, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

{b) Moveraent of 30.000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV.

(3) Other Matzrial shall be priced at the current new price. in effect at date of movement, as listed by a reliable
supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is normally

available.
B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventy-five percent (75 ) of current new price, as determined by Paragraph 2A of this Section IV.
(2) Material moved from the Joint Property
{a) At seventy-five percent (7537 ) of current new price. as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material. or
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(b) at sixty-five percent (65%:) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent ¥ 75} of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Msterial (Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function unt:l
after reconditioning shall be priced at fifty percent (50¢ ) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Coniition C value plus cost of reconditioning does not exceed Condition B value.

(2) Condition D

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Mate:ial

Material which is serviceable and usable for its original function but condition and ‘or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
dered by such Material.

E. Pricing Conditions

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

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

Premium Prices

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

Warranty of Material Furnished by Operator

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

V. INVENTORIES
Operator shall miintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Writien notice of .ntention to take inventory shall be given by Operator at least thirty (30) days before any inven.-
tory is 1o begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation anc. Adjustment of Inventories

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

Special Inventories

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
ve the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

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

ATTACHED TO AND MADE A PART OF
THAT CERTAIN AGREEMENT ENTITLED

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

DATED MARCH 1, 1981

INITIAL TEST WELL

The obligation well called for in Section 9 of the Unit Agreement
shall be considered as an initial test well and shall be drilled at
a location approved in conformance with the terms of the Unit
Agreement and to the depth specified in said Section 9. The cost
of drilling this obligation well shall be borne by the Parties.
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EXHIBIT 4
TO UNIT OPERATING AGREEMENT

PART 1
DRILLING OF EXPLORATORY WELLS

1. NOTICE OF PROPOSED DRILLING. Any Party desiring the drilling of an Exploratory Well on land in which it
owns & Committed Working Intereet shall designate an area, herein called a proposed Drilling Block, comprising,
unless established as to size under the provisions of Article 39.1 or Section g of this Part 1 of Exhibit &,
an area not to exceed 5,760 acres which, on the basis of available geological information will, in 1its
Judgement, be proved productlve by the drilling of such well; provided, however, that minimum sizes of such
Drilling Blocke may be established by the Parties by so designating (by objective formation) in Exhibit A hereto.
Unit Operator and each Party within the proposed Drilling Block shall be furnished with a plat and description
of the area so designated, together with written notice of the location, oblective formation, maximum depth, and
estimated cost of the proposed well. The location of the proposed well shall conform to any applicable spacing
pattern then existing or an authorlzed exception thereto. The proposed Drilling Block shall include no land in
an established participating area for the objective formatlon for the well to be drilled thereon nor any land
within an active, prviously designated Drilling Block for such formation,

2. EXCLUSION OF LAND FROM PROPOSED DRILLING BLOCK AND ESTABLISHMENT OF DRILLING BLOCK. Within thirty days
after recelpt of notice of proposal to form a Drilling Block, any part of the land inciuded in the proposed
Drilling Block may be excluded therefrom at the Direction of the Partles therein; provided, however, that the
authority to reduce the size of the block granted under the Direction of the Parties is limited in that the
reduced area must contain not less tnan 240 acres. In such event the proposed Drilling Block as reduced by the
exclusion of such land shall be established as a Drilling Block. In the actsence of any such Direction to reduce
the size of the proposed Drilling Block, then at the expiration of said perlod, the propozed Drilling Block
shall be established as the Drilling Block. The Drilling Block shall be considered active for ninety (90) days
after the designation thereof and if a well is commenced thereon within such period until either:

A. The completion of the well, if it is completed otherwise than as a producer of unitized substances
in paying quantities, or

B, The filing with the Director of a proposal for the establishment or revision of a participating
area 1if the drilling of the well results in the filing of such proposal.

3. BASIS OF PARTICIPATION. Each Party within tne Drilling Block tshall be entitled to participate in the
Costs of the proposed well on an Acreage Basis, but shall be required to do so only if it notifies the other
Parties of its willingness so to particlpate as hereinafter in this Article prcvided.

L. PRELIMINARY NOTICE TO JOIN IN DRILLING. Witnin ten days after the estatiishment of the Drilling Block
each Party within such Drilling Block shall in writing advise all other Parties tnerein whether or not it wishes
to participate in the Drilling of the propoced well, If any Party fails to give such advice within the
prescriced time, it shall be deemed to have elected not to participate in Drilling suca proposed well., If all
Parties within the Drilling Block so advise tnat taey wish to participate therein, the Unit Operator shall
Drill the proposed well for the account of all such Partles,

5. NOTICZ OF ELECTION TO DRILL. Unless all Parties within the Drilling Block agree to participate in
Drilling such wel., tnen, withln fifteen days after the expiration of the ten day period last above provided
in Section 4, each Party within the Drilling Block then desiring to have the proposed well Drilled, shall give
to all other Parties therein written notice of its election to proceed wita tae Drilling of said well.

Failure to give such notice shall be deemed an election not to participate in Drilling the well.

6. EFFZCT OF Eg%%TION TO DRILL. If one or more, but not all of the Parties, elect to proceed with tne
Drilling o e well, Unit Operator shall drilll the well for the account of such Party or Parties on an
Acreage Basls among themselves who shall constitute the Drilling Party.

Any Party within the Drilling Block who hat not previously elected to participate in the proposed well
may do so by written notice given to all otiner Pariies within the Drilling Bleck at any time before operations
for the Drilling of the well are commenced, In whic: event such Party shall be included In the Drilling Party.
However, such Party shall be bound by any and all Directions and Approvals theretofore gilven by tne Drilling
Party concerning the Drilling of the well,

7. RIGHTS AND OBLIGATIONS OF DRILLING PARTY AND NON-DIILLING PARTY. Wnenever an Exploratory Well is drilled
otherwise than for the account of all Committed Vorking Interests within tne Drilling Block, the provisions
of Articie 12 dealing witnh Rights and Obligaticrs of Drilling Party and Non-Drliling Parties shall be applicable.

&, RECUIRED DRILLING. If an Zxploratory Well is Drilled as a2 required well in accordance with Section 10.4B,
the Drlilling Block for such well shall consist of all forty-acre subdivisions znd lots of the Public Land
Survey of which more than one-nalf of the surface area is within a distance of 2,300 feet from the provposed
cettom nole location of such well, but excluiing therefrom all lands within a particlpating area theretofore
establisned for the pool or zone to walch the well is to be Drilled; provided, however, if the well te one
resulting from "forced-pooling" as descrited in Articie 1{.1 hereof, the Drilling Block shall be those iands
under the Committed Interestc whlch appear witnin :tne spacing unlt prescribed oy tne sutject order.

L5

2.RT 2

ATTCMPTED CCMPLATICN, D3ZPERING, PLUGGING BACK AND ABANDTNMINT
OF 3CVH =APLIRATCORY ANw D=vaLOPLslT o=

1. COMPLETION ATTEMPT VHEN DRILLEID., The attempted completicn of any well wnen the drilling thereof reaches
its projected depth,and the Deepen.ng or Pluszing Zack of any well not cermpleted as a_producer gt its prolected
degtn, snall be governed oy tne following peovisiens, except tnet caid prov ng shall nct apply vo 2 parti-
ecalar welil Af every Party entitled to tie no~ice provided for a Zubdivision - sereof has consented Se
acandonmen:s and plugging of zuch well:

A. Notiece by Unit Operator. After any well sac reached i1ts projecczd Z2pth and been tested, out
tefore production pipe nas veen sget therein, Unit Operator shall give notlce thereof to each Party
o participated in Drilling the w2ll, ard tc each aduitlonal Party, if any, who was entitle; to
participate therein out elected nct te 47 sc., Zach notlsce proviied for in tnls section shalz‘bg
ziven tv telegrann or telephcne., Alco acandeoning a Development wWell wniehr has been Drilied
-0 its vnro’ected denth but not cordletel az oroducer, Unit Cperatsr shall give ncilce tnera2of to
eacn Pabty.withi the participating area invilved,

3]
]

2, Eizat to Attemnt Ccmpletion, Deepern or Fl_og Zack.
ell ccneerning nlcn notice 1 mive .3oacccerdance
“oPGsa. to atiempt the complesion 28, o <o Deenen or
znce of cucn initlation, any Pars
wzaluit B Lo the Unit Agresment

27 pazrticzivated in the Drilling of
cn & nereol may inltiate a2
. sucnh well; provided thaz, In the
7 the tract (as iientified
c initiate a propzsal
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(Following “he came prcceas e proced
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among tiemselves, =iuLjecs, howsver, to the provig
dealing witn Confllcts, arni Paragrapn £ of Far
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F, Stand-By Rig Time. 3tanc-:zy vime paid for the rig on a well untll exp
e’3z1t nours a.lcwed Tor t:e inltiasion of and eiec-ion tc pariicipz:ie in
Deepen or Plug Back, susn wall, caall be cnargai and borne as part of tne Cos
the well, Thereafter such stand-oy time sihall e charged <0 and 2crne by the Par
elect bto participate 1in tiie attempt to complete, or Lo Despen or Plug 3ack, tae well, wnhezner or not
such Party or Partlies snall proceed wita such ¢peration., Howevzr, i the Party or Partie: making
such election 30 not proceed wilith the overztion, the Costs 1o che well znall te
cnarged and scrre as part of the Coste Incurrel in Drilling tne »~oll.

2. ABANDONMENT OF PRODUCING
pating area snall te abandcied
within suech varticlpating area,
or Plugging Back or Abandonment of =
included in a participating area ctnal

ticl-
: Partiecs
eepening,
sut not

viien aoandonment tnereof receives the aApproval
> % provisicons of Zaragrapn I aereof concern
e abandonment of a well completed ac a »rc
vy tne following provisions:

A, Consent Reguired., Sucn a weil 3hall not e acandoned for prcduction from the vool or zone in whica
1t 1s compleced except with tane consent of all Parties then ownling Sne well.

B. Abandonment Procedure. If the abandonment of cuch a well receives the Appraval of the Pzar-tiec who owm
tne well, but fc not consented te Iy 21l suen Parties, Unit Cperator shall zive uritten notice .
tnereof to each Party then naving an interest in tae well who did not n In suca Aperoval., any such
non-joining Party wio odjects to abanionment of %ine well (nerein called the .on-abandoning Farty) may
give written notice thereof to all other Parties (herein called abandoning Parties) taen naving
interests in the well, provided suci notlce is given witain taircy idayc after receipt cof <he notice
Ziven oy Unit Operator. If such objection 1s so made, the non-abanicning Party or Partiez shall
fortawith pay to the abandoning Parties their respective shares of the Salvaze Value of tne well,

Upen the making of such payment, the atandoning Parties snall ce deemed Lo nave reiingulisaed unte the
non-abandoning Party cr Parties all thelr operating rigatc ard workinz interest in the well, tut orly
witha respect to the pool wr—=one in which it 1s then ccmpleied, and all thelr interect In the materials
and equipment in or pertaining to the welli. If tnere is more than cone non-atandoning Parcty, the
interest so relinquished cshall obe owned by the non-atandoning Parties, eaca n tne properilon that Iis
Interest in tne well tears to the combined lnterest therein of all non-abtandoning Parties immedlately
prior to such relinguisnment.

C. Rights and Obligations of Non-Abardoning Party. After tne relinquisnment aocve proviied for, sueh well
shall oe opera-ed oy L.t JOperacor for tae account of the norn-akandcning Party or Parties, who shall
own all Produc:ion therefrom and snall wear all Costs, Leaze 3Burdens and other turdens tnereafter
incurred in operating the well and plugging 1t when abandoned (unless tae well is taken over for
Deepening or Plugginz Back as nereinafter provided), and alco the Sozts of any additlonal tankage,
flow lines or other facilities nee:ded £0 measure geparately ¢he Unizized Sutstances prcduced from tne
well; saild operating Costs shall Include an overhead caarge compuied at the niganest per uwell rate
applicable to =ie opera:ilon of a single vroducing well in accoriance with Exhiblt 2, If sucn rate 1is
provided.

1. Option to Repurchase Materials. I a well <aken over .y the non-abandoning Pariy or Parties as above
provided 135 aoandoned lor piugglng within six menthe after relinquishment by the abandoning Parties
of taelr interests cnerein, eacn abanioning Party shall aave the rigne at its optlon to repurchase

that portion ol tiae materials and equilpment salvoged from tiie well egual to the interest relinquished
oy it to tie non-abandoning Party or Partiers, at tie value [ixed therefor in accordance with

Subdivision B of this section. Said option may ve exerclled cnly o written notice given to Unit
Operator and tne non-ahandoning Pariy or Parties within fifteen Jays alter receipt of tae notice gilven
by Unit Operator pursuant to Paragraph 5 .erenf.

3. DEZPENING OR PLUGGING BACK ABANDCNED PRODUCING ILLZ. Before avandoning feor plugging any well completed
as a producer of Unitized Sucstances, Jnit Operavor caall, (A) i7 the well iz within a Participating Area, give
written notice tnereof to the Party or Parties owning Commi:tted lorking Intera2ctc in the Sract of land on unhicen
the well is located, or {B) if the well 1s not within a Participating Arsa, give written notice thereof to each
Party then owning an interest tne well and tc eacn additional Party), if any, owning Committed Working
Interests in the tract of land upcn wiich tne well Is located. If no Drilling Block has previously been
establisned for sucn well and a Party receiving suca notice Jjeclirez <is Deepening or Plugging Back thereof, it
snall, within fifteen days after receipt of such notice, procesd wit: tue establlshment of a Drilling Block for
such well as provided in Paragrapas 1 and 3 of Part 1 of this Exhipbiv 5. Jiltain ten days after receipt of such
notice, if a Drilling Block has previously been estavlished for suca well, or, 1f nct previously ectablished,
within ten days after a Drilling Blcck 1s estatlished for such well, the Party desliring the Deepening or
Plugging Back of sucn well shall give notice thereof 1in accordance witn Paragrapn 4 of Par:c 1 of this Exhibit &
and all of the provisions of Paragraphs 4, 5 and 6 of Part 1 of zails Exaivit 4 shall apply in the came manner as
1f the proposed Deepening or Plugzing Back were tne Drilllng of an Zxploratory Well, sudject, however, to the
provisions of Paragrapn 4 of Part 2 of tais Exhivit 4, dealing witn Conflicts, and Paragrapn 5 of Part 2 of this
Exhioit 4, dealing with Deepening or Plugging Back to a Participaslng Area. If no Party glves notlce of
desire to Deepen or Plug Back such well within said periocd of ten davs, or if such notice is given tut no Party
elects to proceed wlth the Deepening or Plugging Back of the well within tne time limit th-_:for, Unit Cperator
shall abandon and plug tne well for tae account of the Party or Partle: owning the well.

EXHIBIT 4 TO
UNIT OPCRATING AGREZEMENT PAGE 2 FORM - BMG 1968: REVISION 2



4, CONFLICTS., If conflicting electlicens to attempt completion, Deepen, or Plug Sack are made in accordance
with uhe preceding provisions of Part 2 of tnls Exalbit 4, preference snall be given first to a completion
attempt and then to Deepening. However, if a completion attempt, a Deepening or Plugging Back does not
result in completion of the well as a producer, Unit Operator shall again give nctice 1n accordance with Sub-
division A of Paragraph 1 of Part 2 of thils Exhiblt 4 before abandoning the well for plugging.

5. DEZPENING OF PLUGGING BACK TO PARTICIPATING AREA. If a well witain the surface boundaries of a partici-
pating area i1t %o ce Deepenel or Plugged Back tC a pocl or zone for whicn such participating area has been
estanllisned, sucn ~peration may be conducted only if 1t receives the Approval of the Parties witnin sucn
participating are?. and upon sucn terms and condlitions as may ve specifled in such Approvai.

6. RIGHTS AND CBLIGATICNS OF DRILLING PARTY AND NON-DRILLING PARTIES. Whenever an attempt to complete a
well 15 made,or a well 1s beepened or rlugged Back, otherwicse than for the account of all Parties entitled to

parzicipate “nerein, tne provislons of Article 12 dealing with Rignts and Obligations of Drilling Party and
Non-Driiling Parties shall apply.

potloo BMY L LR B IVISION 2



In
hereof,
benefit

1.

EXHIBIT 5

ATTACHED TO AND MADE A PART OF
THAT CERTAIN AGREEMENT ENTITLED

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

DATED MARCH 1, 1981

INSURANCE

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

Primary Comprehensive General Public Liability Insurance
with limits, (a) as to Bodily Injury of not less than One
Hundred Thousand Dollars ($100,000.00) for each person and
not less than Three Hundred Thousand Dollars ($300,000.00)
for each occurrence, and (b) as to Property Damage of not
less than One Hundred Thousand Dollars ($100,000.00) for
2ach claim arising out of one occurrence and One Hundred
Thousand Dollars ($100,000.00) for any number of claims
arising out of one occurrence.

Primary Comprehensive Automobile Public Liability Insurance

with 1limits, (a) as to Bodily Injury of not less than One
Hundred Thousand Dollars ($100,000.00) for each person and
not less than Three Hundred Thousand Dollars ($300,000.00)
Zor each occurrence, and (b) as to Propertv Damage of not
less than One Hundred Thousand Dollars ($100,000.00) for each
occurrence.

A Five Million Dollars ($5,000,000.00) single limit Umbrella
liiability Policy which shall follow the primary coverages
set out in Article 16.2 and Paragraphs 1 and 2 above, and
constitute excess protection as to primary limits per
occurrence, but also shall extend to cover certain hazards
not covered by the primary, subject to a returned deductible
0of Twenty-Five Thousand Dollars ($25,000.00), notably
Underground Property Damage, Damage to Property of others
in care, custody and control of the operator.

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

account.

It is understood and agreed thac Unit Operator shall not

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

COUOA-3181 EXHIBIT 5 .



EXHIBIT 6

ATTACHED TO AND MADE A PART OF
THAT CERTAIN AGREEMENT ENTITLED

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

DATED MARCH 1, 1981
EQUAL OPPORTUNITY CLAUSE

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

(1)

(2)

(3)

(4)

(5)

(6)

(7

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

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

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

The CONTRACTOR will comply with all provisions of Executive Order 11246 of September 24,
19¢, and of the rules, regulations, and relevant orders of the Secretary of Labor.

The CONTRACTOR will furnish all information and reports required by Executive Order 11246
of 3eptember 24, 1965, and by the rules, regqulations, and orders of the Secretary of
Labor, or pursuant thereto, and will permit access to his books, records and accounts
by the contracting agency and the Secretary of Labor TSt purposes of investigation to
ascertain compliance with such rules, regulations, and orders.

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

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

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

(L

(2}

couoa-31

File with the Office of Federal Contract Compliance or agency designated by it, a complete
and accurate report on Standard Form 100 (EEO-1) within 30 days after the signing of this
Agreement (unless such a report has been filed in the last 12 months), and continue to
file such reports annually, on or before March 31st;

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

[8g)
)

EXHIBIT 6




(OTHER PROVISIONS)
ARTICLE 41

41.1 Unpaid Unit "Costs". If any Working Interest Owner fails
to pay its share of Unit Costs within sixty (60) days after rendition
of a statement therefor by Unit Operator, each Working Interest Owner
agrees, upon request by Unit Operator, to pay its proportionate part
of the unpaid share of Unit Costs of the defaulting Working Interest
Owner. Working Interest Owners that pay the share of Unit Costs of
a defaulting Working 1Interest Owner shall be reimbursed by Unit
Operator for the amount so paid, plus any interest collected thereon,
upon receipt by Unit Operator of any past due amount collected from
the defaulting Working Interest Owner. Any Working Interest Owner
so paying a defaulting Working Interest Owner”s share of Unit Cost
shall, tc obtain reimbursement thereof, be subrogated to the 1lien
and other rights herein granted Unit Operator.

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

It is recognized that the price for which Production is permitted
to be sold may be subject to regulation by governmental authority.
In the evant such regulation does nnt permit retention of all of the
price for which Production was sold, the Working Interest Owners
severally agree to refund amounts in excess of permitted levels,
together with any applicable interest and penalties, promptly when
required >y Unit Operater; such refunds being treated as Costs under
the meaning of Articles 1.4 and 41.1 hereof.

Shou’.d such refunds be required that are attributable to royalty
interests, overriding royalty interests, production payments and other
similar :nterests (hereinafter called "“lease burdens") and Unit
Operator 1is unable to recover such refunds from the owners thereof:
then any unrecovered refund accruing to a lease burden shall be
treated as a Cost under the meaning of Articles 1.4 and 41.1 hereof
chargeable to the affected Working Interest Ow~ners in proportion to
their Working Interests. Unit Operator shall continue to use such

reasonable measures as deemed practical - including withholding of
proceeds of sale of Production attributable to the 1lease burden
interest - to attempt to recover and credit to the accounts of the

Working Interest Owners such outstanding refunds.

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

COUOA-3181 PAGE 17



41.3

41.4

41.5

COUOA-3181

Other Provisions regarding WISP.

A, Costs (reference Article 6.4). Anything in this
agreement to the contrary notwithstanding, all costs
incurred in drilling, completion, plugging and other
operations related to WISP production shall be paid by
the parties entitled to such segregated production as
herein provided; and in this regard the provisions of
Exhibit 4, hereto, particularly paragraph 3 of Part I
therein is made subject to the terms of Articles 6.4 and
41.3.

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

C. Extinguishment of WISP Production Provisions in event
of Secondary Recovery or Pressure Maintenance (refers
to Article 6.4 and Article 25). In the event secondary
recovery oOr pressure maintenance should be undertaken by
the parties as provided in Article 25, the provisions of
Article 6.4 pertaining to working interest segregated
production, as well as any other provision in this
agreement concerning WISP, shall be of no further force
and effect, it being the intent_ of the parties that such
segregated production provisions have no application to
secondary recovery oOr pressure maintenance operations.

No casing point election for Mancos wells (reference

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

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

UNIT OPERATOR AND WORKING INTEREST

OWNER:

BENSON-MONTIN-GREER DRILLING CORP.
ATTEST:

BY:
S2cretary Albert R. Greer, President

STATE OF NEW MEXICO )
) SS
COUNTY OF SAN JUAN )

The foregoing instrument was acknowledged before me this _
day of , 19 ; by ALBERT R. GREER, President
of BENSON--MONTIN-GREER DRILLING CORP,, a corporation, on behalf of saicd
corporation.

SIGNATURE PAGE
COUOA-3181 PAGE 18




UNIT OPERATING AGREEMENT

CANADA OJITOS UNIT AREA

RIO ARRIBA COUNTY, NEW MEXICO

THIS AGR%EMENT, made as of the first day of March, 1981, by and among

the parties who execute or ratify this agreement or a counterpart

hereof, |
WITNESSETH:

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

WHERZAS, the Parties enter 1into this agreement pursuant to
Section 7 of the Unit Agreement;

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

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

Construction of Regqulatory Autnorities and Names.

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

Spec:al Definitions:

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

COUOA-3181 PAGE 1 °
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ARTICLE 1
DEFINITIONS

1.1(a) Unit A;reement Definitions. The definitions contained in the Unit Agreement are adopted for all
purposes of thls agreement. n on, each term listed below shall have the meaning stated therefor, whenever
used in this agreement.

1.1(b) "Director" means the Director of the United States Geological Survey. In the instance of approval
required by USTS, "TI'irector” also means "Supervisor™ 1f the Supervisor has the authority to so act.

1.1(c) "Supervisor" means the Supervisor of that division of the United States Geological Survey which has
jurisdiction over e Federal lands subject to this agreement.

1.2 "Unit ggeraton“ means BENSON-MONTIN-GREER DRILLING CORP, and its successors, as the Unit Operator
designated in accordance with the Unit Agreement, acting in that capacity and not as an owner of Working Interest.

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

1.4 "Costs" means all costs and expenses incurred in the development and operation of the Unit Area
pursuant to thls agreement or the Unit Agreement and all other expenses that are herein made chargeable as Costs,
determined in accordance with the accounting procedure set forth in Exhibit 2 attached hereto, which shall govern

in all matters covered thereby, except that in event of inconsistency between said accounting procedure and this
agreement, thls agreement shall control.

1.5 "Committed Working Interest" means a Working Interest which is shown on Exhibit B to the Unit Aﬁreement
as owned by & Party and which %s commlitted to the Unit Agreement. Whenever reference is made to a Party "in" or

"within" the Unit Area, a participating area, or other area designated pursuant to this agreement, such reference
shall mean a Party cwning a Committed Working Interest in lands within such area.

1.6 "Acreage Basis" when used to describe the basis of participation by the Parties within the Unit Area,
a Participating area, or other area designated pursuant to this agreement in voting, Cosis, or Production, means
participation by each such party in the proportion that the acreage of its Committed Working Interests in such area
bears to the total acreage of the Committed Working Interests of all such Parties therein. For the purposes of this
definition, (a) the acreage of the working interest in a tract within the Unit Area shail be the acreage of such
tract as set forth in Exhibit B to the Unit Agreement, and (b) if there are twc or more undivided working interests
in a tract. there shall be apportioned to each ‘such working interest that propcriion of the acreage of the tract
that such working interest bears to the entire working interest in the tract.

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

1.7(b) “"Working Interest Segregated Production” ("WISP") means that production belonging to the working
interest from wells, formatlon an ands as more particularly described in Article 6.4 and Exhibit A which is
segregated from unit "Production”.

1.8 "Lease Burdens" means the royalty reserved to the lessor in an oll and gas lease, an overriding royalty
a production payment and any similar burden, but does not include a carried working interest, & net profits interest
or any other interest which 1s paysble out of profits. -

"

1.9 Drilling Party" means the Party or Parties obligated to bear the costs incurred in Drilling, Deepening
or Plugging Back a weiI In accordance with this agreement at the commencement of such operation.

1.10 "Non-Drilling Party" means a Party who has had the optional right to participate in the Drilling,
Deepening or Plugging Eacé of a well and who has elected not to participate therein.

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

1.12 "Deepen or Plug Back" means to perform all operations reasonable necessary and incident to Deepening
>r Plugging BackK a well, Tesiing, and, if productive of Uni%ized Sutstances, corpletinzs cr reciuapleting and
equipping for production, including flow lines, treaters, separators and tankage, or plugging and abandoning, if dry.

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

1.14 "Subsequent Test Well" means a test well Drilled after the Drilling of the Initial Test Well or Wells,
and before discovery of Unitized dubstances ir paying quantities in the Unit Area.

1.15 "Development Well" means a well Drilled within a participating area and projected to the pool or zone
for which the participeting areg was established.

1.16 "Exploratory wWell" means a well other than a Developmernt Well Drilled after discovery of Unitized
Substances in peylng quantitles in the Unit Area.

1.17 "Approval Of The Parties"” or "Directicon Of The Parties" means an approval, authorization or direction
which recelves the affirmative voie speciried in . he Parties entitled to vcte on the giving of such
Approval or Direction.

1.18 "Salvage Value" of a well means the value of the materials and equipment in or appurtenant to the well
determined in accorsance with Exnibit z, less the reasonatle estimeted Costs of salvagirg the same and plugging the
well.
1.19 tach Party is herein referred to by the neuter pronoun "it".
ARTICLE 2

WO LIABILITY FCE SRILLING, DEE-ZXING OR PLUCSGING BACK WZLLS WITHCUT CCLSERT

2.1 %O LIABILITY WITHCTT CONSENT. Ho psrty shall be liable without its consent Zor any pertion of the Costs
of Drilling, Teepening or Plugglng back a well except as provided in Section 10.4 with respect to Reguired Wells,
and except &s provided in Article 13 dealing with Investment Adjustment. Nothing hereln shall be ccnstrued to
relieve a Party of any ccligation assumed ty it pursuant to Exhibit 3 to participate in The Costs of the Initial
Test Well,

ARTICLE 3
INITIiI TEST WELL

3.1 LOCATION. Unit Operatcr shall begin to Drill the Initial Test Well within tre time required by
Section 9 of THe Unit Agreement or any extension thereof at the location specified in Exhibit 3 sattached hereto.

Article 1
UNIT OPERATING AGRMNEMENT Page 2 Form - BMG 1968: Revision 2
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cipating area for the same formation, or formations, from which WISP 1s taken from the subject well, the working
interest owners in said "asscciated lands" shall not receive any portion of the production allocated to said lands
from other wells within the participating area or be entitled to participate in the costs and expenses of the par-
ties in the participating area insofar as the subject well's "associated lands" are concerned.

Any formations under the "associated lands" other than those identified as ones from which WISP may be tsken sall
be treated the same as other formations under other lands committed to the Unit Agreement and Unit Operating Agree-
ment.

6.5 TAKING ®  KIND. Each Party shall currently as produced take in kind or separately dispose of its share
of Production and pa, Unit Operator for any extra expenditure necessitated thereby. Except as otherwise provided in

Section 15.5 dealing with Liens, each Party shall be entitled to receive directly payment for its proportionate share
of the proceeds from the sale of its share of Production, and on all purchases or sales each Party shall execute any
division order or consract of sale pertaining to its interest. ZEach Party taking in kind or separately disposing of
its ehare of production shall pay or arrange for the payment of, all taxes measured on production, including sever-
ance, sales, gathering or similar taxes.

6.6 FAILURE 70 TAKE IN KIND. If any Party fails to take or dispose of its share of Production, Unit QOperator
shall have the right T~or such reasonable periods of time that are consistent with the minimum needs of the industry
under the circumstances, but in no event to exceed one year, and subject to revocation at will by the Party owning
same, to purchase for Unit Operator's account or sell to others such share at not less than the market price prevail-
ing in the area and not less than the urice Unit Operator receives for its share cf Iroduction: subject to the right
of such Party to exercise at any time its right to take in kind or separately disrzce of its own share of Production
not previously taken by Unit Operator or delivered to others pursuant to this Article, Notwithstanding the fore-
going, Operator shall not make a sale into interstate commerce of any other Party's share of gas production without
written consent from such party.

6.7 SURPLUS MATERILLS AND EQUIPMENT. Materials and equipment acguired by the Parties, or any of them pur-
suant to this agreement, may ce classilied as surplus by Unit Operator when ceemed bty it to be no longer needed in
operations hereunder, by giving tc each Party owning an interest therein written notice thereof. Such surplus mat-
erials and eguipment shall be disposed of as follows:

A. Each Party owning an interest therein shall have the right to take in kind its
share of surplus tubular goods and other surplus items which are susceptible of division in
kind, by written notlice given to Unit Operator within thirty days after classification there-
of as surplus, except that such right shall not apply to junk or to any item having a replace-
ment cos= less than one thousand dollars ($1,000.00).

B. Surplus materials and equipment not divided in kind gother than Junk and any
item having & replacement cost of less then one thousand dollars {1,000.0C)) shall be sold
to the highest bidder or bidders. °

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

obtainable.
ARTICLE 7
PLANS OF DEVELOPMENT
7.1 WELLS AN) PROJECTS INCLUDED. Bach plan for the development and operation of tne Unit Ares which is sub-

mitted by Unit Cperator w0 une supervisor in accordance with the Unit Agreement shall make provision only for such
Drilling, Deepening ai1d Plugging Back operations and such other projects es—tnit Operator has been authorized tc
conduct by the Parties chargeable with the Costs incurred therein.

7.2 NOTICE OF PROPOSED PLAN, At least ten days before submitting any such proposed plan to the Supervisor,
Unit Operator shall glve each Party written notice thereof, together with & copy of the proposed plan.

7.3 NOTICE O APFROVAL OR DISAPPROVAL. If and when a proposed plar has teen approved or disapproved by the
Supervisoer, 1t perator shall give written notice thereof to each Party. 1In the case of disapproval, Unit Opera-

_ tor shall stete in such notice the reasons therefor.

7.4 AMENDMENTS. If any Party or Parties shall have elected to procesed with Drilling, Deepening or Plugging
Back operatior 1n accordance with the provisions of this agreement, and such operation is not provided for in the
then current plar of levelopment as approved by the Supervisor. Unit Operator shall either (&) request the Supervisor
to a»prove ar amendment %o suek plan which will provice for the conduct of such oreration, or (b) request the Super-
visor to consent to sich operation, if his consent is sufficient,

7.5 CESSATION OF OPERATIONS UNDER PLAN, If any such plan as approved by the Supervisor provides for the
cessatiorn of any Drilling or cther operations therein provided for on the happening of a contingency and if such con-
tingency occurs, Urnlt Operator shall promptly cease such Drilling or other operations and shall not incur any acdi-
tional Costs in conne:xtion therewith unless and until such Drilling or other operations are agaln authorized in accor-
dence with this agreernent by the Parties chargeable with such Costs.

ARTICLE 8
DRILLING OF DEVELOPMENT WELLS

€.1 PURPOSE s R PPOCETURL. It isthe purpose of this Article to set :.r<h the procedure for Drilling a Develop-
ment well ctherwice than oy thne writtern consent of all Parties within the participating erea involved. The Drilling
of a Develoomert Well pursuar® tc the preccedure herein set forth shall, however, be subject to such Drilling receiv-
ing the Approval of the Parties, unless the Drilling of the proposed well is necessary to prevent the loss of Commit-
ted Working Interest in the tract ol land on which the proposed well is tc be Drilled. Vote by eny Party in favor
of Arcroval of %the Drilling of any such well shell not. nowever, be deemed an elec  on by such Party to participate
in the Cos%ts thereof, but will mean only that such Party considers the Urilling of .hie well consistent with the or-
dinary development ¢f the particira*irg area involved and has no objection to the Irilling thereof.

£.2 KOTICE OF PROPOSET DRILLIIG. Subject to the provisions of Section 8.1, any Party within a participating
area ~ay propose theé Dril.tng oi a veveiopment Uell therein by giving to eacr of the cther Parties within the Far-
ticipa~ting area written notice speciiiying the location, cepth and estimated cost of the proposed well, which loca-
tion snall conform to any appiicelle spacing pattern theretofore adopted or then Teing followed, or an suthorized
exception thereto.

8.3 RESPONSE TO NOTICE. Within thirty days after receipt of such notice, each Party within such participa-
ting area snhell &dvice all other Farties therein, in writing, whether or not it wishes to participate in Drilling
the proposed well. If all the Parties within such participating area so advise that they wish to participate there-
in, tne proposed well shall be Drilled by Unit Operator for the account of all the Parties within the Participating
area, If any Party fails to respond to such notice within said thirty day period, it shall be deemed to have elected
rot “c participate in Drilling the Proposed well.

TLb :0TICE CF ELECTICN TC DRITLL. Unless &li Parties within the participating ares agree to parcvicipate Iin
respcrse to S&Ld noLice, ihen witnin rilieen days after expiration of said period of thirt; days, each Party within
tne participating area who then desires to participate in the Drilling of tre proposed well shall give to all other
Tarties within the participating area written notice of election to proceed with the Drilling of said well. Fallure
to give such notice thall be deemed arn election not to participate in Drilling said well,

7.2 EFFECT CF ELECTION TO DRILL. If one or more, but not all ¢~ the Farties within the participating area
so elect tc proceed, Lnit operator shasl Drill the well for the account of such Party or Parties, who shall consti-
tute trne Drilling Party.

.6 SUTSEQUENT ELFCTION. If election te Drill the proposed well is made, any Party within the participating
o has Tiot previously elected to participate therein may do so by written notice given to all other Parties

Articles 7, 8
UNIT 7PERATING AGREEVENT Pege 4 Form - BMG 1968: Revision 2
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instance 1t 18 recognized that by terms of the Unit Agreement the subjJect welli will be oper-
ated on a lease basis and 1f part of the acreage in the Drilling Block is under other lease(s),
such other lease(s) may expire by their own terms. Thereis no obligation on the Drilling
Party tc maintain such expiring lease(s) or to reassign the interests relinquished under

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

In the case of a Deepening or Plugging Back, if a Non-Drilling Party owned an inter-
est 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 1s taken over by the Drilling Party for Deepening or Plugging Back.

12.2(b) EXCEPTION: Except as to required wells, the provisions of Paragraph 12.2(a) above,12.3, 12.4 and 12.5
below, do not apply to any Exploratory Well described in Part 2 of Exhibit A. (If the provisions of this subsection

are ?ot applicable, trere will be no listing under Part 2 of Exhibit A and the terms of this subsection are null and
void).

In the event any such additional Exploratory Well is hereafter Drilled by less than all the Parties hereto, then
the Drilling Party srall drill, complete, equip and operate such well or wells at 1ts own risk and cost, and the
Non-Drilling Party shall reimburse the Drilling Party for its share of such costs at a rate equivalent to the rate
at which such Non-Drilling Party collects and receives 1ts respective share of the proceeds (after deducting Lease
Burdens and taxes) from sale of production from such well, and not otherwise. In no event shall there be any change
in the cwnership of the operating rights, or relinquishment of interest as provided in 12.2{a) above, to any such
additional well by reason of the election of any Party hereto not to participate in the cost of Drilling thereof,
and each such Non-Drilling Party shall retain hls right to exercise the privileges of a working interest owner in
such well at all times.

12.2(c) INFORMATION PROVIDED RELINQUISHING PARTY. In the event a relirguishment of interest by & Non-Drilling
Party occurs accordirg To vLhe provisions o 5 agreement as to ary well and Production is had from such well, the
Unit Operator, or other Party conducting the operation which resulted in the relinquishment, shall furnish each Non-

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

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

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

12.3 REVERSIGN OF RELINQUISHED INTEREST. If the well is completed as a producer of Unitized Substances, then
the operating rights and workIng Interest in the well and sutject acreage relinquished as provided in Artiele 12.2
above by a Non-Drilling Party shall revert to 1t at such time as the Drilling Par*y realizes from the proceeds after
relinquishment of that portion of Production from the well (or from the proceeds after relinquishment of that por-
tion of Production allocated to the subject acreage, in event it is included in a participating area and timely work-
ing interest participation results by operation of the provisions of Article 6.2 and 13.1 herein) and after deduct-
ing from such proceeds or market value all Lease Burdens and all taxes upon or measured by Production that are pay-
able up to such time on said portion of Production from such well, the total of the following:

A. 100% of that portion of the Costs incurred in operating the well after such
relinguishrent, and up to such time, that would have been charges 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.

B. 300% of that portion of the Costs incurred in Drilling, Deepening, Plugging
Back or completing the well tiat would have been charged to such Non-Drilling Party 1f the
well had been Drilled, Deepened, Plugged Back or completed for the Account of all Parties
entitled to participate therein.

C. 300% of that portion of the Costs incurred in equipping the well for produc-
tion (ircluding, butnot limited to, costs of casing, tubing, stock tanks, separators, treaters,
pumping equipment and piping) that would have been charged to such Non-Drilling Party if the
well had been Drilled, Deepened, Plugged Back or completed for the account of all Parties
entitled to participate therein.

However, if a Deepening or Plugging Back is involved (1) any payment made to such Non-Drilling Party as its share
of the Salvage Value of tie well in aceordance with Section 12.2 shall be addzd tc a deemed part of the Costs incurr-
ed in operating the well. for the purpose of Subdivision A above, and (2) 1f such Non-Drilling Party did not partici-
pate in the initial Lrilling of the well, but the Drilling Party did participate therein, and if the interest re-
linquished by such Nen-Drilling Party upon the initial Drilling of the well had not reverted to it before such Deep-
ening or Pluggirg Back, then, for the purposes of Subdivision B above, there shall be added to and deemed part of the
Costs incurred .. 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 completed as a producer.

12.4 EFFECT CF REVERSION. From and after reversior -o & Non-Driliing Party of its relinguished interest in
acreage, such Won-Drilling rarty shell share, on an Acreage Zasis, in the ownership of the well, the cperating rights
and working interest therein, the matlerials and equipment in or pertaining to the well, the Production therefrom and
the costs of cperatirg the well, all in accord with the terms of this Unit Operating Agreement.

12.5 RIGHTS AND ORLIGATIONS CF DRILLING PARTY. The Driiling Party for whom a well is Drilled, Deepened,
Plugged Back or complieted shall pay and ctear all fosts incurred therein, and shall own the well, the materials and
equipment in the well or pertaining thereto, and the productlion therefrom (or allocated to the acreage thereto as de-
fined above) subject to reversion to each Non-Drilling Party of its relinquisred interest in the well., If the well
is a Development Well, or results in the establishment or enlargement of a participating area to include the well,
tren, until reversior to & Non-Drilling Party of its relinquished interest, the Irilling rarty shall pay and bear
{(a} that portion of the ceosts incurred in operating the well that c:herwise woulc Te chargeable to such Non-Drilling
Perty, and (t) all Lease Burdens that are paysble in respect of ti:% purtion of ~e Production from such well which
18 allocated to the ecreage of such lon-Drilling Party. If the Dr: ng Farty ircludes two or more Parties. the bur-
dens imposed upon ané the renefits zccruing to the Drilling Party : 1 be shared by such Parties on an Acreage Zasis
among themselves.

;i TITLE 13
ADJUSTMENT ON ESTABLISHMENT OR CEANGE OF PARTICIF-IING AREA

13.1 WHEN ADJUSTMENT MADE.

A. As to estavlishment of a new participating area or enlargement of an existin
participating area cccasioned by the Uriiiing OI aln in:i well or Tthe 1iing ol an
e%élbratog¥ well, ovne adjusiment In eccordance with The provisions of the succeeding sections
[>) s Article 13 shall ve made as of the date the resulting area becomes effective irn accord-
ance with the terms cf the lnlt Agreement, providing this effective date meets the Approval
of the Farties of the :esulting participating area. If this effective date does not recelve
the Approval of the Parties, then as to tre working interests, the effective date as tec estab-
iishmei:t or revision of a participating area resulting from inclusion of any particular Initlal -
Test Well or any particular Exploratory Well within the resulting participating area shzll be
the firet day cof the month following the date at which the Drilling Party has recovered from
the proceeds or market value of production from the subject Initial Test Well or Exploratory
Well after deducting from such proceeds all Lease 3urders, oil hauling or marketing costs, and
payable up to such time on the production from such well: the total of the following:

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

Article 13
UNIT OPEFATING AGREEMEXT Page € Form - BMG 1968: Revision 2
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such participating area.

D. If the charge provided for in Subdivision C of this Section is equal to or
greater than the credit therein provided for, no adjustment shall be made with such Party.
However, if the credit provided for in said Subdivision C is in excess of the charge there-
in provided for, such excess shall be charged on an Acreage Basis against the Parties who
remaln 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
Operatcr. shall be paid by i1t to the Party owning such excluded interest.

13.5 OWNERSHI: OF WELLS AND TANGIBLE PROPERTY. From and after the effective date of a Resulting Area, all
useable wells WIThIn such Reésulting Area and all tengible property serving such Resulting Area shall be owned by

the Parties within such area on an Acreage Basis, except that (a) in the case of tangible property serving a par-
ticipating 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 above provided for
shall be owned by the Parties within the Resulting Area on an Acreage Basis, and (b) if a Party within the Result-
ing Area was a Non-Drilling Party for a well which is a useable well within such Resulting Area on the effective

date thereof, and 1f 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 relinquishied interest in such well; all,
however, subjJect to Section 13.1

13.6 RELINQUISHED INTERESTS OF NOK-DRILLING PARTIES. If the interest relinguished by a Non-Drilling Party in
a well which Is & useacle we (] n a gesuliing Area on the effective date thereof has not reverted to it prior to
such effective date then insofar. and only insofar, as relates to such well, the adjustments provided for in Section

13.3 shall be subject to the following provisions,wherein the sum of the intangible value of such well, plus the
value of the tangible property in or pertaining thereto, is referred to as the "value" of such well:

A. The Drilling Party for such well shall be charged with that part of the value
of the well that would otherwise be chargeable to such Non-Drilling Party in respect of
(1) such Yon-Drilling Party's Committed Working Interest or Interests in the participating
area in waich the well was Drilled, as such participating area existed when the Drilling of
the well wes commenced, if the well was Drilled as a Development Well, or (2) the Committed
Working Interest or Interests of such Non-Drilling Party which entitled it to participate in
the Drilling, Deepening, Plugging Back, or Completion of the well, if 1t was Drilled, Deepened,
Plugged Back or Completed otherwise than as a Development Well. However, such Non-Drilling
Party shall be charged with such part, if any, of the-value of such well as is chargeable to
it, in ac:cordance with Subdivisions A and B of Section 13.3 in respect of its Committed Work-
ing Interests other than those referred to in (1) or (2) above.

B. 1If that part of the value of such well which would have been ¢ ited to such
Non-Drilling Party, if the well nad been Drilled, Deepened. Plugged Back or ‘. umpleted for the
account of all Parties entitled to participate therein, exceeds thne amount provided in Sub-
division A above to be charged against the Drilling Party, such excess shall be applied against
the reimbuirsement to which the Drilling Party 1is entitled out of Production that would other-
wise accrie to such Non-Drillirng Party. Any balance of such excess over the amount necessary
to complete such reimbursement snall be credited to such Non-Drilling Perty.

13.7 NO LIABILITY FCR _INVESTMENT ADJUSTMENT. Notwithstanding any provision in this agreement to the contrary,
no Party shall be llabie, without 1ts consent, for any investment adjustment charge under the provisions of Section
13.30 or 13.4D, which charge is in excess of the Party's credits under Article 13. 1In the event of establishment,
enlargement or contractiion of a Participating Area, +the provisions of Article 12 and other provisions related
thereto snall be applicable to any investment adjustment to the same extent Texcept for the percentage of costs re-
covered before reversion) that these provisions are applicable to a well drilled otherwise than for the account of
all parties entitled to participate therein. Any Party subject to such charge may elect not to pay it in cash.

If within 30 days after proposal for estatlishment, enlargement or contraction of Participating Area has been sub-
mitted by Unit Operator in writing to the Working Interest Owners involved, a Party elects not to participate in
the investment adjustment applicable to the establishment, enlargement or contraction that Party shall be deemed

a Nen-Drilling Party, and shall be deemed as of the effective date of the resulting area in connection with which
such charge is made to have relinquished the interest for which such charge is made to the Party or Parties who
would otherwise be entitled to receive a credit under Sectlon 12.3D or Section 13.4D, which latter Party or Par-
ties shell be deemed the Drilling Party with respect tc this relinquished interest. The Drilling Party shall own
the relinquished interest until it reverts to N:r-Drilling Party pursuant to Article 12, except that it is speci-
fically understood tha: the Article 12.3B percentage for exercise of the Non-Drilling Option applicable to estab-
lishment, enlargement or contraction of the Participating Area be 150%. .

ARTICLE 14

SUPERVISION OF OPERATIONS 3Y PARTIES

1%.1 RIGHT OF SUPERVISION, Each operation conducted by Unit Operator under this agreement or the Unit Agree-
ment shall be subject So supervision and control in accordance with the succeeding provisions of this article by the
Parcies who are chargeable with the Costs thereof.

14.2 VOTING CONTROL. In the supervision of an operation conducted bty Unit Cperator, the Partles chargeable
with the CostS ol such operation shall have the right to vote thereon in proportion tc their respective obligations
for such Costs. The Parties having the right tc vote on any other matter shall vote thereon on an Acreage Basis
after first excluding screage from which WISP (reference: Article 6.4 herein) is taken. Except as provided in the
Unit Agreement and except as otherwise specified nerein (particular reference being made to Section 25.1, Consent
Rezuire? to Commence Secondary Recovery and Pressure Maintenance; Section 27.1, Surrender or Release within Par-
ticipating Area, and that portion of Part 2, Zxnhibit 4 relating tc Abandonment of producing wells outside of a par-
ticipating area), the affirmative vote of Parties having sixty-five percent (65%) or more of the voting power on
any matter which 1s proper for action by them szezll te binding on all Parties entitled to vote thereon; provided,
hewever thet if one Party voting in the affirmative has sixty-five percent (65%) or more but less than seventy-five
percent (75%) of the voting power, the affirmative vote of such Par®: shall not be binding on the Partles entitled
te vote thereon unless 1its vote is supporied by the affirmative voiz cf at leas* one additional Party; and provided,
however, that if one Parsw wveoting in the affirmative has seventy-fi. : percent (75%) or more of the voting power,
zuern Par<y's vote shal. trevail: andé provided further, what 1f one rarty votirg in the negetive or failing to vote
has more than thirty-five percent {35%; t © less than forty-five percent (45%) of tre voting power, the affirma-
tive vote of the Parties or a single Part cnout support of another Party) having a majority of the voting pcwer
shell e binding on al. Parties entitled 1o vcote unless there is a negative vote of at least one additional Party;
ané provided further that i1f one Party voting ir the negative has more than forty-five percent (45%) of the voting
power, i3 nezative vore shall prevail. In the event only two Parties ares entitled to vote, the vote of the one
with thne greater interest shall prevail. If only one Party 1s entitled ts vote, such Party's vote shall control.

A Party failing to voite shall not be deemed to have voted either in the affirmative or negative. An Approval or
Directicn provided for in this agreemernt which receives the affirmative vote above specified shall be deemed given
by &nd shall be binding on all Parties entitled to vote thereon, except where the vote of a larger percentage is
specifizally required.

16,3 MZETINGS. Any matter which 1s propar for consideration by the Partiesz or any of them, mey be considered
at a meeting Geld for that purpose. 4L meeting may be called by Unit Operator &t ary time and a meeting shall be
called by Urit Operato: upon written request of any Party or Parties having ten percent (10%) or mcre of the voting
pewer con each matter to be considered zt the meeting. At least ten days in advance of each meeting, Unit Operatcr
skall give esch Party entitled to vote thereat written notice of the iime, place and purpose of the meeting. Unit
Operater's representat.ve shall be chairmsn cf such meetlings.

4.4 LCTION WITHOUT MEETING. In lieu of callirg a meeting Unit Operator may submit any matter which is proper
for corcideracion Ty Zhe Partles, or any of ther, by giving to each such Farty written notice by mail or telegraph
(or telephone confirmed in writing not later than the next business day), describing in adequate detail the matter
so subm’ited. Each Party entitled to vote on any matter so submitted shall communicate its vote thereon to Unit
Operator by rail or teliegraph (or teleprione, confirmed in writing not later than the next business day), within such
period as may be designated in the notice given by Unit Operator (which period shall not be less than ten days nor

Article 14
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may contest the disputed lien upon giving written notice thereof to the Parties affected
thereby.

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

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

G. Non-Privileged Information. Furnish to each of the other Parties who makes
timely written requesy thnerelor (1) coples of Unit (perator's authorizations for expend-
ture or itemizations of estimated expenditures in excess of ten thousand dollars ($10,000.00),
(2) copies of all drilling reports, well logs, basic engineering data, tank tables, gauge
reports and run tickets (3) reports of stock on hand at the first of each month, (ﬁ) re-
ports to governmental agencies, (5) monthly reports showing disposition in detail of the
volumes ¢f oll, condensate, water, assoclated gas, non-associated gas, other substances if
pertinent, as well as volumes of all substances injected into Unitized formations, (6) true
and legitle copies of all electrical logs, gamma ray logs, mud logs and other non-privileged
well surveys, (7) samples of cores or cuttings taken from wells drilled aereunder, to be
delivered at the well in containers furnished by the Party requesting same, (8) copies of
all production tests, bottom hole Rressure and temperature surveys, reservoir fluid anal-
ysls, core analyses and any other "non-privileged" surveys or measurements conducted on
said wells, and (9) such other and additional information or reports as may be required by
Directlon of the Parties within the area affected.

Operator shall furrish to any Party additional information pertaining to opera-
tions on the subject lands when a speclal request therefor is made, however, the cost of
gathering and furnishing any additional information not ordinerily furnished by Operator
to all Parties shall be charged to the Party who requests the information.

H. Privileged Information. The Partles hereto, or any one or more of them or any
association oI which one or more of the Parties is a member, may upon reasonable request
therefor and at its or their sole cost, risk and expense, including stand-by rig time, be
granted the right to obtain information in addition to that prescribed at the direction of
the Parties; such information to include, but not be restricted to, coring of certain form-
ations, running of additional well logs, taking of bottom hole pressures end samples, con-
ducting velocity surveys whether convential or continuous, in any suitable well drilled
hereunder and be entitled exclusively to the information thereby obtazined. Nelther the
other provisions of this Article 16.1G and 16.1H nor any other provisions of this Unit Oper-
ating Agreement shall entitle any non-participating Party to share in the distribution of
such privileged logs and survey information.

16.2 INSURANCE.
A. Unit Operator's. Unit Operator shall comply with the Workmen's Compensation
Law of the state In whic e unit lands are located. Unit CFETator shall also mairtain

in force at all times with respect to operations hereunder such other insurance, if any,

ae may be required by law. In addition, Unit Operator shall maintain such other insurance,
if any, as 1s described in Exhibit 5 hereto attached or as receives the Approval of the
Parties from time to time. Unit Operator shall carry no other insurance for the benefit
of the Partles except as above specified. Upon written request of any Party, Unit Opera-
tor shall furnish evidence of insurance carried by it with respect to operations hereunder.

B. Contractor's. Unit Operator shall require all contractors engaged in opera-
tions under thIs agréement to comply with the Workmen's Compensation Law of the State in
which the unit lands are located and to maintain such insurance as is required by Direction
of the Parties.

C. Automotive Equipnent. In the evert Automobile Zublic Liability Insurance 4ic
specified in sald Exhibit g or subsequently receives the Approval of the Parties, no direct
charge sn2ll be made by Unit Operator for premiums paid for such insurance for Qperator's
fully owned automotive equipment.

16.3 NON-DISCRIMINATION. In connection with the performance of work under this sgreement, the Unit Operator
agrees not to discriminate agalnst any employee or appiicant for employment because of race, religion, color, or
national origin. The aforesaid provision shall irnclude, but not be limited to, the following: employment, upgrad-
ing, demotion, or transfer; recruitment or recruitment advertising, layoff or termination; ratec of pay or other forms
of compensation; and s2lection for trairing, including apprenticeship. The Unit Operator agrees to post hereafter
in conspicucus places, available for employees and applicants for employment, notices tc be provided by the contract-
ing officer setting forth the provisions of the non-discrimination clause.

The Unit Operator agrees tc insert the foregoing provision in all subcontracts hereunder, except subcontracts for
standard commercial sudpliec or raw materials.

Further with regari to non-discrimination, and in connection with itre performance of work under this agreement,
the Unlt Operator agre=s to comply with &ll of the provisions of Sectiin 202 (1) to 7! inclusive, of Executive
Order 1246 (30 F.R. 12319), copy of wnich is enclosed nerein (Exhibi< ) and made a psr: hereof.

1€.4 DRILLING JONTRACTS. Each Driiling, Deepening or Pluggin- Back operetion conducted hereunder, and not
performed by Un Jperateor wi its own tools and equipment in accoriznce with Section 15.7 dealing with Use of Unit
Operztor's Drilling Eqaipment, shall be performed ©ty a reputacls drilling contractor having suitable equipment and
personnel under written contract between Unit Operator and the contractor. at the most Javorable rates and on the
most favorable terms aid conditions bid Ty any such contractor after soiiciting vids., if tids are obtainable, but
otherwise &t rates and on terms and concditions recelving the Approval of the Fariiecs.

15.5 UNINSTR%ED LOSSES. Any and z_.1 payments made by Unit Operator in the setilexent or discharge of any lia-
bility to third perscn: (wnether or not reduced to judgment) arising out of an operation conducted hereunder and not
covered by insurance 2rein provided to ve maintained by Unit Operator shall bte charged as Costs and borne by the
Party or Parties for whose account such cperation was conducted.

ARTICLE 17

LIMITATICHNE ON UNIT OFERATOR

17.1 SPECIFIC LIMITATIONS. In the corduct of operaticrns hereunder, Unit Operator shall rnot, without first ob-
taining the ADProvAL ol TLE Parties:

A. Chaggg Ir. Cperations. Make any substantial change in the basic methed of opera-
tion of any weil, excep- 1n uhe case of an emergency.

B. Limit On Expenditures. Undertaske any project reasonably estimated to require
an expendlture 1n excess of ten thousand dollars ($10,000.00); provided. however, that (1) Unit
Cperator is authorized to make all usual and cuctomary cperating expenditures that are required
in the rormal course of producing operations, /2) whenever Unit Cperator is autrorized to conduct

Article 17
UNIT OPERATING AGREEMENT Page 10 Form - BYG 1968: Revision 2
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Working Interests in the title examination area must receive the Approval of the Parties:

1. In the Drilling Block, as to Subsequent Test Wells and Explor-
atory Wells; and

2. In the participating area, as to Development Wells.

B. Any Party included in the Driliing Party for a well for which title examina-
tion is r:de as above provided, who has disapproved title to a Committed Working Interest
which ha:" veen examined in connection with the Drilling of such well may withdraw from the
Drilling Farty by giving written notice of such withdrawal to all other Parties included
in the Dr:illing Party within fifteen days after the recommendation of the Unit Operator
on a title examination made in connection with the Drilling of the well, and the Drilling
of such well shall not be commenced until the expiretion of said fifteen day period.

In the event any Party so withdraws, the proposed well shall not be drilled unless
wilthin fiZteen days after the giving of such notice of withdrawal, a Party or Parties inclu-
ded in the Drilling Party agrees in writing to bear that proportion of the Costs incurred in
Drilling such well that wculd have been borne by the withdrawing Party; and the withdrawing
Party shal.l become a Non-Drilling Party under the applicable provisions of Exhibit 4, and
Articles 12 and 13 hereof.

C. In the event Approval of the Parties is not obtained as in this section other-
wise prov.ded, the Drilling Party may proceed with the Drilling =7 t:e¢ well, but said Drill-
ing Party shall, by sc proceeding, assume all risks attending the potential failure of title
to one or more of the tracts within the title examination arez; particularly with regard to
the consequences if title to a tract should fall and the true owner provesto be one who is not
2 Party to thils Unit Operating Agreement.

. APPROVAL OF TITLES ON ZSTAELISHMENT OR ENLARGEMENT OF A PAPTICIPATING AREA. Within fifteen days after
the receipt ¢TI theé recommendation ol The (ni: Cperator on Title examinatlon made Jpon tne establishrment or enlarge-
ment of a participating area, each Party within the participating area as established or enlarged shall notify

each of the other Part:es therein whether it accepis or rejects title to each Committed Working Interest within such

participating area as established or enlarged. Any Party rejecting title shall state the reasons therefor in writ-
ing.

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

No Committed Working Interest shall be entitled to participate in the production of Unitized Substances from any
perticipating area unt:1l title to such Committed Working Interest has received the Approval of the Parties within
such participating area.

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

18.8 EFFECT OF DISAPPROVAL OF TITLE ON ESTARLISHMENT QR ENLARGEMENT OF PARTICIPATING AREA, If title to the
Committed Working Incerest irn. & LTACT WLLGLLL & PArtlc.pating area 1s dlsaprroved &s provided In Section 18.7. the

Party claiming such Cormitted Working Interest may, within thirty days after such disaspprovel, provide indemnity

in such terms and in such amount as receives the Approval of the Partles (other than the idemnifying Farty) within
such participating area, on an Acreage Basis among themselves. In the absence of such idemnity, the proceeds of the
Production from such tract or of the Production allocated thereto (whicrever is the greater) toc the extent attribu-
table to suen Committed Working Interest, after deducting Lease Burdens payable thereon, shall be paid to Unit Op-
erator and held in suspense until title to such Committed Working Interest receives the Approval of the Parties with-
in sueh perticipating area or until such time as such Committed Working Interest is lost through title failure; pro-
vided, however, that Unit Overator shall apply such proceeds in payment of Costs incurred in the development or op-
eration of such participating area to the extent chargeavle in respect of such Committed Working Interest.

18.9 TAILURE OF TITLE TO COMMITTEL WORKING INTEREST BEFORE APPROVAL., If title %o any Committed Working Inter-
est shall fail In whclé Or in Dart prior tc receilving tre Approval of tne rariies, the Parties hereto who improper-
ly cisaimed ar interest ir said land shall :usvain ths entire loss occasioned by svch feilure of title, and éo here-
by expressly relieve and indemnify the Unit Operator and all other Parties from any and all liability on account
thereof.

1&.10 FAILURE OF TITLE TO COMMITTED WORKING INTEREST AFTER APPRCOVAL, If title to & Committed Working Interest
which has recelved the LEpproval of tne Partles under Secs.or 1B.DA(1) as te & Drilling 2Block, or under Section 1£.7
as to establishment or enlargement of s participating area, fails in whole or in part then:

1. The loss and any ensuing liability shall be charged as a commor loss of the
Partles having interests i the affectad participating area or Drilling 3lock (including
the Party whose Committed Working Interest has been lost and including *he acreage of
such Cozmitted Working Interest); and
- 2. T ere shall be relinguished tc the Party whose Committed Working Interest
has beer lost, such proportionate part of each of the other Committed Working Interests
in the lands within such affected participating area or Drilling Elcck, subject to a like
portion of their respective Lease Burdens, as may be necessary to make the loss of such
Cormitted Working Interest a joint loss of the parties within such participating area or
orilling 3lock; and

3. The relinguished portions of sald Committed Working Interests shall be deem-
ed owned Oy the Party receiving the same, subject to a proportionate part of “helr res-
pective L2ase Burdens for all purposes of this Agreement.

18.11 [:I1iDER BY TEUE OWNER. If *itle to & Committed Working Interest fails in whole or in part, such Commited
Working Interest shall no ionger te subject %c this Agreement and Unit Agreement, A true Owner ol a working Inter-
est, title to which has failed, may Join in this Agreement or enter upor & separzte Operating Agreemernt with the
Parties to tnis Agreemsnt upon such terms and conditions as receive the apprcval of the Parties within the unit area;
and sutject to any valld claims by the true Owner.

ARTICLE 1
UNLEASED INTERESTS

tc unlezsed irnterests.
ARTICLE 20
PENTALS AND LEASE 3URDENS

20.2 RENTALS. Zach Party shall be obligated to pay any and all rertals and other sums (other than Lease Bur-
dens) payable upor, or in respect of its Committed Working Interests, subject, however, to the right of each Party
to surrender any of its Committed Working Interest in accordance with Article 27. Upon request, each Party shall
furriisk tc Urnit Crerator satisfactory evidence of the making of such payments. However, no Party shall be liable to
any other Party for unintentional failure to make any such payments prcvided it has acted in good faith.

Articles 19, 20
UNTT OFERATINS AGREEMENT Page 12 Form - BMG 1968: Revision 2
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24,2 SALVAGED MATERIALS., If any materials and equipment are salvaged from a well completed as a producer
after being Drilled, Deepened or Plugged Back otherwise than for the account of all the Parties entitled to par-
ticipate therein before reversion to the Non-Drilling Parties of their relinquished interests in the well, the
proceeds derived from sale thereof, or, if not sold, the Salvage value thereof, shall be treated in the same manner
as proceeds of Production from such well for the purpose of determining reversion to Non-Drilling Parties of their
relinquished interests in such well. )

ARTICLE 25
SECONDARY RECOVERY AND PRESSURE MAINTENANCE

25.1 CONSENT UIRED. Unit Operator shall not undertake any program of secondary recovery or pressure main-
tenance involving Iﬁjec%fon of gas, water or other substance by any method, whether now known or hereafter devised,
without first obtaining the approval of the Parties of the Committed Working Interests in the participating area
affected by any such program; such approval to be determined by vote of the Committed Working Interests as defined
in Article 14.2 hereof, unless a different voting requirement is agreed to by the Parties, in which event it will
be shown on Exhibit A4 hereto. After the Parties have voted to undertake a program of seconday recovery or pressure
maintenance in accordance with thls section, the conduct of such a program shall be subject to supervision by the
Parties by vote as set forth in Article 14.

25.2 ABOVE GROUND FACILITIES. This agreement shall not be deemed to require any Party to participate in the
construction Or cperition of any gesoline plant, sulphur recovery plant, dewaxing plant or other above ground fac-
11ities to process or otherwise treat Production, other than such facilities as may be required for treating Pro-
duction in ordinary lease operations and such facilities as may be required in the conduct of operations authorized
under Section 25.1.

ARTICLE 26
TRANSFERS OF INTEREST

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

26.2 ASSUMPTION OF OBLIGATIONS. No transfer of any Committed Working Interests shall be effective unless the
same is made expressfi subject to the Unit Agreement and this agreement and the transferee agrees in writing to ass-

- ume and perform all obligations of the transferor under the Unit Agreement and this agreement insofar as relates to
the interest assigned, except that such assumption of obligations shall not be required in case of a transfer by
mortgage or deed of trust as security for indebtedness.

26.3 EFFECTI/E DATE. A transfer of Committed Working Interests shall not be effective as between the Par-
ties until the IIrat day o: the month next following the delivery to Unit Operator cf 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 Conmitted Working Interests relieve the transferring Party of any obligations accrued hereunder prior to said
effective date, for which purpose any obligation assumed by the transferorto participate in the Drilling, Deepening
or Plugging Baek of a well prior to such effective date shall be deemed an accrued obligation.

ARTICLE 27
RELEASE FROM OBLTIGATIONS AND SURRENDER
27.1 SURRERDER OR RELEASE WITHIN PARTICIPATING AREA, A Committed Working Interest covering land within a
participating area shall not be surrendered except with the consent of all Parties within such participating area.

However, a Party who owns a Committed Working Interest in land within a participating area and who is not at the

time committed to participate in the Drilling, Deepening or Plugging Back of a well within such participating area

may be relieved of further obligations of any particular Committed Working Interest or Interests with respect to such
particlpating area as then constituted by executing and delivering to Unit Cperator an assignment conveying to all
other Parties within such participating area the particular Committed Working Interest or Interests owned by such Party
in lands within the particlipating area, together with the specific Znterest of such Party's Committed Working Interest
in any and 2ll wells, materials, equipment and other property applicable <o such surrendered interest or interests.

27.2 PRQQEQ%B; ON SURRENDER OUTSIDE PARTICIPATING AREA, Whenever a Party desires to surrender its Commit-
ted Working Interest in any tract which is not withir any participating area, such Party shall give to all other
Parties written notice thereof describing such Commltted Working Interest. The Parties receiving such notice, or
any of them. shall have the right at their option to take from the Party desiring to surrender an assignment of
such Committed Working Interest by giving to the Partv desiring to surrender written notice of election so to do
within thirty days aZter receipt of the notice of the depire to surrender. If such election is made as above pro-
vided, the Party or Parties taking the assigmnent (which shall be taken by them in proportion to the acreage of their
Committed Working Interests among themselves in the Unit Area) shall pay to the assigning Party its share of the Sal-
vage Value of any wells owned by the Parties and then located on the land covered by such Committed Working Interest,
which payment shall he made on receipt of the assignment. If no Party elects to take such assignment within such
thirty day perlod, then the Party or Parties owning such Committed Working Interest may surrender the same if surr-
ender thereof can be made in accordance with the Unit Agreement.

27.3 ACCRUED OBLIGATIONS. A Party making an assignment or surrender in accordance with Section 27.1 or 27.2
shall not be T€lleved of 1ts llability for any obligation accrued hereunder at the time the assignment or surrender
is made, or of obligation to bear its share of the Costs incurred in any Drilling, Deepening or Plugging Back oper-
ation in which such Party has elected to Participate prior to the making of such assignment or surrender, except to
the extent that the Party or Parties receiving such assignment shall assume, with the Approval of the Parties, any
and all obligations of the assigning Party hereunder and under the Unit Agreement.

ARTICLE 28
SEVERAL, NOT JOINT LIABILITY

28.1 LIASILIVY. The lisbility of the Parties hereunder shall be several and not joint or collective. Each
Party shall be responeible only for 1ts obligations as herein set out.

2f.2 KO PARTIER3HIP CREATED, It is not the intention of the Parties to create, nor shall this agreerent or
the Unit Agreement be corstrued as creating & mininz or other partnership of association between the Farties, or to
render them liable as partners or associates.

28.3 ZLEZCTION, Each of the Partles hereby elects to be excluded from the applicaticn of Subchapter K of
Cchapter 1 of 3Uotitle A of the Internal Revenue Code of 1954 or such portion or portions thereof as ray be permit-
ted or authorized ty the Secretary of the Treasury of the United States or his delegate insofar as such Suhchapter
or any portlon or portions thereof may be applicable to the Parties. If any present inccme tex laws of the state
or states in which the Unit Bcre is located, contain or shall hereafter contain, provisions similar to those con-
teined in the Subchapter of tne Internal Revenue Code of 1954 above referred to under which a similar election is
perzitted, each of the Pariles hereby elects to be excluded from the applicetion of such laws. Accordingly, each
Party nereby eutnorifed and directs Tnit Operator Lo execute such an electior or elections cn its benslf and file
the seme with the proper administrative cffice or agency. If requested by Unit Cperator, each Farty agress 1o ex-
ecute and Jjoin in such instrumentis as are necessary to make such electicn effective.

LRTICLE 29
NOTICES

29.1 GT7ING LND RECEIPT, Except as otherwise specified herein, any notice, consent cr statement herein pro-
vided or permiited To be giver by Unit Operator or a Party to the Farties shall be given in writing_by United States
rz&il or by telegraph. properly addressed to each Party to whom siven, with postage or charges prepaid, or by del-
ivery thereof in person to the Party tc whom given; however, if delivered %o a corporate rarty, it snall nct be deem-
ed given unless delivered personally to an executive officer of such Fari or to its representative designated pur-
suant to Section 14.% dealing with Representatives. A notice glven under zny provision rLereof shall be deemed given

Articles 25, 26, 27, 28, 29
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(OTHER PROVISIONS)

ARTICLE 37

NO OBLIGATION TO REPRESENT OTHER PARTIES
~ BEFORE FEDERAL POWER COMMISSION

37.1 NO OBLIGATION TO REPRESENT OTHER PARTIES BEFORE FEDERAL POWER COMMISSION. This agreement shall not be construed to
provide That any rarty Is obligated to represent any other Partly hereto before the Federal Power Commission.

(OTHER PROVISIONS)
ARTICLE 38
SUBSEQUENTLY CREATED LEASE BURDENS

38.1 SUBSEQUENTLY CREATED LEASE BURDENS. If any working interest owner shall, subsequent to the execution of this agree-
ment, create an overriding royalty, production payment, net profits interest, carried interest, or any other interest out of
its working interest (hereinafter called "subsequently created burden") such subsequently created burden snall be
specifically made subject to all the terms and provisions of this agreement. If the working interest owner from which such
subsequently created interest is created becomes a Non-Drilling Party in an operation hereunder and as a result relinquishes
interest in Production to the Drilling Party, then such Non-Drilling Party shall hold harmless the Drilling Party from any
reduction in Production that might otherwise occur by virtue of the subsequently created burden, and the Drilling Party
shall, until reversion of the relinquished interest occurs, receive such Production free and clear of any burdens other than
those existing at the time the subject lands were committed to the Unit Agreement.

Further, if the working interest owner from which such subsequently created interest 1s created:

(a) falls to pay when due its share of costs and expenses chargeable hereunder, and its share of production
accruing hereunder is insufficient to cover such costs and expenses,

(b) elects to surrender a lease under Article 27 hereof, or

(¢) withdraws from this agreement as provided in Article 27,
the subsequently created interest shall be chargeable with a pro rata portion of all costs and expenses hereunder in the
same manner as if such subsequently created interest were a working interest, and Operator shall have the right to enforce

againat such subsequently created interest the lien and all other rights granted in Article 15 hereof for the purpose of
collecting costs and expenses chargeable to the subsequently created interest.

(OTHER PROVISIONS)

ARTICLE 39
TREATMENT OF NON-COMMITTED LANDS

35.1 POOLING, OR COMMUNITIZATION, OF UNIT LANDS WITH NON-UNIT LANDS. Subgeet to the terms of this Section 39.1, Unit
Operator 1g empowered to pool, or communitize, Jands committed fo this Unit Operating Agreement with uncommitted lands
for the purpose of providing a drilling, or spacing, unit which conforms with the provisions of the appropriate order of
the regulatory agency of the government of the state in which the lands are located.

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

If the Drilling of a well 1is propcezc sn a tract of Jend {either a Drillirg Block if for an Txploratory Veli, or
portion of a participating area if for a Development Well) which is within an area covered by a spacing order of the
state regulatory agency and a portion of the spacing unit as prescribed by such order ccvers non-committed lands as well
as Committed Lands, then, upon the Direction of the Drilling Party, the Unit Operator will:

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

(p) 1if so directed by the Drilling Party, take proper actlon, including application to the appropriate
governmental agency, to secure the 'forced-pooling” of the subject non-committed lands;

and
{¢) prosecute, in accordance with the terms hereof, the Drilling of said well.

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

39,2 TREATMENT OF UNCOMMITTZD ROYALTY INTERESTS. Should the owner of a royalty lnterest, or the owner of an over-
riding royalty incerest irsofar as the override is less than 1ts proportlonate part of cne-elighth (1/8th) of leaszehold
interest, in a tract of land committed Lo the Unit Agreement and Unit Operating Agreement fall or refuse to execute or
become bound by the Unit Agresment and as & result thereof the Lease Burdens of the Party entltled to recelve the
Production allocated to the tract cr tracts of land affected are more than the Lease Buridens computed on the basls of
Production allocated thereto, Unit Operator, upon receipt of evidence thereof from the Party affected, shall reimburse
that Party for the full amount of czuch excess Lease Burdens and shall treat tne same as an cperating cost; simllarly,
i1f the Lease Burdens are less than the Lease Burdens computed on the basis of rroduction alilocated thereto, such Party
shalil remlt the difference to¢ the Unit Operator for distribution to all Parties.

(OTHER PROVISIONS)
ARTICLE 40
SUPERIORITY OF UNIT OPERATING AGREEMENT

40,1 SUPERSEDENCE B{ UNIT OPERATING AGREEMENT. Except for Committed VWorking Interests under lands and as to
formations from wnich WISP (definea in section 6.4 and, if applicable, described in Exni:tit A) may be taken, this Unit
Crerating Agreement sudersedes - or 1s superior to -~ any previcusly existing operating agreements covering the wWcrking
Interests committed hereto for so long as the subJect Interests are committed to the Unit Agreement and Unit Operating
Agreement.

Articles 37, 38, 39, 40
UNIT CPERATING AGREEMENT Page 16 Form - BMG 1968: Revision 2



