- EXLIBIT "BY
Schedule of lands lying within the proposed Fivemile Draw Unit Area
TRACT| # LAND DESCRIPTION NO. OF |SERIAL NO.&|BASTC ROYALTY LESSEE OF RECORD ORR % WI OWNER & %
ACRES EXP. DATE OWNERSHIP %
FEDERAL LANDS
1 T6S, R24E 122.00{ NM-28299 |1/8 USA-100% |Yates Petroleum Corp. 40% % of 8/8thg Yates Petroleum Corp. 40%
Sec. 30: ILots 3(30.20,4(30.40), 11-1-86 Yates Drilling Company 20% |Malcolm D. & Yates Drilling Company 20%
9(30.60), 10(30.80), MYCO Industries, Inc. 20% Verne May MYCO Industries, Inc. 20%
ABO Petroleum Corp. 20% Abel,h/w ABO Petroleum Corp. 20%
2 T6S, R23E 2560.00] NM-32306 1/8 USA-100% [Inexco 0Oil Co. 100% None Inexco 0il Co. 100%
Sec. 23: All 8-1-88
Sec. 24: All
Sec. 26: All
Sec. 27: All
3 T6S, R23E 600.00| NM-32324-A|1/8 USA-100% |McKay Oil Corp. 28.75% 9% of 8/8thg McKay 0Oil Corp. 28.75%
Sec. 22: N/2NE, SWNE, W/2, SE 9-1-88 Transwestern Gas Supply Melvin & Transwestern Gas
A Company 16.875%, Hunt 0il Elaine Wolf,| Supply Company 16.875%
Canpany 18.75%, Pacific .| h/w; Hunt Oil Company 18.75%
Lighting Gas Development. ‘i 1/3 of 1% of| Pacific Lighting Gas
Company 16.875%, C & K 8/8ths, Development Comp.l6.875%
Petroleum Company 18.75% Ernest P. C&K Petroleum Comp.l18.75%
Otto;
2/3 of 1% of
8/8ths, Gary]
C. Mitchell
4 T6S, R23E 640.00| NM-32325-A|1/8 USA-100% | McKay Oil Corp. 28.75% s of 8/8ths| McKay Oil Corp. 28.75%
Sec. 25: All 9-1-88 Transwestern Gas Supply Melvin & Transwestern Gas
Company 16.875%, Hunt 0Oil Elaine Wolf,| Supply Company 16.875%
Company 18.75%, Pacific h/w; Hunt Oil Company 18.75%
Lighting Gas Development 1/3 of 1% of| Pacific Lighting Gas
Company 16.875%, C & K 8/8ths, Development Comp. 16.875%
Petroleum Company 18.75% Ernest P. C&K Petroleum Comp. 18.75%
Otto;
2/3 of 1% of
8/8ths, Gary
C. Mitchell
.HO.H? FEDIRAL TANDS 3922.0¢C
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Schedule of lands lying within the proposed FiveMile Draw Unit Area

TRACT LAND DESCRIPTION NO. OF |SERIAL NO.&| BASIC ROYALTY LESSEE OF RECORD ORR % WI OWNER & %
ACRES EXP. DATE | OWNERSHIP %
STATE LANDS
5 T6S, R24E 446.721 1G-4331 1/8 st. of Yates Petroleum Corp. 100% | None Yates Petroleum Corp. 100%
Sec. 31: Lots 1(40.00),2(40.00) 7-1-87 N. Mexico 1004
3(31.47),4(31.61),5(40.00)
6(40.00),7(40.00),8(40.00)
9(31.75),10(31.89),11(40.00)
12(40.00)
6 T7S, R24E 448.951 1G-4338 1/8 St. of Yates Petroleum Corp. 100% | None Yates Petroleum Corp. 100%
Sec. 6: Lots 3(40.18),4(40.10), 5(32.04) 7-1-87 N. Mexico
6(32.11),7(40.00),8(40.00), 100%
9(40.00),10(40.00),11(32.21)
12(32.31),13(40.00),14(40.00)
7 T6S, R23E 40.00 | LG-5572-1 |1/8 St. of McKay 0Oil Corp.25% 9% Marvin McKay 0il Corp. 25%
Sec. 22: SENE 7-1-88 N. Mexico Transwestern Gas Estelle Wolf |Transwestern Gas Supply
100% Supply Co. 75% h/w and Campany 75%
. Melvin &
Elaine Wolf;
. ’ 2/3 of 1%,Gany .
: ‘C. Mitchell;
1/3 of 1% Ernest
P. Otto
8 T6S, R23E 320.00 | LG-5574-1 |(1/8 St. of McKay 0il Corp. 25% 9% Marvin McKay Oil Corp. 25%
Sec.35: E/2 7-1-88 N. Mexico Transwestern Gas Estelle Wolf |Transwestern Gas Supply
100% Supply Co. 75% h/w and Campany 75%
Melvin &

Flaine Wolf;
2/3 of 1% Gax
C. Mitchell;
1/3 of 1% E
P. Otto

Y

est
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Schedule of lands lying within the proposed Fivemile Draw Unit Area
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TRACT| # IAND DESCRIPTION NO. OF [SERIAL NO.& BASIC ROYALITY IESSEE OF RECORD ORR % W1 OWNER & %
ACRES FEXP. DATE OWNERSHIP %
9 T6S, R23E . 600.00 | LG-5575 1/8 St. of Tnexco Oil Co. 100% None Inexco Oil Co. 100%
Sec. 36: N/2SW, SWSW, N/2,SE 7-1-88 N. Mexico 100¢%
10 T7S, R23E . 320.07 { LG-6673 1/8 St. of Yates Petroleum Corp. 100% | None Yates Petroleum Corp.100%
Sec. 1: Lots 1(40.02),2(40.05) S/2NE, 6-1-89 N. Mexico 1009
SE
11 T6S, R23E 40.00 ] Unleased |St. of N. None None St. of N. Mexico 100%
Sec. 36: SESW Mexico 100%
TOTAL STATE IANDS 2215.74
12 T6S, R24E 160.00f 10-25-89 1/8 Ruby Roe- [Yates Petrcleum Corp. 100% | None Yates Petroleum Corp. 100%
Sec. 30: Lots 1(40.00) 2(40.00) 5(40.00) bush 100% Yates Drilling €amp. 20% Yates Drilling Comp. 20%
6(40.00) : ABO Petroleum Corp. 20% ABO Petroleum Corp. 20%
Martin Yates III 20% . Martin Yates III 20%
13 | T6S,R34E 160.00] 10-25-89 | 1/8 Ruby Roe- |Yates Petroleum OOHUL 40% Noné Yates Petroleum Corp. 40%
Sec. 30: Lots 7(40.00) 8(40.00) (80.00) © | bush 50% Yates Drilling Comp., 20% Yates Drilling Comp. 20%
11(40.00) 12(40.00) 4 ABO Petroleum Corp. 20% ABO Petroleum Corp. 20%
Martin Yates III 20% Martin Yates III 20%
(40.00) | None 8/8 Johnson |None None Johnson Enterprises
Enterprises Limited Partnership 100%
Limited Part-
nership 25%
(13.33)| None 8/8 Loneta S. |None None Ioneta S. Curtis 100%
Curtis 8.33%
(13.33){ None 8/8 Ralph & jNone None Ralph and Frances Nix h/w
Frances Nix 100%
h/w 8.33%
(2.22)] None 8/8 Patrick |None None Patrick J. Hannifin 100%

J.Hannifin
1.39%




Schedule of lands

EXHIBIT "B"
lying within the proposed Fivemile Draw Unit Area

TRACT # ILAND DESCRIPTION NO. OF | SERIAL NO.&| BASIC ROYALTY LESSEE OF RECORD CRR % Wl OWNER & $
ACRES EXP. DATE OWNERSHIP %

(2.22)] None 8/8 Betty None None Betty Adkins 100%
Adkins 1.39%

(2.22)| None 8/8 Kathryn None None Kathryn McCormick 100%
McCormick 1.39%%

(2.22) None 8/8 Margaret None None Margaret H. Wygocki 100%
H. Wygocki 1.39%

(2.22)] None 8/8 Robert H. None None Robert H. Hannifin 100%
Hannifin 1.39Y

(2.22) None 8/8 Daniel L. None None Daniel L. Hannifin 100%
Hannifin 1.39%

TOTAL PATENTED LANDS 1320.0(

TOTAL OF UNIT AREA

100.00000 %

" 6,457.74 acres, of Unit Area

FEDERAL ACREAGE . 3,922.00 acres 60.73332 % of Unit Area
STATE ACREAGE 2,215.74 acres 34.31138 % of Unit Area
PATENTED ACREAGE 320.00 acres 4.95530 % of Unit Area
Tnexco 3,160.00 acres 48.93353% of Unit Area
McKay 446.50 acres 6.91418% of Unit Area
Transwestern 479.25 acres 7.42132% of Unit Area
Hunt 232.50 acres 3.60033% of Unit Area
Pacific 209.25 acres 3.24030% of Unit Area
C & K 232.50 acres 3.60033% of Unit Area
Yates Petroleumn Comp. 1,360.54 acres 21.06836% of Unit Area
Yates Drilling Comp. 72.40 acres 1.12114% of Unit Area
MYCO 72.40 acres 1.12114% of Unit Area
ABO 72.40 acres 1.12114% of Unit Area
Open State 40.00 acres 0.61941% of Unit Area
Open patented 80.00 acres 1.23882% of Unit Area
6,457.74 acres 100.00000% of Unit Area
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UNIT OPERATING AGREEMENT

THIS AGREEMENT made as of the . day of . , 19

by and among the parties who execute or ratify this Agreement or a counterpart hereof,
WITNESSETH:

WHEREAS, the Parties have entered into that certain JJNIT AGREEMENT FOR THE DE-
VELOPMENT AND OPERATION OF THE __ Fivemilesraw = = UNIT AREA,
County of __Chaves , State of-_ New Mexico
dated as of the ____ day of _ , 19 , and herelnafter

referred to as the “Unit Agreement”, covering the landg deScrlbed in EXHIBIT B thereto attached,
which lands are referred to in the Unit Agreement and-«if this Agreement as the “Unit Area”; and

WHEREAS, the Parties enter into this Agreement pursuant to Section 7 of the Unit Agreement,
NOW, THEREFORE, in consideration of the cove_nanﬁs herein contained, it is agreed as follows:

ARTICLE 1" -
DEFINITIONS -

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

“Unit Operator” means INEXCO OIT, COMPANY B and its successors,
as the Unit Operator designated in accordance with the Unit Agreement acting in that capacity and not
as an owner of a Committed Working Interest.

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

“Drilling Party”, “Completing Party”, and “Participating Party” all mean the Party or Parties
obligated to bear Costs incurred in the Drilling, Completing, or Deepening or Plugging Back, respec-
tively, of a well at the commencement of such operation.

“Non-Drilling Party”, “Non-Completing Party”,. and “Non-Participating Party” all mean the
Party or Parties who had the optional right to participat= in the Drilling, Completing, or Deepening or
Plugging Back, respectively, of a well and who elected not to participate therein.

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

“Acreage Basis”, when used to describe the basis of participation by the Parties within the Unit
Area, a paticipating area, or other area designated pursuant to this Agreement in voting, Costs, or
Production, means participation by each such Party in the proportion that the acreage of its Committed
Working Interests in such area bears to the total acreage of the Committed Working Interests of all such
Parties therein. For the purposes of this definition, (a) the acteage of the Committed 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 Committed Working Interests in a tract, there
shall be apportioned to each such Committed Working Interest that proportion of the acreage of the tract
that such Committed Working Interest bears to the entire Committed Working Interest in the tract.

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

“Costs” 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 attached hereto as
Exhibit 1, which shall govern in all matters covered thereby, except that in the event of an inconsistency
between said Accounting Procedure and this Agreement, this Agreement shall control.

“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,
a net profits interest, or any other interest which is payable out of profits.

“Drill” meansto perform all operations reasonably necessary and incident to the drilling of a well to
its projected depth, including preparation of roads and drill site, testing, and logging, but excluding
Completion operations.

“Complete” means to perform all operations reasonably necessary and incident to the completion of
a well, commencing with the running and setting of the production pipe and, if productive of unitized
substances, equipping through the wellhead connections, or plugging and abandoning, if dry.
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“Equip” means to perform all operations reasonably necessary and incident to the equipping of a
well for production beyond the wellhead connections.

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

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

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

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

“Exploratory Well” means a well (other than a Develop;ment Well) Drilled after discovery of
unitized substances in paying quantities in the Upit.Area..

“Approval of the Parties” or “Direction of the Partieé"" tmeans an approval, authorization, or
direction which receives the affirmative vote of the Pa’r‘tie's entitled to vote on the giving of such
Approval or Direction, as specified in Section 14.2. ~ -

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

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

‘ ARTICLE 2
EXHIBITS

2.1 Exhibits. The following Exhibits are incorporated herein by reference:

Exhibit 1. Accounting Procedure. R
Exhibit 2. Initial Test Well.

Exhibit 3. Insurance.

Exhibit 4. Non-Discrimination.

Exhibit 5. Oil and Gas Lease.

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

ARTICLE 3 . .
INITIAL TEST WELL

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

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

ARTICLE 4
SUBSEQUENT TEST WELLS
4.1 Right to Drill. The Drilling of any Subsequent Test Well shall be upon such terms and

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

ARTICLE 5 =
ESTABLISHMENT, REVISION, AND CONSOLIDATION
OF PARTICIPATING AREAS

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

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

5.3 Revised Proposal. If the proposal does not receive the Approval of the Parties within the
proposed participating area, and Unit Operator receives written objections thereto, then Unit Operator
shall submit to the Parties a revised proposal, taking into account the objections made to the first
proposal. If no proposal receives the Approval of the Parties within sixty (60) days from submission of the
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{irst proposal, then Unit Operator shall file with the Geological Survey a proposal reflecting as nearly as
practicable the various views expressed by the Parties.

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

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

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

6.1 Apportionment and Ownership Within Partl(:lpatmg Area. Except as otherwise provided in
Articles 8, 9, 11, and 12: .

A, Costs, All Costsincurred in the development and operation of a participating area for or in
connection with production of unitized substantes from : any pool or zone for which such participat-
ing area is established shall be borne by the Parties within such participating area on an Acreage
Basis, determined as of the time such Costs are.ifiourred.

B. Production. All Production from a participating area shall be allocated on an Acreage Basis
to the tracts of unitized land within such participating area. That portion of such Production which
is allocated to any such tract shall be owned by-the Party or Parties having Committed Working
Interest or Interests therein in the same manner and subject to the same conditions as if actually
produced from such tract through a well thereon and as 1f this Agreement and the Unit Agreement
had not been executed. . : :

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

6.2 Ownership and Costs Outside Participating Area. If a*well Drilled (including the Deepening or
Plugging Back thereof) within a Drilling Block established under the provisions of either Article 9 or
Article 10 is completed as a producer but not included within a participating area, then the following
provisions shall be applicable: .

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

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

6.3 Cost Liability of Subsequently Created Interests. Anything herein to the contrary not-
withstanding, if, subsequent to the date of this Agreement, f;ihy Party shall create an overriding royalty,
production payment, net proceeds interest, carried interest, or any other interest out of its Committed
Working Interest (hereinafter called “Subsequently Created Interest”), such Subsequently Created
Interest shall be made expressly subject to the terms and provisions of this Section 6.3 and of Section
12.9. If the Party which created such Subsequently Created Interest fails to pay, when due, its share of
Costs and the proceeds from its share of Production are insufficient to cover such Costs, then the
Subsequently Created Interest shall be chargeable with a pro rata share of such Costs as if such
Subsequently Created Interest were a Committed Working Interest; and Unit Operator shall have the
right to enforce against such Subsequently Created Interest the lien and all other rights grarited in
Section 15.5 for the purpose of collecting Costs chargeable to the Subsequently Created Interest.

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

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

3
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prevailing in the area for Production of like kind and quality, or to sell such share to others at no: less
than the price which it receives for its own share of Production; provided that all such sales shall be only
for such reasonable periods of time as are consistent with the minimum needs of the industry under the
circumstances, but not to exceed one (1) year. Notwithstahding the foregoing, Unit Operator shall not
sell or commit any Party’s share of gas Production to a sale without first giving such Party not less than
ninety (90) days’ written notice. '

6.6 Surplus Materials and Equipment. Materials and equipment owned by the Parties or by any of
them pursuant to this Agreement may be classified as surplus by Unit Operator when deemed by it to be
no longer needed in operations hereunder, by giving to each Party owning an interest therein notice
thereof. Such surplus materials and equipment shall be disposed of as follows:

A. Each Party owning an interest therein shall have the right to take in kind its share of
surplus tubular goods and other surplus items which are susceptible of division in kind, by notice
given to Unit Operator within thirty (30) days after classification thereof as surplus, except that
such right shall not apply to junk or to any item (other than tubular goods) having a replacement
cost of less than Seven Thousand Five Hundred Dollars ($7,500.00).

B. Surplus materials and equipment not divided in kind, other than junk and any item (nther
than tubular goods) having a replacement cost of 1&és8 than Seven Thousand Five Hundred Dollars
(87,500.00), shall be sold to the highest bidder or bidders.

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

ARTICLE 7
PLANS'OF DEVELOPMENT
7.1 Submittal of Plans. Each plan for the development and operation of the Unit Area shall be

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

7.2 Proposal. Unit Operator shall initiate each proposed plan by submitting the same in writing to
each Party at least thirty (30) days before filing the same with the Geological Survey. If, within the
30-day period above provided, such plan receives the Approval of the Parties or no written objections are
received, then such plan shall be filed.

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

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

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

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

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

7.8 Cessation of Operations Under the Pldn If any plan approved by the Geological Survey
provxdes for the cessation of any Drilling or other operation therein provided for on the happening of a
contingency and such contingency occurs, Unit Operator shall promptly cease such Drilling or other
operation and shall not incur any additional Costs in connection therewith unless and until such
Drilling or other operation is again authorized, in accordance with this Agreement, by the Parties
chargeable with such Costs and the Geological Survey.

ARTICLE 8
DEVELOPMENT WELLS

8.1 Purpose and Procedure. It is the purpose of this Article to set forth the procedure for Drilling
and Completing a Development Well.

8.2 Drilling. The Drilling of a Development Well shall be pursuant to the procedure herein set
forth.

A. Approval Required. The Drilling of a Development Well shall be subject to such Drilling
receiving the Approval of the Parties, unless the Drilling of the proposed well is necessary to
prevent the loss of a Committed Working Interest in the tract of land on which the proposed well is to
be Drilled. Vote by any Party in favor of the Drilling of any such well shall not, however, be deemed
an election by such Party to participate in the Costs thereof but shall mean only that such Party
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considers the Drilling of the well to be consistent with the efficient and economic development of the
participating area involved and has no objection to the Drilling thereof.

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

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

D. Notice of Election to Proceed. Unless all Parties within the participating area agree to
participate in Drilling such well, then, within fifteen (15) days after expiration of the 30-day period
specified in Subdivision C of this Section 8.2, each Party within the participating area then desiring
to have the proposed well Drilled shall give to all dther Parties therein notice of its election to
proceed with the Drilling of said well. Failure to gzve such notice shall be deemed an election not to
participate in Drilling the well.

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

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

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

8.3 Attempted Completion. The attempted Completlon of Development Wells Drilled to their
projected depths shall be governed by the following prov1510ns

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

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

C. Time and Manner of Initiating Proposal. A period of twenty-four (24) hours {exclusive of
Saturdays, Sundays, and holidays) from and after receipt of the notice given pursuant to Subdivi-
sion A of this Section 8.3 shall be allowed within whith a Party entitled to do so may initiate a
proposal to Complete. Any such proposal shall be initiated by giving notice thereof to Unit Operator
and to each Drilling Party. If no such proposal isinitiated within said period and no other proposal is
initiated pursuant to Article 11, Unit Operator shall plug and abandon the well for the account of
the Drilling Party.

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

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

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

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

ot
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ARTICLE 9
EXPLORATORY WELLS

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

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

A. Notice of Proposed Drilling. Any Party desiring the Drilling of an Exploratory Well on land
in which it owns a Committed Working Interest shall designate an area, herein called a Drilling
Block, not to exceed ___ 640 acres, which, on the basis of available geological information, will, in
its judgment, be proved productive by the Drilling of such well. Unit Operator and each Party
within the Drilling Block shall be furnished with a plat and description of the area so designated,
together with notice of the location, objective formation, estimated depth, and estimated cost of the
proposed well. The location of the proposed well shall conform to any applicable spacing pattern
then existing or an approved exception thereto. The Drilling Block shall include no land in an
established participating area for the objective formation for the well to be Drilled thereon nor any
land included in a proposal therefor filed with the Geologicdl Survey nor any land within an active,
previously designated Drilling Block for such fornfation. The Drilling Block shall be considered
active for ninety (90) days after the designation thel'eof and, if the actual Drilling of a well is
commenced thereon within such period, until either: .

(1) the Completion of the well, if it is completed 0thérw1se than as a producer of unitized
substances in paying quantities, either at its original projected depth or, if Deepening or
Plugging Back operations are conducted, at any other projected depth; or

(2) the filing with the Geological Survey of a p'rop(;sal for the establishment or revision of a
participating area if the Completion of the well results in the filing of such proposel.

B. Basis of Participation. Each Party within the Drilling Block shall be entitled to participate
in the Costs of Drilling the proposed well on an Acreage Basis but shall be required to do so only if it
notifies the other Parties within the Drilling Block oflts w1llmgness so to participate, as hereinafter
ir: this Article 9 provided. - -

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

D. Preliminary Notice to Join in Drilling. Within ten (10) days after the establishment of the
Drilling Block, each Party within such Drilling Block shall advise all other Parties therein whether
or not it wishes to participate in Drilling the proposed well. If any Party fails to give such advice
within said 10-day period, it shall be deemed to have elected not to participate in Drilling the
proposed well. If all Parties within the Drilling Block advise that they wish to participate in Drilling
the proposed well, then Unit Operator shall Drill the well for the account of all such Parties.

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

F. Subsequent Election. If election to Drill the proposed well is made, any Party within the
Drilling Block who had not previously elected to participate therein may do so by notice given to all
other Parties within the Drilling Block at any time before the well is spudded, in which event such
Party shall be included in the Drilling Party. However, such Party shall be bound by any and all
Directions and Approvals theretofore given by the Drllhng Party concerning the Drilling cf the
well.

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

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

9.3 Attempted Completion. The attempted Completion of Exploratory Wells Drilled to their
projected depths shall be governed by the following provisions:

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

B. Right to Attempt Completion. Each Drilling Party shall have the right to initiate a
proposal to attempt the Completion of such well and also shall be entitled to participate ia the
Completion attempt.
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C. Time and Manner of Initiating Proposal. A period of twenty-four (24) hours (exclusive of
Saturdays, Sundays, and holidays) from and after receipt of the notice given pursuant to Subdivi-
sion A of this Section 9.3 shall be allowed within which a Party entitled to do so may initiate a
proposal to Complete. Any such proposal shall be initiated by giving notice thereof to Unit Operator
and to each Drilling Party. If no such proposal is initiated within said period and no other proposal is
initiated pursuant to Article 11, Unit Operator shall plug and abandon the well for the account of
the Drilling Party.

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

E. Effect of Election. The Party or Parties electing to participate in an attempt to Complete a
well as above provided shall constitute the Completing Party for such operation. Each Party who
was entitled to make such election but failed to do s0 as.above provided shall be a Non-Completing
Party with respect to such operation. Such operation shall be conducted by Unit Operator for the
account of the Party or Parties constituting the Completing Party, on an Acreage Basis among
themselves, or on such other basis as the Co'mpl‘eting.Party may specify. Such operation, if
successful, shall include Equipping the well for production.

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

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

ARTICLE 10
i REQUIRED-WELLS

10.1 Definition. For the purpose of this Article, a well shall be deemed a Required Well if the
Drilling thereofis required by a final order of the Geologxcal Survey. Such an order shall be deemed final
upon expiration of the time allowed for appeal therefrom without the commencement of appropriate
appeal proceedings or, if such proceedings are commenced within said time, upon the final disposizion of
the appeal. Whenever Unit Operator receives any such order, it shall promptly mail a copy thereof to
each Party. If any such order is appealed, the Party appealing shall give prompt notice thereof to Unit
Operator and to each of the other Parties, and, upon final dlsposmon of the appeal, Unit Operator shall
give each Party prompt notice of the result thereof ’

10.2 Election to Drill. Any Party desiring to Drill; or to participate in the Drilling of, a Required
Well shall give to Unit Operator notice thereof within thirty (30) days after the order requiring such well
becomes final or within such lesser time as may be required to insure compliance with such order. If such
notice is given within said period, Unit Operator shall Drill the Required Well for the account of the
Party or Parties giving such notice; provided, however, if the Required Well is a Development Well, it
shall not be Drilled unless it receives the Approval of the Parties within the participating area 1nv01ved
All rights and obligations with respect to the ownership of such well, the operating rights therein, the
Production therefrom, and the bearing of Costs incurred therein shall be the same as if the well had been
Drilled under Article 8, if the same is a Development, Well, or under Article 9, if the same is an
Exploratory Well or a Subsequent Test Well.

10.3 Alternatives to Drilling. If no Party elects to Drin-a‘Required Well within the period a'lowed
for such election, and if any of the following alternatives i's,-a{ra-ilgble, the first such alternative waich is
available shall be followed:

A. Compensatory Royalties. If compensatory royalties may be paid in lieu of Drilling the well
and if payment thereof receives, within said period, the Approval of the Parties who would be
chargeable with the Costs incurred in Drilling the well if the well were Drilled as provided in
Section 10.4, Unit Operator shall pay such compensatory royalties for the account of said Parties; or

B. Contraction. If the Drilling of the well may be avoided, without other penalty, by ccntrac-
tion of the Unit Area, Unit Operator shall make a reasonable effort to effect such contraction; or

C. Termination. If the Required Well is a Subéeduent Test Well, the Parties shall join in
termination of the Unit Agreement in accordance with its provisions.

10.4 Required Drilling. [f none of the foregoing alternatives is available, Unit Operator shall Drill

the Required Well under whichever of the following provisions is applicable:
A. Development Well. If the Required Well is a Development Well, it shall be Drilled by Unit
Operator for the account of all Parties within the participating area in which the well is Drilled; or

B. Exploratory Well. If the Required Well is an Exploratory Well, the Drilling Block for such
well shall consist of all forty (40) acre subdivisions and lots of the Public Land Survey of which more
than one-half of the surface area is within a distance of 2,640 feet from the proposed bottom hole
location of such well, but excluding therefrom all lands within any participating area theretofore

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

ARTICLE 11
DEEPENING, PLUGGING BACK, AND ABANDONMENT

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

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

B. Right to Initiate Proposal. Each Party who participated in the Drilling of a well concerning
which notice is given in accordance with Subdivision A of this Section 11.1 and any other Farty
owning a Committed Working Interest in the tract of land on which the well islocated may initiate a
propasal to attempt to Deepen or Plug Back such wéll; pravided, however, if the well was Drilled asa
Development Well, a proposal to Deepen or Plug Back may be initiated only by a Party owning a
Committed Working Interest in the tract of land on which the well is located.

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

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

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

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

G. Rights and Obligations of PdrtmIpatmg Partw and Non-Participating Party. Upon the
commencement of a Deepening or Plugging Back operation otherwise than for the account of all
Parties entitled to participate therein, the provisions of Article 12 shall be applicable to such
operation.

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

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

11.4 Attempted Completion. The attempted Completion of wells Deepened or Plugged Back to
their projected depths, except wells Deepened or Plugged Back to a participating area, shall be governed
by the provisions of Section 9.3, unless every Participating Party has consented to the plugging and
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abandonment of such well, in which event Unit Operator shall plug and abandon the well for the account
of the Participating-Party.

11.5 Abandonment of Producing Wells. A well completed as a producer of unitized substarices
within a participating area shall be abandoned for plugging if and when abandonment thereof receives
the Approval of the Parties within such participating area, subject, however, to the provisions of Section
11.6. The abandonment of a well completed as a producer but not included in a participating area shall
be governed by the following provisions:

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

B. Abandonment Procedure. If the abandonment of such well receives the Approval of the
Parties who own the well but is not consented to by all such Parties, Unit Operator shall give notice
thereof to each Party, if any, then having an interest in the well who did not join in such Approval.
Any such non-joining Party who objects to abandonment of the well therein called Non-Abandoning
Party) may give notice thereof to all other Parties-therein called Abandoning Parties) then having
interests in the well, provided such notice is given within thjrty (30) days after receipt of the nctice
given by Unit Operator. If such objection is so made, the Non-Abandoning Party or Parties shall
forthwith pay to the Abandoning Parties their respective shares of the Salvage Value of the well.
Upon the making of such payment, the Abandoning Parties shall be deemed to have relinquished to
the Non-Abandoning Party or Parties all their operating rights and working interest in the well,
but only with respect to the pool or zone in which it is then Completed, and all their interest in the
materials and equipment in or pertaining to the well. If-there is more than one Non-Abandoning
Party, the interests so relinquished shall be owned by the Non-Abandoning Parties in the propor-
tions which their respective interests in_the well bear to the total of their interests therein
immediately prior to such relinquishment. o

C. Rights and Obligations of Non-Abandoning Party. After the relinquishment above
provided for, such well shall be operated by Unit Operator for the account of the Non-Abandoning
Party or Parties, who shall own all Production therefrom and shall bear all Costs, Lease Burdens,
and other burdens thereafter incurred in operating the well and plugging it when abandoned
(unless the well is taken over for Deepening or Plugging Back as hereinafter provided) and also the
Costs of any additional tankage, flow lines, or other facilities needed to measure separately the
unitized substances produced from the well. Costs shall include an overhead charge computed at the
highest per well rate applicable to the operatlon of a single producing well in accordance with
Exhibit 1, if such rate is provided.

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

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

ARTICLE i2
RIGHTS AND OBLIGATIONS OF DRILLING
PARTY AND NON-DRILLING PARTY

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

12.2 Scope of Article. The rights and obligations of the Drilling Party and Non-Drilling Party with
respect to a well which is Drilled, Deepened, Plugged Back, or Completed otherwise than for the account

of all Parties entitled to participate therein shall be governed by the succeeding provisions of this Article
12.

12.3 Relinguishment of Interest by Non-Drilling Party. When a well is Drilled, Deepened, Plug-
ged Back, or Completed otherwise than for the account of all Parties entitled to participate therein. each
Non-Drilling Party, upon the commencement of such operation, shall be deemed to have relinquished to
the Drilling Party, and the Drilling Party shall own, all such Non-Drilling Party’s operating rights and
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working interest in and to such well. In the case of a Deepening or Plugging Back, if a Non-Drilling
Party owned an interest in the well immediately prior to the Deepening or Plugging Back, the Drilling
Party shall pay to such Non-Drilling Party its share of the Salvage Value of the well, such payment to be
made at the time the well is taken over by the Drilling Party for Deepening or Plugging Back.

12.4 Reversion of Relinquished Interest. If the well is completed as a producer of unitized sub-
stancesand is a Development Well or results in the establishment or enlargement of a participating area
to include such well and if, by reason thereof, there is included in such participating area any land
within the Drilling Block in which a Non-Drilling Party owns a Committed Working Interest, then the
operating rights and working interest relinquished by such Non-Drilling Party shall revert to it at such
time as the proceeds or market value of that portion of the Production obtained from the well after such
relinquishment which is allocated to all the acreage of such Non-Drilling Party in the participating area
involved (after deducting from such proceeds or market value all Lease Burdens and all taxes upon or
measured by Production that are payable up to such time on $aid portion of the Production from such
well) shall equal the total of the following:

A. 160% of that portion of the Costs incurred in- Equlppmg the well and in operating the well
after such relinquishment, and up to such time, that-would hdve been charged to such Non-Drilling
Party had the well been Drilled, Deepened, Pluggéd ﬁack or Completed and Equipped for the
account of all Parties entitled to participate therein® - °

B. 500_% of that portion of the Costs incurred in Drilling, Deepening, Plugging Back, or
Corapleting the well that would have been charged to such Non-Drilling Party had the well been
Drilled, Deepened, Plugged Back, or Completed and Equ1pped for the account of all Parties entitled
to participate therein.

However, if such well is subsequently Deepened or Plugged Back, then (1) any payment made to such
Non-Drilling Party as its share of the Salvage Value of the well in accordance with Section 12.3 shall be
added to and deemed part of the Costs incurred in operating the well, for the purposes of Subdivision A
above, and (2) if such Non-Drilling Party did not participate in the initial Drilling of the well, but <he
Drilling Party did participate therein, and if the interest relinquished by such Non-Drilling Party upon
the initial Drilling of the well had not reverted to it before’ such Deepening or Plugging Back, then, for
the purposes of Subdivision B above, there shall be added to and deemed part of the Costs incurred in the
Deepening or Plugging Back the then unrecovered portion of the Costs incurred in the initial Drilling of
the well down to the pool or zone in which such well is conipleted as a producer of unitized substances asa
result of such Deepening or Plugging Back.

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

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

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

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

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

12.8 Stand-By Rig Time. Stand-by time for the rig on a well for the period of time allowed for the
initiation of a proposal and for the response thereto shall be charged and borne as part of the Costs
incurred in the operation just completed. Stand-by time subsequent to said period of time shall be
charged to and borne as Costs incurred in the proposed operation, unless no Party elected to participate
therein.

12.9 Subsequently Created L.ease Burdens, Anything herein to the contrary notwithstanding, if,
subsequent to the date of this Agreement, any Party shall create an overriding royalty. production
pavment, net proceeds interest, carried interest, or any other interest out of its Committed Working
Interest and at any time become a Non-Drilling Party with respect to any operation conducted urder
this Agreement, then the Drilling Party entitled to receive the share of Production to which the
Non-Drilling Party would otherwise be entitled shall receive the same free and clear of any such burden,
and the Non-Drilling Party who created such burden shall hold the Drilling Party harmless with respect
thereto.
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ARTICLE 13
-ADJUSTMENT ON ESTABLISHMENT OR CHANGE OF
PARTICIPATING AREA

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

13.2 Definitions. As used in this Article 13:

A. “Usable well” within a resulting area means & well which is either (1) completed in and
capable of producing unitized substances from a pool or zone for which the resulting area was
created or (2) used as a disposal well, injection well, or- 0therw1se in connection with the production
of unitized substances from such resulting area.

B. “Intangible value” of a usable well within a resultmg area means the amount of those Costs
incurred in Drilling, Completing, and Equipping such well, down to the deepest pool or zore for
which such resulting area was created, which contribute to the production of unitized substances
therefrom and which are properly classified as intangible costs in conformity with accounting
practices generally accepted in the industry, reduged-at the following rates for each month during
any part of which such well was operated prior to the ‘effective date of such resulting area:

(1) 9.5 % per month for a cumulative total of ;_6_§Lf,, months, and

(2) ____% per month for each month in excess of said cumulative total.

C. “Tangible property” serving a resulting area means any kind of tangible property (whether
or not in or pertaining to a well) which has béen acquired for use in or in connection with the
production of unitized substances from such resulting area or any portlon thereof, and the cost of
which has been charged as Costs pursuant to this Agreement.

. “Value” of tangible property means the amount of Costs incurred in the construction or
installation thereof (except installation costs properly classified as part of the intangible costs
incurred in connection with a well), reduced, in the case of tangible property which is generally
regarded as depreciable, at the rate of 0.5 % per month for each month during any part of which
such well has been operated prior to the effective date.of such resulting area.

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

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

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

C. Ifaresulting area, on the effective date thereof, is served by any tangible property or usable
well which also serves another participating area or oj;he_r participating areas, the value of such
tangible property and usable well (including the iniangible value thereof) shall be determined in
accordance with Subdivision D of Section 13.2, and such value shall be fairly apportioned between
such resulting area and such other participating area or areas, provided that such apportionment
receives the Approval of the Parties in each participating area concerned. That portion of the value
of such tangible property and usable well (including the intangible value thereof) which 1s so
apportioned to the resulting area shall be included in the adjustment made as of the effective date of
such resulting area in the same manner as is the value of tangible property serving only the
resulting area.

D. The credits and charges above provided for shall be made by Unit Operator in such manner
that an adjustment shall be made for the intangible value of usable wells separate and apart from an
adjustment for the value of tangible property. On each such adjustment, each Party who is charged
an amount in excess of the amount credited to it shall pay to Unit Operator the amount of such
excess, which shall be considered as Costs chargeable to such Party for all purposes of this
Agreement; and such amount, when received by Unit Operator, shall be distributed or credited to
the Parties who, in such adjustment, are credited with amounts in excess of the amounts charged to
them respectively.

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

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

B. Such Party shall be credited with the sum of (1) the total amount theretofore charged
against such Party with respect to its excluded interest, pursuant to the provisions of Exhibit 1, as
intangible Costs incurred in the development and operation of the participating area prior to the
effective date of such contraction, plus (2) the total amount charged against such Party with respect
to such excluded interest as intangible value of usable wells in any previous adjustment or
adjustments made upon the establishment or revision of such participating area. Such Party shall
be charged with the sum of (1) the market value of that portion of the Production from such
participating area which, prior to the effective date of such contraction, was delivered to such Party
with respect to such excluded interest, less the amount. of Lease Burdens and taxes paid or payable
on said portion, plus (2) the total amount credited to such Party with respect to such excluded
interest as intangible value of usable wells in any p1 evious adjustment or adjustments made upon
the establishment or revision of such participating area. Any difference between the amount of said
credit and the amount of said charge shall be adjusted as hereinafter provided.

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

D. Ifthe charge provided for in Subdivision C of this Section 13.4 is equal to or greater than the
credit therein provided for, no adjustment shall be made with such Party. However, if the credit
provided for in said Subdivision C is in excess of the eharge therein provided for, such excess shall be
charged on an Acreage Basis against Parties who remain in the participating area after such
contraction and shall be paid by said Parties to Unit Operator upon receipt of invoices therefor. Such
payments, when received by Unit Operator, shall be pald by it to the Party owning such excluded
interest.

13.5 Ownership of Wells and Tangible Property. From and after the effective date of a resulting
area, all usable wells within such resulting area and all tangible property serving such resulting area
shall be owned by the Parties within such area on an Acreage Basis, except that (a) in the case of tangible
property serving a participating area or participating areas in addition to the resulting area, only that
undivided interest therein which is proportionate to that portion of the value thereof which is included
in the adjustment provided for shall be owned by the Parties within the resulting area on an Acreage
Basis, and (b) if a Party within the resulting area was a Non-Drilling Party for a well which is a uzable
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 swned by such Non-Drilling Party until
reversion to such Non-Drilling Party of its relinquished interest in such well.

13.6 Relinquished Interest of Non-Drilling Parties. If the interest relinquished by a Non-Drilling
Party in a well which is a usable well within a resulting.drea on the effective date thereof has not
reverted to it prior to such effective date, then insofar, but only.insofar, as they relate to such well, the
adjustments provided for in Section 13.3 shall be subject to the following provisions, wherein the sum of
the intangible value of such well, plus the value of the tangible property in or pertaining thereto, is
referred to as the “value” of such well:

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

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

ARTICLE 14
SUPERVISION OF OPERATIONS BY PARTIES

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

14.2 Voting Control. In the supervision of an operation conducted by Unit Operator, the Parties
chargeable with the Costs of such operation shall have the right to vote in proportion to their respective
obligations for such Costs. The Parties having the right to vote on any other matter shall vote thereon on
an Acreage Basis. Except as provided for in the Unit Agreement and except as otherwise specified in this
Agreement (particular reference being made to Section 25.1, Section 27.1, and that portion of Section
11.5 relating to abandonment of producing wells outside ‘ofa partlcxpatmg area) the affirmative vote of
Parties having _ 65 % or more of the voting power on any-matter which is proper for action by them shall
be binding upon all Parties entitled to vote thereon; proyided, however, if one Party voting in the
affirmative has 65 % or more but less than _83_% of the voting power, the affirmative vote of such
Party shall not be binding upon the Parties entitled to'vote thereon unless its vote is supported by the
affirmative vote of at least one additional Party; and prov1ded further, that if one Party voting in the
negative or failing to vote has more than _ 35 % but lessthan 50% of the voting power, the affirmative
vote of the Parties having a majority of the voting power shall be binding upon all Parties entitled to vote
unless there is a negative vote of at least one additional Party. In the event only two Parties are entitled
to vote, the vote of the one with the greater interest shall prevail. If only one Party is entitled to vote,
such Party’s vote shall control. A Party failing to vote shall not be deemed to have voted either in the
affirmative or in the negative. Any Approval or Direction provided for in this Agreement which receives
the affirmative vote above specified shall be deemed given by and shall be binding upon all Parties
entitled to vote thereon, except where the vote of a larger percentage is specifically required.

14.3 Meetings. Any matter which is proper for consideration’by the Parties, or any of them, may be
considered at a meeting held for that purpose. A meeting may be called by Unit Operator at any timne,
and a meeting shall be called by Unit Operator upon written request of any Party having voting power
on any matter to be considered at the meeting. At least ten (10) days in advance of each meeting, Unit
Operator shall give each Party entitled to vote thereat.notice of the time, place, and purpose of the
meeting. Unit Operator’s representative shall be the Chairman of such meeting.

14.4 Action Without Meeting. In lieu of calling a meeting, Unit Operator may submit any matler
which is proper for consideration by the Parties, or any of them, by giving to each such Party notice,
describing in adequate detail the matter so submitted. Each Party entitled to vote on any matter so
submitted shall communicate its vote thereon to Unit Operator within such period as may be designated
in the notice given by Unit Operator (which period shall be net less than ten (10) nor more than thirty
(30) days); provided, however, if, within ten (10) days after submission of such matter, request is made
for a meeting in accordance with Section 14.3, such matter shall be considered only at a meeting called
for that purpose. If a meeting is not required, then, at the expiration of the period designated in the
notice given by it, Unit Operator shall give to each Party entltled to vote thereon notice, stating the
tabulation and result of the vote.

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

14.6 Audits. Audits may be made of Unit Operator’s recoxdb and books of account pertaining to
operations hereunder, as provided in Exhibit 1.

14.7 Extraneous Projects. Nothing contained in this Agreeant shall be deemed to authorize the
Parties, by vote or otherwise, to act upon any matter or to authorize any expenditure unless such matter
or expenditure relates to the conduct of operations authorized by the Unit Agreement or this Agreement.

ARTICLE 15
UNIT OPERATOR’S POWERS AND RIGHTS
15.1 In General. Subject tothe limitations set forth in this Agreement, all operations authorized by
the Unit Agreement and this Agreement shall be managed and conducted by Unit Operator. Unit
Operator shall have exclusive custody of all materials, equipment, and any other property used in
connection with any operation within the Unit Area.

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

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

15.4 Force Majeure. The obligations of Unit Operator hereunder shall be suspended to the extent
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that, and only so long as, performance thereof is prevented by fire, action of the elements, strikes or other
differences with workmen, acts of civil or military authorities, acts of the public enemy, restrictions or
restraints imposed by law or by regulation or order of governmental authority, whether Federal, State,
or local, inability to obtain necessary rights of access, or any other cause reasonably beyond the control of
Unit Operator, whether or not similar to any cause above enumerated. Whenever performance of its
obligations is prevented by any such cause, Unit Operator shall give notice thereof to the Parties as
promptly as is reasonably practicable.

15.5 Lien. Each of the Parties hereby grants to Unit Operator a lien upon its Committed Working
Interests, its interest in all jointly owned materials, equipment, and other property, and its interest in
all Production, as security for payment of Costs chargeable to it, together with any interest payable
thereon. In addition to Unit Operator’s rights under the foregoing lien, and as a secured party, Unit
Operator shall be entitled to the benefit of any statutory operator’s lien provided for in the jurisdiction in
which the Unit Area is located. Unit Operator may, but neéd not, bring an action at law or in equity to
enforce collection of such indebtedness, with or without foreclosure of such lien, and, in addition, shall
have all rights provided under the terms of thre Uniform Commercial Code or of any other law. In

addition to the foregoing, and not in limitation thereof, upon default by any Party in the payment of

Costs chargeable to it, Unit Operator shall have the _right to collect and receive proceeds from the
purchaser of such Party’s share of Production, up to the amount owing by such Party, plus interest at the

naximim interest per annum until paid. Each such purchaser shall be entitled to rely upon Unit Operator’s
rate statement concerning the existence and amount of any such default. None of the remedies cr rights

sermitted
oy the
pplicable
Isury law
or the
state of
lew Mexico

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

15.6 Advances. Unit Operator, at its election, shall have the right from time to time to demand and
receive from the Parties chargeable therewith payment in advance of their respective shares of the
estimated amount of Costs to be incurred during any month, which right may be exercised only by
submission to each such Party of a properly itemized statement of such estimated Costs, together with
an invoice for its share thereof. Each such statement and invoice for the payment in advance of
estimated Costs for any month shall be submitted on or 4bout the twentieth (20th) day of the next
preceding month. The amount of each such invoice shall be payable within fifteen (15) days after receipt

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

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

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

ARTICLE 16 -
UNIT OPERATOR’S DUTIES

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

A. Drilling of Wells. Drill, Deepen, Plug Back, or Complete a well or wells only in accordance
with the provisions of this Agreement.

B. Compliance with Laws and Agreements. Comply with the provisions of the Unit Agree-
ment, all applicable laws and governmental regulations (whether Federal, State, or local), and
Directions of the Parties pursuant to this Agreement. In case of conflict between such Directions
and the provisions of the Unit Agreement or such laws or regulations, the provisions of the Unit
Agreement or such laws or regulations shall govern.

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

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

F. Information. Furnish promptly to each Party chargeable with Costs of the operation
involved and to each additional Party who makes timely written request therefor (1) copies of Unit
Operator’s authorizations for expenditures or itemizations of estimated expenditures in excess of

Ten thousand Dollars (310,000,009, (2) copies of all drilling reports, well logs,
and State and Federal reports, (3) samples of cores and cuttings taken from wells Drilled hereunder,
to be delivered at the well in containers furnished by the Party requesting same, and (4) such other
and additional information or reports as may be required by Direction of the Parties within the area
affected. If multiple copies of any such materials are requested by any Party, Unit Operator may
charge the cost thereof directly to the requesting Party.

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

16.2 Insurance.

A. Unit Operator’s. Unit Operator shall comply with the Workmen’s Compensation Law of the
State in which the Unit Area is located. Unit Operator shall also maintain in force at all times with
respect to operations hereunder such other insurance, ifany, as may be required by law. In addition,
Unit Operator shall maintain such other insurance, if any, asis described in Exhibit 3 or asreceives
the Approval of the Parties from time to time. Unit Operator shall carry no other insurance for the
benefit of the Parties, except as above specified. Upon request of any Party, Unit Operator shall
furnish evidence of insurance carried by it with respect to operations hereunder.

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

C. Automotive Equipment. In the event Automobile Public Liability insurance is specified in
Exhibit 3 or subsequently receives the Approval of the Parties, no direct charge shall be made by
Unit Operator for premiums paid for such i 1nsurance for Unit Operator’s fully owned automotive
equiment.

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

Unit Operator agrees to insert non- dlscrlmlnatlon pr0v131ons in all subcontracts hereunder, as
required by law or regulation.

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

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

ARTICLE A7~ -
LIMITATIONS ON UNIT OPERATOR

17.1 Specific Limitations. In the conduct of operations hereunder, Unit Operator shall not, with-
out first obtaining the Approval of the Parties:

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

B. Limit on Expenditures. Undertake any project reasonably estimated to require an expendi-
tureinexcess of ._Twenty-five thousand . .Dollars($25,000.00; provided, however, that (1)
Unit Operator is authorized to make all usual and customary operating expenditures that are
required in the normal course of producing operations, (2) whenever Unit Operator is authorized to
conduct a Drilling, Completing, or Deepening or Plugging Back operation, or to undertake any
other project, in accordance with this Agreement, Unit Operator shall be authorized to make all
reasonable and necessary expenditures in connection therewith, and (3) in case of emergency, Unit
Operator may make such immediate expenditures as may be necessary for the protection of life or
property, but notice of such emergency shall be given to all Parties as promptly as reasonably
possible.

C. Partial Relinquishment. Make any partial relinquishment of its rights as Unit Operator,
appoint any sub-operator, or execute any Designation of Agent.
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S%Q?:Odqoe-tbl(?ment of Claims. Pay in excess of _,_,_I‘en, EPL},SE{@,W*,,,,,A —._ Dollars

272 ZYin settlement of any claim (other than Workmen’s Compensation claims) for injury to
or death of persons or. for loss of or damage to property.All claims gr suits._ involvi g%
1

itle.to

any lr}‘)cerest subject to this agreement shall treated as a claim or s against
E. Determinations. Make any of the determinations provided in the Unit Agreement to beal'L partic
made by Unit Operator, except as otherwise specified in this Agreement. i '

ARTICLE 18
TITLES

18.1 Representation of Ownership. Each Party represents to all other Parties that, to the best of its
knowledge and belief, its ownership of Committed Working Interests in the Unit Area is that set cut in
Exhibit B to the Unit Agreement. If it develops that any such ownership is incorrectly stated, the rights
and responsibilities of the Parties shall be governed by the provisions of this Article 18, but such
erroneous statement shall not be a cause for canceling or terminating this Agreement.

18.2 Title Papers to be Furnished.

A. Lease Papers. Each Party, after execu'ting thisb‘Agreement, shall upon request proraptly
furnish Unit Operator with copies of all leases, assignments, options, and other contracts which it
has in its possession relating to its Committed Werking Interests.

B. Title Papers for Initial Test Well. Promptly after the effective date of this Agreement each
Party within the area described as the Title Examination Area in Exhibit 2 shall, at its own expense
but without responsibility for the accuracy thereof, furnish Unit Operator with the following title
materials relating to all lands within such area in which it owns Committed Working Interests:

(1) Abstracts of title based upon the County r,écoyds, certified to the current date;

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

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

(4) IfFederal lands are involved, status reports' of current date, setting forth the entries found
in the District Land Office for such lands, and also certified copies of the Serial Registers for
the Federal leases involved,

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

(6) IfIndianlandsareinvolved, status reporfs (')fcur~rent date, setting forth the entries found in
the office of the Superintendent of the Indian Agency and in the Area Office for such lands.

C. Title Papers for Subsequent Wells. Any ‘Party who proposes the Drilling of a Subsecuent
Test Well or Exploratory Well shall, at the time of giving notice for such proposed well, designate a
title examination area not exceeding 640 acres and not including any lands within a
participating area. When the Drilling of a Development Well receives the Approval of the Parties
within the participating area in which it is to be Drilled, a title examination area covering lands
outside any participating area may be designated by the Approval of such Parties. Each Party
within any such title examination area shall, at its own expense and upon request, furnish Unit
Operator with the title materials listed in Subdivision B of this Section 18.2 not previously
furnished, relating to all lands within such area in which it owns Committed Working Interests.

D. Title Papers on Establishment or Enlargement of a Participating Area. Upon the estab-
lishment or the enlargement of a participating area, each Party shall promptly furnish Unit
Operator all the title materials listed in Subdivision B of this Section 18.2 not previously furnished,
relating to all its Committed Working Interests in the‘lands lying within such participating area as
established or enlarged.

18.3 Title Examination. Promptly after all title materidls'delivered pursuant to Section 18.2 have
been received, Unit Operator shall deliver the same to an attorney or attorneys approved by the Parties
within the title examination area. Unit Operator shall ‘arrange to have said materials exarnined
promptly by such attorney or attorneys and shall distribute copies of title opinions to all Parties within
the title examination area as soon as they are received. Each Party shall be responsible, at its expense,
for curing its own titles. After a reasonable time, not exceeding thirty (30) days, hasbeen allowed for any
necessary curative work, Unit Operator shall submit to each Party written recommendations for
approval or disapproval of the title to each Committed Working Interest involved, and thereafter the
Parties shall advise Unit Operator in writing, within fifteen (15) days after receipt of such recom-
mendations, of approval or disapproval of titles. Unless otherwise agreed, the cost of all title exami-
nations made under this Section 18.3 shall be charged as part of the Costs of Drilling the well for which
such title examination was made.

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

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

18.6 Approval of Titles Prior to Inclusion of Land-in 4 Participating Area. Where the Committed
Working Interests within a participating area are owned by more than one Party, no Committed
Working Interest shall be included within said participating. area or be entitled to participate in the
Production of unitized substances from said participating area until title to such Committed Working
Interest has received the Approval of the Parties within said participating area. Approval of titles to
lands within a participating area shall be binding upon all Parties within such participating area and all
Parties coming within such participating area-upon any enlargement thereof.

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

18.8 Failure of Title to Committed Working Interest After Approval. If title to a Committed
Working Interest which has received the Approval of the Parties under Section 18.5 fails in whole or in
part at a time when the tract affected thereby is within an active Drilling Block or within a Drilling
Block upon which a well has been completed otherwise than as a producer of unitized substances in
paying quantities, or if title to a Committed Working Interest which has received the Approval of the
Parties under Section 18.6 fails in whole or in part at a time when the tract affected thereby is within a
participating area, then:

A. theloss, the cost of litigation, and any ensuing liability shall be borne by the Parties having
interests in the affected participating area or Drilling Block (including the Party whose Committed
Working Interest has been lost and including the acreage of such Committed Working Interest);

B. there shall be relinquished to the Party whose Committed Working Interest has been iost
such proportionate part of each of the other Committed Working Interests in the lands within such
affected participating area or Drilling Block, subject to a like proportion of their respective Lease
Burdens, as may be necessary to make the loss of such Committed Working Interest a joint loss of
the Parties within such participating area or Drilling Block; and

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

18.9 Joinder by True Owner. [ftitle to a Committed Wdrking Interest fails in whole or in part, suach
Committed Working Interest shall no longer be subject to this Agreement or the Unit Agreement. The
true owner of a Committed Working Interest, title to which has failed, may join in this Agreement or
enter into a separate Operating Agreement with the Partiés to this Agreement upon such terms and
conditions asreceive the Approval of the Parties within the Umt Area and subject to any valid claims by
the true owner.

18.10 Title Challenge. In the event of any suit or action challenging the title of any Party to any of
the 01l and gas rights committed by said Party to this Agreement and to the Unit Agreement, the Party
served will immediately notify the other Parties, and the Party whose title has been challenged shall
forthwith take over and be in charge of the conduct of the litigation and shall bear the entire cost of such
litigation, unless the title has previously received the Approval of the Parties, in which event the
provisions of Section 18.8 shall apply. '

ARTICLE 19
UNLEASED INTERESTS
19.1 Treated as Leased. If a Party owns in fee all or any part of the oil and gas rights in any tract
within the Unit Area which is not subject to any oil and gas lease or other contract in the nature thereof,
such Party shall be deemed to own a Committed Working Interest in such tract and also a royalty

interest therein in the same manner asif such Party’s oil and gasrightsin such tract were covered by the
form of o1l and gas lease attached as Exhibit 5.

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

17



ROCKY MOUNTAIN UNIT OPERATING AGREEMENT
Form 2 (Divided lrterest)
February, 1980

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

ARTICLE 20
RENTALS AND LEASE BURDENS

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

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

20.3 Loss of Committed Working Interest. Ifa Commxtt,ed Working Interest is lost through failure
to make any payment above provided to be made by the Party owning the same, such loss shall be borne
entirely by such Party; provided, however, if the Committed. Working Interest so lost covers land within
a participating area, the provisions of Section 18.8 shall apply.

ARTICLE 21
TAXES
21.1 Payment. Any and all ad valorem and severance taxes payable upon Committed Working
Interests (and upon Lease Burdens which are not payable by the owners thereof) or upon materials,
equipment, or other property acquired and held by Unit Operator hereunder, and any and all taxes
(other than income taxes) upon or measured by unitized substances produced from the Unit Area which

are not payable by the purchaser or purchasers thereof or by the owner of Lease Burdens shall be paid by
Unit Operator as and when due and payable.

21.2 Apportionment. Taxes upon materials, equlpment and other property acquired and held by
Unit Operator hereunder shall be charged to and borne by the Parties owning the same in proportion to
their respective interests therein. All taxes paid by Unit Operator upon or measured by the value of
Production shall be charged to and borne by the Parties owning the same in the same proportions as the
assessed values of their respective portions of such Production bear to the whole thereof. All other taxes
paid by Unit Operator shall be charged to and borne by the Parties in proportion to their ownership in
the Committed Working Interests or unitized substances (as the case may be) upon which or with respect
to which such taxes are paid. All reimbursements from owners of Lease Burdens, whether obtained in
cash or by deduction from Lease Burdens, on account of any taxes paid for such owners shall be paid or
credited to the Parties in the same proportions as such taxes were charged to such Parties.

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

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

ARTICLE. 22
WITHDRAWAL OF TRACTS AND UNCOMMITTED INTERESTS

22.1 Right of Withdrawal. If the owner of any substantial interest in a tract within the Unit Area
fails or refuses to join in the Unit Agreement, then such tract may be withdrawn from the Unit
Agreement, as provided in the Unit Agreement.,

22.2 Non-Withdrawal. Should the Party or Parties havmg the right under the Unit Agreement to
withdraw a tract from the Unit Agreement fail to exercise such right, then all payments and liabilities
accruing to the owners of uncommitted interests in such tract shall be paid and borne by such Party or
Parties.

ARTICLE 23
COMPENSATORY ROYALTIES

23.1 Notice. Whenever demand is made in accordance with the Unit Agreement for the payment of
compensatory royalties, Unit Operator shall give notice thereof to each Party affected by the demand.

23.2 Demand for Failure to Drill a Development Well. If the demand for compensatory royalties
results from the failure to have Drilled a Development Well and such well is not Drilled, then Unit
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Operator shall pay. such compensatory royalties. Such payment shall be charged as Costs incurred in
operations within the participating area involved.

23.3 Demand for Failure to Drill a Well Other Than a Development Well. If the demand for
compensatory royalties results from the failure to have Drilled a well other than a Development Well
and such well is not Drilled, then Unit Operator shall pay such compensatory royalties. Such payment
shall be chargeable to and borne by the Parties who would be obligated to bear the Costs of such well if
the well were Drilled as a Required Well under Subdivision B of Section 10.4.

ARTICLE 24
SEPARATE MEASUREMENT AND SALVAGE

24.1 Separate Measurement. If a well completed as a producer of unitized substances is in or
becomes included in a participating area but is not owned on an Acreage Basis by all the Parties within
such participating area and if, within thirty (30) days after request therefor by any interested Party, a
method of measuring the Production from such well without the necessity of additional facilities does
not receive the Approval of the Parties, then Unit Opei‘ator shall install such additional tankage, flow
lines, or other facilities for separate measurement of the _unltlzed substances produced from such well as
Unit Operator may deem suitable. The Costs of sucH facilities for separate measurement shall be
charged to and borne by the Drilling Party for such w_ell'ana_ treated as Costs incurred in operating such
well, notwithstanding any other provisions of this Agreemént

24.2 Salvaged Materials. If any materials or equlpment are salvaged from a well completed as a
producer after being Drilled, Deepened, Plugged Back, or Completed otherwise than for the account of
all the Parties entitled to participate therein before reversion to the Non-Drilling Party of its relin-
quished interest in the well, the proceeds derived from the sdle thereof or, if not sold, the Salvage Value
thereof, shall be treated in the same manner as proceeds of Production from such well for the purpose of
determining reversion to the Non-Drilling Party of its rehnqulshed interest in such well.

\RTICI E 25
ENHANCED RECOVERY AND PRESSURE MAINTENANCE

25.1 Consent Required. Unit Operator shall not undertake any program of enhanced recovery or
pressure maintenance involving injection of gas, water, or other substance by any method, whether now
known or hereafter devised, without first obtaining thé consent of Parties owning, on an Acreage Basis,
notlessthan __ 20% G of the Committed Working Interests in the participating area affected
by any such program. After the Parties have voted to undertake a program of enhanced recovery or
pressure maintenance in accordance with this Section 25.1, the conduct of such program shall be subject
to supervision by the Parties as set forth in Article 14.

25.2 Above-Ground Facilities. This Agreement shall not be deemed to require any Party to
participate in the construction or operation of any gasoline plant, sulphur recovery plant, dewaxing
plant, or other above-ground facilities to process or otherwise treat Production, other than such facilities
as may be required for treating Production in ordinary lease operations and such facilities as may be
required in the conduct of operations authorized under -Section 25.1.

ARTICLE 26
TRANSFERS OF INTEREST
26.1 Sale by Unit Operator. If Unit Operator sells all its Committed Working Interests, it shall
resign and a new Unit Operator shall be selected-as provided in the Unit Agreement.

26.2 Assumption of Obligations. No transfer of any Committed Working Interest shall be effective
unless the same is made expressly subject to the Unit Agreement and this Agreement and the transferee
agrees in writing to assume and perform all obligations of the transferor under the Unit Agreement and
this Agreement insofar as they relate to the interest assigned, except that such assumption of obli-

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

26.3 Effective Date. A transfer of Committed Working Ihterests shall not be effective as among the
Parties until the first day of the month next following the delivery to Unit Operator of the original or a
certified copy of the instrument of transfer conforming to the requirements of Section 26.2. In no event
shall a transfer of Committed Working Interests relieve the transferring Party of any obligations
accrued under this Agreement prior to said effective date, for which purpose any obligation assumed by
the transferor to participate in the Drilling, Deepening, Plugging Back, or Completing of a well prior to
such effective date shall be deemed an accrued obligation.

ARTICLE 27
RELEASE FROM OBLIGATIONS AND SURRENDER

97.1 Surrender or Release Within Participating Area. A Committed Working Interest ir land
within a participating area shall not be surrendered except with the consent of all Parties within such
participating area. However, a Party who owns a Committed Working Interest in land within a
participating area and who is not at the time committed to participate in the Drilling, Deepening,
Plugging Back, or Completing of a well within such participating area may be relieved of further
obligations with respect to such participating area, as then constituted, by executing and delivering to
Unit Operator an assignment conveying to all other Parties within such participating area all Commit-
ted Working Interests owned by such Party in lands within the participating area, together with the
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entire interest of such Party in any and all wells, materials, equipment, and other property within or
pertaining to such participating area.

27.2 Procedure on Surrender or Release Outside Participating Area. Whenever a Party or Parties
owning 100% of the Committed Working Interest in any tract which is not within any participating area
desire to surrender said 100% interest, such Party or Parties shall give to all other Parties notice thereof,
describing such Committed Working Interest. The Parties receiving such notice, or any of them, shall
have the right at their option to take from the Party or Parties desiring to surrender an assignmer.t of
such Committed Working Interest by giving the Party or Parties desiring to surrender notice of election
so todo within thirty (30) days after receipt of notice of the desire to surrender. If such election is made as
above provided, the Party or Parties taking the assignment (which shall be taken by them in propor:ion
to the acreage of their respective Committed Working Interests among themselves in the Unit Area)
shall pay the assigning Party or Parties for its or their share of the Salvage Value of all wells, if any, in
which the assigning Party or Parties own an interest and which are located on the land covered by such
Committed Working Interest, which payment shall be made upon receipt of the assignment. If no Party
elects to take such assignment within said thirty (30) day. peripd, then the Party or Parties owning such
Committed Working Interest may surrender the same, if surrender thereof can be made in accordance
with the Unit Agreement. Whenever a Party owning less than 100% of the Committed Working Interest
in any tract desires to surrender its interest therein, such i_f)t-erest may be acquired by the other Party or
Parties owning Committed Working Interests in sajd-tract without notice being given to any other
Parties owning interests within the Unit Area. In the event the other Party or Parties owning Commit-
ted Working Interests in the tract to be surrendered do.not desire to acquire such interest, the interest
shall be treated as a 100% interest.

27.3 Accrued Obligations. A Party making an assignment or surrender in accordance with Section
27.1 or Section 27.2 shall not be relieved of its liability for any ebligation accrued under this Agreement
at the time the assignment or surrender is made or of the obligation to bear its share of the Costs
incurred in any Drilling, Deepening, Plugging Back, or Completing operation in which such Party had
elected to participate prior to the making of such assignment or surrender, except to the extent that the
Party or Parties receiving such assignment shall assume, with the Approval of the Parties, any and all
obligations of the assigning Party under this Agreement and under the Unit Agreement.

ARTICLE 28
LIABILITY

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

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

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

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

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

ARTICLE 30
EXECUTION
30.1 Counterparts. This Agreement may be executed in counterparts, and all such counterparts
taken together shall be deemed to constitute one and the same instrument.

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

ARTICLE 31
SUCCESSORS AND ASSIGNS

31.1 Covenants. This Agreement shall be binding upon and shall inure to the benefit of all Parties
signing the same, their heirs, devisees, personal representatives, successors and assigns, and their
successors in interest, whether or not it is signed by.all the Parties listed below. The terms hereof shall
constitute covenants running with the lands and the Committed Working Interests of the Parties.

ARTIGLE 32 -
HEADINGS FOR C()NVENYENCE
32.1 Headings. The Table of Contents and the head.i s used in this Agreement are inserted for
convenience only and shall be disregarded in construing this Agreement.

ARTICLE 33
RIGHT OF APPEAL

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

ARTICLE 34
SUBSEQUENT JOINDER

34.1 Prior to the Commencement of Operations. Prior to the commencement of operations under
the Unit Agreement, all owners of working interests in the Unit Area who have joined the Unit
Agreement shall be privileged to execute or ratify this'Agreement.

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

ARTICLE ™33
CARRIED INTERESTS

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

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

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

36.2 Effect of Termination. Termination of this Agreement shall not relieve any Party of its
obligations then accrued hereunder. Notwithstanding termination of this Agreement, the provisions
hereof relating to the charging and payment of Costs and'the disposition of materials and equipment
shall continue in force until all materials and equipment owned by the Parties have been disposed of and
until final accounting between Unit Operator and the Parties has been made. Termination of tais
Agreement shall automatically terminate all rights and interests acquired by virtue of this Agreement
in lands within the Unit Area, except such transfers of Committed Working Interests as have been
evidenced by formal written instruments of transfer.
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ARTICLE 37
OTHER PROVISIONS

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

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

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

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

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

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

37.2 PRICRITY OF OPERATICONS. Whenever th@refié more than one proposal in
connection with any well subject to this_agreemeht, such proposals shall be
considered and disposed of in the following order. of priority:

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

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

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

{d) A proposal to deepen a well shall have dast priority; and

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

. INEXCO OILCOMPANY

Date of Execution:

i
5 bid
Address: - yWiIlia'mWG.mGood” wiri;Wice'Prés"idén{:é’
. Attest: e, e
" Robert E.Gill;Jr:
a Asst. Sec.
Tél:phone:

As Unit Operator and V\’orkiﬁg Interest Owner

Date of Execution:

,,,, — - By' o

Address: President
L . .. Attest: . B
Secretary
Telephone: o .
Date of Execution: e
e By. .___ . _ I I
Address: President
— . Attest: _ L —
. Secretary
'l:elie}v)héne: B
Date of Execution: o R _ _
—_— By . -
Address: President
— Attest: . . . .
N Secretary

'I:éA]erphone:

Working Interest Owners
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

1. GENERAL PROVISIONS

Definitions . v

“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 coperations 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
QOperations 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 Qgperator 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 specia] and specific engineering, geological or other

professional skills, and whose primary function in Joint Operatiors is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s emplovees.
“Material” shall mean personal property, equipment or 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 Sccieties of North America.

Statement and Billings

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

Advances and Payments by Non-Operators

Unless otherwise prcvided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month's operatlon 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 (13) days after receipt. If payvment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percen: (129;) 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. .

Adjustments

Payment of any such bills shall not prejudice the right of any \ on-Operator to protest or gquestion the correct-
ness thereof; provided, however, all bills and statements rendéred to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct ‘after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty- four (24) month period a Non-Operator takes
written exception thereto and makes claim on 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 inventery of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Cperator and ail other Non-Operators, shall have the right to audit Ope-
rator’s accournts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
reriod 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 adjustmen:s of accounts as provided for in Paragrapn ¢ of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall rran every reasonable effort to
cornduct jo.nt or simultaneous audits in a manner which will result in a minimum of inconvernience to the Cpera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragrapn ualess agreed
to by the Operator. C

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 wnicn this Accounting Procedure is attachied contains
no contrary provisions in regard thereto, Cgperator shall notify all Non-Operators of the Operator’'s preposal, and
the agreement or approval of a majority in irterest of the Non-Operators shall ve controlling on all Non-Cpera-
tOrs.



II. DIRECT CHARGES

Operator shall charge the Joint Account with the following xtems

1.

Rentals and Royalties t.

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 Property if such charges are
excluded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the JoiAt 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 chaggeable ‘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 Jomt Acmunt under Paragraphs 2A and 2B of this Sec-
tion II. .

D. Personal Expenses of those employees whaose 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 twenty per cent (20%).

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 Preperty 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: R

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point-where like material is normally available, unless agreed
to by the Parties. e T

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

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities al 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 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20¢%. For automotive equipment, Operator may elec’ to use rates
published by the Petrocleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses recessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm. theft, acc@dent. or other cause, except those resul lting from Operator’'s
gross negligence or willful misconduct. Operator shall 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, pavment cf judgments
and amounts paid for settlement of claims incurred in or resulting {rom O"erat ons under he agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Op or's lezal stai:
or fees or expense of outside attorneys shall be made unless previously agreed o by the Partie Al other legal
expense is corsidered to te covered by the overhead provisions of Section III unless otherwise agreec o by the
Parties, except as provided in Section I, Paragraph 3.
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11.

1

Taxes

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

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

Insurance

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

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

Other Expenditures

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

II. OVERHEAD -

Overhead - Drilling and Producing Operations

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

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

‘e *

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burcens 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 Charg'e to the Joint Account.

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

A. Overhead - Fixed Rate Basis

(1) Operator shall charge the Joint Account at the following rdtes per well per month:
Drilling Well Rate $ $3,108.00
Producing Well Rate $ $ 376.00

(2) Application of Overhead - Fixed Rate Basis shall be ds follows:
(a) Drilling Well Rate

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

[2] Charges for offshore drilling wells shall begin on the date when drilling or 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 suspen-
sion of drilling operations for tifteen (13) or more consecutive days

{3] Charges for wells undergoing any type of workover or recompletion for a period of five (3) con-
secutive days or more shall be made at the drilling well rate. Such charges shall te applied for
the period from date workover operations, with rig, commence through date of rig rzlease, except
that no charge shall be made during suspension of operations for fifteen {13) or more consecutive
days.

(b) Producing Well Rates

[1] An active well either produced or m]ected mto 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 nat comraingled down
hole shall be considered as a one-well charge providing each completion is consicdered a separate
well by the governing regulatory authority.

[3] An inactive gas well shut in because of overproduction or failure of purchaser to tzke 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 abancdonment cperations
are compieted on any well.

[5] All other inactive wells (including but not limited to inactive wells cover ed by unit allowable,
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(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 compurted 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 cale.ldax vear
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Flelds Produc-
tion Workers as published by the United States Department of Labor, Bureau of Lator Statistics, or the
eguivalent Canadian index as published by Statistics Canada, as applicadle. The adjusted rates shall be
the rates currently in use, plus or minus the computed adJustrrerlt
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B. Overhead - Percentave Basis
(1) Operator shall charge the Joint Account at the followmg rates:
(a) Development

_ ___Percent ( ) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 oz Section II and all salvage credits.

{b) Operating

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

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of his Section III, de-
velopment shall include all costs in connection, wita erllmg, redrilling, deepenmg or any remedial opera-
tions on any or all wells involving the use of drlllmv crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
p.eted as a producer, and original cost of constructiog 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.

verhead - Major Construction TO BE NEGOTIATED

To compeT te_Operator for overhead cos*s incurred in t'e cbrrstruction and ?nstallat?on of

fixed assets, th

pansion of fixed aSTeten levetorment and
operation of the Joint Prooe“ : e uonstructlon or shall
charge the Joint Account for Qverheas T Construcuon project in exces4
of §

A but less than $ : plus
B, 1,000,000; plus
C.

Tota ! X manonent part
T4 single project shall not be treated separately and the cost of drilling and workover wells shall b:m
3. Amendment of Rates

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

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

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

1. Purchases

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

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by th
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 cqrr'en't new price in effect on date of rnovement on a
maximum carload-or barge load weight basis, regardless of quantity transierred, 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) Mavement of less than 30,000 pounds shall be priced at the current new price, in efiect 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 pricéd-under provisions of tubular goeds 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 reliatle
supply store or f.0.b. railway receiving point nearest the Joint Property where such lMaterial is normaily
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 A of this Section IV,
(2) Material moved from the Joint Property

(a) At seventy-five percent (73 ) of current new price, as determined by Paragrapn 24 of this Section IV,
if Material was originally charged to the Joint Account as new Material, or

—_
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(b) at sixty-five percent (65¢ ) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Jomt Account as good used Material at seventy-five per-
cent (73%) of current new price.

The ccst of reconditioning, if any, shall be absorbed by the transrerrmg 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 (509 ) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reccnditioning does not exceed Condition B value.

(2) Condition D

All other Material, including junk, shall be pmced 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. Cperator may dis-

pose of Condition D Material under procedures-normally utlhzea by the Operator without prior approval
of Non-QOperators.

D. Obsolete Material .

Material which is serviceable and usatle for its orvgmal fu‘.ctxon but condition and/or value of such Material
Is not equivalent to that which would justify a price as prov1ded above may be bpemallv 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) Lcading and unloading costs may be chazged to the Jomt JAccount at the rate of fifteen certs (13¢) per
hundred weight on all tubular gcods movements, in lieu of loadmg and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.

(2) Dlaterial involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.
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 0 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 Opera;or to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Cperator.

Warranty of Material Furnished by Operator

Qperator does not warrant the Material furnished. In case-of defective Material, credit shall not be passed to the
Joint Account until adjustment has been received by Operator from the manufacturers or their agen:s.

V. INVENTORIES
QOperator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

t reasorable 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 berfore 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.

Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages znd 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 Cperator shall be
held accountable only for shortages due to lack of reasonable. diligence.

Special Inventories

Special Inventories may be taken whenever there is any sale or c}*a'we of interest in the Joint Progperty. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the ‘ransfer of .nterest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

Expense of Conducting Periodic Inventories

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



EXHIRIT "2" " .

ATTIACHFD TC AND MADE A PART OF " UNIT OPERATING AGREFMENT"

FIVEMILE DRAW UNIT ARFA
CHAVES COUNTY, NEW MEXICO

The proposed location for the initial test well shall be as
follows:

T6S,R23E
Sec. 26: SE/4

.
.
-

The Initial Test Wells shall be drilled conformably with Article 9
of the Fivemile Unit Agreement. )

All Costs and expenses incurred in connection with the Initial Test
Wells, including drilling, testing, and campleting into tanks, if
an oil producer, or through gas separator, if a gas producer, and
plugging and abandoning if a dry hole, shall be borne by Inexco 0il
Campany and such other parties hereto as agree to bear such costs
in accordance with separate agreement among themselves, subject to
the investment adjustment provisions of Article 13 of this
Igreement. Any cash contributions received towards the drilling of
the Initial Test Well shall belong to the parties sustaining the
risk of drilling the Initial Test Well.

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

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



S ATTACIED TO AND MADY A RART OFF MUNTT OPERATING
AGREEMENT”  FIVEMITE DRAW UNIT AREA,CHAVES CUUNILE,
. NEW MEXICO.

TEXHIBIT 3™

ILSURARCE |

Operator shall at all times during the term of this farcement maintain the following

insurance, for the benefit of the parties hereto, subject to availability on acceptable
terms: i

1. VWorker's Cempensation, including an "all states" endorscment, as required by the
Taws of the state where the operations are to be conducted and Tmplovers' Liapility
Insurance with a 1imit of not less than $100,000.

2. Comprenensive General Liability Insurance, including completed operations and
blanket contractual 1iability insurance, with limits not less than:

$500,000 - each occurrence-.
$100,000 - for loss of or-Uathzge to promerty in any one occurrence

3. Comprehensive Automobile Liability Insurance.caverina all automotive eauiument
used in performance of work under this agreepent with limits of not less than:

\ $250,000 - each person

§500,000 - each occurrence .- "
$100,000 - for loss of or damage to proverty in any one occurrence

Excess Tiability insurance may be carried to meet the above reauirements.
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SUPPLEMENT. "A"

ATIACHED TO AND MADE A BART OB PUNTT DpERAFING ACHEAMEN  Frvmmrie

"DRAW . UNIT AREA, CHAVES COUNTY, NEW MEXICO.
Ouring the performance of this contract, the Operator agrees as follows:

(1) The Operator will not discriminate against any emp1oyec or applicant
for employment because of race, color, religien, national origin or sex. The
Operator will take affirmative action to ensure that applicants are emplovyed,
and that employees are treated during employment, without regard to their race,
color, religion, national origin or sex. Such action shall include, but not be
limited to the following: Employment, upgrading, demotion or transfer; recruit-
ment or recruitment advertising; layoff or termination; rates of pay or other
forms of compensation; and selection for training, including apprenticeship.

The Operator agrees to post in conspicous places, available to employees and ap-
plicants for employment notices to be provided for the contracting officer set-
ting forth the provisions of this non-distrimination clause.

(2) The Operator will, in a]] solicitations or advertisements for employees
p]aced by or on behalf of the Operator, state that.all qualified applicants will

receive consideration for employment w1th0ut regard to race, color, religion,
national origin or sex. .

4

(3) The Operator will send to each labor. union or representative of wor-
Kers with which it has a collective bargainming agreement or other contract or
understanding, a notice to be provided by the .agency contracting officer, ad-
vising the labor union or worker's representative of the Operator's commitments
under Section 202 of Executive Order 11246 of Sepfember 24, 1965, and shall post

copies of the notice in conspicuocus places avax]ab]e to emp1oyees and applicants
for employment. .

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

September 24, 1965, and of the rules, regulat1ons and relevant orders of the Sec-
retary of Labor.

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

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

(6) 1In the event of the Operator's non-compliance with the non-discrimination
clauses of this contract or with any of such rules, regulations or orders, this
contract may be cancelled, terminated or suspended in whole or in part and the
Operator may be declared ineligible for further Goverment contracts in accordance
with procedures authorized in Executive 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 Secre-
tary of Labor, or as otherwise provided by law.

(7) The Operator will include the provisions of Paragraphs (1) through (7)
in every subcontract or purchase order unless exempted by rules, regulations or
orders of the Secretary of Labor issued pursuant to Section 204 of Executive Order
11246 of September 24, 1965, so that such provisiens will be binding upon ezch sub-
contractor or vendor. The Operator will take such action with respect to any sub-
contract or purchase order as the contracting agency may direct as a means of en-
forcing such provisions including sanctions for non-compliance: Provided, however,
that in the event the Operator becomes involved in, or is threatened with, 1i1ti-
gation with a subcontractor or vendor as a result of such direction by the contrac-
ting agency, the QOperator may request the United States to enter into such 1iti-
gation to protect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 100 (EEQ-T,
promuigated jointly by the Office of Federal Contract Compliance, the Equal Employ-
ment Opportunity Commission and Plans for Progress with Joint Reporting Committee,
Federal Depot, Jeffersonville, Indiana, within thirty (30) days of the date of con-
tract award if such report has not been filed for the current year and otherwise
comply with or file such other compliance reports as may be regquired under Executive
Order 11246, as amended and Rules and Regulations adopted thereunder.

Operator further acknowledges that he may be required to develop a written af-
firmative action compliance program as required by the Rules and Regulations ap-
proved by the Secretary of Labor under author1tj of Executive Order 11246 and supply
Non-Operators with a copy of such program if they so request.



SUPPLEMENT "B"

CERTIFICATION OF NON-SEGREGATED FACILITIES

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

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

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

Whoever knowingly and willfully makes any false, fictitious or fraudulen:
renresentation may be liable to criminal prosecution under 18 U.S.C. sec. 1007,
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EXHIBIT "5"
TS ACREEMENT mode thus o 0 _ - T — —dav of . L i s . .. tetween

Lessor twhether one or morel. and - - =
iessee. WITNESSETH . ..

1. Lessor in consideration of . __ _ . O o [, - —_ Doliars
N booan hand poad. of the 1ovalties heren provided, and of the agieement of Lessee herein contained, herctby yurants, deoses and lets

sxclusively unto Lessee for the purpose of anvestiyiating expionng. prospecting - dolling and nonimg for and producing aiil gas, other hydiacarbons ad,

dthoul restnichion o such enumerated muncrais. il other punerais whether souiar or dissimlar to those particularly specilied Leren oy, pape hines
. oYL Py d

vuding tanks. power stations. telephone hines and other stiuctires thercon to produce, save, take care of, treatl tronaport and own said p-oducts, and

wusing ils employees. the foilowing descrmibed lund o oo _ e .County., New bMexico, to-wit.

Section_ _ VO S Township. [

. . - - - Ruange . [
L A .
in cntbouon 1a the Land wbove described  Lessar here Lronts, Jeases Wil detverxchznaeiv Untn oavee 1o the Satie ex el wy 1l ol
ccribed nerein all langs owned or clauned by liessor which aie wdjocent contiguous (o U (orm oa Parl Gl Une Gands sbone et Culaetiy deserited, -
cing all oil, gas ather nydrocarbons and all oiher nunerals undertying lakes. iivers S3lTedins. 10ads. easeienls and nEBIs-ofaway which lraverse or

v any of saad lanas For rental paymient purposes. the land jncluded within tais iease snhall be deemed 1o cantuin__

wnetner it actualiy comyprises iore or less T .

2 Subject to the other provisions heresn contamned (his lensp shall be for « ternirof W vears from this dute teailed Cprninary teom’ ) and as long
thereafter as o1l gas or other nineral as produced from saud Lind hereunder, or dnlling or teworking operalioons are condiucted therean

3 The rovalties 1o be paod by Lessee are ot an ol either cne-eaphth of that produeed aod saved from saad land  the <iane to be del.vered
.t othe wells or to the credit 01 Leswan anto the jnpe ine to whach the weils miay  hbe (E:lxl.e~1‘lt*5]. or at ihe Lessees oplion Lessee oy pay to the
Cossar for such one-eighth covaliv the ket price for onl of ke grade and pravity prevanling on the dav such ol s 10 1000 the prgee litee or anto
Corage Larks, b ooa ges ancluding cosmingthead pas or olter pasenus subistance. produced from o sand fand and sold an or o ff e presiices one-egrhitn
the net proceecas At tne weli receved f1om the cae thereaf  provided that an pas used off the prenuses or by Lesoe i tne roanufecture of gawnne
S oother product therelroan the niarkel value ot the weli o) cone-ebith of (e s <o used. Wnd o on Wl otiier nonerads noned and (., kele Onie -
tenth erthier n kond o an voiue Gt the well or nane. ot Lescee s election, escept that on sulphur the sovalty shood be f0y conts 10500, Prroinng toa
tessee sha')l bave free use of ol pase coal wood and waler oot sand land, except water fron Lewaor o wells for o onctonns Leregndder and e
iy o ol pas ord coud At he coanpted oftes deducthing anny soonsed Winke theretis oowell on 1h1s Yease o1 an GCIeage panaed Therewalhy whict,
vibas capaole of prodocing only pas. gas condensate o some comtnnation of Zas nd pascondencate hut from o wnich well proodactng s ot Leng sond
©used this dease shall be extended for o permd of minety 180) days from the date’sien well g shstan and Leswee oy e aen or pay annially as
o alty A sumoegual 1o the cmount of annuad delav rentads whieh would be pavabie durnmng e promary tecm to o deler dotlhangr apenat ot oo e daneds
Coenocubject 1o this dease bat o noevent shadl sach pasviient exceed One Huodied 5100 600 Dollars per owell per Vel punnent or 1ot aer of such
calty may be nade by chiek ar draft of leswee moaled or delivered 1o Leswor or to Lessar & credit o the depository bane dec,inaced hereinafler
tor the poavment of deiav tontals with the fiorar pasinent 1o be ndde on or betare pminely (9010 dave fiam andg afiter the date on which such weli 1o
coatan and o sandar pasiaent o be awade annoabiy thereatter onoor belore The sunnversary dale on which sucn well as <hul-ie and L7 such BEME
ents pre sa omade ol shall be o consifered That gras pas conaensate o 4 combuation af gas and gas condensate s ey protguced in paving Gguantites
i the above descnibed lond under il the tenms cond.atons and hntations of thas dewse . the naunt of  such shut-ime rovaily pas i ot il bee
sduced propornonately as provided an paragraph 1 hereol of Lessor owns o anterest an <aad Gindadess Hian the enlite See singoe ectate. and shall
> further reduced 1 the proportion thal the anmaont of surface acreape aut of Uos dease ancluded ar oy pooled umt uan wiach such ¥as and or
pas condensale well is situated bears 1o the envre surface acreape contuned an such pooied umit ws proviaed o paeagoaph b bercol

.
4 Il.operations for diotbimg are not conenced ot sand land as heremmafier provided on or before one year fiom this date the Jease shall then

ernnate as e both partes, uniess on ot before such anmiversary date Lessee hiall p.gv'nr tender 1o Leasor o ta the ciedit of Lessar 1

. Bank  of P - Cwhich bank and s stccessars are Lessor o apent
ad o shall eontinue as the acpesitary tor all ventals payable hereunder repndless of.ehahpes inownership of sod and or the tentals either by canvey.ance

«r by the death ar incapacity of Lessory the sum aof - - TDaliis

N 1 therern cadled rentad)l wheeh shall cover the povarepe of deflenng convnencenent ol apepaticoge {1 dodlong for g peviod ot
cweive t121 snenths In hike nanner and upon bike payinents or tenders annnaily the compiencement of operations for drvdinmge vy be turther deterted
yosuccescive pevinds of twelve 12y ananths each dunimg the prnasy terme The payment o tender of tental hevean refetted 1o oo e oade L currency
ottt ar check ot the option of the Lessee. and the depasiig of such cutiency diaft ot check moany past office paperiv viddiessed to the Lessoo ar s..‘.id
ko anar belare the vental pasing date shall be deenwed paviment os hevemn provaded 1 such bank cor o successar hank should fal Ligusdate o be
woeedard by another bank ar for any reason il or refuse 1o accept tentall Lessee <hadl not be hedd in defauit for fabice ta ke sich pavient or
tenager af dental until thanty (300 dasvs afrer Lessor shiadl gehiver to Lessee a proper recordable instiument. noomang anather boink oas apreal o receive
Sl poviments or tenders  The down coash paviment as conaderation for thus lease according 1o s tenms and shoil not Le aliocated oo naere renta' for
serrd Lescee moy at oapn bine esecute and debiver to Lessor or to the depositony above naoned or piice of record o teaease or e ces caveris
Coparlian o porlons of tne above gescrhed premises and thereby sarrender stas legse as 1o such portinn or portions and Le teioeved of o0 gt ations
1o the acreage surrendered ond thereafter the rentals payable hrreunder shaii. he Teduced N the proportion thot the acre. e covered hereby s

seduced by <and release nr 1elenses

If Lewee sha-l an oo bhefore any rental date make o bona fide attenipt 1o pay o deposil rentai 1o o Lessor enlited Theieto undor 1 leane
cording ta Lessee s 1ecords or 1o a Lessor who poor to sich attemipted pavineat ar dejmat has paven Lessee notice an accordance with the terme of
< lease heremnafter sel fortn of his right 1o secemve rental. and f such pavinent ar dejioat shali be coanesus an any repoad cwhether depocted an tre
vong depositary, poad 1o persons ather than the parties entitled thereto ac shown by Lesser s tecnrds, in any ncorrecl anonnl ar oltherwise;  [ecwee
Jdb be uncanditonadldy obhipgated 10 pay 1o such b.essor the aental properiy pavahle for the rental penod mvoalved, tagn this Jease shall e moontained ar
o ocame manner as if siuch entoneous rental pasvrient or deposit had bheen prepevly fadde provided that the ertoneous tentad paviment or dey ot be ¢os-
soted wathan 30 davs afier recept by Lessee of written notice [rom such Lessor of such errar accomparmed by any docuiments and olthier evidence neces-

wary to cnable Lessee o make pioper payment o

5 Sheuld any well drlled on the above descnitbed Land or on acreapse poaled Therewith dunimge the prms oy tegn before icdaehon o obtoned te

div hio'e ar should production on sad land ar on acreape panled therewilth be Mu,nvutl_dnlnnz Vhe prarnary lerng and thereafier cease then and an
Caner event. f operatians for durliing an additional well are not commenced ar operations for reworking o old well aie not pursued onosand Jand or
cnoacreape pooled therewrin on or before the fist rental pasingl daote next sucoecding ‘lhc- completion ot o drv hole or the ceswalion of prredacthion

dolhnge o reworking operations on sard well ar wells. then this lease shadl ternanadte’ wdess Lessee on or Lefore sard date shall resarne the P

st of rentats Upon resunmiption of the payiment of pentads Section 4 goaverniog the poymentl of rentals, shail continue i force just aq tnnoph 1nhere
~d been no intertuplian n the tental payments I duning the last vear of the pronary werm and proor o the diccavery of ol a1 pas on waid land
ioon atreage pnoted therewithn Lesser should duill a drv bale therean, or af wlter discovery of aul or pas on sind lantd 07 o0 atieare pooied thereanta
e production should cense during the st yrear of sad primary derny from any couse no sental pavient or operations e recessary an order 1o

Sy the lease 10 lorce during the temander of the primary letm Hoat the expiration of the primary term Lessee s conductliig opcrations tor dring
wa well onosard Lond o on acteage pooled therewith or seworking an old well thereon or af atter the expaation af The pianary term yoeoductinn
s bease or on wcieage pooied therewinth <hail cease this fease nevertheless <hall conlimue as dong as cod opeiations continne or additiogat Opier-

s ate had on this lease of an acreage pooled therewith, which aadiional operabions shall be deetnied 1o be hadg whrie not more that sivly 1ha)
ivs elapse hetween abandanment af operations on one well and commencement of operations on anothes well and f pradaction s discovered L
»one shall continue as long tnereafier as ol pas or other muneral as produced on saad band or on acreapr pooled therewiih, wnd a8 Jong as addition.d
Jerations are had thercon T the event oo wed or welis producing ol or gas i pay g guantitees should be broaght o on adjacent land and wittin
foree hundred thirty 13300 feet of and draining Ihe leased prenuses. Lessee agrees 1o dridl such oflset wells as a reasonably prudent operator would
codbunder the same or sumilafr Curcumisiances

6 lessee, at ity oplion s hereby gaven the opht and poser to pool o combine the band Covered Ly os fease of any postion thereaf as to ol
LA opas or erther of them with any other dond Teare o deoses when an Lessee O pedyinient 10 oy necescary o adveabhie Lo o o an order bo proged s
evelap and operate sard puemieses  such pooling o he ntn 0 well ot or Uaals pol excfedang: oty 401 acres plus i actcay e toretance of ten per
cat 010700 of forty v acres for ol and not excredimg sy hoondeed and forly b0 acies paus an acceay e Loneratin e of len per coent (0 L0 af sex
red and Torty c0agr acres for gas except that darper unats thas e cieated 1o conlorn Lo any spacing g o weio unit patiern fthat anay be peescnted
sosernmentyl authanities havan Jurisdiction  Lessee mav pocl o combnne acrage covered by Thas deane G cnnv jorbaon (hereot aa oo e prosvided
Lo Ul Or £a% N any one or o1e MIata andg oty o formey erd ot tanforny i v2e o wrera M L g o ot :
Povainbianed as 1o any other slratang e sirata ated oal o tarts need teel contorn s o aress Wbl gan ooty e Pl i one e o ore anshanices <hiad o net
sananst the rehits of the Leseee hereunder 1o pool dhas deare or portions teeeof anta other unsts Lescee ol execnte v ow by and piace of jecond
asttuiment or aastnnenie adenti{viog and descnbingt the pooied acteare TThe enbire w@rrage wo pocaed anto oot Shali b treated for S purpeses
coept the pavment of rovainies as f ot were anchuded o thes dease and dinlnnge o resorkoant anetations dhereor S prodiaclion al o o1 pas there-
com oor the completion thereon of A well as o shut-in pas weils whall be convndered for ol pepones except o posienl of rovaibies  as 4 sach
crabrne were on ar osteh producton were fiom ar o cach congpetion were oo the band coverod by thos ‘u-.u,'
cated on the premaises covered by this dease In bLieua of the 1ovaties elsewhrre heren specified  Lessor st pime e (o o0 Lol e formed ooy
e paitien of the roy oty stipulated hertein as the amvnt of bas ocreage placed o The it o las toyally andesest Theron beaes T (he Ualay ac e e
poaled an the particular untt anvaived  Should any unit as ongitailny created hecennder contaan lews Than the i ool Lores hmmnnkv?'(v
Leecifved. then Lessee miayv at any lune thereafler whelher belare or aller production s obbaned an the uratl enbar e “C' gy addatn aat
teape theielo, bul the enlarged unit <hall i no event excerd the acreape content herewnabove sprecified In the event iy oo~ Ell ,IwL*- ooenlired
Cessee shall execute and place of record o supplemental declaration of umitization ddentifyiig and descnining e Tapd aited de il NUTEINFRR IS
svided that of such supplemental declarobion of unatization as ol Hiled untl Gftes production s ohtaimed oo the ...‘A,j o itidly cren BT gien and
vosuch event the supplemental declaration of winnizanion shall not becore effective until the first day ol 1he caérdpe \) N gl foehiowing the
¢ ing thereof. In the ausence of praoduction Lessee may ternnndtle any unitized area by filing of record notice af ternun:iilan 2 /\9 /

Ce s el
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ghetbarr o nod tre owell oroweiis e

TLrm 460 12-71 {New Maxico)
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7 Leceee aisn shall hove the cght to undtize pool ar comtune alb or any poat af the shve avsoribaal Toneds wath othier Landds o 1he saine Peneea
ooy entening 1o g cooperative or wint plan of developinent o operaton appraved by oana T povernmienatal o aathority o and. fiom Tae tao b e, wailh
o ppovalo modily. changie o ternunate any such plan or agiteement and s seeh event the teoms conditions ansd proviaons of thes Tease shall he

ned wadified S0 conform o the Terivs, condibons, ond provisions of such approced cooperative or umit pran ot desecpnient o operation aod
Loty dodling and develapment reguitenients of s Jease  evpress o angpied shatl be satisfied by compivance with the doidegr annl developient
Lairements of such plan o agreenrent and this fease shall not terminate o expre duning the Bte of <uch plan or gheement Jo the event that sa]
Lo descoibed fands or any part thereqf. shali herealter be operated under any soch conperative ar it plan ot desvelopient ar op eration Whelely
o oproduction therelrom is allocated ta different portions of the land covered by coad plan, then the production ailocated to any puoteagiar fract of Latid
il for the puipose of computing the tovalties to Le paid hereunader o Lessor, be cegtarded as havingg been produced froon the pachictoa toact of Tand
Auch ot s al.ocated and not to any other tract of land, and the oy aity pasasents 1o be made hervander lo Lessor shiadl be based upon production

is 50 atlocated Lessor snall fonnaliy express Lessor s consent to any coopetative o umil plan of development or opecation adopted by Lessee and
coved by aay goverimental agency by texecuting the same upon tequest of lLessee

P oat-

R Lessee shall have the ripht at any tone without Lessor’'s consent o sutrender all or any portion ot the leased prenvses and be selieved of
Slation a8 lo the acreage surtendered Lessee shali have the npght at any tiue auning or Gafter the expoabon of this deaee to recove al prepeity
fovtures praced by Leswee on sand dtand. ancludmg the ripht 1o draw and aenmove all casing When required by Lessor. Lessee will Lury il pape

.y below oidinary plow gepth. and no weltl shall be driled witlin two hundied 12000 feet of any resucdence ur barn now on osaad land  withaut
. wes consent The Lessee agrees lo promptly pay to the owner thereof any damuages to craps. or mprovements, caused by or reswiting from any
srations of Lessee

9. The rinhts of either party hereunder niay be assigned. in whale or i paat. and the provisions heveof shudlb extend to the heos, successars
assyins of the parbies hereto. but no change or division n ownerstup of the land, rentals or rovalties, however accampashed  shull operate tn
Crpe the ohiyations or dininesh the rights of Lessee No change in the ownership of the land, or any interest theremn. shall be binding on Lessee
0 Lessee shail be furncshd wita a certinted copy of all recorded instruments, all court proceedings and il other necessary evidence of any transfer
conance. or sale of said rnights In event of the . assignment of thas lease as to a seyrepgated portion of sad land, the tentals pogaoie hereander shall
gportionatile amoeng the several leasehold owneis ratably according ta the suttace wiea of cach. and defiuit an rental payiment Ly one shall not
coct the nignts of other leasehold owners hereunder. In case Lessee assigins this lease, i whole or in part, Lessee shail be rehieved of all abligations
tn respect 1o the assigned portion or portions arising subsequent to the date of assigninent.

10 Al express or nnplied covenants of this fease shall be subject lo all Federal and State Laws, Executive Orders. Ruies or RHepula jons and
rease shall notl be ternunated, (i whole or i part, nor Lessee heid hable in damages, for fadure 1o comply therewith, if compliance as prevented
or of sucn failure is the result of, any such Law. Oider. Rule or Hegulation. or 1f prevented by an act of God. of the public enemy, labor disputes,

Joulity to obtain maternial, failure of transportation, or other cause beyond the control of Lessee

If. durning the term of this lease. oul or gas or other hydrocarbons or other cneral s discoversd Upon the leased premuses bot Lessee s jue-

v trom praducing the same by reacan of any of the causes set out an tos Section, this lease shatl vevertheless be consdered as prodacing: and

Socontinue n full force and effect until Lessee is permitled to produce the ol gas, other hvdrocarbons o othier maneral and as tong thereafter as
~noproduction continues i paying quantities or dridling o reworkimg opejaliis are conbinued as eizvewhere herein provided

11 Lessar hereby warrants and adrees to defend the Gtle to swid land and "arees that Lessee 0t 115 ophian oiay dischante Loy Lo orlagle of

croben upon sad lang, eithier o whole or an part, and an oevent Lessee does o, 0t Thiail Fes st opiated 1o sich hen wath the 1ight 1o entorce saroe
tapply rentass and royaities accruing hereunder toward satisfying same. Without imparrmenie of Lewsee s nphts under the warttanty in event of {adure
e atas wareed that of Lessor owns an anterest in said land less than the enlirw fee sumple estate, then the royaities and rentais to be paid Lessor
. be reduced proporuonately. ..

- \ ) R »
ihis agreement shail be binding on each of the above named pdrties who e);e-r‘uhf the saane tegardless of whelher 1t as execuled Ly any of e
D er parties

All of the provisions of this lease shall inure to the benelit of and be D\ndm-;; Upon Thes paities hereto. their heirs, adninisliaions, succrssors wnd

PRSI . . .
/4/71.\' \&'L,(}w‘FCC WHERECE Wae "I"lm1w1le executed on the dute first .-hm.'e wigttvi Taxpayer ldont 1cation or
., %s of SLkarures Signafures St
rkidress T . R .
Address o o
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WTE L)F: e e - — ] *
UNTY of C e e :
N -
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GEOLOGY OF THE PROPOSED
FIVE MILE DRAW UNIT

CHAVES COUNTY, NEW MEXICO
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PROPOSED FIVE MILE DRAW UNIT

Enclosures and Attachments:

ExXhibit AL ...t iiineerieeersenncnecnncneans Isolith Abo Sand
Exhibit B...ierierneneeecocancnnns ceeeeoes Cross Section A-A'
Exhibit C..iiii ittt eennns et rens Cross Section B-B'
EXhibit D.veieeeeneeeneeessceenosnnsannaansns Cross Section C-C'
EXhibit Eiviirrrneeeneeoseeeeaceacnaaanans Unit Well #1 Prognosis

EXNID It Feoieteeeteeeeeaeensoeesancssnsoneenses Current Well Cost



GEOLOGICAL REPORT

PROPOSED FIVE MILE DRAW FEDERAL UNIT

CHAVES COUNTY, NEW MEXICO

PURPOSE:

This report sumarizes reasons for forming a 6,457.74 acre Federal Unit in
Chaves County, New Mexico to test the Abo Sand section. The initial unit
test will be drilled to approximately 3600 feet in the SE/4 section

26-T6S-R23E.

LOCATION:

The proposed unit is located in northwestern Chaves County, approximately
25 miles north 6f Roswell, on US highway 85 (exhibit A - Isolith Abo sand
greater than 10% Porosity). Topographically the area is characterized by
gently south rolling terrain which drains into Five Mile Draw, and
eventually into the Pecos River same 15 miles east. Geologically this
area is on the northwest shelf, a northerly Iextension of the Midland and
Delaware basins. That portion of the shelf presently undergoing

development for Abo gas is known as the Pecos slope.

GENERAL GEOLOGY:

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

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

northeast - southwest - stratigraphic X-sections).

Exhibit A, an isolith of Abo sand with 10% or greater porosity, suggest
deposition of these sands were concentrated vertically through geologic
time in samewhat restricted areas. Subsurface control, although limited,
near the proposed unit, indicates the proposed Five Mile Draw Unit to be
located in an area where numerous channels are stacked vertically but
will have great lateral discontinuity (exhibit D stratigraphic
X-section). The sand Isolith (exhibit A) is strongly suggestive of local
channel development with a northwest — southeast trend through the Five

Mile Draw Unit.

LOCAL GEOLOGY:

Interpretation of very limited subsurface control suggest that the
proposed unit will conform to an area in which rapid stratigraphic change
is occuring in an SW-NE direction (exhibit C & D stratigraphic
X-sections) with multiple sands stacking and having a long axis in a NW -

SE direction This is considered indicative of channel systems draining
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the Pedernal land mass located west of the area of interest. Although
the number of wells have been drilled near the proposed unit none have
been drilled within its boundaries (exhibit A). These wells have met
with varying degrees of success; and initial potentials posted by
carpleted wells on exhibit A indicate to same extent the degree of risk
involved. Therefore, fomation of the unit should permit the orderly,
timely and econamical exploration and development of a large area for Abo

gas in which few wells have been drilled and none within the proposed

unit boundary.

C. Carlisle

/1m

8-23-84



INEXCO OIL COMPANY

WELL PROGNOSIS

Prospect/Field.
Well Name & No.

T'ive Mile Draw

EXHIBIT

| ease _

Inexco Federal 1-276

State or Province NewW llexico

& Exploratory — Development
County or Pansh_Chaves
Location___SE/4 Sec._26  Twp._6S _Rge 23E
Proposed T.D & ObAective Formation
Date 9/25/84 Elevation Gr Kb
GEOLOGICAL REQUIREMENTS Formation Tops Deptk
SAMPLE PROGRAM
Tubb 2540
lO ‘ samp(es 1500 ' to TD . -
' samples ‘o . Abo 3175
' samples__ ] .
e * samples ' to ’
Samples to
Sampies to other partners
LOGGING PROGRAM :
IES ' to 4
Cual Induction ’ to. ,
BHC Acoustic ‘ to . .
BHC Density _.GRN_Surface to TD
Lateroiog. 3 > ' to
Micro‘aterolog = ‘' to ‘
SNP ' to 4
Gamma Ray Neutron * to .
Dipmeter ’ to ’
Cther DT, 1500 ‘ to D '
to
CORING PROGRAM 60" .
Co-owners and Participants
DST PRCGRAM
SIDE WALL SAMPLING PACGRAM
Mud Logaer Required:  Yes_ X No _
Type
- Geplogist:~ From ' 1o .
Prepared by J.C. Carlisle pate 9/25/84
{Geuological)
DRILLING PROGRAM
N HOLE SIZE CASING PROGRAM
Size I Weight Depth Cement
12 1/4" . 900 1 9.5/8" . 36 900" ws_TO BE DET.
v L)
8 3/4 - 1o 4040 5 1/2 - 15.5 . 4040 ws_TO BE DET.
“ 19 : b =3 W/ sax
to ~ # W/ sax
to - k-4 w/ sax
(o] ~ =z w/ sax
to - % w/ sax
" to o # w/ sax
” to ” 2 w/ sax
~ to ‘ "! E W/ sax
MUD PROGRAM
Type Depth Characteristics
From | To wt, Vis. i %ot | WL :
FRESHWATER | 0 900 8.3 28 _ —— . N/C ,
NATIVE MUD ' 900 2500 B.0-10.0 28 I T N/C ]
. LOW SOLIDS 2500 4040 10.0 32 || ——— 10 or 1less i
! ! A
1} T
| T
1] ‘r ‘ '
$ IS
i | T H f
Engr. Porticn Prepared by MIKE PAVELKA Dae OCTOBER 2, 1984
Approved: Land Date Zxplcration Cate
Procuc rq — __Tawe

E



EXHIBIT F

A INEXCO OIL COMPANY

AUTHORIZATION FOR EXPENDITURE

AFE No. (Inexco Property No.)

Prospect__ FIVE MILE DRAW Location: _ SE/4 BSec. 26 T6S |
Well Name and Number INEXCO FEDERAL NO. 1-26 E !
CHAVES COUNTY, NEW MEXICO g
Estimated Days to Drill 15 !
Estimated Days to Complete 8 |
SANDS AND DEPTH Est. T.D. 4040
OBJECTIVES TUBB 2540 Est. Spud
' i K% PAVELXA
XXX Drill { ) Workover Same Zone  ° i { ) Recomplete in New Zone
DESCRIPTION ESTIMATED COSTS . ACTUAL
- DRILLING | COMPLETION COsT
ATANGIBLE COSTS (321)
Access and Location Costs. . ... oo ittt it i e e e 10,500
Move-in, Rig-up, Rig-down, Move-out ............. ... .o i, ..
Contract Drilling .
Footage _ 4040 g a $_15.00 ¢ o 60,600
Daywork 2 daysat$_%200 4oy .. .. ... N 4,200 4,200
Completion Unit __ 8 _daysat$_1400day.................. 11,200
Fuel, Power, Water and Water Lines. . ............ it iiunnnnnn .. 13,400 2,400
Bits, Reamers and Stabilizers . . .. ... ... . ... ., 1,000
Equipment Rental . ... . i e e 3,000 1,000
Cementing and Squeezing -
Conductor Casing . ..o vttt r i e e e
Surface Casing .. ... . e e e e e 2,000
Intermediate Casing. . . ... .o il e e 6,000
- CProduction Casing . ... ..o e 8,000
T T O
Other e e e e
DrillingMud and Chemicals . ... ... vttt e e e 14,000 2,500
Mud Logger . ..o e e e e . 6,500
Logging, Coring and Testin
T 8,000
DS T s, o e e e e
Logs. .. R-NEUTRON 1500-TD. . ... 3,000
DLL 1500-TD 4,000
...... CBLGR&VDL 5 000
Perforating. . & WIRELINE WORK . . .. . ... ... . ... . .. . 5,000
Acidizingand Fracturing . ... ... oo 25,000
Labor and Supervision . . . ..o v 2,500
Contract Labor. . .. .o i e e 4,000 12,000
Drilling Overhead . . ... ..o i i e e e e e e e e 29,200
LI Y 7o T €= €7c o 2,800 2,000
Sales TaX . it e e 2,800 1,000
Other Miscellaneous Intangible Costs. .. .. ... ... ... . ... 2,000 4,000
- Losses, Damages and Abandonment . ... ... . .. i i 6,000
Fishing Tool Expense and/or Directional Drilling
Dry Hole Contributions . . ... ... . e
Well Control Insurance . ..... .. ...ttt e
TOTAL INTANGIBLE $ 304,800 $ 185,000 $119,800 $

0-5 (Rev. 7-23-81)
1of2



ESTIMATED COSTS ACTUAL
DESCRIPTION DRILLING COMPLETION COST

TﬁNG!BLE COSTS (313/3146: " ’

" Conductor Csg. b ft. of 16 at /ft 1,000
Surface Csg. 200" ft.of9 5/8" aB6#,3-55,ST&C/s 9,500
Intermediate Csg. ft. of at /ft
Liner ft. of at /ft
Liner ft. of at /ft
Tieback ft. of at /ft
Production Csg. 4040 ft. of 51/2" at 15.5#,3-55 » LERC 20,200
Tubing 4040 ft of 2 7/8" at 6.5#,J—55,E}.}E 8RD 10,100
Installation Costs and Non-Controllable Well Equipment ................
Casing Head Assembly ... ... i e 3,000
Tubing Head Assembly . & TREE ... .. ... ... ....................... | 10,000
PUMPING Unit .. e e e e e
Prime MOVEr .. . e e
S10rAGE TANKS .« v et et et e et et et e 8,000
SEPAIAION . .\ et e ettt e e e e 3,500
DEehydrator. .ot e U |
Heater - Troaler oottt e e e e it e e 8,500 |
LACT URIt et e e e e J
LTX or Production Unit .. ..o e et eiieiiee e S
LINE PiDE ..ottt et et e e e . 2,000
Gas RECOTARIS ..ttt e e e
installation Costs and Non-Controllable Lease Equipment .. ... Ll e 6,000

TOTAL TANGIBLE $_8£,_8Q0 $ 13,500 $ 68,300 $
TOTAL WELL $386,600 498,500 $188,000 $

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

OWNERSHIP APPROVALS:

INEXCO OIL COMPANY Interest: $ Authorized Signature Date:

-5 {Rwev. 7-23-81)
Faze 20t 2





