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William J. LeMay, Director Ol GONSEisvATiUN LVISION
0il Conservation Division
New Mexico Department of Energy,
Minerals and Natural Resources
State Land Office Building

Santa Fe, New Mexico 87503

Cocar 9671

Re: In the Matter of the Application of Benson-Montin-Greer
Drilling Corp. for Amendment of Order R-8344 Which
Statutorily Unitized the Canada Ojitos Unit, Rio Arriba
County, New Mexico

Dear Mr. LeMay:

Enclosed in triplicate 1is the above-referenced application of
Benson-Montin Greer Drilling Corp. Benson-Montin Greer Drilling
Corp. respectfully requests that this matter be placed on the
docket for the Examiner hearings scheduled on May 10, 1989.

Very truly yoursy,

. L)

WILLIAM F. CARR

WFC:mlh

Enclosures

cc w/enclosures: Mr. Albert R. Greer
Benson-Montin~Greexr Drilling Corp.

W. Thomas Kellahin, Esq.



BEFORE THE
OIL CONSERVATION DIVISION

NEW MEXICO DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES

IN THE MATTER OF THE APPLICATION OF
BENSON-MONTIN~GREER DRILLING CORP.

FOR AMENDMENT OF ORDER R-8344 WHICH
STATUTORILY UNITIZED THE CANADA L e
OJITOS UNIT, RIO ARRIBA COUNTY, o

NEW MEXICO. © case No. 76 7

APPLICATION

COMES NOW BENSON-MONTIN-GREER DRILLING CORP., by and through
its undersigned attorneys, and pursuant to the provisions of the
Statutory Unitization Act (§§ 70-7-1 through 70-7-21, N.M.S.A.
[1978]), hereby applies to the New Mexico 0il Conservation Division
for an Order Amending Order R-8344 to include certain additional
lands located in Rio Arriba County, New Mexico, and in support of
its application, states:

1. Benson-Montin-CGreer Drilling Corp. is the operator of the
Canada Ojitos Unit and is engaged in the business of producing and
selling oil and gas in New Mexico.

2. On November 7, 1986, the Commission entered Order R-8344
(Case 8952) which approved the application of Benson-Montin-Greer
Drilling Corp. for statutory unitization of the Canada Ojitos Unit
Area covering 69,887.235 acres, more or less.

3. Sufficient ratifications of the plan for unit operations
having been obtained by Benson-Montin-Greer Drilling Corp. as

required by § 70-7-8 N.M.S.A. (1978}, statutory unitization of the



Canada Ojitos Unit became effective at 7:00 a.m. on January 1,
1986.

4. The additional acreage which Benson-Montin-Greer seeks
to include in this statutory unit by this application consists of
the E/2 of Sectionggé, Township 25 North, Range 2 West, Rio Arriba
County, New Mexico. Inclusion of this acreage will result in a
Unit Area which will consist of approximately 69,887.235 acres,
more or less, of federal, state and fee lands in Rio Arriba County,
New Mexico, ("Expanded Unit Area") and 1s more particularly
described on Exhibit A attached hereto and incorporated herein by
reference. Benson-Montin-Greer Drilling Corp. seeks an order
pursuant to the Statutory Unitization Act providing for unitized
management, operation and further development of the Expanded Unit
Area.

5. The wvertical 1limits of the formation to be included
within the proposed Expanded Unit Area means that interval which
is commonly known as the Mancos formation which is a continuous
stratigraphic interval occurring between the base of the Mesaverde
formation and the top of the Graneros member and which is the same
formation that was encountered between the logged depths of 6968
feet and 7865 feet in the Canada Ojitos 0-9 Well (previously the
Bolack-Greer No. 1 Bolack) located 1080 feet from the South line
and 1920 feet from the East line of Section 9, Township 26 North,
Range 1 West, N.M.P.M., Rio Arriba County, New Mexico, as recorded

on the Schlumberger Induction Electrical Log run on July 18, 1963.



6. The portion of the reservoir involved in this application
has been reasonably defined by development.

7. The type of operations being conducted in this unit is
pressure maintenance.

8. Attached to this application as Exhibit B and
incorporated herein by reference is a copy of the proposed plan of
unitization which Benson-Montin-Greer Drilling Corp. considers
fair, reasonable and equitable.

9. Attached to this application as Exhibit C and
incorporated herein by reference 1is a copy of the proposed
operating plan covering the manner in which the unit will be
supervised and managed and costs allocated and paid.

10. Benson-Montin-Greer Drilling Corp. further states:

a. That the unitized management, operation and further
development of the Expanded Unit Area in the Mancos formation is
reasonably necessary in order to effectively carry on pressure
maintenance operations and to substantially increase the ultimate
recovery of oil from the unitized portion thereof.

b. The unitized methods of operation applied to the
Expanded Unit Area are feasible, will prevent waste and will result
with reasonable probability in the 1increased recovery of
substantially more oil from the unitized portion of the pool than
would otherwise be recovered.

c. That the estimated additional costs, if any, of
conducting such operations will not exceed the estimated value of

additional o0il so recovered plus reasonable profit.



d. That such wunitization and adoption of unitized
methods of operation will benefit the working interest owners and
royalty owners of the o0il and gas rights within the portion of the
pool directly affected.

e. That Benson-Montin-Greer Drilling Corp., as
operator, has made a good faith effort to secure voluntary
unitization within the portion of the pool affected by this
application.

f. That the participation formula contained in the
unitization agreement allocates the produced and saved unitized
hydrocarbons to the separately owned tracts in the unit area on a
fair, reasonable and equitable basis.

11. Approval of the statutory unitization of the Expanded
Unit Area for the Canada Ojitos Unit is in the best interest of
conservation, the prevention of waste and the protection of
correlative rights.

WHEREFORE, Benson-Montin-Greer Drilling Corp. respectfully
requests that this application be set for hearing before a Division
Examiner on May 10, 1989 and, after notice and hearing as required
by law and the rules of the Division, the Division enter its Order

granting this application.



Respectfully submitted,

CAMPBELL & BLACK, P.A.

WILLIAg F. CARR NG
Post Orfice Box 2208

Santa Fe, New Mexico 87504
Telephone: (505) 988-4421

ATTORNEYS FOR BENSON-MONTIN-
GREER DRILLING CORP.



EXHIZIT A

CANADA OJITOS UNIT
RIO ARRIBA COUNTY, NEW MEXICO

EXPANDED UNIT AREA

TOWNSHIP 24 NORTH, RANGE 1 EAST, N.M.P.M.

Sections 6 and 7: All
Section 8: W/2
Section 17: W/2
Section 18: All
Section 19: N/2
Section 20: NW/4

TOWNSHIP 24 NORTH, RANGE 1 WEST, N.M.P.M.

Sections 1 through 15: All
Section 23: N/2
Section 24: N/2

TOWNSHIP 25 NORTH, RANGE 1 EAST, N.M.P. M.

Sections 5 through 8: All
Sections 17 through 20: All
Section 29: W/2
Sections 3 and 31: All

TOWNSHIP 25 NORTH, RANGE 1 WEST, N.M.P.M.

Sections 1 through 36: All

TOWNSHIP 25 NORTH, RANGE 2 WEST, N.M.P.M.

Section 12: E/2

TOWNSHIP 26 NORTH, RANGE 1 EAST, N.M.P.M.

Section 19: aAll
Section 20: W/2
Sections 29 through 32: All

TOWNSHIP 26 NORTH, RANGE 1 WEST, N.M.P.M.

Sections 1 through 36: All

The "Unitized Formation" shall mean that subsurface portion
of the Unit Area known as the Mancos formation in the interval that
was encountered between the logged depths of 6968 feet in the
Canada Ojitos 0-9 Well (previously the Bolack-Greer No. 1 Bolack)
located 1080 feet from the South line and 1920 feet from the East
line of Section 9, Township 26 North, Range 1 West, N.M.P.M., Rio
Arriba County, New Mexico, as recorded on the Schlumberger
Induction Electrical Log run on July 18, 1963.
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION

OF THE

CANADA 0JITOS UNIT AREA 0 . M )
QBE@EWELD)

COUNTY OF RIO ARRIBA
A r i aon
STATE OF NEW MEXICO any e 1563

NO U. S. GeOLCSICAL SURVEY
) ROSSELL, NEVW MEXICO

-

THI'S 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 sed., 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 purpdse 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 pérties 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, aqd limitations herein set forth;

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

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

February 25, 1920, as amended, supra, and all valid pertinent regulations,

1 EXHIRIT™ B
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including oberatiné 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
regqulations 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 the
effective date hereof governing drilling and ﬁroducingioperations, 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 ares,
containing 35,829.84 acres, more or less.v

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 Operator. Exhibit B attached hereto is a schedule showing to
the extent known to the Unit Operator the acreage, percentage, and kind of
ownership of oil and gas interests in all land in the unit area. Hcwever,
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 Cil and
Gas Supervisor, hereinafter referred to as “Supervisor“ and not less than six
copiés‘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 contractedbko 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 ghe Director of the
Geological Sﬁrvey, hereinafter referred to as '"Director,' after preliminary
concurrence by the Director, shall prepare a notice of proposed expansion or
contraction describing 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 day 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 survey 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 unit agreement, shall be eliminated automatically from this agree-
ment, effective as of the first day thereafter, and such lands shall no longer
be a part of the unit area and shall no longer be éubject to this agreement,
unless at the expiration of said 5-year period dilicent drilling operations
are in progress on unitized lands not entitled to participation, in which event
all such lands shall remain subject hereto for so long as such drilling
operations are continued diligently, with not more than 90 days' time
ezlapsing between the complefion of one such well andvthe commencement of the
next such well, except that the time allowed between such wells shal]_not
expire earlier than 30 days after the expiration of any period of time during
which drilliﬁg operations are prevented by a matter beyond the reasonable
control of unit operator as set forth in the section hereof entitled
Y"Unavoidable Delay''; provided that all legal subdivisions of lands not in a

participating area and not entitled to become participating under the

-l

o U oW

~4

20
21
22
23
2
25
26
27
28
29
30
31
32
33
34
35



5 w

Ww 0 ~ o0 W

10
11
12
13
14
15
16
17
18
19
20
21

22

2L
25
26
27
28
29
30
5
32
33
34
35

applicabla provisfons of this agreement within 10 years after said first day of
the month following the effective date of said first initial participaging area
shall be eliminated as above specified. Determination 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 eliﬁination hereunder, describe the area so eliminated to the satisfaction
of the Director and promptly notify all parties in interest.

| f 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
accomplishgd by consent of the owners of 90% of the current unitized working
interests and 60% of the current unitized basic royalty interests (exclusive
of the basic 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. UNITIZED LAND AND UNITIZED SUBSTANCES. All land committed to this
agreement shall constitute lana referred to herein as "unitized land' or ''land
subject to this agreement." Allloil and gas in any énd all formatiéns of the
unitized land are unitized under the terms of this agreement and herein are
called "unitized substances."

~ L, UNIT OPERATOR. Bolack-Greer, lInc., 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 of unitized substances as herein provided. Whenever reference is made
herein to the Unit Operator, such reference means the Unit Operator.acting in that
capacity and not as an owner of interest in unitized substances, and the term ''working
interest owner'' when used herein shall include or refer to Unit Qperator as the
owner of a working interest when such an interest is owned by it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the
right to resign at any time prior to the establishment of a participating area
or 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 intention to resign has been served by Unit Operator on all working interest
owners and the Director, and until all wells then drilled hereunder are placed
in a satisfactory condition for suspension or abandonment whichever is required
by the Supervisor, unless a new Unit Operator shall have been selected and
approved and shall have taken éver and aséumed the duties and obligations of
Unit Operator prior to the expiration of said period.

Unit Operator shall have the right to resign in like manner and subject
to like limitations as above provided at any tihe a participating area
established hereunder is in existencé, but, in all instances of resignation or
removal, until a succe;sor unit operator is selected and approved as hereinafter
providgd, the working interest owﬁers 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 ifs resignation.

The Unit Operator may, upon default or failure in the performance of its
duties or obligations hereuader, be subject to removal by the same percencage
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 thergof to the Director.

The resignation or removal of Unit Operator under this agreement shall
not terminate its right, t}tle, or interest as the owner of a working interest
or other interest in unitized substances, but upon the resignation or removal
of Unit Operator becoming effective, such Unit Operator shall deliver
possession of all 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, &r a change of Unit Operator is negotiated by working interest
owners, the owners of the working interests iﬁ the participating area or
areas according to their respective acreaée interests in such participating
area or areas, or, until a participating area shall have Eeen established, the
owners of the working interests according to theit respective acreage
fnterests in all unitized land, shall by majority vote select a successor Unit
Operator: Provided, 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 Unit Operator is selected and qualified as-herein provided, the

_.pirector at his election may declare this unit agreement terminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If the Unit
Operator is not the sole owner of working interests, costs and expensés
incurred by Unit Operator in conducting unit operations hereunder shall be
paid and apportioﬁed 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 Operator and the owners of working interests, wnether one or more,
separately or collectively. Any agreement or agreements entered into between
the working interest owners and the Unit Operator as provided in this section,
whether one or more, are herein referred to as the ''unit operating agreement."
Such unit operating agreement shall also provide the manner in which the
working interest owners shall be entitled to receive their respective pro-

portionate and allocated share of the benefits accruing hereto in conformity

with their underlying operating agreements, leases, or other independent

- contracts, and such other rights and obligations as between Unit 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. Three 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 exclusive 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 Unit Operator shall begin to drill an adequate test well at a

4

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
produced in paying 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 Dskota. Until the discovery of a deposit of unitized substances capabfe
of being produced in paying quantities, the Unit Operator shall continue drill-
ing diligently one well at a time, allowing not more than 6 months'between the
completion of one well and the beginning of the next well, 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. rNothing.ingthis s?cfioq shall be deemed to Iimit‘
thé right of the Unit Operator to resign as provided in Section 5 heredf, or as
requiring Unit Operator to commence or continue any dril[}ng during the period
pending such 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 timerwhen, in his-opinién,
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 owner, lessee, and lessor at their last known addresses, declare this
unit agreement terminated.

Notwithstanding anything in this Unit Agreement to the contrary except
Section 25 (Unavoidable Delay), the Unit Operator shall 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 d?_arilling said three wells.
At thé Operator's election, one of the wells to test the Gallup formation may
be satisfied by the deepening of an abandoned well in the SEL of Section 9,
Township 26 North, Range 1 West. The first well shall be commenced not less
than six months qfter 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
daté. 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
comp]étion of a well capable of producing unitized substances in payirg
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 &rilling 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 payiﬁg quantities in each and every productive formation and
shall be as complete and adequate as the Supervisor may determine to be
necessary for fimely development.and proper conservation of the oil and gas
fesources 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 tHe oper;z;ng practices
regarded as necessary and adviséble for proper conservationrn of natural
resources.
Separate plans may be submitted for separate productive zones, subject to
the approval 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. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of

producing unitized 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 pa:ts thereof, of all unitized land then }egarded as reasonably proved
to be productive of unitized substances in paying quantities; all lands in said
schedule on approval of the Director to constitutg 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 establishgd, 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 produced as a single pool or zone, and any two Or more participating
areas so established may be combined into one with t;;—ﬁonsent of the owners
of all working interests in the 1anas 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 acticn appears proper as a result of further drilling operations or
otherwise to include additional land then regarded as reasonably proved to be
productive in paying quantitieg, or to exclude land then regardea as)reasonably
proved not to be productive in paying quantities and the percentage of
allccation 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 {s the intent of this section that a participating area shall
represent the area known or reasonably estimated to be productive in paying
quantitiegﬁ.but; regardless of any revision of the participating area, nothing
herein containeﬁ shall be construed as requiring any retroactive adjustment

for production obtained prior to the effective date of the revision of the

participating area.
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In the absence of agreement at any time between the Unit Operator and the
Director as to the proper definition or redefinition of a pérticipating 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
royaltie; 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 appfied
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 quantities 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 settlemenf 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 production 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 conformity 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 pl;n of develcpment approved by
the.Supervisor, or unavoidably lost, shall be deemed to be produced equally on
an acreage basis firom the several tracté of unitized land of the participating
area established 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 pérticipating 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, 6verriding
royalty, or'payment out of production obligatinns 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 othefwisef It is hereby agreed that production of unitized substances from

a particip;ting area shall be allocated as provided herein regardiess 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
égreement shall be considered to be the gas so transferred until an amount

equal to that transferred shall be so produced for sale and such gas shall be
allocated to the partiﬁipating area from which initially'produced as constituted
at the time of such final production.

13. DEVELOPMENT bR OPERATION OF NON;PART|CIPATING LAND OR FORMATIONS.

Any party hereto owning or contrélling the working interest in any unitized
land having thereon a reqular well location may with the approyal of the
Supervisor, at such party's sole risk, costs, and expense, drill a well to
test any formation for which a ﬁarticipating area has not been established or
to test any formétion for which a participating area_;;s been established if
such location is not within said pafticipating 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 afe drilled by the Unit Operator uncer this agreement.

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 gnlarged 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 whigh such well is situated, such well may be
operated and produced by the party drilling the same subject to the conservation
requirements of thié agreement. The royalties in amount or value_of'production
from any such well shall be paid as spec:fied in the underlying lease and
agreements affected.

lh.v ROYALTY SETTLEMENT. The United States and any State and all royalty

owners who, under existing contract, are entitled to take in kind a share of
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thé substances now unitized hereunder produced frqm 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 fof, such
working interest owner, sﬁall 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 represggijng, stimulation of
production, or increasing ultimate recovery, which shall be in conformity with
a plan first approved by the Supervisor, a like 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, royalty free 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 engineering practice; and provided further, that such right of
withdrawal shall temminate on the termination of this unit agreement.

Royalty due the United States shall be computed as provided in the
operating regulations 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, that for leases on which the royalty rate depends on the daily
average production per well, said average production §hall be determined in
accordance with the operating regulations as though each participating area
were a single consolidated lease.

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases
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commi tted bereto shall be paid by working interest owners responsible therefor .

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

With respect t6 any lease on non-Federél land containing provisions thch
would terminate such lease un]es§ drilling operations were within the time
therein specifiéd 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 dr?lling 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 shall be conducted to provide for the most economical and efficient
recovery of said substances without waste, as defined by or pursuant to State
or Federal law or regulation.

17. DRAINAGE. Thz Unit Qperator 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
royal ty as determined by the Supervisor.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, conditions,

and provisions of all leases, subleases, and other contracts relating to

~exploration, drilling, development, or operation for oil or gas 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 agr;ement, and, without
limiting the generality of the foregoing, all leases, subleases, aﬁd 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,A}egardless of whether
thére is any development of any particular part or tract of the unit
area, notwithstanding anything to the contrary in any lease, operating
agreement 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.
(c) Suspension of drilling or producing operations on all unitized
" lands pursuant to direction or éonsent 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
unitized land.
(d) Each lease, sublease or contract relatfng 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
extended beyond any such term so provided therein so that it shall be
continued in full force and effect for and during the term of this
agreement.
(e) Any Federal lease for a fixed term of twenty (20) years or any
renewal thereof or any part of such lease which is made subjéct to this
agreement shall continue in force beyond the term provided therein until
the termination hereof. Any other Federal lease committed hereto shal)

continue in force beyond the term so provided therein or by law as to
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the land committed so long as such lease remains subject hereto,
provided that production is had in paying 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 diliéently 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 unltized 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 underlying lease, as extended by the immediately
preceding paragraph, will expire, is hereby extended beyond any such
term so provided therein so that it shall be continued in full force
and effect for and during the term of the underiying lease as such

term is herein extended.

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

Sec. 17(j) of the ﬁineral Leasing Act, as amended by the Act of
September 2, 1960 (74 Stat. 781-784): - nAny [feder;ﬂ' lease heretofore
or hersafter ccmmitted to any such Emit] 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”

(n) Any lease, other than a 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

appiy ;eparately'to such segregated portions commencing as of the effective
date hereof. In the event any such lease provides for a lump-sum rental

payment, 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 qpns;rued
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 1s 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, or 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 orr
accepted on unitized land during said initial term or any extension
thereof, 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 and 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 Uni? Operator to all partigi hereto. .

21. RATE OF'PROSPECTINé, DéVELOPMENT, 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 lim{ﬁed 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 and 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. R

22. APPEARANCES. Unit Operater 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 mail, 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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24f NO WAIVER OF CERTAIN RIGHTS. Nothing in this agreemént contained
shall be construed as a waiver by any party hereto.of the right to assert any
legal or constitutional right or defense as to the validity or invalidity of
any lav 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 Operator to commence or continue drilling or to operate on or produce
unitized substances from any of the lands covered by this‘agreement shall be
suspended while, but oniy 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, acés 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 reasonable control of the Unit Operator whether similar to matters
herein enumerated or not. o

26" NONDISCRIMINATION. Im connection with the performance of
work under this 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 hereby incorporaied by reference in this agreement.

27. LOSS OF TITLE. In the event title to any tract of unitized land
shall fail and the true owneé 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 title. In the event of a dispute as to title as
to any royalty, working interest, or other interests subject thereto, payment
or delivery on account thereof may be withheld without liability for.interest
until the dispute 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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intérest ie a tract within the unit area fails or.refuses to subscribe or
consent to this agreement, the owner of the working interest in that tract
may withdraw said tract from this agreement by written notice to the Director
and the Unit Operator prior to the approval of this agreement by the Difector.
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 '
committed hereto by the owner or owners thereof subscribing or consenting to
this agreement, and, if the interest is a working interest, by the owner of
such interest also subscribing to the unit operating agreement. After
operations are commenced hereunder, the right of subsequent joinder, as
provided in this section, by a working interest oWner is subject to such
requirements or approvals, if any, pertaining to such joinder, as may be
provided for in the unit operating agreement. After final approval hereof
joinder by a non-working interest owner must be consented to in writing

by the working interest owner committed hereto and responsible for the
payment of any benefits that may accrue hereunder in behalf of such non-
working interest. Joinder by any owner of a non-working'interest; at any

time, must be 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.

COUNTERPARTS. This agreement may be executed in any number of

29.

counterparts no one of which needs to be executed by all parties or may be

ratified or consented to by separate instrument in writing specifically
referring hereto and shall be binding upon all those parties who have executed
such a counterpart, ratification, or consent hereto with the same force and
effect as if all such parties had signed the same document and regardless of

whether or not it is executed by all other parties owning or claiming an
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intecesf 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
Eound by the 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
subétances, 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 said‘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 not so executed, the party next in the chain of title shall be and
become the owner of such working ingerest 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 working‘interest
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 rémained
continuously 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 agreemént 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.

If the fee owner of the unitized substances does not execute this
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agreemeﬁt~and the unit operating agreement as a working interest owner or
again lease such lands as above provtdeq with respect to each existing pértici-
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 eéch such participéting area,
»and to have agreed, in consideration for the compensation hereinafter provided,
that operations hereunder as to any such participating area or areas shall noﬁ
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 forfeitﬁre, the benefits and obligations of operations accruing to such

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

“-by the remaining 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 agreement as provided‘in this section, an appropriate accounting
and settlement 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 the period
between the date of surrender and the date of recommitment, and payment of any
moneys found to be owing by such an accounting shall be made asAbetween 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 prﬁvided in this section shall
not be>defeated by the nonexistence of a unit operating agreement and in the
event no unit 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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subsequent joinder to this agreement as provided elsewhere in this agreement.

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

‘working interest to the party from whom.obtained shall be subject to the same

conditions as set forth in this section in regard to the exercise of a right
to surrender. . |

31. TAXES. The workiné interest owners shall render and pay for their
account and the account of the royalty owners all valid taxes on or measured
by the unitized substances in and under or that may be produced, gathered and
sold from the land subject to this contract after the effective date of this

agreement, or upon the proceeds or net proceeds derived therefrom. The working

interest owners on each tract shall and may charge the proper proportion of

said taxes to the royalty owners having interests in said tract, and may

currently retain and deduct sufficient of the unitized substances or derivative
products, or net proceeds thereof from the allocated share of each royalty
owner to secure reimbursement for the taxes so paide__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 reqﬁires the lessee to pay such taxes.

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

33. FOREST LAND STI{PULATION. 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.

T T N L R ey a ,n23 R T T A e a2 R R TR R L R e L SR e ]
v o e e v

DY PR

Gt

Vg U T G S AU (DN SR PR

e e

(Vo) o0 o~ o \n + w

10
1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

32
33

HERET LS ST Py

AR g w L



* CANADA 0JITOS UNIT AREA
RIC ARRIBA COUNTY, NEW MEX!CO

UNIT OPERATOR

Attest: BOLACK-GREER, INC.
T - ((// //;42::;4 A{éﬁéffi,
//' -_-:’7 - "
oera. W T
-,‘@_,“&cretary ““President

ADDRESS:

158 Petroleum Center Building

Farmington, New Mexico

STATE OF New Mexico )
.S

COUNTY OF San Juan )

The foregoing Unit Agreement was acknowledged before me this

day of (‘Ll /M/( , 1963, by IS~ f%ﬂfz’u.él

ir!

7’7

, the

/’k{/),c/a( 2 C , of Bolack=-Greer, Inc, a k.’{.( L %"LE_P[_(/()

corporation, on behalf of said corporation.

kﬁfbl&, : /ZkZ(uLuA_

e

Notary Plblic

My commission expires _ 2% - 7’1-’/(‘//4
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CERTIFICATION--DETERMINATION

14-08-0001 8526

Pursuant to the authority vested in the §ecrétary 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
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 driliiniL_producing, rental,
minimum royalty, and royalty requirements of all Federal leases committed
to said agreement aré hereby established, altered, changed, or revgééa.téwi

conform with the terms and conditions of this agreement.

Dated JUN 19 1983

MM&/\

Acting pirector, United States Geological Survey
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AMENDUENT TO

UNIT AGREEMENT

CANADA OJITOS UNIT AREA ar T
NEREL, &
COUNTY OF RIO ARRIBA 1) R L
(S - .

HE QR B

E W ME T L AR
STATE OF NEW MEXICO U: 5. GICIOGITAL SUREL

ROSVLLL, Liid D

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, COUNTY OF RIO ARRIBA, STATE OF NEW MEXICO,

dated as of the 1st day of April, 1963, effective June 19, 1963,

the date approvgd by the United States Geologlcal Sur&ey, and
designated Agreement No. 14-08-0001 8526, hereinafter referred

"to as the "Unit Agreement"; and

t»_WHEREAS, the parties who execute

ment, or a counterpart hereof, desire

12 of the Unit Agreement;

NOW, THEREFORE, in consideration

azd- ratify this amend-

to emend Sections 11 and

of the mutual benefits

'resuiting,-IT IS AGREED. that Sections 11 and 12 of the Unit

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

‘follows:

‘Section 11:
On Page 10, Line 22 of the approved Unit
Agreement, after the word "quantities" insert the
phrasél"or necgsséry to unit operations", and after

1

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

operations or".

On Page 10, Line 32 of thg approved Unit
Agreement, after the word "quantities" inéert the.
phrasé "or necessary to unit operations".
L Section 12: |

On Page 12, Line 1 of the approved Unit

Agreement, between the‘word "otherwise" and the period

insert the language '"and the allocation of production
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to:iand added to a participating area on the basis
of its importance to unit operations may be upon

f such equitable basis as may be approved by the
Director",

This amendment shall be binding upon all the parties who

.execute or ratify the same retroactively to the effective

“in wrilting, specifically referring hereto, and shall be binding

date hereof, even though it is not executed by all of the
parties to the original Unit Agreement,.and this amendmeht
shall extend to and be binding upon their respective heirs,
executors, administrators, successors ané assigns.

This amendment may be executed in eny number of counter-
perts, no one of which needs to be ekecuted by a1l parties,

or may be ratified or consented to by separate instrument,

upon all parties who have executed such.z 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 thls
amendment as of the day and year first above written, and have

set opposite their names the date of such execution.

DATE: ' BENSON-MONTIN-GREER DRILLING CORP,

BY:

ot 00T 31 15

President

ATTEST: ¢ o
& [h e € - ‘_/ (, L£\

Secretary

WM

Tom Beolack

(- t;c LYy /’\:%éééf /Zf%::7 L

Jehn R. Anderson

AMCO INC,

[. ”;L f’(/ _‘ Bv. /f/ Vg(j A

3 . : -ATTEST:
"\_n‘..l ‘]__lo'r ,
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DATE:

4.3-44 - ;’//ép,;i

¥, H. Carpenter

-

Albert R. Greer

GREER ENTERPRISES LTD.

BY:

General Partner

. . // .
,9)—’ ."'; . S ' /}'w’w/\{-y“.-’j;—,

Bill L. Harbert

7 | ///r Jack Londoﬁ, Jr-.

MONTIN HARBERT PIPELINE CONSTRUCTION
CO.,E

cé?i;,é-— (7 1 i | BY:

President

ATTEST:

it C;i?>!z%%/t;%Lf Lot A

2-7-¢5

A. C. Montin

c4zlei/ ;7 1 FL f?

Wm. V. Montin

[

~—
\iJ
s

Jessie Stenley
7

“ Virgil L. Stoabs

[;7/7/4{4; | | ]%4/// e
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 STATE OF NEW MEXICO

B T T T T R P

' STATE OF NEW MEXICO

'COUNTY OF SAN JUAN

COUNTY OF SAN JUAN

COUNTY OF SAN JUAN

STATE OF NEW MEXICO i
. Ss

Acknowleaoea before me this- 7/ dav of ‘i v . 1969,
by ALBERT R. GREER President of BENSON MONTIN GREER = DHILLING
CORP., on behalf of sald corporauion.

My Comntssion Expires: Veiiote o
[/;,i/i /Z/ /57 | / : N%ar'*y Public

J

S8.

COUNTY - OF SAN JUAN

Acknowledged bef‘ore me this Mqay of Zyu_yé - 1969,

by TOM BOLACK.

My Commission Expires: - - % ..
' L~ ./

) ﬂ’&;y{ /171 -/W‘Eog%“}i{ﬁ‘;

\

% ss. -~

Acknowledged before me this § day of O,,ﬁ/ —._»—1969,
by JOHN R. ANDERSON. 547/ 7
My Commission Expires: % J
- < - ity and 7
%/L‘*f;. ANk J Not;r‘y Public
4 ’ .

STATE CF NEW MEXICO
SS.

Acknowledged before me thisZu/ day of -~z . .; -y 1969,
by JOHN R, ANDERSON, President of AMC ALLCO INC.; on b°hall of
sald corporation.

My Commission Expires: /7/ Z
' 14 /,.W lo—1—"
. - J Lo
é'u,j J L /591 : 7 Notary Publlc
¢ ’ o
STATE OF TEXAS )
) ss.

COUNTY OF. )

Acl—mowled;ed before me this .’:ﬂ% day of Fmy o/ ., 1969,
by F. H. CARPEKTER.

o Commtasion Bplres: AL of N\

J T O L L. RCUEE

DA STPE A SR
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STATE OF NEW MEXICO §
- SS.
COUNTY OF SAN JUAN

Acknowledged before mé thisi5” day of _~“ . cr.~ . 1@69,

by ALBERT R. GREER, individually, and as GeheTral Partnér of
GREER ENTERPRISES, LTD., a Limited Partnership.

My Commission Expires: 4V/f L ‘1/ '

. b dtiv i G~

/{/\L(_;Z /j /77/ - ‘ otary Public
‘3/. / / ) ;//N

Llad

STATE OF.-OXLAHOMA |
DLt | S8,
COUNTY OF OXKLAHOMA
" Acknowledged before me this /f “day of 2ol , 1969,

by BILL L. HARBERT.

_ o '
My Commission Expires: f ' , j/ i .
ﬂ . . W\_‘,/.L,ﬂ.l: . 7 e Gt —
’%7’“‘12/517 /4 T¢ J/ Notary Public

STArE OF OKLAHOMA
) SS.

COUNLY OF OKLAHOMA

. -4 e o
Acknowledged before me this . day of {;Z,%q/;f s 1969,. :

by JACK LONDON, JR. , , //ﬁ‘

My Commission Expires: v

R s

r~ .
1&xﬁu444//g /57 . Notary Public

STATE OF OKLAHOMA
ss.
COUNTY OF OKLAHOMA

AZ ;;_/7- ’
_ Acknowledged before me this /7 % day of 7 .tieceere’ | 1969,
by WM. V. MONTIN, President of MONTIN-HAR3ERT PIPELINE.
CONSTRUCTION CO., INC., on behalf of said corporation.”

My Commission Expires: ’ Ay
; 'ﬁ,/(/'/yz/tz ‘-/..’/ .71—4, EAR -V7A
2:/1m/,/4/f” /77/ Notary Public
‘{/ -/ .

STATE OF OKLAHOMA
‘ SS.
COUNTY OF OKLAEOMA

Acknowledged bafore me this *° day of
by A. C., MONTIN. -

4., 1969,

My Commission Explres: P - ,/ ,
f 0
4 ’ \ .. T TS e ,//'.
\ 3 ' AN R — 2
) . -
Yhooi Al Fe e Notary Public
| , v
o
! .
T Y D A e S T L T i T e . il T o A R L L A BRI E ot n.uw:\,
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UNIT QPERATING AGRZEMENT

FOR THE DEVELOPMENT AND CPERATION OF THE

CANADA OJITOS UNIT ARTA,
LY
COUNTY OF RIO ARRIBA
STATE OF NEW MEXICO

This Jnit Operating Agreement fcor the captioned nit ccmprises the folleowing five divisions:

I. THIS INTRODUCTOXY PAGE

II. TABLE OF CCNTENTS (2 pages’

cies of standard provisions)
.

ti
n) (Pages 1 tvo 15)
G

Pt

ITI. THE 3ASIC AGRIEMERT (36
(3~-M-53 167 3econd revi

IV. COTHER PROVISICNS CONSISTING OF THE FOLLOWING ARTICLES:

deral Energy Regulatory Commissior

(13

37. No okligation to represent other parties before the 7
38. s;bsequently Creeted Lease Burdens

3G, Treatment of Non-Cornmltted Lands

40. Superiority of Unit Operating Agreement

41. Additicnal "other provisions", If any
41.1 Unpaid Unit "Costs'™
41,2 Restoration in Event of Overpayment for Production Not Taken in Kind
41.3 Other Provisions regarding WISP:
L. Costs (refers to Article 6.4)
B. Correlative rights regarding WISP production (refers to Article 6.4’
C. Extinguishment of WISP provisions in event of secondary recoveryv
or pressure maintenance (refers to Articles 25 and 6.4)
41,4 MNo Casing Point Election for Mancos™Wells (refers to Article &)
41.5 Recognition of Inflation in Investment Adjustment (refers to Article 13’

V. EXHIBITS AS FOLLOWS:

Exhibit A - Identifying, if applicable. variable provisiocns of Articles 6, 12, 25 and
Bxaibit 4

Part I - as to Arsisle 6 (WISP)
Part II - as to Article 12.2(d) - exception wells

Part III - as to Article 25.1 - Voting percent fcr seccndary Recovery

Y

art IV - As to Exhidit 4 - minimum sizes of tracts for drilling blocks

Zxhibit - Tescription of Unit Area (refer.zd to in first recital)

N =

Exhibit - Accounting Procedure ‘referred to in Sections 1.4 and 1.138)

Exhibit

=

Initial Test Wel

[¥Y]
]

ireferred to in Sections 1.13, 2.1, 3.1 and 3.2)

Part 1: Drilling cf Zxploratory Welis

=
i

Exhibit
Pert 2: Attermpted Ccupleticn, Deepening, rilugging Sack and ibandonrent

Exhibit 5 - Insurance (referred tc in Sections 15.22, 15.23 and 16.2¢C)

m

Exhibit - Non-Discrimination: ZIxecative Order 11248 (30F.R. 1231%), Section 202

Other Exhirits, if any

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

‘For purposes of identification this Unit Operating igreement s gilven Code Nuxber COUOA-3181 , which
code number appears at the bottom ol any page ¢ the Unit Cperating Agreement or i1ts exnioits wnhicn regulre iden-
=ification of variables, or on which a change or modification from the printed form has teen made. :
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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, insofar 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. LOCATION FORMATION LANDS OWNER
All Any location All- All lands in All Working
wells approved by formations the Third Interest
duly 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: Aall
Sec. 20: All
Sec. 29: All
Sec. 30: All
Sec. 31: All
Sec. 32: Al
T-26N, R-1W

Sec. 5: Ww/2
Sec. 6: All
Sec. 7: All
Sec. 8: WwW/2
Sec. 17: Ww/2
Sec. 18: All
Sec. 19: 2all
Sec. 20: W/2
Sec. 29: All
Sec. 30: All
Sec. 31: All
Sec. 32: all

* "Ma.n Mancos" formation defined in Special Definitions, Page 1 of
Agreement.

EXHIBIT A
COUOA-3181 PAGE 1
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PART TI

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

- NONE -

PART IIT

VOTING PERCENTAGE REQUIRED FOR INSTITUTION OF
PRESSURE MAINTEMANCE 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 or
secondary recovery shall be seventy-five percent (75%).

PART IV

MINIMUM SIZES OF TRACTS FOR DRILLING BLOCKS

The minimum size of a tract forming a Drilling Block for an
Exploratory Well (Paragraph 1 of Part I of Exhibit 4) shall be defined
by the objective formation to be drilled, as listed below. If more
than one of the objective formations listed below are the objective
formations, the Drilling Block shall be no smaller than that shown
for the formation with the largest size listed below. If no objective
formation is 1listed 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 5, E/2 of Section 8, all of Section 6 and all of Section 7).

EXHIBIT A
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COPAS — 1974

Recommended by the
Council of Petroleum

HeaftBl 601, 38%3°8 -
s+ TULSA OK 7410t Accountants Societies of
North Americo

EXHIBIT 5"

L ]
- Attached to and made a part of .. that _certaln agreement fitled
Unlt Operating Agreement, Canada Ojitos Unilt Area,

Rio Arriba County, New Mexico, dated Marcn 1, 1981

ACCOUNTING PROCEDURE
%;é JOINT OPERATIONS
‘ : 1. GENERAL PROVISIONS

1. Definitions

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

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

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

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

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

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

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

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

2. Statement and Billings

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

3. Advances and Payments by Non-Operators

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

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

4. Adjustments

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

5. Audits

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

3.-', to by the Operator,

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

Operator shall charge the Joint Account with the following items:

1.

?\

]

E e A2 R

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

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

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

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

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

employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section

II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by *“percentage as-

_sessment’”’ on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

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

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section 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 KREXNTLEXTHBEXWX twenty-six percent é%l) h

Material

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

——

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

A. 1f Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall

be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,

recognized barge terminal, or railway -receiving point where like material is normally available, unless agreed
to by the Parties.

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

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

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 personnel 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. uUperator 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 (8¢)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
.of the Joint Property.

B.. In .ieu of charges in Paragraph TA akove, 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 resultmg from Operator’s
gross negligence or willful 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 amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator’s legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section IIl unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.
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10. Taxes
All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
' tion thereof, or %he production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties. :

11. Insurance

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

12, Other Expenditures

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

III. OVERHEAD

1. Overhead - Drilling and Producing Operations

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

( X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.

- Unless otherwise agreed to by the Partie's, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, 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.

ii. The salaries, wages and Personal Expenses of T_echnical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall { ) shall
not ( ) be covered by the Overhead rates. —_

. A. Overhead - Fixed Rate Basis
(1) Operator shall ¢harge the Joint Account at the followihg rates per well per month:
Drilling Well Rate §__1,517.00
CProducm Well &ate % 273,00
ompresSsor Operating Rate $2/73.00
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

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

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during susgan-
sion of drilling operations for fifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be apgiied for
the period from date workover operations, with rig, commence through date of rig release, except

-~ that no charge shall be made during suspension of operations for fifteen (15) or more consecutive
days.

(b) Producing Well Rates

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

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

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

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

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the 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
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:

(a) Development

Percent ( ¢%) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section 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. T

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

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

2. Overhead - Major Construction

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

of $. 25,000,00 . :

A. __i__% of total costs if such costs are more than § 25,000.00 put less than $ 100, 000. OQ plus
B. __l_% of total costs in excess of $100, 000.00 but less than $1,000,000; plus
C. ___* o of total costs in excess of $1,000,000. ¥To be negotlated 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.

3. Amendment of Rates

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

S
Y

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPQSITIONS

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

1. Purchases

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

2. Transfers and Dispositions

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

counts:-

A. New Material (Condition A)

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

(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-

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

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

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:

—~ (1) Material moved to the Joint Property
(a) At seventy-five percent (75¢) of current new price, as determined by Paragraph 2A of this Section IV,

(2) Material moved from the Joint Property

(a) At seventy-five percent (75¢:) 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

t
. CCUOA- 3181 —_—
iy, w RS e nT i I e ar TS, $ 51 e, B SN R R R At LB S Fri e S A e A O maeideiod LIRS £ e N VO T O LI PR R S e »~+‘=‘~\é~

I i S PO - - % .. = s = . e . N . “




e
4
'»r..l

(b) at sixty-five percent (65% ) of current new price, as determined by Paragraph 2A of this Section
IV, if \’Iaterxal was originally charged to the Joint Account as good used Material at seventy-five per-
cent ¥ 75¢,) of current new price,

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

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

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

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material
is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
the Parties. Such price should resuit in the Joint Account being charged with the value of the service ren-
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 involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

3. Premium Prices

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

P S

4. Warranty of Material Furnished by Operator

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

Y. INVENTQFPIES
The Operator shall maintain detailed records of Controllable Material.

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

2. Reconciliation and Adjustment of Inventories

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

3. Special Inventories

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

4. Expense of Conducting Periodic Inventories

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

ATTACHED TQO 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.

CouoA-3181 EXHIBIT 3
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EXHIBIT 4
TO UNIT OPERATING AGREZMENT

PART 1
DRILLING OF EXPLORATORY WZLLS

1. NOTICE OF PROPOSED DRILLING. Any Party desiring the drilling of an Exploratory Well on land in which it
owns a Committed working Interest shall designate an area, herein called a progosed Drilling Block, comprising,
unless established as to size under the provisions or Article 39.1 or Section of this Part 1 of Exhibit 4,
an area not to exceed 5,760 acres which, on the basis of available geological information will, in its
Judgement, be proved productive by the drillirg of such vell; provided, however, that minimum sizes of such
Drilling Blocks may be established by the Parties by so designating (by objective formation) in Exhibit A hereto.
Unit Operator and each Party within the prcposed Drilling Block shail ve furnished with a plat and deseription
of the area so deslignated, together with written notice of the location, oblective formation, maximum depitn, and
estimated cost of the proposed well. Tne location of the proposed well shall conform to any applicable spacing
pattern then exlsting or an authorlzed exception thereto. The proposed Drilling Block shall include no land in
an established particlpating area for the objective -formation for the weil to te 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 COF DRILLING BIOCK. Within thirgy days
after receipt of notice of proposal To form a Drilling Block, any part of tne land included in tne proposed
Drilling Block may be excluded therefrom at the Directlion of the Parties tnerein; provided, however, that the
authority to reduce the size of the blcck granted under tne Dlrecticn of tne Parties is limited in that the
reduced area must contain not less than 240 acres. In such event the proposed Drilling Block as reduced by the
exclusion of such land shall be established as a Drilliing Block. In the avsence of any such Direction to reduce
the size of the proposed Drilling Block, then at the expiration of said period, the proposed Drilling Block
shall be established a5 the Drilling Block. The Drilling Block shall be ccnsidered active for ninety (90) days
after the designation thereof and if a well 1s commenced tnereon within such period until either:

A. The completion of the well, if it 1= completed otnerwlse than as a producer of unitized substances
in paying quantitles, or

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

3. BASIS CF PARTICIPATION. Each Party within tne Drilling Block shall be entitled to participate in the
Costs of the proposed well on an Acreage Basls, but shall be required to do so only if it notifies the other
Parties of 1ts willingness so to participate as hereinafter in thls Ariicle provided.

L, PRELIMINARY NOTICE TC JOIN IN DRILLING. ”i:h_n ten days after tne estatlishment of the Drilling Block
each Party within sucn Drilling Block =nall in writing advise all other Parties tnerein whether or nct it wishes
to participate in the Drilling of the propesed well. If any Party fails to give suca advice within the
prescrived time, it shall be deemed to have elected not to participate in Drilling such proposed well, If all
Parties within the Drilling Block so advicse that they wish to participate therein, tne Unit Operator shall
Drill the proposed well for the account of all such Partles.

5. NOTICE CF ELSCTION T0 DRILL. Unless all Parties within the Dr_;linb Block agree to particinate in
Drilling sucn well, taen, within fifteen daye after the expiration c¢f the ten day perilod last above provided
in Section 4, each Party witnin the Drilling Block tnen desiring to have the prcposecd well Drilled, shall give
to all other Parties therein written nctice of its election to procesd witn the Drilling of said well.

Faillure to give such notice shall be deemed an election nct to participate in Drilling the well.

5, FECT OF EL=ECTION TO DRILL. If one or more, but not all of tae Parties, elect to proceed with tne
Drilling of tne well, Univ Operator shall drill 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 hacs no» previously elected to participate in tne proposed well
may do so by written notice given to all other Partiec within the Drilling Block at any time before operations
for the Drilling cf tne well are cormenced, in which event such Pariy shall ve incliuded in the Drilling Party.
However, sucn Farty shall be bound by any and all Directions and Approvals tneretofore given by tne Drilling
Farty concerning the Drilling of tne well.

7. RIGHTS AND OBLIGATION3 CF DRILLING PARTY AND NON-DIILLING PARTY., Wnenever an =xploratory Well is drilled
otnerwice taan for tne account of all Committed UWorking Interests within the Drilling Block, tne provislions
cf Article 1Z dealing with Riznts and Oblizaticns of Drilling Party and Non-Drilling Parties shall be applicable.

&. RECUIRED DRILLING. If an Exploratory Well is Drilled as a recuired well in accordance with Section 1C.43B,
the Drilling Block for such well shall consist of all forty-acre sudbdiviszions andi lots of the Public Land
Survey of wnich more than one-nalf of the surface area is within a distance of 2,300 feet from tne proposed
vcsiom hole lccation of such well, but excluding therefrom all lands within a participating area theretofcre
eccatlicned for the pool or zone to wnlch the well i:= tc be Drilled; oprovided, nowever, if the well te cne
resulting from 'forced-poolinb" as descrirzed in Article 1C.1 nereof, the Drilling Blcck thall be those lands
urder the Committed Interests whicn appear within the spacing unic orescr:bed by tne sutject order,

PLUGGING BqC? AlTD ABANDCNIIENT
ND DoVeLOPHZLT ZiL3

i, CCMPLETION ATTEMPT =N DRILLED. The attempted completion of an: well wnen tae drilling tnerecl reacnes
s projiected deptn,and tne Deepcn-rw cr Fluzzing Back of any well not ccmpleted z2s a producter at its projected
o, <ﬂa11 be ~overnej by tae feolilewing provisiong, except thnat czid provicion nail not apply to 2 parci-

by

itz
dept 2 al nE g
cular well A every Party en:Ltled to t1e notice D”O"lQEG for in Subdiivision 4 hereol has cconsenteg ¢
azandcnment and plugging of zucih well

A, DNotice by Unit Cnerator. Aftsr any well has reached 1ts projected depin and been tested, but
Tefore product.on pipe nat been set therein, Unit Operatoer shall give notice therecof to each Party
vho par uic-pa°°c in Drilling the well, and to each additional Pa“ty, if 20y, who was entitled to

° participate therein but elected not to dc sc. Each notice provided for in this sectlion shall be
given by telegraph or telephcne, Alzo before abandoning a Development Well wnleh 1a= teen Drilied
o iits projected depth but not completed as a producer, Urit Operator shall give nctice thereol to

eacn Party wilthin the participating area involved.
E. Rig Cempletlon, Deepen or flug Back., Zacnh Parzy wao partlicipated in the Drilling of
I ¢ novice Lo giver in accordance wit: Subdivision A hereol may 1initiate a

mnpt She ccmple:i:ﬁ o , 02 to Deepen or Pliuz Back suen well; provided that, in the
Initiation, any la ty owning 2 Commit:ied Yorving Interect in the tract (as identified
¢ the Unit Agrezment) of land on which tae well is located mar initiate a proposal

IVHIZID b T
UIIT CPEATING AGREZMENT I LLE G I B LE FORM - BHMG 1958: RIVISION 2




2 NOISIAZE :Q961 DI - WHOJ ¢ E0vd ’ IHEEZYEOV ONIIVHEdO IINO

'LLEG'BLE oL f LIETHXE

*T18r 8yj3 SUTUMO SaT3JIed JO L3a®d AYs JO 2UNOIO® AU J0F TISR suj Inyd pue uopueqe TIEUS

Jojzexadp aTun ‘J0Jagsyl 3TWIT Swlr dug utu*tm 118w 9ys Jo joeg EurdSnid J0 FuTusdasg ays U2TM DP3ad0oad 03 530279

A3a8g OU 3nG UIAT3 ST 20730u yons JT JO ‘s.dep u93 Jo pojuaad pies UTULSIM TTeM UONS )NOBg EnTd J0 uadsag 03 auzsap

JO S9730u SSATS £L3aegd ou JI *eady Burcedioladed ® ©3 }org JUTEENTJ J0 Fujusdesg ulTn [uiresd ‘41 2TQFUXE

BTY3 JO 2 3aed Jo ¢ udeaBesed pur ‘S20TTIUCD UATK BUTTBAIP ‘f 2TATUXT STUZ JO £ 2ded JO f udexBesed Jo suolsiaoad

8U3 03 ‘z2sasmou ‘3o2fcns fyToM AJoszeaerdyT ue Jo BuTTITJIQ Sua dJaam Noreg FulEBnygd Jo Butuadassg pasodoazd aug J3

S® JauuBm duwes suz uy L1dde TIBUS § 24TQIXT STU2 JO 1 3JdeZ JO G pue € ‘y sudesSeaed JO sucisiAoad 8u3 Jo Iie pue

f 1TQTUNT S§7U3 Jo T 3JBd JO 4 udea®eled U2TM SOUBPJIGOO® UT JO3J3UJ 20T50U aai3 ITBUS TT9M yons Jo Nyoeg Eu,__ng

J0 Zujuadas@ Uz BUurJaysep £iaed JU3 ‘TI8M UCTHS JOJ PIUSTIGEASS ST HOOTE JUTTITIC B J93J% SLBD UL UTULIM

‘rausTIqesse Arsnotadad jou JT ‘a0 ‘rrem vons J9J DIUSTIARIIS UB3Y Arsnotasad seu jyoorg BUTTITJIC ' JT ‘eol3ou

Lons Jo 3478084 2235® sABp U923 UTURTX  *f 2TATUXT STUl JOo T sd4®d Jo € pue T stvdes3eJes ul.pepraodd se I[e uons

S0J MOOTE ZUTTITSC B JC JUSELUSTICRISS au2 uaTs npeadodd ‘eotnou yons Jo 53dyaosa Ae'Je sfer u333J7TJ UTLATH ‘TreUs

2T fJosaaus Noeg JuifBarg Jo FujuadasC SV S5JITSIp S0T30U UONS EuTA:eﬁau £iaed ® pUB TId8M UONS JOJ PIUSTTIB2SI

usaq ATsSnotasdd SBU HOOTE Surrtxac ou JI °peaedoy 87 TISM 2U5 udTum uodn TUBT JO 29®BJI5 AUl Ul sS3sadejul

SuTqaon passTLWS) Fusume ‘Auw I3 ndvg TRUOTSIPPE UDBD 02 pU®R TIsM vl 335493UT U® SujuMo uaya LfjJgeg

UOBI €1 JOSJdUZ 3070U UIIATJIM IAT2 ‘®Aay BuriedIOoTIJLEL B UTYITA J0u ST Tiew avj JT [g) Go ‘pejedol ST T3k aul

USTUM UC FUBT SO 10BJIC BU3 UT S532J24UT SUTHJIO DOLLTWWO) SUTUMO carﬂaec <0 A3Jged By2 03 JOIJIdU3 8dfcou uajjTam

8A7E feagy BujaedroTageg ® UTUsin ST TI8M 8u3 JT (u) ‘ireus coregsdg ATUfR ‘S530UBRASONS PITIATUN JO J3ONPOJC B 3B
pasardwed I1as fue Zuiisnid 207 ZUTUOpUEGR aJ0Jed  *STIL;. DIIONTOHd C"“OCN&EV ®ova DRIDDAT4 FO DIIHZJTZ ‘<

T el s AT R e T

. *Joauar € uydeafeaed oa auensand Jeseaadp 2tun Ag
uUsATS 90f7a0U BU2 ;o 9479031 J95J% TLTT USSLJTJ UTUATM SafaJled JO r,uga SuTuCTURNE-UOU UL DUR JOJRBRISC(
ATUN 02 USATE S5T20U U333TJan L0 ATUD DIsToJaxe a3 £BUW UOT5d0 PTRS  "UCT2085 STud JO g UCTSTATDANS
U234 90UBDJCOOR UT J0JaIdU3 TexTJ SnfeA aus 28 ‘saTaded <0 A3lgd SUTUCPUBGE-UOU U5 €2 3T fiC
. pausTnbulTas asaaanuT SUs 05 Tenbs TIas a3 wos? pa¥iaTes juaudinbe pur sTETassEw 2U2 Jo uotazod 2vul
yoandsl 02 UCT3d0 S3T 2® SUSTJ 3Us QABU TIBUS AjJed SUTUCDURGE UORa ‘uUTalaUs 3285J24UT JT9Ul JO
$8704EJ SUTUODUBSE UL £C JUSWUSTNDUTTLI J81JE suzuow xzs uTuATH SuTZEinTd JoJ pauopurdT ST papiacad
9A002 S® §973JBJ <0 A1JBJ SUTUOPUBJE-UOU 2UJ AT JIBA0 USNER, TIOH ® JI *S1T;J91®y] @sBUDSNCAE O3 UOT340 °

*‘paptaocad
ST 83BJ uONS JT ‘g2 3TATUXE UsTH QOUBLIOONOT UT TI9M BUTONpPoJC aT3UTS ® JO uctsesado ausg 03 atqeoTtdde
S8l TI&M J3€ 2S3UITU 9Yy2 4B Lasndwod 93JBU0 JPRSUJIIAO UB IpPUIOUT TIBUS 52807 Butasaado ples f1Ten
i sLj3 wWoa paongos 30UBRISONS PIZTLIUN SUS LIS5BJIBCAT 2aNSEsW 05 Papesu SIT5ITTIORI I9U20 JO SBUTT MOTJI
: ‘2%eAuR: TRBUO rre fue Jo S””CD U7 O3TEB fUE ‘(DPSpTA0gd IS4JBUTSJSU SE 0BG ZUTISNTS Jo BuTuadsag
. Q0J J9AC UsHEe2 ST TremM auz atnn) pauopueGe Uayum 47 Sur8Znrd pue Tism 2uj JuTIRISCEO UT poaIansuy
! J37 31884943 SuUIDJINI JBYJ0 pue suapang 3ceaT ‘s5350) TR JBAC [TBUS puUe WoS] UOT2ONLOXI TT® UMo
: ITBYS OUM 537548 ¢ <0 Zjapd SulucpuesE-UOU BUL ~UnCdTe AUy J0J J02E8ls4s - 'C D3LESDCC 80 TIevs
11948 uons ‘us; pari.~odd saofe juswusinbulisd avl Jenl  CL£aJdBd Sutuopueqv-qu JO SUZCiIAEETI40 pu® S3uUBTH o

CAUSLUSTAZUT TS USKS o2 Jerad

£Is2B7psul] £37532%8d TUTUOLUBRLGL-UOU [TE® JO UTSJ8U3 4S8295U7 LSUTAWOD 3U2 Cf SI28% 1T guL T cTagaguy

€17 2¥L2 uoTsacdoad eun Ul uS®Ees ‘sa7asEd SUTUOSpDUBOEB-UCU 92 SC TaUNO 30 TTEUT POUSTNE < .3 fzageaus

au2 ‘flaueg FUTUOPUETR-UOU auc ueva daCl TT 9J49uUd JI  *TT9n aun c3 SutuTtzzged 2o ur cusudinbs pue

STETJO5BW &UL UT 355125UT JT9U3 TIE pUu® ‘Dassidu usua ST A7 UOTWA U3 dUCE=aC T£2od UL €% 25&dsaa Uo7

L1ut 23 fIem BUS UT STodazul %ufxuo" pue ":HE:J EuTaeuasdo aTaug z(e S8 0 Asoes TUTUODUBIR-UOU

. SU4 O2uUn EaUSTNbUTIAL 24Bi 05 PaLssD a¢ TTRUS T973J%8d U'Lonnewc e' "u i JC SUTHBW 9U5 uoCn
I3 *TIaM 8L2 jJC snI®A eiextn" sus  25JaBUS S8AT309dTaa JT8Ul fec u**ﬂu:uog
b S9T1S82 JO Azdaeg fuiuozu -uou Ays fapeu Cs ST Uoy 209?:‘ von? ;1 usaT?

3T 2adTeoea as33e sler TU2 UTUSTM USATE €7 20720U UONT pont Acuu seTuT

: (soTsaeg QuUTUODURLE BBTTE0 uTsgat) seTsJed a9uac TI® o Jo2 1 9433
CUEJE-UOM 95 EOTTEC UTSJIL) TIdM dU5 JC 3UIUUOPUBR? C©F 5335 co ‘o -uou

40U LT CUM TT9M 3U3 u7 2TAJ93UT U® EUTATL UalLg SaoBg UDES ©3 JOIJIsuM

T
idv vons
2

g8 2 5% ,{eus JO"EJSC“ a5un ‘="q J uons re fc ea v vastos 10U ST Ana ‘TIem eun
U2 0 [RAOLGLEY 2UL SSATS09S T8 qo JO 2UILLUOPURCE 83 JI  'O4NTS5004¢ JU3LUODUBRAY  °¢
*Tian Bug SUTUKO uBUL soTaJdel 115 LATH 24350112 pes ald\u S 5T o7
ToTUM UT 8U0Z IC T0O0C SUR weal usT3onnosd J0J paucpu : : “TeuIntayg “UdIUS)H *V

Surz=2d;oisaed ®
ey IO R0Eg
ezse SussedioTadm

SUTTITIC UT £SIJUOUL S1S0)
S2SC) Uy ‘UOTIBJLSSO BUG ?
*UCTIEI200 LU2nS Talm bl
J0 f‘AneTdwco o2 3Cwa“:2

8 TTeus
ToSIEUD

.

B0 et

5]

_,.
0wy

e

S
L

[£4)

050
edc
TG
o7
co)
G ®
suL .
3 ""ﬂ“t” I
Q0D UT nesodLosd U
Andeg UDEBT 1OZRTL; 3T A : 4 e

nTd G0 uedaag 03 Ko ‘3 SnTAT <o 5u% 3dws33T 0%
E VPR JS S R TR R W ST RS PR 1 L P e P AT o) Mﬁsmmﬁnﬂlﬂ- LR St HAR Y

i rrh O AW ILY e SNl 7R



4, CONFLICTS. If conflicting electlons to attempt completion, Deepen, or Plug Back are made in accordance
witn the preceding provisions of Part 2 of this Exnibit 4, preference shall be given first to a completion
attenpt and then to Deepening. However, if 3 completion attempt, a Deepening or Plugging Back does not
result in completion of the well as a producer, Unit Operator shall again give notice in accordance with Sub-
division A of Paragraph 1 of Part 2 of this Exhibit 4 before abandoning the well for plugging.

5. ZZPENING OR PLUGGING BACK TO PARTICIPATING AREA. If a well witnin the surface boundaries of a particl-
pating area 1s to be Deepened or Plugged Back to a pool or zone for which sucn participating area has been
establisned, sucn nsperation may be conducted only if it receives the Approval of the Parties within such
participating are®, and upon such terms and conditions as may be specified in such Approval.

6. RIGHTS AND OBLIGATIONS OF DRILLING PARTY AND NON-DRILLING PARTIES. Whenever an attempt to complete a
well ic made,or a well It Deepened or Plugged Back, clnerwlse than for the account of all Partles entitled to
participate therein, the provisions of Article 12 dealing wilth Rignts and Obligations of Drilling Party and
Non-Drilling Parties shall apply.
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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

In addition to the insurance coverage set out in Article 16.2
hereof, Unit Operator shall carry the following insurance for the
benefit and protection of the joint account: -

1. 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 Propertvy Damage of not
less than One Hundred Thousand Dollars ($100,000.00) for
each claim arising out of one occurrence and One Hundred
Thousand Dollars ($100,000.00) for any number of claims
arising out of one occurrence.

2. Primary Comprehensive Automobile Public Liability Insurance

with limits, (a) as to Bodily Injury of not 1less than One

Hundred Thousand Dollars ($100,000.00) for each person and

' not less than Three Hundred Thousand Dollars ($300,000.00)

X . for each occurrence, and (b) as to Property Damage of not

' less than One Hundred Thousand Dollars ($100,000.00) for each
occurrence., '

3. A Five Million Dollars ($5,000,000.00) single limit Umbrella
Liability 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 1limits per
occurrence, but also shall extend to cover certain hazards
not covered by the primary, subject to a returned deductible
of Twenty-Five Thousand Dollars ($25,000.00), notably
Underground Property Damage, Damage to Property of others
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 thact 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 .
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EXHIBIT 6

ATTACHED TO AND MADE A PART OF i
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) The CONTRACTOR will not discriminate against any employee or applicant for employment
because of race, color, religion, sex or national origin. The CONTRACTOR will take
affirmative action to ensure that applicants are employed and that employees are treated
during employment, without regard to their race, color, religion, sex, or national
origin. Such action shall include, but not be limited to the following: Employment,
-upgrading, demotion, or transfer, recruitment or recruitment advertising; 1layoff or
termination; rates of pay or other forms of compensation; and selection for training,
including apprenticeship. The CONTRACTOR agrees to post in conspicuous places, available
to employees and applicants for employment, notices to be provided by the contracting
officer setting forth the provisions of this nondiscrimination clause.

(2) The CONTRACTOR will, in 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, c¢olor, religion, sex, or national
origin.

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

(4) The CONTRACTOR will comply with all provisions of Executive Order 11246 of September 24,
196, and of the rules, regulations, and relevant orders of the Secretary of Labor.

(5) The CONTRACTOR will furnish all information and reports required by Executive Order 11246
of 3eptember 24, 1965, and by the rules, regulations, and orders of the Secretary of
Labor, or pursuant thereto, and will permit access to his books, records and accounts
by the contracting agency and the Secretary of Labor T6r purposes of investigation to
ascertain compliance with such rules, regulations, and orders.

{6) 1In the event of the CONTRACTOR'S noncompliance with the nondiscrimination clauses of this
Agreement or with any of such rules, regulations, or orders, this Agreement may be
cancelled, terminated or suspended in whole or in part and the CONTRACTOR may be declared
ineligible for further Government contracts in accordance with procedures authorized in
Executive Order 11246 of September 24, 1965, and such other sanctions may be imposed and
remedies invoked as provided in Executive Order 11246 of September 24, 1965, or by rule,
regulation, or order of the Secretary of Labor, or as otherwise provided by law.

(7) The CONTRACTOR will include the :ptovisions of paragraphs (1) through (7) in every
subcontract or purchase order unless exempted by rules, regulations, or orders of the
Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of September
24, 1965, so that such provisions will be binding upon each subcontractor or vendor.
The CONTRACTOR will take such action with respect to any subcontract or purchase order
as the contracting agency may direct as a means of enforcing such provisions including
sanctiuns 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 required to do so by Federal law, regulation, or order, CONTRACTOR agrees that he shall:

(1) File with the Office of Federal Contract Compliance or agency designated by it, a complete
and accurate report on Standard Form 100 (EEO-1l) 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 3lst;

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

couoa-3161 EXHIBIT 6
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(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 Interest Owner shall be reimbursed by Unit
Operator for the amount so paid, plus any interest collected thereon,
upon receipt by Unit Operator of any past due amount collected from
the defaulting Working Interest Owner. Any Working Interest Owner
so paying a defaulting Working Interest Owner”s share of Unit Cost
shall, to obtain reimbursement thereof, be subrogated to the 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 Operatqr 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 1is 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 regqulation by governmental authority.
In the event such reculation does not permit retention of all of the
price for which Production was sold, the Working Interest Owners
severally agree to refund amounts 1in excess of permitted levels,
together with any applicable interest and penalties, promptly when
required by Unit Operator; such refunds being treated as Costs under
the meaning of Articles 1.4 and 41.1 hereof.

Should such refunds be required that are attributable to royalty
interests, overriding royalty interests, production payments and other
similar interests (hereinafter called "lease burdens") and Unit
Operator is unable to recover such refunds from the owners thereof;
then any unrecovered refund accruing to a lease burden shall be
treated as a Cost under the meaning of Articles 1.4 and 4l1l.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 Interest Owners as to matters covered by this Article 41.2,
Unit Operator may be authorized through the voting procedure of
Article 14 hereof, but not otherwise, to incur legal costs to protect
the rights of the Working Interest Owners.
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41.3 Other Provisions regarding WISP.

A, Costs (reference 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, wvarticularly. 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 party
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 or 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 or pressure maintenance operations.

“‘,
-
v

re

41.4 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.

41.5 Recognition of inflation in investment adjustment
(reference Article 13). Any costs for materials, supplies
or services used in an investment adjustment shall be that
cost determined from current (as of the date of adjustment)

. costs, regardless of the date the cost was incurred or
paid.
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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: - ’ o

BY: :
Secretary Albert R. Greer, President

STATE OF NEW MEXICO )
) S8
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
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UNIT OPERATING AGREEMENT

- CANADA OJITOS UNIT AREA

RIO ARRIBA COUNTY, NEW MEXICO

. ~ -
THIS AGREEMENT, 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, thev Parties have committed their interests into that
certain UNIT AGREEMENT FOR.THE DEVELOPMENT ANﬁ OPERATION OF THE CANADA
OJITOS UNIT AREA, County of Rio Arriba, Sg;te of New Mexico, dated
as of the 19th day of June, 1963, and hereinafter referred to as the
"Unit Agreement”, covering the lands described in Exhibit 1 hereto
attached, which lands ‘are referred to in the_Unit Agreement and in
this agreement as the "Unit Area" and which Unit Area may, by the
terms of the Unit Agreement, be expanded or contracted, and 1lands
in the Unit Area shall be the lands covered by this agreement, insofar
as the o0il and gas leases thereunder are committed to the Unit
Agreement by the Parties hereto; and -

-WHEREAS, the Parties enter into this agreement pursuant to
Section 7 of the Unit Agreement;

WHEREAS, the Parties currently are considering expanding the
Unit Area, but whether or not 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 Regulatory 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:z "Federal Power
Commission™ appear they shall be construed to mean "Federal
Energy Regulatory Commission", or such other appropriate
succeeding governmental authority; as is proper;

Special Definitions:

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 log of the
Canada Ojitos Unit No. 0-9 well, located in the southeast
quarter of Section 9, Township 26 North, Range 1 West,
between the depths 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";
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ARTICLE 1
DEFINITIONS

1.1(a) Unit Azreement Definitions. The definitions contained in the Unit Agreement are adopted for all
purposes of thls &_reement. n & on, each term listed below shall have the meaning stated therefor, whenever
used in thils agreer.:nt.

1.1(b) "Director" means the Director of the United States Geological Survey. In the instance of approval
required by USTS, "Director" also means "Supervisor" if 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 the rederal lands subject to this agreement.

1.2 "Unit Overator" means BENSON-MONTIN-GREER DRILLING CORP, and its successors, as the Unit Operator
designated in accordence 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 actirg as Unit Operator when acting as an
owner of Working interest.

1.4 "Ccsts" means all costs and expenses incurred in the development and operation of the Unit Area
pursuant to this 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 betweer sald accounting procedure and this
agreement, this agreement shall control.

1.5 "Committed Workigsglnterest" means & Working Interest which is shown on Exhibit B to the Unit Aﬁreement
as owned by & Party and which 1s committed to the Unit Agreement. Whenever reference is made to a Party "in" or
"within" the Unit Area, & participating area, or other area designated pursuant tc this agreement, such reference
shall mean a Party owning a Committed Working Interest in lands within such ares.

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, Costs, or Production, means
participation by each such party in the proportion that the acreage of 1ts Committed Working Interests in such area
bears to the total acreege 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 shall be the acreage of such
tract as set forth in Exhibit B to the Unit Agreement, and (b) if there are two or more undivided working interests
in a tract. there shall be apportioned to each such working interest that proportion of the acreazge 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 egreement.

1.7(v) "Working Interest Segregasted Production" ("WISP") means that production belonging to the working
interest from wells, formation and lands &s 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 oil 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 is payable out oI profits.

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

1.10 "Non-DrillinE Party" means a Party who has had the optional right to participate in the Drilling,
Deepening or Pilugging Back of a well and who has elected not to participate iherein.

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

1.12 "Deepen or Pluz Back" means to perform all operations reesonable necessary and incident to Deepening
or Plugging Back a wsl., testing, and, if productive of Unitized Substances, ccapleting or recompleting and
equipping for production, including flow lines, treaters, separators and tankage, or plugging and sbandoning, 1f dry.

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

1.14 "Subsequert Test Well" means a test well Drilled after the Drilling cf the Initial Test Well or Wells,
and vefore disccovery oi Unitized Sutstances in paying quantities in the Unit Area.

1.15 "Development Well" means a well Drilled within a participating area ard projected to the pcol or zone
for which the participating area was established.

1,16 “Fxploratory Well" means a well other than a Develcpment Well Drilled after discovery of Unitized
Substances in payinz quantities in the Unit Area.

1.17 "soproval Of The Parties" or "Direction Of The Parties" means an approval, authorization or direction
whick receives the a-firuative vo.e specliled In SectiIon IS.Z2 ol the Parties entitled to vote on the givirg cf such
Approval or Direction.

1.18 "Salvage Value" of & well means the value of the materials and ejuipment in or appurtenant to the well
determined in accorgance with Exhibit 2, leszs the reasonable estimated Costs o salveging the same &and pluzging the
well.

1.19 Each Party is herein referred to by tne neuter pronoun "it".

KRG LIABILITY FOR IZRILI.ING, DEEPENIHG OR PLUGGING BATK WELLS WITHOUT COUSEXRT

2.1 %0 LIAZILITY WITECUT CCHSINT. o party ehall be llable without its consent for eny portion of the Costs
cf Drilling, Deepening or Plugging Back & well except &s provided in Section 10.4 with respect to Required Wells,
and except as previded in Article 13 dealing with Investment Adjustment. Nothing herein shall be construed to
relieve & Party of any obligation assumed ty it pursuant to Exhibit 3 to participate in the Costs of the Initial
Test Well. .

ARTICLE 3
INITIAL TEST WELL

3.1 LOCATION, Unit Operator shall begin tc Drill the Initial Test Well within the time reguired by
Secticn 9 of Tne Unit Agreement or any extension thereof at the location specified in Exhibit 3 attached hereto.

ILLEGIBLE

Article 1
UNIT QPERATING AGREEMENT s o Page 2 : . ) Form - BMG 1968: Revision 2
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| ILLEGIBLE

cipating erea for the same formation, or formations, from which WISP is taken from the subject well, the working
interest owners in said "associated lands" shall not receive any portion of the production allocated to said lands
from other wells within the participating area or be entitled t: participate in the costs and expenses of the par-
ties in the participaiing area insofar as the subject well's "assoclated lands" are concerned.

Any formations under the "associated lands" other than those identified as ones from which WISP may be t2en sell
te treated the same as other formations under other lands committed to the Unit Agreement and Unit Operating igree-
ment.

6.5 TAKING IN KIND, Each Party shall currently as produced take in kind or separately dispose of its share
o? Production and pay Unit Operator for any extra expenditure necessitated thereby. Except as otherwise provided in
Section 15,5 dealing with Liens, each Party shall be entitled to receive directly payment for its proporticnate share
of the prcceeds from the sale of its share of Production, and on &ll purchases or sales each Party shall execute any
division order or contract of sale pertaining to its interest. Each Party taking in kind or separately disposing of
its shere 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 FATLURE TO TAKE IN KIND, If any Party fails to take or dispose of its share of Production, Unit Operator
shall have the rignt for such reascrable periods of tire that are consistent with the minimum needs of trne industry
under the circumstances, but in no event to-exceed one year, and subject to revocation at will by the Party cwning
same, to purchase for Unit Operator's account or sell to others such share &t not less than the market price prevail-
ing in the area end not less than the price Unit QOperator receives for its share of Production: subject to the right
of such Party to exercise at any time it: rignht to take in kind or separately disprose of its own share of Production
not previously taken by Unit Operator or delivered to ciners 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 withecut
written consent from such party.

6.7 SURPLUS MATERIALS AND EQUIPMENT. Materials and equipment acquired by the Parties, or any of them rur-
suant to this agreement, may Le classiiieC &s surplus by Unit Operator when deered by it to be no longer needed in
cperations hereunder, by giving to 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 ltems which are susceptitle of division in
kind, by written notice giver 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 & replace-
ment cost less than one thousand dollars ($1,000.00).

B. Zurplus materials and equirment not divided in kind (other than Junk end any
item having & replacement cost of less than one thousand dollars (1,000.00)) shall be sold
to the highest bidder or bidders. -

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

obtainable. .
ARTICLE 7
PLANS OF DEVELOPMENT
7.1 WZLLS AND PROJECTS INCLUDED,. Each plar for the development and operation of the Unit Area which is sub-

nitted by Unit OperaTer to the Superviscr in accordance with the Unit Agresment shall meke provision onlry for such
Drilling, Leeprening and Plugging Back operatlions and such other projects es=—dnit {perator heas bean authorized to
conduct by the Parties chargeable with the Costs incurred therein.

7.2 NOTICE OF FROPOSED PLAW. At least ten days tefore submitting any such proposed plan te the Supervisor,
Unit Operator shall give eacn rarty written notlce therecf, together with & copy of the proposed pler.

7.3 NOTICE OF AFFROVAL GR DISAPPROVAL. If &nd when a proposec plan has Teen epproved or diszpprovel by the
Supervisor, Urit Operelor sne.l z.ve written notice thereof to each Pariy. 1In the case o5f éiszpprovel, Unit Cpera-
tor shall stete in such notice the reasons therefor.

7.4 AVEKDMENTS. If any Party or Parties shall have elected to proceed with Drilling, Teepening or Plugging
Back cperatior in accordance with %the provisions of thic agreemeni, and such operation is not provided Zcr in the

then current plan of development as approved by the Supervisor. Unit Operator shall eifner (&) request trhe Superviser
to epprove an amendment to such plarn wnlch will provide for tlLz cornduct of such operation, eor {b) reguest the Super-
visor to consent to such cperation, 1if nis consent is sufficient.

7.5 TSSATTON OF CPERATIONS UNTER PLAN., If any such plan as appr:cved by the Supervisor provides for the
cessation of &ny Drilling or ctner cperatlons therein provided for on the happening of a conzingency end if sueh con-
tingency cccurs, Unit Operator shall promptly ceace such Drilling or other operations and shall nct incur ary addi-
tional Costs in connection therewith unless and until such Drilling or other operations are again autrorlzed in aeccor
dence with this agreement by the Farties chargeable wiin such Cosis.

ARTIZLE 8

DRTLLIEG OF SIVELOPMENT WELLS

g.1 SURPOSE AND PRACIDINE. It imine purpose of this Article to set forth the procedure for Drillirgz e Develcrp-
ment well ciherylse tnan by whe uritten consent of &1l Parties within the participating aresz involvei. The Trilling

o 2 Tevelopmert Well purauant tc the procedure herein gzt forih shall, hewever, be subject to such IZrilling
ing the Approval cf ithe Parties, unless the Drilling of the propesed well is necessary to prevent the loss of
ted Working Interest in the tract of lend on which the troposel well 1s tc be
of Approval of the Drillirg of any such well shall not, nhowever, be dseme” an ele
ir. the Cos*s thereof, but will mean only that such Pzrir considsrs the

dinary develorment ¢f the participating area involved and his nc cbjecticn te fhe Driiiirg trerss?,

t)

o pariicinzste
wits the cr-

g.2 ¥OTICT oF PRCGPOSEL DAILLILUG.
are: may propdose hi Orililc.” OI & Level P
ticipating area written not. e specifying the lo
tion shall conform to any appiiczible spzeing pat
exception thereto.

T Ly giving to e
. Zepth and esti
ru trerenofore adops

8.3 KESPONSE TO NOTICE. Within thirty days after receipt of such notice, each Pariy within such periiciza-
ting area shall advise &ll other Parties therein, in writing, whether or not it wishes to participate in Drillirc
the proposed well. If &ll the Parties within such participating area so advise thatl they wlish to participeze there-
in, the proposed well shall be Drilled by Unlit Operatcr for the account of all the Parties within thre Pariicipazing
aree, If any Party fails to respond toc such notice witrnin saild thirty dey pericd, it shzll e deemed to heve eiected
rot to participate in Drilling the Proposed well,

8.4 NOTICE QF ZLECTION TC DRILL, Urless 21l Parties within the tariicipeting area zgree 19 zzr
response to said notice, trhen wiohin iriibeen days alifter expiration of said paricd of thiriy days. each
the pariicipating area who then desires to participate in the Drilling of the prcposed well shsll give
Partlies within the participating ares written notice of election to proceazd with the Crilling of saiz w

to give such notice shall be deemed an election not te participate in Drilling said well.

g.5 E¥FTCT OF ELECTION TC DRILL. If one or more, but not 2ll of the Farties within the pariticipating earea
so elect to proceed, Unit Operator shall Drill the well for the zccount of such Party or Parties, who shall consti-
tute the Drilling Party.

8.6 SUBSEQUERT ELECTION. If election to Drill the proposed well is mede, any Party within tre rerticipzting
area who has not previously elected to participate therein may do so by writien notice given to all other Farties

CE - : " Articles 7, 8 K
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instance 1t 1is reccgnized that cy terms of the Unit Agreement the subject well will be oper-
eted on a lease basis and if part of the acreage in the Drilling Block is under other leasze(s),
such other lease(s) may expire by their own terms. Therels no obligation on the Drilling
Party to maintain such expiring lease(s) or to reassign the interests relinquished under

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

In the case of & Deepening or Plugging Back, if a Non-Drilling Party owned an inter-
est in the well immediately prior to the Z2epening or Plugging Back, the Drilling Party shnall
pay to such Non-Drilling Party its share -7 the Salvage Value of the well, such payment to be
made at the time the well is taken over ty the Drilling Party for Deepening or Plugging Zack.

12.2(b) EVCEPTION: Except as to required wells, the provisions of Paragraph 12.2(a) above,12.3, 12.4 and 12.5
below, do not eppiy to any Exploratory Well described in Part 2 of Exhibit A. (If the provisions of tris subsection
are not applicable, there will be no listing under Part 2 of Exhibit A and the terms of this subsecticn are null and
void),

In the event any such additional Exploratory Well is hereafter Drilled by less than all the Farties hereto, then
the Drilling Party shall drill, complete, equip and operate such well or wells at its own risk and cost, ard the
Nor-Drillirg Farty shall reimburse the Drilling Party for its share of sucn costs at a rate equivalert to the rate
at which such Kon-Drilling Party collects and receives its respective share of the proceeds (after deducting Lease
Eurdens and taxes) from sale of production from such well, and not otherwise. In no event shall there te any change
in tnhe cwnership of the operating rigrts, or relinguishment of interest as provided in 12.2({a} above, to any such
edditional well by rezson of the election of any Farty hereto not to participate in the cost of Driilirng tnereof,
and each such Non-Drilling Party shall retain riz right 0 exercise the privileges of a working interest owner in
such well at all times. . .

12,2(c) INFORMATION PROVIDED RELINQUISHING FAfT7. In the event a relinquishment of interest by & Ion-Drilling
Party occurs according GO the provisions o <nia agreensznt as ts any well and Production is had from such well, the
Unit Operztor, or other Party conducting the operation wrich re:ulted in tne relinguishment, shall furnish each Non-
Drilling Party upon its request all the information referred to in Section 16.1G and in addition shall irclude the
following: ’ .

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

B, Until reversion occurs, a monthly itemized statement of the costs incurred in
the operation of the said well, the guantity 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 REVERSION OF RELIMQUISHED INTEREST. If the well is completed as a producer of Unitized Substances, then
the operating rignts and working interest in tne well and sutlect acreage relinquished as provided in Article 12.2
above by a Non-Drilling Party shall revert to it at such time as the Drilling Party realizes from the proceeds after
relinquishment of that portion or Production from the well (or from the proceeds after relinquishment ¢f that por-
tion of Production allocated to the subject acreage, in event it 1s included in a participating arez 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 Frolucticn that arc ray-
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
relinquishment, and up to such time, that would have been charged to such Non-Drilling Party
ir the well had been Drilled, Deepened, Plugged Back or compleited for the account of all
Parties entitled to participate therein.

%. 300% of that portion of the Costs incurred in Drilling, Deepening, Plugzing
Back or completing the well 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. :

C. 300% of that portion of the Cosis incurred in equipping the well for produc-
tion (including, 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 Beck is involved (1) ary payment made to such Non-Drilling Party as its share
of the Salvage Value of the well in accordance with Sectlion 12.2 shall be added to a deemed part of the Costs incurr-
ed in operating the well, for the purpose of Subdivision A above, and (2) if such Non-Drilling Party did not partici-
pate in the initial Drilling of the well, but the Drilling Party did participate therein, and 1f the interest re-
linquished by such Non-Drilling Party upon the initial Drilling of the well had not reverted to it before such Deep-
ening or Plugging Back, then, for the purposes of Subdivision B above, there shall be added to and deemsd part of the
Costs incurred in the Deepening or Plugging Reck, the tnen unrecovered portion of the Costs incurred in tre initial
Drilling of the well down to the pool or zone in which such well is completed as a producer.

12.4 EFFECT OF REVERSION. From and after reversion to a Non-Drilling Party of its relinguished interest in
acreage, such Non-Drilling Party shall share, on an Acreage Basis, in the ownership of the well, the operating rights
and working interest therein, the materials and equipment in or pertaining to the well, the Production therefrom and
the costs of operating the well, all in accord with the terms of this Unit Operating Agreement,

12.5 RIGHTS AND OBLIGATIONS OF DRILLING PARTY. The Drilling Party for whom & well is Drilled, Deepened,
Plugged Back Or completed shall pay and pear all Costs incurred therein, and shall cwn the well, the materials and
equipment in the well or pertaining thereto, and the production therefrom (or allocated to the acreage thereto as de-
fined above) subjJect to reversion to each Non-Drilling Party of its relinquished interest in the well. If the weil
13 a Development Well, or results in the establishment or enlargement of a participating area to include the well,
then, until reversion to a Non-Drilling Party of 1its relinquished interest, the Drilling Party shall pay and bear
(&) that portion of the costs incurred in operating the well that otherwise would be chargeable to such Non-Drilling
Party, and (b) all Lease Burdens that are payable in respect of that portlon of the Productlion from such well which
1s allocated to the acreage of such Non-Drilling Party. If the Drilling Party includes two or more Parties, the bur-
dens imposed upon and *ie benefits accruing to the Drilling Party shall be shared by such Parties on an Acreage Basis
among themselves.

ARTICLE 13
ADJUSTMENT ON ESTABLISHMENT OR CHANGE OF PARTICIPATING AREA

13.1 WHEN ADJUSTMENT MADE.

A. As to establishment of a new participating area or enlargement of an existin
participating ares occasioned Oy the Drilling of an initial test well or the Drilling of an
exploratory well, tThe adjustment In accordance with The provisions of the succeeding sections
oé This Articie 13 shall be made as of the date the resulting area becomes effective in accord-
ance with the terms of the Unit Agreement, providing this effective date meets the Approval
of the Parties of the resulting participating area. 1If this effective date does 4.0t receive
the Approval of the Parties, then as to the working interests, the effective date as to estab-
lishment or revision of & participating area resulting from inclusion of any particular Initial
Test Well or any particular Exploratory Well within the resulting participating area shall be
the first day of 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 Burdens, 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

o Article 13
o Pace
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" such participating area.

D. If the charge provided for in Subdivision C of this Section 1s 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 € 1is in excess of the charge there-
in provided for, such excess shall be charged on an Acreage Basis against the Parties who
rexain in the participating area after such contraction, and shall be paid py sald Parties
to Unit Operator upon receipt of involces therefor. Such payments, when received by Unit
Operator, shall be paid by 1t to the Party owning such excluded interest.

13.5 OWNERSHIP OF WELLS AND TANGIBLE PROPERTY., From and after the effective date of & Resulting Area, all
useable wells within such Resuiting Area and ali tangible property serving such Resulting Area shall be owned by
the Parties within such area on an Acreage Basis, except that (&) 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 providesd 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 if the relinquished interest of such Non-Drilling Party in such well has not reverted to it prior
to such effective date, the Drilling Party for such well shall own the interest therein that would otherwise be owned
by such Non-Drilling Party, untll reversion to such Non-Drilling Party of its relinquished interest in such well; all,’
however, subject to Section 13.1 )

13.6 RELINQUISHED IRTERESTS OF NOK-DRILLING PARTIES. If the interest relinquished by & Non-Drilling Party in
a well which Is & useabie well within a Kresulciing Area on the effective date thereof has not reverted to it prior to
sucr 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, 1s referred to as the "value" of such well:

A. The Drilling Farty 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 Non-Drilling Party's Committed Working Interest or Interests in the participating
area in which the well was Drilled, as such participating area existed when the Drilling of
the well was commenced, 4f 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 participste in
the Drilling, Deepening, Flugging Back, or Completion of the well, if it was Drilleé, Deepened,
Plugged Back or Completed otherwlse than as a Development Well. However, such Non-Drilling
Party shall be charged with such part, 1f any, of the value of such well as is chargeable to
it, in accordance with Subdivisions A and B of Section 13.3 in respect of its Committed Work-
ing Interests other than those referred to in (1) ur (2) above.

E. 1If that part of the value of such well which would have been credited to such
Non-Drilling Party, 1f the well had been Drilled, Deepened, Piugged 3ack or Completed for the
account of all Parties entitled to participate thereiln, exceeds the amount provided in Sub-
division A above to be charged agalnst the Drilling Party, such excess shall be appllied against
the reimbursement to which the Drilling Party is entitled out of Production that would other-
wise accrue to such Non-Drilling Party. Any balance of such excess over the amount necessary
to complete such reimbursement shall be credited to such Hon-Drilling Party.

13.7 KO LIABILITY FOR INVESTMENT ADJUSTMENT. NWotwithstanding any provision in this agreement to the contrary,
no Perty shall be liable, without 1is consent, ifor any investment adjustment charge under the provisions of Section
13.3D or 13.4D, which charge is in excess of the Party's credits under Article 13. In the event of establishment,
enlargement or contraction of a Participating Area, the provisions of Article 12 and other provisicns releted
thereto shall be applicable to any investment adjustment to the same exten¥ (except for the percentage of costs re-
covered before reversion) that these provisions are applicaeble to & well drilled otherwise than for the account of
all parties entitled to participate therein. Any Party subject to such cherge may elect not tc pay it in cash.

If within 30 days after proposal for establishment, enlesrgement or contraction of Participating Area has been sub-
mitted by Unit Operastor in writing to the Working Interest Owners involved, a Farty elects not -o parfticirate in
the investment adjustment applicable to the establishmenti. enlargement cr contraction that Party shall be deemed
& Non-Drilling Party, and shall be deemed as of the effeciive date of the resulting area in ccnnection with wrich
such charge is made to have relinquished the interest for which such charge 1s made to the Party or Parties who
would otherwise be entitled to receive a credit under Sectiori 13.3D or Section 13.4D, which latter Pariy or Par-
ties shall be deemed the Drilling Party with respect to this relinquished interest. Thre Drilling Party shall own
the relinguished interest until it reverts to Non-Drilling Party pursuant to Article 12, except that it 1s speci-
fically understood that the Article 12.3B percentage for exercise of the Non-Drilling Option applicable to estab-
lishment, enlargement or contraction of the Participating Area be 150%.

FZRATIONS 3Y PARTIES

SUPERVISIQON OF

14,1 RICHT OF SUPERVISION. Each operation conducted by Unit Operator under this agreement cor the Unit Agree-
ment shall be subject to supervision and control in accorifance with the succeeding provisions of this article bty the
Parties Wwno are chargeable with the Costs thereof.

1.2 VOTING CONTROL., In the supervision of an cperation coniucted bty Unit Operztor, the Parties chargeatrle
with the Costs ci such cperation shall have the rignt to vote thereon in proportion to their respective otligations
for such Costs, The Parties having the right to vote on any other matter snail vote thereon on an Acreage Eesis
after first excluding acreage from which WISP {reference: Article €.4 herein) is taker. Except as provided in the
Urit Agreement and except as otherwise specified herein {particular reference teing made to Section 25.1, Cecr.sent
Regquire? to Coumerce Secondary Recovery end Pressure Maintenance; Section 27.1, Surrender or Release within Fer-
ticipating Ares, and that portion of Part 2, Exhibit 4 relating to Abendonrert of producing wells outside of & par-
ticipasing aree), the affirmative vote of Parties having sixty-five percent (65%) or rore of the voting power on
any matter which is proper £:r action bty them shall be binding on all Farties entitled to vote trereon; provided.
however that if one Party viiing in the = firmative has sixty-five percernt /{53 or more but less then seventy-five
percent (75%) of the voting power, the afTirmetive vote of such Farty shall not be tinding on the Parties entfiled
to vere thereon unless its vete is supported by the affirmative vote cof z° Lexz~ one additlonal Party; and provided,

however, that if one Party veting in the effirmative has seventy-five percent 75%) or more of the voting power,

suen Party's voie shall preveil: and provided furtrer, that i ore ‘zrty irg in the ne- e or feiling teo vote
has more tnen thirty-five percent (35%) but less tin forty-Tive rercent (L33 of tre votl Louer, the affircz-
tive vche of the Farties or a single Party (withoul suppcrt of andther Fariy) having a ns tr ¢f the voting power
shell e binding on all Parties entitled to vote urless there is a nega<lw e vote if &t least ore additional Farty:

ard previded further that if one Party voting in the negative has more <~an forty-five percent 'LS%) cf the voting
pewer, ris negative vote shell prevail. In the event only two Fartles are entitled to vote, the vote of the one
with the greater interest shall prevail. If only one Party is entitled to vote., such Party's vcte shall control.
A Party failing to vote shell not bte deemed to have voted either in the affirmstive or regative. An Approval or

irection provided for in this agreement which receives the affirmative vote above specified shzli be deemed given
by end shall be tirding on all Parties entitled to vote thereon, except where the vote of a larger percentage ic
specifically reqguired.

L3 MEETINGS. Any matter which is propar for ccnsideration by the Parties or any of them, m2y te considered
at a meeting held for that purpose. A meeting may be called by Unit Operator at any time anéd a meeting shell be
called by Unit Operator upon written request =f any Party or Pariies having ten percent (10%) or mcre of tre voting
power cr. each matter to be considered at the meeting. At least ten days in advance of each meeting, Unit Operztor
srall give each FParty entltled to vote thereat written nctice of the time, place and purpose of the meeting. Uri:
Operzter's representative shall be chalirman of such meetings.

14.4 ACTION WITHOUT MEETING., In livu of = .lling 2 meetling Unit Operator may sutmit any matter which is proper
Tor consideration tv the Partles, or any of them, oy giving to each such Party written notice by rmail or telegraph
{or telephore confirnzed in writing not later than the next business day), describing in adequate detail the matter
S0 sutmitted. Eeor rarty ertitled to vote on any matter so submitted shall comnunicate its vote therecn to Unit
Operator by mall or telegrapn (cr telephone, confirmed in writing not later than the next business day), witrnin such
period a5 may be designated in the notice given by Unit Operator (wnich period shall not te less than ten days nor
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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-
eble 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 Parties, through its duly
authori ™3 employees or agents, but at such Party's sole risk and expense, to have access
to the Unit 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
operations 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 request Therefor (1) copies of Unit Operator's authorlzations 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, baslic engineering date, 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 of oil, condensate, water, associated gas, non-assoclated gas, other sutstances if
pertinent, as well as volumes of all substances injected into Unitized formations, (6) true
and legible 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 hereunder, to be
delivered at the well in containers furnished by the Party requesting same, (8) copies of
all production tests, bottom hole pressure and temperature surveys, reservoir fluid anal-
ysis, core anslyses 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
Direction of the Parties within the area affected.

Operator shall furnish to any Party additional information pertaining to opera-
tions on the subject lands when & special reguest therefor is made, however, the cost of
gathering and furnishing any additional information not ordinarily furnished by Operator
to all Parties shall be charged to the Party who requests the information.

H. Privileged Information. The Parties hereto, or any one or more of them or any
association of which one or more of the Parties is a member, may upon reasoneble request
therefor and at 1ts or their sole cost, risk and expense, including stand-ty rig time, be
granted the right to obtain information in addition to that prescribed et 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 and samples, con-
ducting velocity surveys whether convential or continuous, in any suitable well drilled
hereunder and be entitled exclusively to the information thereby obteined. Neither 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 privilezsd logs and survey information.

156.2 INSURANCE.

A. Unit Operestor'!s. Unit Operator shall comply with the Workmen's Compensation
Law of the stateé in wnich the unit lands are located. Unit (perator shall also mairtain
in forze at all times with respect to operations hereunder sucn other insurance, if any,
as may be required by law. 1In addition, Unit Operator shall meintain such other insursnce,
if any, as is described in Exhibit 5 hereto attached or as receives the Approval of the
Parties from time tc time. Unit Operator shall carry no other insurance for the benefit
of the Parties except as above specified. Upon written request of any Party, Unit Opera-
tor shall furnish evidence of insurance carried by it with respact to operations hereunder.

BE. Contractor's. Unit Operator shall reguire all contractors engaged in opera-
tions under this agreement to comply with the Workmen's Compensation Law of the State in
which the unit lands are located and to maintaln such insurance as is reguired by Direction
of the Parties.

3. Automotive Equipiient. In the evernt Automobile Pyblic Liabili®: Insuranice is
specified in sald ExkRIpit 5 or subsequently receives the Approval of the Fertles, no direct
charge shall be made by Unit Operator for premiums paid for such insurance for Operator's
fully owned automctive equipment. R

16.3 NON-DISCRIMINATION. In connection with the performance of work under this agreerment, the Unit Operator
agrees not to discrimirate ageinst any employee or epplicant for employment because of race, religion, color, or
netional origin. The aforesaid provision shall include, but not be limited to, the following: employzent, upgred-
ing, demotion, or transfer:; recruitment or recruitment advertising, layoff or termination; rates of pay or otner forms
of compensation; and selection for training, including apprenticeship. The Unit Operator agrees tc poz%t hereafter
in conspicuous places, available for employees end applicents for employment, notices to be provided by the contract-
ing officer setting forth the provisions of the non-discrimination clause.

The Unit Operator agrees to insert the foregolng provision in all subcontracts hereunder, except suktcontracts for
starndard commercial supplies or raw mzierials.

Turther with regard to non-discriminetion, and in connection with the performzrce of werk under this agreement,
the Unit Operator agrees to comply with all of the provisions of Section 202 {1 :: (7) inclusive, of Fxecutive
Crder 1124c (30 F.R. 12319), copy of wkich is enclosed herein (Exhibit 6) and zaét a part hereof.

1€.4h. DRILLING CXITRACTS. Each Drilling, Deepering or Plugging Beck operation corducted hereunder, ané not
performed by TUnit Operator with its own tools and equipment ir accordance with Section 15.7 dealing with Use of Unit
Operator's Drillirng Equipment, shall be performed by & reputable drilling corntractor nzving suitable eguipment and
personnel under written contract tetween Unit Operator and the contractcr, &%t the most faveorable rates and on the
most faverable terms and conditions bid by any such contractor after solicitirg bilds, if bids are obtaineble, but
otherwise &t rates and on terms and conditions receivirg the Approval of the Farties.

E.5 UNINSURED LOSSES. Any and all payments made by Unit Operator in the settlement or discharge of any lia-
bility to third perscns (whether or not reduced to Judgment) arising out of an operaztion conducted hereunder and not
covered by insurarce hereln provided to be maintained by Unit Operator shall be charged as Costs and borne by the
Party or Parties for whose account such operation was corducted.

ARTICLE 17
LIMITATIONS OR UNIT OPERATOR

17.1 SPECIFIC LIMITATIONS. In the conduct of operations hereunder, Unit COperator shall not, without first ob-
taining the Approval ol thne Parties:

A. Change In Qperations. Make any substantial change in the besic method of opera-
tion of any well, except In the case of an emergency.

B. Limit On Expenditures. Undertake any project reascnably estimated to require
en expenditure in excess of ten tnousand dollars ($10,000.00); provided, however, that (1) Unit
Operator is authorized to make all usuval and customary operating expenditures that are regquired
in the normal course of producing operations, (2) whenever Unit Operator is authorized to conduct

+-

o Article 17 o
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-Working Interests in the title examination area must receive the Approval of the Parties:

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

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

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

In the event any Party so withdraws, the proposed well shall not be drilled unless
within fifteen days after the gilving 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
Drillirz such well that would have been borne by the withdrawing Party; and the withdrawing
Party shall 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 Farties 1s not obteined as in this section other-
wise provided, the Drilling Party may proceei with the Drilling of the well, but said Drill-
ing Party shall, by so proceeding, assume all risks attending the potentisl failure of title
to one or more of the tracts within the title examination arez; particularly with regard to
the consequences if title to & *:sct should fail and the true owner provesto be one who is not
e Party to this Unit Operating Lgreement.

16.7 APPROVAL OF TITLES ON ESTARLISHM=NT OR ENLARGEMENT OF A PAPTICIPATING ARZA. Within fifteen days after
the receipt of tne recommendation of the rif Operaior on titile examinatlion made upon the establishment or enlarge-
ment of a participating area, each Party within the participating area as established or enlarged shall notify
each of the other Parties therein whether it accepts 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 Committed Working Interest is rejected by any Party by notice given a&s above provided. the Parties
within the participating area as established or enlarged shall vote in accordance with Article 1U4 dealing with Super-
vision of Operations by Parties, on the Approval of -such title. TIf, on such vote, the title receives the Approval
of the Parties, such title shall be deemed Approved; if not, it shall be deexed disapproved. If nc 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 vcote of the Partiles.

No Committed Working Interest shall be entitled to participate in the production of Unitized Substences from any
participating area until title to such Commltted Working Interest has recelved tne Approval of the Parties within
such participating area.

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

18.8 ETFECT OF DISAPPROVAL OF TITLE ON ESTARLISUMENT CR ENLARGI.ZRT OF PARTICIPATING ARBA., If title to the
Cormitted Working Ircerest 1L & Lracv Witnil & Parcicipacing aresa 1s Z.saprroved as Droviced in section 18.7. the
Party cleiming such Committed Working Interest may, within th*rty days after such disapprov&l, provide indemnity
in such terms and in such amount as receives the Approvel of the Parties (other than the idemnifying FParty) within
such participating asrea, on an Acreage Basls among themselves. 1In the absence of such idemnity, the proceeds of the
Production from such tract or of the Production allocated thereto (whichever is the greater) to the exient attridbu-
table to such Commiited Working Interest, after deducting Lease Burdens payable thereon, shall be paid tc Unit Op-
erator and held in suspense until title to such Committed korking Interest receives the Approval of the Parties with-
in such participating area or until such time as such Committed Working Interest is lost through title failure; pro-
vided, however, that Unit Ooerator shall apply such proceeds in payment of Ccsts ircurred in the development or op-
eration of such participating area to the extent chergeatle in respect of such Committed Working Interest.

18.9 FATLUPE CF TITLE TO COMMITTED WORKLING INTEREST BERQRE APPROVAL, If title to eny Committed Working Inter-
est shall fail In wncle Or i: part prior o receiving ine Approval of the rarties, ti:z Psrties hereto who improper-
1y claimed an interest in sai d land shall sustain the entire lLoss occasiored ty £uo =ilure of title, and do nere-
by expressly relieve and indemnify the Unit Operator and &1l other Parties from any ..o . &ll 1liegbility on account
thereof.

18.10 FAILURE OF TITLE TO COVITTED WORKING INTEHZST LFTER APPROVAL, I £1itl: <o & Cormitted Jorking Interest
whick has receivec t.c Approval Of ire rarzies uncer Secvicn 1C.BET1) as To & Driliir. Zlock, or under Section 1.7
as to esteblishment cr enlargement of a participat*n; area, fails in whole or in par: then:

. The loss andé any ensuing liebility shall be charged as a corron loss of the
Partiec having interests in the affectad participating area or Drilling Block fircluding
the rarty whose Committed Working Interest has teen lost and including the acreage of
such Committed Working Interest); and

- 2. There shell te relinguished to the Party whose Committed Working Interest
res veen lost, such prevortionate part of edch of the other Committed Workirg Interests
in ‘he lands within such affected partiﬂlpa ing earea or Drillirg Block, subject to & like
porticn of their respective lease Turdens, &s may be necessary tc make the lcoss of such
Committed Working Interest & Joint _~s:z of tre varties w’=iin such participating area or
Drillirg Block; and

3., The relinquished porticrs of said Cormitisd Wicking Interests shzll be deem-
ed owned by the Farty recaiving the same, subject to & proporiionate part of their res-
pective Leese Burdens for all purposes of vnls Agreement.

18.11 SOINDER BY TRUE QWHNER, If title to a2 Commitied Working Intersc:zt falls in whole or in part, such Commited
Workirg Interest snall no longer te sutject Lo this Agreement and Uniti Agreenent £ true Owner of & viorxing Inter-
est, title to which has failed, may Join in this Agreerent or enter upon & se“a¢ave Pperat-“b Agreement with ike
Perties to this Agreement upon such terms and conditions as receive the epprovel of the Parties Twithin the unit aree;

and subject to any velid claims by the true Owner.

UNLEASED INTERESTS l—-l--lEEE l-

UJrless specifically provided under "other provisions" (following Article 36) herein this Agreement silent as
tc unleased interests.

ARTICLE 20
RENTALS ANp LEASE BURDEKS

20.1 RENTALZ, Each Party shall be obligated to pay any and all rentals eand other suns {other than Lezse Bur-
dens) payable upon 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 Artic1e 27. Upon reqguest, each Party shall
furnish to Unit Operator satisfactory evidence of the making of such payrents. However, no Party shall be liable to
any otner Party for unintentional failure to make any such payments provided it hrazs zcted in good faith.

© Articles 19, 20
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24.2 SALVAGED MATERTALS. If any materlals 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 Partles 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
v SECONDARY RECOVERY AND PRESSURE MAINTENANCE
25.1 COKSENT REQUIRED. Unit Operator shall not undertaké any program of secondary recovery or pressure main-

tenance involving InJectlon 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 A hereto. After the Parties have voted to undertake a program of seconday recovery or pressure
maintenance in accordance with this section, the conduct of such a program shall be subject to supervision by the
Partles by vote as set forth in Article 14,

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

ARTICLE 26
TRANSFERS OF INTEREST

26.1 SALZ BY UNIT OPERATOR. If Unit Operator sells all its Committed Working Interests, it shall resign and
a new Unit Operafor snall 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 expressly 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 EFFECTIVE DATE. A transfer of Committed Working Interests shall not be effective as between the Par-
ties until the Iirst day of the month next following the delivery to Unit Cperator of the original or a certified
copy of the instrument of transfer conforming to the requirements of Section 26.2. 1In no event shall & transfer
of Committed Working Interests relieve the transferring Party of any obligations accrued hereunder prior to said
effective date, for which purpose any obligation ass.med by the transferorto participete in the Drilling, Deepening
or Plugging Back of & well prior to such effective date shall be deemed an accrued obligation.

APTICLE 27
RELEASE FROM OBLIGATIONS AND SURRENDEZR

27.1 SURRE!...” OR RELEASE WITHIN PARTICIPATING AREA, A Commltted Working Interest covering land within a
participating aree snall not be surrendered except witn the consent of all Parties within such participating area.
However, a Farty who owns a Committed Working Interest in land within a participating area and who 1s not at the
time committed to participate in the Drilling, Deepening or Plugging Back oI a well within such participating area
may be relieved of further obligations of any particular Committed Working Interest or Interests with respect to such.
participating area as then constituted by executing and delivering to Unit Cperator an essignment conveying to all
other Parties within such participatirz area the particular Committed Workirg Interest or Interests owned by such Party
in lands within the participating aree. together with the specific Interest of such Party's Comritted Working Interest
in any and all wells, materials. equipment and other property epplicable to such surrendered interest or interests., -

27.2 PROCEDURE ON SURRENDER OUTSIDE PARTICIPATING AREA, Whenever & Party deslres 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 Committed Working Interest. The Parties receiving such notice, or
any of them, shall have the right at their option to take from the Party desiring to surrender an assignment of
such Cormitted Working Interest by giving to the Party desirirg to surrender written notice of election so to do
within thirty days afler receipt of the notice of the desiire w5 surrender. If such election is nade as ebove pro-~
vided, the Party or Partles taking the assigmnent (which shall be taken by ihem in proportion to the acreage of their
Ccrmitted Working Interests among themselves in the Unit Arec: shall pay to the assigning Party its shere of the Sal-
vage Value of any wells owned by the Parties and then locatei on the land covered by such Committed Working Interest,
which payment shall be made on receipt of the assignment. If no Party elects to take such assignment within such
thirty day period, 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
shaell not be relleved cr 1Ts llability for any obligation eccrued 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 Flugging Back cper-~
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 a2ll obligations of the assigning Party hereunder and under the Unit Agreement.

ARTICLE 28
SEVERAL, NOT JOINT LIABILITY

28.1 LIARTLITY. The liability of the Partles hereunder shall be several and not joint or collective. Each
Party shell te responsible only for its obligations as herein set out,

28.2 170 PAPTNERSHIP CREATED. It is not the intsntion of the Parties to create, nor shall this egreement or
the Unit Agreement ce construed as creating a mininz or other partnership cf association between the Parties, or to
render thex liable as partners or associates.

28.3 ELEZCTION. Each of the Parties hereby elects to ve excluded frem the application of Sukchepter ¥ of
Chapter 1 of Juiotitie A of the Internazl Revenue Code of 1954 or such pcrtion or portions thereof as may tve permit-
ted or authorized by the Secretary of the Treasury of the United States or his delegate insofar a&s such Sutchapter
or any porticn or portions thereof may be &pplicable to the Parties. If ery present inccme tex laws of the state
or states in which the Unit Acre is located, contain or shall hereafter contain, provisions similer to those cen-
tained in the Subchapter of the Internal Revenue Code of 1954 above referred to under which a similar election is
permitted, each of the Partles hereby elects to be excluded from the application of such laws. Accordingly, each
Farty hereby authoriged ‘and directs Unit Operstor to execute such an electicn or elections on its berelf and file
the same with the proper administrative office or &f=ncy. If reguested by Unit Operstor, each Party agrees to ex-
ecute &end Join in such instruments as are necessary to make such election effective.

29.1 GIVING AND RECEIPT, Except as otherwise specifled herein, any notice, consent or staterent herein pro-
vided or perxitfed voc be given by Unit Operator or a Party to the Parties shall be given i: writing by United States
mail or by telegraph, properly addressed to each Perty to whom given, with postage or charges prepaid, or by del-
ivery thereof in person to the Party to whom given; however, if delivered to & corporate Party, it shall r.ot be deem-
ed glven unless delivered personally to an executive cficer of such Party or to its representative designated pur-
suarit to Section 14,5 dealing with Representatives. A notice given under any provision hereof shall be deemed given

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

ARTICLE 37
NO OBLIGATION TO REPRESENT OTHER PARTIES

L <

37.1 NO OBLIGATION TO REPRESENT OTHER PARTIES BEFORE FEDERAL POWER COMMISSION. This agreement shall not be construed to
provide that any Party is obligated to represent any other Party 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 shall be
specifically made subject to all the terms and provislons of this agreement, If the working interest owner from wnich such
subsequently created interest 1& created bvecomes 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 turden, and tne 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 creéated interest 1s created:

(a) falls to pay when due i1ts share of costs and expenses chargeable hereunder, and its share of productilon
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 ccsts 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
against 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 QF NON-COMMITTED LANDS

39.1 POOLING, OR COMMUNITIZATION, OF UNIT LANDS WITH NON-UNIT LANDS. Subsect to the terms of this Section 35.1, Unit
T Cperator it empowered to pool, or communitize, lands commlttea Vo this Unit Operating Azreement with uncommitied lands
_— for the purpose of providing a drilliing, or spacing, unit which conforms with the provisicns of the appropriate order cf
i) 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 prccedure for Drilling and the sharing cf
costs of a well drilled on such a pocled tract shall be as provided in this Unit Operating Agreement for the appropriate
well clessification {Subsequent Test Well or Exploratory Well, if the lands be outside an established participating aree;
cr Development Well if the Unit lands are within the boundary of an established participating area; or Required Weil -
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 tne 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 cf a we2l is prorosed on a tract of lard (either a Drilling Slecczk if for an Txplcratory Well, or
portion of a participating area if for a Develcpment Well) which is within an area covered by a spacing order of the
state regulatory agency and a2 portion of the spacing unit as prescribed by such order covers nen-commitied lands as well
as Committed Lands, then, upon the Direction of the Driliing Party, the Unit Cperator will:

(a) seek the voluntary pocling of the subject lands within the spacing unit,

or, failing tc secure voluntary pooling,

(v) if so directed by the Drilling Party, take proper action, including applicztlzn to the acproprizate
governmental agency, to gecure the “"forced-pooling" of the suzjeczt non-commitsed lands;

and
{¢)-- prosecute, in accordance with the terms herecf, the Drilling of said well.
The proportionate share of the Prcduction allecatad to the Commlttied Interests cof Unit lands shall te

zame as that for any other Production of Unitized Substances and in accordance with the arplicaile previsions of
Unit Operating Agreement, but particularly with reference to Articles 6, 8, G, 12, 13 znd Zxhidit &4,

32,2 TREATVENT OF UNCOMMITTED RCYALTY IKTERESTS. Should tne owner of a rcralty interess, c¢r the owner of an over-
riaing royalty interest insofar as the override is less than 1t3 proporticnate part of cne-elznth {1/8th) of leasenold
interezt, in a tract of land committed to the Unit Agreement and Unit Operating Agree Tall or refuse to execute or
vecome bound by the Unit Agreement and as a result therecf the Lease Burdens of the ra entlztled to receive tre
Production allocated to the tract or tracts of land affected are more tnan tne Lesss & ns ccrputed cn the nasls cf
Precduction allocated thereto, Unit Operator, upon recelipt of evldence therecf from - Ty affected, shall reimocurse
tnat Party for the full amoun: of zuch excess Lease Burdens and shall cperating cost; similarly,
if 4the lease Burdens are less trnan the Lease Purdens computed on the hasis of produzsl ~lzecated thereto, such Party
shall remit the difference to the Unit Operator for distribtution to &l Parties.

{CTHER PROVISION3
ARTICLE 40
SUPERIORITY (F UNIT CPZRATING AGRIEMENT

49,1 SUPERSEDENCE BY UNIT OPERATING AGREEHENT. Except for Committed Working Inter

:nder lands and as to
fermations from which WISP (cefinec in 3ection 0.4 and, If applicable, descrived ir E A) may be taken, this Unit
Operating Agreement supersedes - or is superior to - any previously existing operatin ‘€2mMentiE covering the wWorking
Interests committed hereto for so long as the subject Interests are committed to the Unit igreement and Unit Operzting
Agreement, - )

Articles 37, 38, 39, 40
. : oI
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